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REPORT TO MAYOR AND COUNCIL NO:  10-203
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Council Meeting: August 10, 2010

SUBJECT: Response to Santa Clara County Civil Grand Jury Report,
Cities Must Rein in Unsustainable Employee Costs

BACKGROUND

On May 26, 2010, the Santa Clara County Civil Grand Jury (Grand Jury)
released a report, Cities Must Rein in Unsustainable Employee Costs, detailing
the findings and recommendations from its broad study of employee costs in
the County’s fifteen cities. California Penal Code §933(c) requires that the
governing body of the public agency that has been the subject of the Grand
Jury report respond to the Presiding Judge of the Superior Court on the
findings and recommendations. This response, which is included as
Attachment A to this report, is due no later than Monday, August 30, 2010.

EXISTING POLICY

California Penal Code §933(c): No later than 90 days after the grand jury
submits a final report on the operations of any public agency subject to its
reviewing authority, the governing body of the public agency shall comment to
the presiding judge of the superior court on the findings and recommendations
pertaining to the matters under the control of the governing body.

DISCUSSION

The Grand Jury’s report, Cities Must Rein in Unsustainable Employee Costs,
presents the findings and recommendations from the comprehensive study
conducted on employee costs in the County’s fifteen cities. This study found
that the cost of employee total compensation continues to grow at a rate that
exceeds revenue growth, which leads to decreased services for residents and is
not sustainable over the long term. The report’s findings indicated that the
growth in total compensation for employees has been the result of escalating
salaries, substantial increases in pension and health care benefits, and overly
generous vacation, holiday, and sick leave policies. In addition to the findings
made, the Grand Jury report also provided recommendations for cost
containment measures to mitigate the continued escalation of employee
compensation costs.

California Penal Code requires that the governing body of the public agency
that has been subject of the report respond to the Presiding Judge of the
Superior Court on the findings and recommendations. For the most part, staff
agrees with the findings of the Grand Jury report. As Council is aware,
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employee salary and benefits costs have been an area of concern over the past
two fiscal years as the City’s revenue base has deteriorated due to economic
conditions. During this time, the City and representatives from all of its
bargaining units have been engaged in ongoing discussions about how to
contain personnel costs. These discussions yielded salary increase deferrals
from the bargaining units in FY 2009/2010, and discussions continue in the
current fiscal year regarding additional concessions. To that end, the City has
already implemented several of the recommendations made in the report. In
some cases, the recommendations made by the report require further analysis,
primarily due to contractual agreements currently in place with our bargaining
units. Implementing these recommendations would require negotiating new
terms into the MOUs, which would most likely occur when the existing
agreements expire. Examples of these types of recommendations include two-
tier pension plans and increased employee contributions to medical plans.
Finally, in some cases the City has responded that it does not intend to
implement the report’s recommendations and the reasons are detailed in the
response.

Detailed responses to the Grand Jury report’s recommendations are included
in Attachment A. For reference, the Grand Jury report has been included as
Attachment B. There is no further action required of Council beyond approving
the City’s response for submission to the Presiding Judge of the Santa Clara
County Superior Court.

FISCAL IMPACT

There is no fiscal impact to this report. As previously noted, the City is
engaged in ongoing communications with each bargaining unit in an attempt to
address rising personnel costs. As solutions are considered, the fiscal impact
to the City is evaluated and reported to Council as part of the approval process
of amending existing MOUs, if applicable.

PUBLIC CONTACT

Public contact was made by posting the Council agenda on the City's official-
notice Dbulletin board outside City Hall, at the Sunnyvale Senior
Center, Community Center and Department of Public Safety; and by making
the agenda and report available at the Sunnyvale Public Library, the Office of
the City Clerk and on the City's Web site.

ALTERNATIVES
1. Approve the City’s response to the Santa Clara County Civil Grand Jury
report as presented in Attachment A.
2. Approve the City’s response to the Santa Clara County Civil Grand Jury
report as presented in Attachment A with modifications.
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RECOMMENDATION
Staff recommends alternative 1, approve the City’s response to the Santa Clara
County Civil Grand Jury report as presented in Attachment A.

Reviewed by:

Grace Leung, Acting Director, Department of Finance
Prepared by: Drew Corbett, Budget Office

Reviewed by:

Teri Silva, Director, Department of Human Resources

Approved by:

Gary M. Luebbers
City Manager

Attachments

A. Response to Civil Grand Jury Report, Cities Must Rein in Unsustainable
Employee Costs
B. Grand Jury Report




Attachment A

Response to Civil Grand Jury Report, Cities Must Rein In
Unsustainable Employee Costs

Section 1:

As stated in Penal Code Section 933.05(a), you are required to “Agree” or
“Disagree” with each applicable finding(s), 1, 2, 3,4, 5,6, 7, 8,9, 11, &
12. If you disagree, in whole or part, you must include an explanation of
the reasons you disagree.

Section 2:

As stated in Penal Code Section 933.05(b), you are required to respond to
each applicable recommendation(s) 1, 2, 3, 4A, 4B, 4C, 4D, 4E, 5al, 5a2,
5a3, Sb, Scl, 5c¢2, 5¢3, 5c4, 6a, 6b, 7a, 7b, 8a, 8b, 9, 11, 12a, 12b, 12c,
& 12d, with one of four possible actions.

Responses by the City of Sunnyvale

Finding 1: The costs of total compensation for employees have grown
substantially in the past decade and now threaten the cities’ fiscal
stability.

City Response: Agree

Recommendation 1: All of the cities in the County need to implement
measures that will control employee costs. As a starting point, each city
should determine the percentage of savings required from the total
compensation package to reach budget stability, and provide choices of
wages and benefits in collective bargaining sessions for the unions to
choose to achieve that percentage goal.

City Response: This recommendation is in the process of being
implemented. Through the dot com bust and the current global
recession, the City has worked to develop balanced budgets while turning
to layoffs as the last resort. This has meant that the impact on employees
has been minimized at the cost of reduced service levels and
deteriorating infrastructure. The City is currently working to determine
the amount of funding required to restore services to appropriate levels
and rehabilitate and maintain our infrastructure. Because salaries and
benefits are over 80% of the City’s General Fund operating expenses,
controlling employee costs will be the key to addressing the funding
requirements for services and infrastructure and to attaining a truly
balanced budget. As the funding requirements are identified for both the




short and long term, the City will then determine the amount of salary
and benefit adjustments that are necessary to meet our needs. The City
will work with the bargaining units to develop and cost out options to
meet these needs.

Finding 2: Salary and wage increases do not reflect changes in economic
conditions; e.g. even with minimal inflation, yearly COLAs are granted
with little bearing on the actual increase in cost of living or market
conditions.

City Response: Agree

Recommendation 2: Cities should not increase salaries and wages that
are not supported by planned revenue increases. Cities should tie COLA
increases to clear indicators and retain the ability to adjust or withhold
based on current economic data.

City Response: This recommendation has been implemented, at least
partially. Salary increase projections, beyond the current contractual
obligations, do not exceed planned increases to revenues over the course
of our 20-year long-term financial plan. We have not gone so far as to
adjust contractual increases based on changes in economic conditions,
and this would have to be negotiated into future contracts. This option
has been discussed and will be considered and analyzed during future
contract negotiations.

Finding 3: Step increases are arbitrary and do not adequately represent
an employee’s added value to a city. Combined with COLAs, new
employee’s wages increase quickly and are not necessarily reflective of
improved knowledge and skills.

City Response: Disagree based on the City of Sunnyvale’s salary
structure and requirements for step increases. This is discussed in detail
below.

Recommendation 3: Cities should negotiate step progressions from the
current three and a half years to seven years. Employees should not
receive COLA increases while in step progression.

City Response: Step increases are based on completion of a probationary
period and satisfactory performance in their current job classification.
For example, if you do not receive a satisfactory performance evaluation
rating, you do not complete probationary status and do not receive an
increase on the salary schedule. The idea behind the steps on the salary




schedule is that as you become more knowledgeable in the essential job
functions of your position, you are compensated accordingly. If you are
not performing satisfactorily, then you would remain at a current step on
the salary range, until your performance is at a meet standards rating.
The City of Sunnyvale currently has six steps on the salary schedule.
The first step an employee receives is at completion of probationary
status. The next steps are annually thereafter if the performance is rated
as satisfactory or above. The City of Sunnyvale is under Memorandum of
Understandings with all bargaining groups and they will expire in June
2012 and June 2013.

Finding 4: Medical insurance costs for active employees are growing year
after year at rates that exceed most cities’ revenue growth, while the
employee contribution to medical care is minimal.

City Response: The City agrees with the fact that medical insurance
costs are growing at a rate greater than the rate of revenue growth. The
City disagrees that “the employee contribution to medical care is
minimal.” While specifics vary by employee group, the City has capped
its share of medical costs. As a result, employees have taken an
increased share of medical costs in the last several years.

Recommendation 4: Cities should negotiate that employees assume
some of these increased costs for their medical benefits. To contain
medical costs cities should consider the following:

A. Split monthly premiums between the city and employee and
increase the employee’s share, if already cost splitting, and
remove any employee caps.

Establish reasonable co-pays for doctors’ visits, prescription
drugs, and in-patient and out-patient hospital care.

Prohibit an employee from being covered by both city-provided
medical benefits and as a dependent on another city employee.
Reduce cash-in-lieu payments.

Introduce a new lower premium, high-deductible medical plan.

@=o o W

City Response to 4A: This recommendation requires further analysis.
Current contractual obligations prevent immediate changes in the cost
share between the employer and the employee for medical premiums;
however, we are aware of the increasing costs of medical insurance and
consider that cost in the context of total compensation when contracts
are up for negotiation. Almost all existing contracts are in place into
2012, but as preparations get underway for negotiations, a larger
contribution for medical benefits from employees will be a consideration.




City Response to 4B: This recommendation will not be implemented.
Because the City contracts with CalPERS for medical insurance, this is
not within our jurisdiction’s control, as these items are set by the health
benefits plans offered by CalPERS. An option the City can explore is
terminating our contract with CalPERS and selecting an alternative
provider. At such time, this recommendation would be factored in.

City Response to 4C: This recommendation has been implemented.

City Response to 4D: This recommendation will not be implemented. An
employee receiving cash in-lieu payments means that this employee is
covered under an alternative plan. Based on our jurisdiction’s modest
cash in-lieu amounts, this is generally a much less expensive alternative
than actually paying for medical benefits. The City believes reducing cash
in-lieu payments could actually increase our costs.

City Response to 4E: This recommendation will not be implemented.
See response above for Recommendation 4B.

Finding 5: Pension formula changes instituted in the past decade, stock
market losses, the aging “baby boomer” work force, and the growing
unfunded pension and OPEB liability all contribute to making retiree
pension and health care costs the most problematic and unsustainable
expense the cities are facing. The city contribution to pension plans and
OPEBs far exceeds the employee contribution.

City Response: Agree

Recommendation 5a: Cities should:

1) Renegotiate and make provisions for increasing the employees’
contribution for current pension plans.

2) Renegotiate to stop paying the employees’ contribution amount
to pension plans.

3) Renegotiate to implement a contribution amount for employees

to OPEB; this contribution should provide for a reasonable split
of costs between a city and the employee for retiree medical and
dental benefits.

City Response: 1) This recommendation is under further evaluation to
determine an implementation strategy. Developing a sustainable long-
term pension plan for the City has been a focus area for the City Council,
and they have directed staff to study this issue and bring back
alternatives to our current pension formulas. This study will include
analysis of alternatives such as moving to a two-tier defined benefit plan,




moving to a two-tier hybrid defined benefit-defined contribution plan,
and/or increasing the employee contribution toward pension costs. All of
these would create significant personnel cost savings for the City that
could be put back into service delivery. This study will be completed in
FY 2010/2011. Additionally, the City is currently working with all of the
bargaining units to discuss creating a sustainable pension plan for the
City, with the components noted above being the focal point of the
discussions. One new bargaining unit has just agreed to a contribution
as a part of its initial MOU. The other units have contracts into 2012;
however, all are in active discussions with City management on making
concessions prior to the end of their contracts.

2) This recommendation has not been implemented and requires further
analysis. As noted in the previous response, we are currently looking
very closely at all alternatives that would reduce the City’s cost for
providing pension benefits. Having the employees pick up some or all of
the contribution to their pension plans is one of the alternatives being
considered.

3) This recommendation has not been implemented and requires further
analysis. The City currently has what it believes to be a sustainable plan
for fully funding its OPEB liability. However, given the cost to provide
retiree medical benefits, this sort of contribution will be considered when
new contracts are being negotiated.

Recommendation Sb: Cities should thoroughly investigate reverting to
prior pension formulas that were less costly.

City Response: This recommendation is being implemented. As noted in
the response to 5al, the City Council has directed staff to study
alternatives to our current pension formulas to develop a more
sustainable long-term solution. The City has already done extensive
analysis on moving new employees onto a second (and lower) tier
retirement plan and are continuing to analyze this and other
alternatives. This study will conclude in FY 2010/2011. Moving onto any
alternative to the current formulas does have to be negotiated, and as
noted, nearly all contracts are not up until 2012. The City believes
moving to a two-tier system provides the best option for long-term
pension sustainability and is working towards this goal.

Recommendation 5Scl: To provide meaningful, long-term solution, the
cities should negotiate agreements to:

1) Institute a two-tier system for pension and retiree health care
for new hires.

2) Increase the retirement age from 50 or 55 to 60 or 65.

3) Calculate pensions on the last three to five years of salary.



4) Replace current post-employment health care plans with health
savings plans.

City Response: 1) This recommendation has been implemented in
regards to retiree health care. The recommendation to institute a two-tier
system for pension requires further analysis. See answer to Sb.

2) This recommendation requires further analysis. See answer to Sb.

3) This recommendation will not be implemented. Final five years of
salary is not currently an option with CalPERS. The best our jurisdiction
could accomplish would be to move from single highest year to final three
years average for new employees. This is an option that will be
considered during the next contract negotiations and is a key factor in
the assumptions being made for the two-tier pension alternatives. All of
the City’s analysis regarding the cost savings resulting from going to a
two-tier retirement system also assumes that the second tier will be
based on the final three years average instead of single highest year.

4) This recommendation has not been implemented and requires further
analysis. As noted in the response to 5a3, the City currently has what it
believes to be a sustainable plan for fully funding its OPEB liability, so
employee compensation containment efforts are currently being focused
on pensions. However, all employee cost containment measures will be
considered when new contracts are being negotiated.

Finding 6: Public sector employees are granted a generous number of
holidays, personal days, vacation days and sick leave annually. Rules
and limits on accrual vary by city and union, but vacation days and sick
leave can be accumulated and converted to cash or calculated into the
pension benefit within those limits.

City Response: Agree

Recommendation 6a: Cities should renegotiate with the bargaining units
to 1) reduce vacation time; 2) reduce the number of holidays and/or
personal days; 3) cap sick leave and eliminate the practice of converting
accumulated sick leave to cash or adding into their years of service for
inclusion in their retirement benefit.

City Response: The City will take all of these options under
consideration when we start negotiations with represented bargaining
units. The current agreements expire in 2012 and that will be our first
opportunity to start making some changes. We can look at the reduction
of vacation time and the number of holidays and/or personal days, while




still taking into consideration competitiveness in the market place. The
City does have a cap on paid time off and could negotiate a lower cap in
future agreements. The benefit of converting sick leave balance to years
of service is provided through CalPERS. The City of Sunnyvale does not
provide sick leave, therefore this benefit is not available to our
employees.

Recommendation 6b: Cities should negotiate to substitute paid days off
for unpaid days instead of imposing furloughs. For example, reduce paid
holidays to major holidays only, consistent with private industry; and
convert minor holidays to unpaid. Therefore, the public is not impacted
by fewer services caused by furloughs, and the city saves the employee
cost.

City Response: The City of Sunnyvale has not utilized a furlough
program. The City will look at holidays that are provided and a
negotiated reduction in paid holidays will be a cost savings to the City.

Finding 7: Cities traditionally determine their compensation packages by
surveying the wages and benefits of other public sector employees in the
same geographic area. There is a major resistance to comparing
themselves or mirroring trends with the private sector. This has allowed
wages and benefits to become artificially high and out of sync with
market trends.

City Response: Disagree, see responses to recommendations below for
further detail.

Recommendation 7a: Cities should research competitive hiring practices
and alter the approach to determine fair wages and benefits for each city
by using public and private sector data.

City Response: Cities compare themselves to public sector agencies in
the same geographic area to stay competitive. It is a significant
investment to hire and train employees, therefore the goal is to retain
these employees and not lose them to neighboring agencies who are more
competitive with salary and benefits. It is difficult to compare ourselves
to the private sector for several reasons. First, the private sector is not
open to disclosing salary amounts for its employees; second, the private
sector often has benefits such as bonuses, profit sharing, etc. that do not
apply to the public sector; and third, you will only find a small amount of
positions that are truly comparable for the market survey.




Recommendation 7b: Cities should renegotiate salaries and wages using
valid market comparisons and not only the current wage index. Cities
should utilize more market-oriented compensation practices so that
salaries can adjust as competition for labor changes. Cities should
reduce entry-level compensation for positions for which there are many
qualified applicants.

City Response: The City of Sunnyvale will continue to use market
surveys as one element in determining salary negotiations with its labor
groups as long as it is determined the best method for our agency. As our
labor market cities face economic declines, the salaries and benefits will
have a direct impact on our market survey data.

Finding 8: All cities perform certain core functions to run smoothly and
provide services to their residents. To reduce employee costs and
streamline operations, the cities are in various stages of contracting
services to private industry or partnering with other cities, special
districts or the County to deliver services.

City Response: Agree

Recommendation 8a: Cities should explore outsourcing some functions
and services to private industry. Cities should discuss the prospect with
cities that are successfully doing this to determine best practices and
areas for success. Cities should develop contracts with measurable
objectives, performance goals, and timelines.

City Response: This recommendation has been implemented to a limited
degree. The City currently contracts out several functions to the private
sector. We will continue to look at this as an option going forward as long
as we are able to do it cost-effectively with no degradation to service
levels.

Recommendation 8b: Cities should create partnerships with other cities,
special districts and/or the County for services, such as payroll, human
resources, animal control, police and fire. Cities should investigate
sharing the cost of new information technology systems.

City Response: This recommendation requires further analysis. This is
something that we are just beginning to analyze as an option, and it
requires quite a bit of coordination between neighboring jurisdictions.
We see great potential value in this area; however, we do not see being
prepared to have a substantive conversation with our governing body
within six months of the date of publication of the grand jury report.




Finding 9: Cities can gain operational efficiencies and effectiveness with
lower employee costs by making sure they are staffed with the correct
numbers of people in the appropriate job classification in all departments
and work groups.

City Response: Agree.

Recommendation 9: Cities should analyze the functions performed by all
job classifications and make adjustments in the work force. Consolidate
functions within the same group or a similar group. Reassign appropriate
work to lower paid job classifications. Eliminate unnecessary functions.

City Response: This has already been implemented. The City has
recently contracted with a consultant to perform an optimal staffing and
organizational efficiency study. The result was a number of
organizational changes that resulted in greater efficiency and reduced
headcount (through attrition).

Finding 11: In many cities, the contract negotiation process is
completed by placing the negotiated collective bargaining agreements on
the consent calendar for approval, which is acted on quickly at the start
of the council meetings by a single motion and vote of the council.

City Response: Agree, however it should be noted that any consent item
on the agenda can be pulled for separate consideration by the Mayor or a
city councilmember. Also, a member of the public can comment on a
consent item prior to the City Council taking action.

Recommendation 11: Cities should consider holding well-publicized
hearings about the cities’ goals of negotiations before negotiations begin,
and again at the end of negotiations to report to citizens clearly what
changes have been made in contract.

City Response: The recommendation has been implemented, however
improvements can be made in the area of public awareness and public
hearings. We will make recommendations to hold public hearings prior to
the approval of negotiated contracts with employee labor groups. Public
awareness of the negotiations process and potential areas of bargaining
that could be discussed (wages, hours and other working conditions of
employment) would be beneficial to the public.




Finding 12: Current contracts were negotiated in good faith by
representatives of the cities and the bargaining units; they were approved
by the city councils. Promises made to employees were made by elected
officials, past and present. Responsibility for formulating and approving
solutions to restore the cities’ financial stability resides squarely with our
elected officials. The economic downturn has placed additional pressure
on the situation.

City Response: Agree

Recommendation 12a: City Council members and mayors should
become better informed about the fiscal realities in their cities, long-term
costs and commitments, and be cognizant of potential issues in labor
agreements.

City Response: This has already been implemented. Staff has presented
detailed information on the current fiscal realities through the Budget
and Budget Workshop. Staff has also presented information on pension
costs and meets regularly with Council on labor negotiations.

Recommendation 12b: City councils and mayors should direct city
administrators to (reJnegotiate collective bargaining agreements that
reverse the escalation of employee costs through concessions, cost
sharing, and a second tier for new employees.

City Response: This has already been implemented. The City Council
has directed the City Manager to work with the employee groups to
develop a plan for attaining more sustainable employee costs, specifically
as it relates to pensions. The City Manager and the employee groups are
in active discussions on this subject. Council has also directed staff to
study the various alternatives to the current pension formulas provided
to employees to develop recommendations for implementing a more
sustainable long-term pension program.

Recommendation 12¢: City councils and mayors should meet with the
bargaining units to clearly outline the cities’ financial health and show
how employee costs are impacting the budget.

City Response: This has been implemented. The City Council and Mayor
have provided direction to the City Manager to convey this information to
the bargaining units.

Recommendation 12d: City councils and mayors should inform citizens
of their plans for controlling unsustainable costs and remove politics
from the equation.
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City Response: This has already been implemented. The City Council
and Mayor have communicated this information in several public
forums, including the annual Budget Workshop and the public hearing
that is conducted prior to the adoption of the City’s budget.
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Attachment B

GRAND LAY
CORPY

- May 20, 2010
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Honorable Melinda Hamilton o I
Mayor ﬂ MAY 2 4 2010 I
City of Sunnyvale
4566 West Olive Avenue (Ji[\, Mana {1(‘( a Offlce
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Sunnyvale, CA 94088-3707
Dear Mayor Hamilton and Members of the City Council:

Pursuant fo Penal Code § 933.05(f), the 2008-2010 Santa Clara County Civil
Grand Jury Is transmlttlng to you |ts Final Report Cltles Must Rein In Unsustamable
Employee Costs ' _

Penal Code § 933 05(f)

A grand Jury shall prowde to the affected agency a copy of the pomon of the grand jury
report relating to that person or entity two working days priot to its public release and
after the approval of the presiding judge. Noofficer, agency, department or governing
body of a public agency. shall disclose any contents of the report prior to the public
release of the final report.. Leg H 1996 ch. 1170, 1997 ch. 443.

- This report. will be made pubhc and released to the media on Wednesday,
May 26, 2010 at 1 P.M. If you have any questions please contact Glona Alicia Chaccn
at 408 882~2721

Smcere[y,

Cf/& 7 (‘L/}

- ANGIE M. CARDOZA
Foreperson o
2009-2010 Civil Grand Jury

AMC:dsa
Enclosure

cc: Mr. Gary Luebbers, City Manager, City of Sunnyvale

SurtRior COURT Buitving « 191 NorTi FIRsT STREEY, SAN JosE, CALIFORMIA 95113 « {(408) §B2-2721 + Fay 582-2795 gx
ECT




XY 2009-2010 SANTA CLARA COUNTY
' CIVIL GRAND JURY REPORT

CITIES MUST REIN IN UNSUSTAINABLE
EMPLOYEE COSTS

Issue

Employee costs are escalating in the cities of Santa Clara County (County), revenues
are not keeping pace with these increases and cities are cutting services. How do
cities contain these escalating employes costs?

Summary

In this report the 2009-—2010 Santa Clara County Civil Grand Jun-' (Grand Jury) takes a
broad look at employee costs in the County's fifteen cities and recommends solutions to
control costs so that cities over time can achieve fiscal.and organ:zatlonal Stabllily and
ehmmate budget deficits. . . . o

There is wadespread concern that the cost of employee total compeneatlon cantinues to
increase while revenues and services decrease. Wages and salaries climb, even as the
economy struggles. Pension and health care benefits have risen substantially since
2000. Vacation, holiday and sick leave pelimes are overly generous and exceed those
of private industry. The overall costs to cities are not sustainable. Cities need to
negotiate, approve and lmp!ement ‘considerable cost contamment measures so that _
employee financial obligations do not continue to escalate. :

Citles should expand the comparison of salatles and benefits beyond other nearby cities
to include the private sector, Options for additional cost savings include: outsourcing
some activities to private industry; consolidating services with other cities or the County;
optimizing job functions; and mtroducmg lower cost pension and health care plans for
new employees,

it is important for the cities to solicit community input so that taxpayer money is spent -
prudently and fairly, while maintaining the obligations of local government to its citizens,
and ensuring that services and infrastructure improvements are not neglected.

Background

During the last decade, cities significantly increased the total compensation that
employees receive, but city leaders did not adequately forecast and plan, nor allocate
enough money to pay for these long-term obligations. In order to atiract qualified
workers during the dot-com boom, the cities, flush with revenue, increased wages and
benefits, especially pension benefits, with unrealistic expectations that the economy and




the stock market would continue to expand. These increases are largely guaranteed by
union collective bargaining agreements. Binding arbitration in public safely has
compounded the situation in the City of San Jose.

Two recessions later, most cities are experiencing chronic budget deficits. - The
economic downturn that started in December 2007 is exacerbating the cities’ poor
financial health. The following major factors are contributing to the cities’ problems:

» Increased wage and salary costs

o Increased retirement and health care costs

¢ Reduced property tax revenues

e Reduced sales tax, oceupancy tax, and constructton tax revenues
s Reduced revenue from the state

In order to balance budgets, cities are dipping Into “rainy day” funds and reserve funds,
shifting funds, and reassigning redevelopment money. Many of the cities are facing
fooming general fund deficits ranging from $3 million to more than $100 million. Overall,
the citles are taking a multi-pronged approach in fackling these projected deficits by
generating new revenue, reducing operating: expenses, and curbing - employee
compensation costs. SRR S TR TP

The opportunily for generating revenue is primarlly imited to Increasing taxes and fees,
or in some cities, selling surplus property.  Voter approval of a ballot ‘measure is
necessary to increase taxes and few cities are conslidering this option. To achieve cost
recovery for all programs, cities have raised or are raising fees—business license fees,

- parking lot and meter fees, parks and recreatlon fees, buﬂdsng fees sewer connectlon
fees, etc : _ _ :

Cities are reducing operating expenses by streamlining operations, implementing
technology Improvements, delaying infrastructure projects, cuiting support to nonprofits,
and reducing or eliminating services, Service reductions are across all deparlments,
such as code enforcement, arson investigation customer service, tree. trimming,
landscape maintenance, graffifi abatement, canine units, street repairs, fleet serv:ces
and hours of operation in parks, librarles and community centers.

Long-term, cities have few options to control employee costs. Among these are: - -

» Renegotiate contracts for existing employees with the unions.
» 'Change pension and retiree health benefits for new hires.

s Alter personnel policies and workplace practices. o
¢« Recommend ballot measures that could mandate changes.




Short-term,' cities can control employes costs by:

e Ordering furloughs

s Imposing temporary wage freezes
« Enforcing a hiring freeze '
o Eliminating vacant positions

o Laying-off staff

Methodology

The Grand Jury took the following actions:

Reviewed the 2008-2009 San Mateo County Civil Grand Jury report "Reversing the
Upward Trajectory of Employee Costs in the Cities of San Mateo County”. -

Requested from each cnty in the County

2009-2010 C[ty Budget _ _
~» . Latest Certifled Annual Financial Peport

“Any amended agreements or Memoranda of Understandmg (MOUs) of union
" contracts that were negotiated, imposed and/or implemented in 2009

Surveyed- the cities -for information on number of employees, employee benefits,
employee -salary/wages, . total . revenues, retirement formulas, and contributions to
pension plans and other post~employment henefits (OPEB) (Survay Forms, Appendlx ;
AC)- - RN : . TN S

Interviewed the city mahager'or financ'e/budget direétor in each city and gathered
information on the city’s financial health, deficits, labor negotiation practices, strategles
to balance the budget, and specaﬂc actions to increase revenue and reduce employee._
costs, _ :

lnterwewed the pres:dent of Santa Clara County/&hes Managers Association and the
former president of the Santa Clara County Cities Association (comprised of elected
officials) and discussed pension reform and how the cities can work together on issues -
of mutual concern.

Interviewed the president of the San Jose Police Officers’ Association and talked about
the contract negotiation process and the role of labor in a ctty s financial health.

Discussion

Without deliberate, coilaboratlve action, empioyee wages and beneﬂts will contmue to
increase substantfally year-over-year. The percentage of general fund money spent on
employes costs is escalating. During Grand Jury interviews, most of the city managers
and finance directors indicated that their current percentages are unsustainable and
additional increases would lead to drastic changes to city services. San Jose Mayor
Chuck Reed in his State of the City Address on Feb.18, 2010 stated that employee
costs shot up 84% in the last nine years while revenues climbed just 18%.




Table 1: Comparison of Overall Employee Costs in Selected Full-Service Cities® (With Police and
Fire Departments) as Percentage of General Fund,

; Mountain : Santa- .

Giroy | Los Gatos | Mipitas | "y.. 0 Sunnyvale Clara Average
2000-2001 161% = | 61% 73% |\ T1% | 64% - {76% - @ |67.6%
20002010 | 72% | 79% - [83% | 78% . |V1% - | TT% 77.6%

TThese cilies provided data for both fiscal years. .- - |
As this table éhows, c_ont_ro}ii_ng em'p'iloyeé c'_osts_' is irﬁp'erétive_ for the on'g'oing financial
health 'of our cities. For all citles, the Grand Jury investigated the main components of
total compensation, work force practices, labor negotiations, and public involvement.
TOTALCOMPENSATION
The cities’ median tota_l'COI___‘r.lipehsat_ib_ﬁ cost per full-time equivalent (FTE) for:

s Regular empléyeéé (non-safety) increased 37% f_fqm an 'avérage:_median of
$71,379 In fiscal year 2000-2001 to an average median of $113,704 for fiscal

year 2009-2010,. -~ SN o g s
o Safely employees (police and fire) increased 41% from an average median of
$102,646 to $173,714.
Table 2: Changes in Median Total Gompensation, includ'es_Wages and Benefits
' Regular (Non-Safety) - - -Police and/or Fire (Safcty).

: 2000-2001 | -.2009-2010 | 20002001 .| 20092010
Campbell 1 $63,784 '$106,476 $100,412 $172,422
‘Cupertino ~ - | $85,481 : $132,082 - - | Coniracbdistrict | Contract/district
Gilroy - 1 $54,078 $ 85,940 $97,273 $166,231
Los Allos $69,000 $ 97,000 $74,000 $131,000
Los Altos Hills N/A $118,842 Contract/district | Contract/diskict
Los Gatos .. $72,460 $110,243 $119,840 $183,725
Milpitas_ -~ $77,072 $121,924 $113,117 1 $191,855
Monte Sereno . | $66,946 $128,992 Contracdistrict | Contract/dislict
MorganHill . "I NA $104,645 N/A $160,890 :
Mountain View $79,033 $123,754 $106,654 $180,591
PaloAlto. " | $75,814 1 $113.841 - - $89,050 - - $146,061
Satl José i 1$686,264 - $101,043 $101,928 $162,604
‘SantaClara - - 1 $82,836 $120,792 $109,350 $178,950
Saratoga $66,314 $114,783 Contraget/district | Coniract/district
Sunnyvale $78,847 $124,403 $114,722 $236,524

- Note: Conlract/distict means Ihal services are provided via a conlract with the County or via a speclal district,

The cumulative increase in the total compensation Is the resuit of increases fo base
payroll, -health/dental benefits, retirement benefits, and other benefits, The rate of
increase in fotal compensation for city employees has heen higher than growth in the
local economy, and employee costs are escalating at a higher rate than the growth in
the citles’ general fund revenues. For the 10 years from 2000-2009, the Consumer
Price Index for the Bay Area increased by a total of 26.8%, or an average of 27% a

year.




Graph 1: Average San Jose FTE Costs versus GPI Changes over Time
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1. SalaryNVages

At present the cltles utilize a trad;tional public sector sa!ary schedule with five 5%
salary steps for most job classifications. Step Increases occur automatically unless
action is taken to withhold the 5% increase based on poor performance The typical
time it takes an employee to reach the top step ef the salary range is three and a half
years. ' S

During the tlme employees are moving from the fxrst to the top step, they also receive
any general salary increases negotiated by bargaining units. After they reach the top
step, they continue to receive annual negotiated cost-of-living adjustment (COLA)
increases. In the.three years starting July 1, 2008, and ending June 30, 2011, the
COLA increase In typical contracts is scheduled to rise by 6% to 9.5%. In this scenario,
an employes in step progression could receive a salary increase of 26% to 29.5% in
those three years During Grand Jury interviews, city managers mdtcated that
. automatic step increases cause undue hardship on the cities’ finances.

2. Health Benefits _
Employees in each city receive a generous contribution from the city toward numerous
health care benefits: medical insurance, vision insurance, dental insurance, employee
assistance programs, and cash-in-ieu of medical coverage. Medical expenses
continue to rise, and the cities have been pressured into identifying new strategies to
minimize the impact of rising medical insurance costs. Medical insurance expenses
are increasing at rates that exceed public employers’ revenue growth,




Table 3: Citiss' Monthly Gontributions to Health Care Benefits

2000 - 2001 2009 + 2010 -
: Individual [ Family | Individual | Famlly .
Campbell $295 $493 $668 | - $1,224
Cupertino $634 $634; - §792 $869
Gilroy Average was $453 Average was 51024
Los Altos $669 $569 $560 | $1400
Los Altos Hills $228 $504 $65921  $1540
Los Gatos -$262 $686 $629 $1,442
Milpitas 8318 $621 Se0 | | $1.622
Monte Sereno $490 $800 $600 $1300
~{MorganHill = $475 ] - $475 $600 $1260
| Mountain View $303] 739} - $TIT | $1,824
Palo Alto ’ $266 “NA NA NA
San Jose ) $289 $5456 $540 $1,139
| Santa Clara Average was $498 $7201 . %720
Saratoga $201 ]  $523 $611| $1,609
Sunnyvale . . Average was $534 | = 9636 $1666

In the table above, the monthly premiums increased significéhily'frmﬁ 2000 to the
present. To reduce costs while preserving essential medical benefits, the cities have
implemented or are considering various cost-sharing initiatives. Among these are:

o Cost sharing of monthly premiums; some clties set a certain dofiar amount '_ihat
- ~employees contribute, others set a percent, e.g. San Jose has a 90/10% split
(employee share is 10) - - S

o Co-pays for doctor visits, hospital stays and prescription drugs; co-pays currently |

are relatively low, usually $5.00
o High deductible plans
o Health savings plans for new employees

3. Retirement Pension Benefits

De_fil__le'dnBene_fit Plan

Employees In a defined-benefit retirement system are guaranteed a specific, annual
pension at retirement. The annual benefit is distributed in monthly payments. Monthly
benefits are calculated using a formula based on the employees’ years of service and
the salary they received at the time of retirement. In addition, after retirement, retirees
are eligible for cost-of-living increases. Most pension plans also provide benefits for
disability and death, and in some cases, provide benefits to survivors or heneficiaries.

In the cities of Santa Clara County, similar to most public sector organizations, full-time
and many part-time employees are enrolled in a defined-benefit retirement system.




a. CalPERS

California Public Employees’ Retirement System (CalPERS) is the defined-benefit plan
In which employees in the majority of the citles of the County are enrolled. The cltles
and efployess make contributions for retirement benefits to CalPERS. CalPERS
invests, manages, and distributes money to employees when they retire. Cities are
required to increase thelr contributions when the costs of benefits Increase andfor when
investment returns. decline. - . o

Examples of How fhe CalPERS Formula Works for Regular Employees

Each city chooses among legistatively-approved formulas that determine the amount of
lifelong pensions. The most common formula for regular employees is 2.7% at age 55.
To apply this formula: 1) take 2.7% of the employee’s last year's salary; and 2) multiply
it by the number of years of service o determine the amount received upon reliring at
+ Regular cuty employe_e_é with 30 'years of service will receive 81% of their Jast
year's salary for life. o : ,
« Regular city employees with 20 years of service will receive 54% of their last
-+ yearssalaryforlife.. _ _ o .
~» Regular retirees will receive an annual COLA of up to 2% a year.
Examples of How the CalPERS Formula Works for Safety Employees
The typical formula for safety employees is 3% at age 50, Upon retirement, an
employee will annually receive 3% of thelr last year's salary, multiplied by the number of
years of seivice. o _ E : RN
o Safely emp'loyees with 30 years will receive 90% of their l_aét year's salary.
¢ Safety employees with 20 years will recelve 60% of thelr last year's :s_ala;y.
o Safety retirees will receive an annual COLA of up to 2% a year.

b. San Jose Pension Plan

San Jose does not participate in CalPERS, but Instead has two retirement plans: the
Police and Fire Department Retirement Plan and the Federated City Employees’
Retirement System, Both the City and Its employees make contributions for retirement
benefits. The formulas used to calculate penslons for San Jose employees are similar

fo those used for CalPERS. ~ ~
s " Regular employee formula; 2.5% at 55, maxirhum: base benefit of 75% of final -
~ average salary : _
e Police formula; 2.5% for first 20 years; 4% starting at 21st year; maximum bas
benefit of 90% of final average salary :
o Fire formula: 2.5% for first 20 years; 3% starting 21st year, maximum base
benefit of 30% of final average salary

o Ali retirees receive annual COLA increases of 3%.




Calculating Pension Benefits

Employee pensions are based on genera! formulas that are agreed on befween the City
and the labor unions. A typical pension formula takes into account salary, rumber of
years served, age eligibility for retirement, and a percentage rate of an employee's
recent salary level. Table 4 provides some examples.

“Table 4: Examples of Lifetime Retirement Pensions
{Does Not Include Heaith Care Benefits or Annual COLAS)

, , Example “No. ‘Yegrs Percentage of " Annual
Empiloyee and Forinula Salary* ~Worked " Finalor . Retirement
- - and Age Highest Year . Pénsion
_ ) S0 ). - salary LT
Regular employee 2.6%@56 | $74,005 (1) Sggy:grss. - 75% $55,504
Reguler employee 2.0%@56 | $76,956 (2) 32&:@"5"” © 60% $46,474
Safety employee 3%@50 $114,004 (3) Qggfg[)s' 5% $85,503
Safety smployes 3%@55 $103,008 (4) | 2 Joae | % | s7a
Safety employee 2,5% plus s 25years, | amo
(police gel 4% after 20 years) $116,210 (5) age 50 - T0% 981,347
Safety emﬁloyée 2.5% plus 25 years, N
(fire get 3% after 20 years) $120,206 (6) age 50 . 5% 378,134
*Dependfng on the city, employee r_etlreme_nt penslon Is based on final or highest years' salary.

(1) This example salary Is the median 2010 salary for regular employees in San Jose -
(2) This example salary Is the median 2010 salary for regular employees in Saraloga
(3) This example salary I ihe median 2010 salary for police officers in Los Gatos -

. Thls example satary is the median 2010 salary for fi refighters In Gllroy

{6) This exampls salary is the median 2010 salary for pollce officers In San Jose

{6) This example salary Is the medlan 2010 salary for firefighters In San Jose -

The cities :use retirement formulas that vary somewhat from one city to another. The
table below shows the retirement formulas used by the cities for the 2009 - 2010 fiscal
year. In the past decade, these pension formulas have been modified substantially.
Most clties increased thelr formulas from 2% at age 55 to the current 2.7% at age 55 for
regular ‘employees, and changed their formulas for safety employeesto the more
generous 3% at age 50. The clties also vary on the base salary on which retirement
benefits are calculated. The highest or final year of salary is now most commonly used
as the base salary; earlier, more citles calculated employee pension amounts based on
an average of the last three years’ salary.




Table 5: Retirement Formulas for Cities

; - i o : Pension Based on Last
Gity | "Eath Yoar Worked & Ags Neoded to Refro. | , Yore Saaryarthe
Safety -‘Regular All Employees
Campbell 8% @50 26%@ss | JearAveradelRegulan)
SRR ghest Year (Police)
Cupertino Nohe; contracted out 2.7% @55 " Final Year
Gy S REe) | 25%@ss Highest Year
logsAltos ~ 3% @80 2.7% @556 " Final Year
| Los Altos Hills None; contracted out 2% @65 3 Year Average
Los Gatos 3% @50 2.5% @55 Highest Year
Milpitas A% @50 2.7% @55 "Highest Year
Monte Sereno None; contracted out 2% @b5 Highest Year
Morgan Hill 3% @50 2.5% @55 Highest Year
Mountain View 3% @50 2.7% @55 Highest Year
Palo Alto - . 3% @50 : 2.7% @55 .. Final Year
2.6% 1° 20 yrs;3% '. Final Year:
San Jose slargingsm r (Ftrne) : 2.5% @56 - 76% maximum regular;
) 2.5% 1 20yrs; 4% R 90% maximum safety *
startlng 2w (Police) _
Saraloga None confracted out . 2% @55 Highest Year
Santa Clara 3% @50 2.75% @55 Final Year
Sunnyvale 3% @50 2.7% @55 Highest Year

In Grand Jury interviews, some c;ty managers reported that these formula changes are
causing a systemic problem for their cities. The changes in the formulas provide for a
generous but costly increase to the monthly benefits.. Estimates project that annual
pension benefits will increase approximately 25% to 50% from the previous formulas,

4, Other Post~Emponment Benefits (OPEB)

Most of the cities in the County prowde OPEBS in addltlon to pensmn benefits to their
retirces. OPEBs typlcally include heaith, denial vislon, or prescnptlon drug care to
eligible retirees, their fammes “and in some cases, their benaficiaries, However, benefits
vary widely from no addmonal contributions after retirement, to full retiree and
dependent coverage for life, after a vesting period. These benefits are tax free,

Retiree health insurance premiums have been escalating. The increased number of |
baby boomers reaching retlrement age and employees retlrmg at a younger age are
affecting this cost. '

Cities are required by the federai Govemmental Accountmg Standards Board (GASB) to
calculate thelr long-term. retiree health obligations by June 2010, depending upon the
annual amount of city revenue. Therefore, complete information is not yet available.
However, the magnitude of the obligations reported o the Grand Jury for the next
several years shows a dramatic increase in projected yearly expenditures and future
liabilities.




Funding Pensions and QOPEBs

To cover pension obligations city employees pay fixed rates into CalPERS, while the
rate the cities pay is. adjusted every three .years. Rates are determined by the
petformance of CalPERS investments and the anticipated pension obligations for each
«city, . The payment is made as a percentage of employee salaries.

Similarly, in San Jose, city employees contribute a fixed rate as a percentage of salary
into the applicable pension plan. The Clty's contributions are established by its
retirement board§ and are based on many factors, including the - cost-sharing
arrangement with the employees and the level of benefits provided. Rates can increase
if there is a decline in the assets of the retirement fund, which has occurred recently
with the steep decline in the stock market, o

The cities are responsible for the mounting unfunded pension liability. = Unfunded
pension liability is an estimate of the cost of future retirement payments for which the
city does not have funds already set aside. This is one of the reasons that the cities’
contribution rates are notably higher than employess” contribution rates, as set forth in
the table below. - o Co L _ .

Table 8: Employer Contributions as a Percentage of Salary to Pension Plans and OPEB

oy |potee || Fir | ORRL | Pollos] Pl | pmiites
Camphell 36.2% Nome?| - 107%| 50%] Nome*|  40%
Cupertino None? " None® 21.56%" | None? None? 13.9%
Gilroy 35.25%" | 35.26% 12.64% | 0.02% | 0.02% 1 " 0.02%
Los Altos. - 28.99%' | - None? 22.69%? | CALPERS Minimum Health Benefils
Los Altos Hills | MNone*| _ None?|  21.69%'| None’ None*| " 14.2%
Los Gatos | 33.84% None* |  14.58% | 2.21% |  None 5.19%
Milpitas 21,68% | 21.68% 14,68% | 7.9% 9% | 79%
Monle Serenho Nohe* Nong? 19.66%* N/A None? " None?
| Morgan Hilt 28.05% None? 19.69" | 0.00% {- None? 0.00%
Mountain View | 25.56% |  25.56% 15.69% | 7.34% 7.34% 7.34%
T : : E 0.9% 9.9% ~9.9%
PaloAlte | 33.7% 33.7%" 23.56%" | (08/09) (08/09) | (08/09)
San Jose 21.61% | 2442% | 1831% | 5.28% |  419% 5.7%
‘SaptaClara | 26.12% |  26.12% 17.02% | 2.29% 2.24% 2.31%
Saratoga Nong* Nong? 18.65%* | None? None? NIA
Sunnyvale | 41.00%' |  41.00%|  22.26%'( 8.0% 8.0% 8.0%

Source; Data from Fiscal Year 2009-2010, except as otherwise noled

Notes: :
1 Includes percentage of employee contribution that the city pays
2 Service provided by County or special distriet
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Employee Contrib_utions to Pensions and OPEB

Employee_bontfibﬁﬁion rates as a percentage of saiafies are as follows!

o Regular employees: 8% to CalPERS when the formula is 2.7% at 55, and 7% if
‘the formula s less
o :Safety employees: 9% to CalPERS when the formuia is 3% at 50, and 8% if the
formula is less
o San. Jose Regular employees 4, 28% to The Federated City Employees’
Retirement System
. San Jose Police employees: 8.18%, Flre employees 8. 62% to Pohce and Fire
'_Department Ret:rement Plan ~ . e
s : Cupertino Regu!ar emp[oyees 2. 4% for OPEB
o *San Jose Regular employees: 5.7% for OPEB
¢ San Jose Police employees 6.28%, Fire employees 4.18% for OPER

o Employess in the other cities contribute nothing for OPEB

Nine of the 15 cmes — Cupertlno G:iroy, Los Altos Los Altos Hills, Monte Sereno,
Morgan Hill, Paio Alto, Saratoga and Sunnyvale — pay all or a pottion of the employees’
pension contnbutaons For -example, "Gilroy pays -100% of safety employees’
contributions; Morgan Hills pays 100% of regular employees’ contributions. This means
those emp!oyees do not make any contnbu{aons to their own penswns I

Sociai Securltv Contr:butlons

Of the 15 cities, only Monte Sereno and Santa Clara contribute to Social Security for
regular employees. Such participation requires both the city and the employee to
contribute 6.2% of the employee’s salary to the Social Security system. The
employees of most cities will not be able to recelve Soclal Security unless they have
worked and contnbuted for 40 quarters at another emp]oyer

Pension Reform; Twa:er Sysiem -

The pension benefit is the most expensive benefit provided to employees and has
significant cost implications, which is why cities must ensure that the costs of pension
benefits .are sustainable in the long term. During Grand Jury intetrviews, many cily
managers and finance directors stated that pension costs are skyrocketing and diverting
limited resources from community services. For example, in Mountain View, GalPERS
costs have increased over the past decade from $2.8 million to $7.7 million. San Jose
will contribute approximately $138 million into its two retirement plans for 2009 - 2010;
more than double that of just 10 years ago. Pension costs are increasing due to benefit
enhancements and losses in investment returns.

1




City managers recognize the challenge they are facing and are working together
through the Santa Clara Countleities Managers' Assoclation to investigate ways to
reduce pensfon costs. Since pension benefits are considered vested, there are
limitations on what can be changed. Recently the city managers of Santa Clara County
and San Mateo County agreed oh a joint policy statement that recommends that all
cities adopt a two-tier pension system. (Appendix D) In the two-tier system, cities would
implement a reduced level of retirement benefits for all new employees in all agencies In
the region. This solution would take detailed planning and communication fo
implement. The Santa Clara County Cities'Association has asked the city managers to
present the proposal to their respective city councils and start preliminary discussions
with the unions.

Among other cities statewide, San Carlos and Brisbane have already initlated a lower,
second tier for new hires. Palo Alto is in the process of implementing a second tier for
new Service Employees Intemational Union workers. Sunnyvale completed a
preliminary analysis of a second tier and estimated it could save approximately $45
million over 20 years. The goal of two-tier system would be to provide a competitive
pension at a more sustainable long-term cost by Increasing the age of retirement and
lowering the retirement payout.

Other suggested optlons to reduce pension costs are 1) convert to defined contribution
plans for new hires, which are common in private industry and 2) eliminate “double
dipping”, which occurs ‘when a public employee refires and subsequently enrolls in a
new pubhc retirement fund while continuing to collect from the earlier one,

Retiree Health Care Reform :

Retiree heaith care costs continue to increase and cites are facing sigmf cant unfunded
liability for their retirees’ health care benefits. San Jose is working on a plan that
provides for the costs of retirees' medical benefits o be split 50/50 by the city and the
empioyees which over t;me would reduce the city’s unfunded llabiltty

Other cities are !ookmg at modified health care plans for their new employees. In some
of these plans, the obhgatfons of the city end when the employee retires, One example
is establishing a health savings account for each employes hired after a certain date;
the city contributes to the account each month, which after vesting the employee can
take into retirement. Health savings plans are tax sheliered and the employee can
contribute to them.

5. Days Off

" Employees receive pald time off for holidays, vacations, personal leave days and sick
days; the number of days granted each employee vary by city and by union.

“The number of vacation days increase based on length of employment with an altotted

number of hours or days granted each year. In some citles vacation days can be
accumulated year after year and converted to cash at termination or retirement, or
. added to the number of years of service and calculated into the retirement benefit,
Other citles have imposed limits on accrual time, and require cash out at that time.
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Employees receive approximately 12 days of sick leave each year. Disability insurance
is available for extended sick leaves. Depending on union affiliation, employees are
eligible to receive accrued sick leave as a cash payment or added into their number of
years of service and calculated Into their retirement benefit. Some are eligible to receive
up to 100% of their sick leave paid out at retirement, with no cap on the number of
hours. Other employees are eligible to receive up to 75% of their s:ck leave paid out to
a maximum of 1200 hours at retirement : .

Although payouts of accrued sick leave are common in government agencies, these
benefits are not commen in the private sector and could be reduced and capped to save
costs.

. Table 7: Days Off Per Yoar by City

o ST T_ci_tél Possible | o0
o | s | RS, | CBmeE |
Campbell 11 to 21 0 | . B o 241038 ) 12
Cupertino 101022 12 3 (FLSA exempt) 22044 12
Gilroy - 10020 - 9 45 20t0 40 12
Los Allos .~ | 10020 10 | 2(5for mgmt)  NIA 12
Los Allos Hilis 1] - 12t0 20 ~ 2. ) 12 (FLSA exempl) Cn30 f2
Los Gatos 40026 | 10t012 1V 3(6 for mgrmt) 4 - - 12
Milpitas 1110 31 12 1 Note 4 12
Monte Sereno 104020 12 0 25 ‘ 12
Morgan Hill | 10to20 115 2 ‘ 20 to 40 12
Mountain View 12 t0 25 112 2 : " 301080 12
Paio Alto 1010 25. 12 . 0 301075 12
San Jose 101025 14 izome 9 0080 | 12
SentaClara | - :f‘i’-ré"szﬁ‘)‘ 13014 [ 3 50 (fire 84) 12
Saratoga 221032 0 -0 o ' 75 0
Sunnyvale fito2e | 14 25-36 | 62(safety50) | O

Notes: )
1 Number of days varies by length of sesvice,

2 In most cities vacation and sick leave days above the allowed retainable number can be cashed
out annually; the retainable amounts can be cashed out at retirement or resignation,

3 Mountain View fire and police recelve 5, 55 days in lieu of holidays; San Jose fire and police
recelve 5.8 days In lisu of holidays.

4 Emp]oyees may annually cash out up to 50% of their balance of sick days and 80 hours of vacation;
the rest is retalnable.

In the past year, a few cities have imposed furlough days; although this reduces costs, it
also impacts services provided to the community. Some cities are considering
substituting certain pald days off for unpa:d days, instead of imposing furloughs to
reduce the impact on services,
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WORK FORCE PRACTICES
1, Determining Wage and Benefits Packages

The Grand Jury learned from interviews that most cities set their compensation
packages by surveying the wages paid to public employees in a handful of like cities In
the general area, rather than wages for the employment market at large. In union
negotiations, citles will often negotiate to a place on the comparable wage index rather
than negotlating what they think are reasonable salaries by job classification, If the
wages in a satary range increase due o negouatlons all negotiated. salarles increase

Limiting comparisons to other cities in the same geographlc area resu!ts in “a follow the
leader’ or “keeping up with' the Jones” mentality In the cities, rather than real market-
based compensation. Neither -cities nor the-labor unions appear to see a value .in
comparlng private and public sector wages. and benefits, or.in tracking compensation
trends in general. Recently, the Bureau of Labor Statistics reported that high-tech
wages in the Bay Area (54% were in Santa Clara County) dropped 12% in-the past nine
years following the coliapse of the dot-com bubble. During this time period wages nn

city government increased substantially. R

Pn\fate mdustry has wrestled with the same benefit issues as the public sector, and has
been quicker to imptement ‘solutions that have reduced or contained employer-paid
costs, especially pension and health care costs. “A report published by the Employee.
Benefit Research Institute (EBRI) noted that, "State and local governments have sharply
higher costs for health and retirément benefits than private-sector employers, since their
workers participate In these benefits at far higher rates and public-sector workers are far
more likely to have defined benefit retirement benefits than are private-sector workers.”
The EBRI stated that government employers’ overall totai compensatlon cosls were
51.4% higher than private-sector employers’ costs; the costs ‘were 42.6% htgher for
wages and salaries and 72.8% higher for benefits.

2, Consol}datmg Serwces with Other Cltles or the County

All cmes prowde core services for their residents and perform operational activities to
keep the city running properly. ‘With 15 cities performmg similar functions, there are
opporiunities to reduce duplication, decrease costs and i smprove efﬂc:ency by shanng or
consolidating services among cities or the County. . _

Currently, four cities obtain police services from the County Office of the Sheriff; others
utilize the County's fire services or have speclal fire districts. Several cities have
consolidated their animal control functions. The Grand Jury learned through Interviews
that these_ arrangements are successful and provide a sizeable cost savings, ' Additional
merging of services, such as trash collecting, library functions, payroll activities, and
parks and recreation work, could be pursued {o reduce emptoyee costs while providing .
effective and efficient services fo the community. '
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3. Qutsourcing to Private Industry

Qutsourcing fo private industry is another avenue for cities to pursue to decrease
employee costs while maintaining services. Through interviews, the Grand Jury learned
that Saratoga and Monte Sereno utilize this service delivery model extensively.
Saratoga identifies itself as a “contract city.” Several cities have limited contracts w:th
private firms and other cities are begmning to examme the optaon

Funct!ons currently bemg contracted out include Iandscaping, street sweeping, tree
trimming, recreation services, road surfacing, janitorial services, fleet maintenance,
trash collection, and ftraffic engineering. Senta Clara has outsourced the bulk of its
mformatlon technology functlons

Outsourcing services trad:tioneliy performeci by employees requires proper planning,
effective commumcataon, reliable cost comparisons, and performance-based contracts.
And for ‘many cities, it means negotratmg wnth end working w1th their unlons to
accomplish this transnton ' _

4. Optlmlzmg Staff

Organizationally, the citles should -ensure that their staffing models are efficlent,
effective -and are.operating at the opt:mum level to decrease employee costs. It is
important- to -analyze the functions .performed by all job classifications and . make .
adjustments in the work force. . As apprapriate, cities should reassign functions to lower
paid job titles, consolidate functions with similarJobs in the same or similar work group,_ _
and tnm unnecessary functlons ' _ R _

in 2009 Sunnyva!e retained a consultmg group to conduct an optimal staffmg study of
seven depariments. Many of the staffing and operational improvements recommended
by the group have been adopted and other changes will be mplemented in the future,

The Office of the City Auditor in San Jose recently completed a study that identified 88
positions being performed by public safety employees that could be performed by
civilian employees at a lower cost. These positions are in Administration,
Investigatlons, Technical Services, and the Office of the Police Chief. Some examples
of the positions that could be swatched to civilians are: Public Information Officer, Police
Artist, Waich Bulletin Police Officer and Main Lobby Police Officers.  The estimated
annual savings would be $5,077,500.

LABOR NEGOTIATIONS -
1. Collectwe Bargammg Agreements

In the cities, with the exception of Los Altos Hills and Monte Sereno the majonty of the
work force is represented by labor unions and operates under collective bargaining
agreements. Salaries, health care benefits, retirement pension plans, other post-
employment benefits plans, and workplace rules are negotiated by the unions on behalf
of their members.

15




Each city negotiates with from three to 11 unlons. For Instance, Los Gatos has three
unions; San Jose has 11 bargaining units, representing approximately 86% of the work
force. The cities and each bargaining unit negotiate legally-binding contracts, which are
known as either a Memorandum of Agreement (MOA) or a Memorandum of
Understanding (MOU), and they are effective for a designated period of time, usually
iwo or three years,

Pursuant to the Meyers-Mllsas Brown Act (MMBA), the citles have a right fo lnS|et that
contract’ negotiations take place at the bargaining table between the des:gnaied
representatlves of each city and the designhated representatives of the 'various
bargaining unit employees, Both the cities and the unions have an obligation under
applicable law to negotiate in"good faith, It is the goal of both parties to reach a
negotiated collective bargaining agreement. ' :

2. Mediaﬁon and Arbitration

Under the MMBA if negoﬂauons do not reeult in a tentative agreement impasse
procedures allow either party to Invoke mediation, If there is still no agreement after
impasse -procedures are exhausted, the MMBA states that the public agency may
implement lis last, best and final offer. Additionally, after mediation the bargaining units
have the right to strike, except for police officers or ffreﬂghters who do not have the right
to strike,

For San Jose police and ﬂref:ghters if parties fail to reach agreement after medlatlon
Clty Charter Section 1111, approved by voters in-1980, allows the parties to submit the
dispute to binding arb:tratlon A three-member panel comprased of a city representative,
a unhion representative, and a neufral arbifrator selected by the city representattve and
the union representative, decldes each lssue by ma;orlty vote. The arbltration fs not
open to the public

3. Negotlatmg Team

Each clty de!egates the authority to negotiate labor contracts on behalf of the city to the
cily manager of the city manager's designee. = The ¢ity manager generally delegates
the lead negotiating responsibility to one of these job titles: assistant city manager,
human ‘resources director, employee relations director, or administrative. services
director. - Other key members of the city negotiating team may include the city attorney
or an outside labor attorney, the depariment head or a high-level manager of the
apphcab[e work group, the fi inance dlrector and occastonally an outside consultant.

The negottatmg team members do not belong to.unions, and they do hot operate uhder
a financial incentive. But as employees of the clty, their compensation is proportional
with union employees when salaries and benefits increase for union members, they.are
generally awarded similar increases. In some cities, members of negoﬂatung teams
have worked for the citles for a number of years, and many have come “up through the
ranks” and have strong connections to the union employees. Some of the oity
managers told the Grand Jury that this can be problematic, as these hegotiators may
experience peer pressure and concede to the unions. For this reason, among others, a
few cities are considering adding outside consultants to their teams.
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4, Role of the City Manager

Prior to labor negot:ailons the city manager provides to the mayor and city: council a
detailed fiscal analysis of current and projected economic conditions, and the current
and projected budget. The city manager also meets with the mayor and council in
closed session to recommend the city's position on contract renewal, itemize issues,

and receive direction about the intended outcome of negotiations. In upcoming.
negotiations, it is anticipated that citles will ask for concessions for both current wages
and current and future benefits. Prior to negotiations, some of the city managers
conduct informal meetings with union leadership, as well as the rank and file members, -
to provide data on the cify's financial health and employee costs, _

The city manager s integral to negotiations and is responsible for setting strategy,
direction, and parameters for the negotiating team. The city manager is closely engaged
with the team prior to negotiations to determine the areas the city would like to negotiate
and those it would not like to negotiate. The MMBA, however, defines and controls the
areas that are subject to negotiation Throughout negotiations, the city manager Is
briefed regularly on progress and issues. The negotiating team will consider the union
proposals during the length of the negotlatlons and d[scuss and counter the proposals
within the confines of the council's guidance.

5. Role of the City Councll and Mayor

The mayor and council -are responsmle for settmg pohoy dlrectlon and gwdehnes for
labor negohattons overseeing the city manager and approving Iabor contracts The-
mayor is the pubho spokesperson o —

A!though the mayor and council are supposed to represent the best |nterests of the city

and ultimately the taxpayers during negotiations, it is difficult to separate politics from
bargaining sessions. If the councll approves a package that is favorable to labor, some
council members could benefit if they keep or earn union support. Throughout the
County, many city councils are dominated by labor-endorsed cahdidates, and unions
play an active role in elections. Unions often support their candidates’ campaigns with
endorsements and contributions. They print and distribute literature, manage phone
banks, make persona[ appearances at campaign events, and canvass neighborhoods.’
Conversely, nions will sometimes negatweiy campalgn aga:nst a oand;dete they
oppose. =

Puring its investigation, the Grand Jury leamed that labor representatwes somehmes go
directly to council members while negotiations are occurring to solicit their support for
various proposals. For this reason, the Santa Clara City Council and the city manager
developed and approved "Emproyer Notification Principles” for the negotiating team and
the council to observe during negotiations. These principles govern the commitment,
responsibility and behavior of the city manager and the councit and have improved the
city’s negotiations. These principles discourage council and labor discussions during
the negotiation process. San Jose has a similar policy that sets guidelines for the
council to ensure labor negotiations are conducted in good faith and to avoid actions
that would circumvent the city's designated bargaining team.
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PUBLIC INVOLVEMENT

In the past year, many articles have appeared in newspapers and other publtcations
about the dire fiscal straits of our cities. The public is becoming aware of the growing
cost of employee obligations. Untit recently most residents were relatively uninformed
about long-term financial costs and how they came about. '

During Grand Jury :ntemews four of the cities !nd:cated that they did not hold public
discussions before the start of their last confract negotiations; other cities stated that
they did encourage public comment in regard to the salaries or benefits being
hegotiated, but that these sesslons did not garner a lot of public attention. Some of the
city managers acknowledged that the taxpayer is often unaware of the long-term
financial Impact of negotiations, especially conceming pensions.

The negotiated MOAs and MOUs are either on a council's consent calendar for
approval or appear as a'separate agenda ltem. In either case, there is seldom lengthy
dlscussion around thls approval Approved contracts are posted to a mty’s web site.

Many. city Ieaders are currenily engaged in a variety of aCﬂVltleS fo better mform the
public ‘about the cities' financial health and to solicit input. - These activities. include
publishing quarterly newsletters, posting reports ‘on city web sites, conducting budget
- sessions, _sending out surveys, and creating task forces.

Baliot Measures .

Escalating public employee costs are a probiem oceurting throughout Cahforma. in
some cities and countles, recent ballot Initiatives. have ‘given titizens an opportunity to
“vote on retirement and health care henefits.

Orange County, San Frandisco, .and San Diego voters passed ballof measures as
follows:

e In November 2008, Orange County voters decided that future retirement
“increases must be voter approved, o

e [n June 2008, San Francisco approved two measures Increasing pension
benefits for existing employees, but limiting the future costs of retlree health care
bensiils; :

o New employees will contribute 2% of salary and the empioymg agency will
contribute 1% to a new retiree health care fund.

o New employees must work ten years to receive half of their hea[th care:
costs upon retirement and 20 years for full coverage previously
employees were 100% vested after five years.

+ In November 2006, San Diego required voter approval of any increase | in retiree
benefits.
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- Conclusion

In the past decade, reasonable, Intelligent people — ¢ity and labor representatives —
negotiated generous employee wage and benefit packages through collective
hargaining agreements under which the cities are currently operating. As these expire,
both groups must recognize the financial impact of these agreements, coupled with the
economic downturr, and negotiate contracts that wili: - .

o Assist the ¢ities i_n"'retu'rn_i_ng to fiscal health.
s Preserve the services the taxpayers deserve and expect.
o Provide competitive and affordable compensation for employeas.

For many years; there was a copimon belief that public sector employees earned lower
wages than the private sector, but this was balanced by more generous public benefits.
Current data shows wages have increased in the cities and are at least on par with
private sector jobs, while benefits in the cities have escalated dramatically, thus
increasing total compensation to a point that it is out of sync with private industry and is
unsustainablefor the cities. Unfortunately the taxpayers, who come from both public
and private sectors; are funding this inequity. - e o

The cities’ leadership must look .béyohd poli{iCal b'arfi.ér's. a.nd focus on total
compensation and on workplace practices to contain escalating employee costs. All

parties — city administrators and labor unions — need to negotiate in good faith to
implement lasting; vigorous, sustainable change for our cities. L

Firiding_s_ and Recommendations

Finding 1

The costs of total compensation for employees have grown substantially in the past
decade and now threaten the cilles’ fiscal stability.

Recommendation 1

All of the cities in the County need to implement measures that will control employee
costs. “As a starting point, ‘each city should determine the percentage of savings
required from the total compensation package to reach budget stability, and provide
choices of wages and benefits in collective bargaining sessions for the unions to choose
to achieve that percentage goal.

19




Finding 2

Salary and wage increases do not reflect changes in economic conditions; e.g. even
with. minimal inflation, ysarly COLAs are granted with litle bearing on the actual
increase in cost of living or market conditions, ._

Recommendation 2

Cities should not increase salaries and wages that are not supported by planned
revenue increases. Cities should tie COLA increases to clear indicators and retain the
ability to adjust or withhold based on current economic data. '

Finding 3

Step increases. are arbifrary and do not adequately represent an employees added
value to a city. Combined with COLAs, new employees’ wages increase qmokly and
are not necessarlly reflechve of :mproved knowledge and skllls

Recommendation 3

Citles should negotiate step progressions from the current three and'a haif years to
seven yeare Employees should not receive COLA increases whlle in step progressm

Finding 4

Medical insurance costs for active employees are growing year after year at rates that
exceed most cities’ revenue growth while the employee contnbutlon to medical care Is
minimal,

Recommendation 4

Cities should negotiate that employees assume some of these increased costs for their
medical benefits, To contain medical costs cities should consider the foliowing:

A, Split monthly premiums between the city and the employee and increase the
employee’s share, if already cost splitting, and remove any employee caps. -

B. Establish reasonable co-pays for doctors’ visits, prescription drugs, and in-
pailent and out-patient hospital care.

C. Prohibit an employee from belng covered by hoth city-provided medloal benef ts
and as a dependent of another city employee.

D. Reduce cash-in-lieu payments.
E. ‘Introduce a new lower premium, high-deductible medicel plan.
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Finding 5

Pension formula changes instituted in the past decade, stock market losses, the aging
“haby boomer” work force, and the growing unfunded pension and OPEB liability all
contribute to making retiree pension and health care costs the most problematlc and
unsustainable expense the clties are facing. The city contnbution to pension plans and
OPEBS far exceeds the employee contﬂbutlon

Recommendatlon 5a

Citles should:

1) Renegotiate and make provislons for incteasing the employees’ contribution for
current pension plans

2) Renegotlate to stop paymg the employees conirlbution amount to pensaon plans.

3) Renegotiate to implement a contribution amount for employees to OPEB; this -
contribution should provide for a reasonable split of costs between a cnty and the
employee for retiree medical and dental benefits. _ _

Recommendatlon 5b e

CltleS should thoroughiy mveshgate revemng to prior pension formulas that were ]ess
costly.

Recommendation ¢
To provide a meaningful, tong—térm éqlu{idn, the cities should negotiate agreements‘_to:

1) Institute a two-tier system for pension and retiree health care for new hires,
2) Increase the retirement age from 50 or 55 to 60 or 65.

3) Calculate pensions on the last three to five years of salary.

4) Replace current post-employment health care plans with health savings plans.

Fmdmg 6

Public sector employees are granted a generous number of hohdays personal days,
vacation days and sick leave annually. Rules and limits on accrual vary by city and
‘unioh, but vacation days and sick leave can be accumulated and converted to cash or
calculated into the pensmn henefit within those limits.
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Recommendation 6a

Cities should renegotiate with the bargaining units to 1) reduce vacation time; 2) reduce
the ‘number of holidays andfor personal days; 3) cap sick leave and eliminate the
practice’ of converting accumulated sick leave to cash or addmg into thelr years of
service for inclusion in their retirement benefit.

Recommendation 6b

Cities should negotiate fo substitute paid days off for unpaid days instead of imposing
furloughs. For example, reduce paid holidays to major holidays only, consistent with
private -industry; and convert minor holidays to unpaid. . Therefore, the public is not
impacted by fewer services caused by furloughs, and the city saves the employee cost.

Finding 7

Cities traditionally determine their compensation packages by surveying the wages and
benefits of other public sector employees in the same geographic area. There Is major
resistance to comparing themselves or mirroring trends with the private sector, This
has allowed wages and benefits to become artificially high and out of sync with market

trends.

Recommendatlon 7a

Oitles should research competitlve harmg practuces and alter the approach to determine'
fair wages and benefits for each city by using public and private sector data.

Recommendation 7b

Citles should renegotiate salarles and wages using valid market comparisons and not
only the current wage index. Cities should utilize more market-oriented compensation
practices so that salaries can adjust as competition for labor changes. Cities should
reduce -entry-level compensation for posmons for Wthh ihere are many qualtfled

applicants., o

Finding 8

All cities perform certain core functions to run smoothly and provide services to their
residents. - To reduce employee costs and sfreamline operations, the cities are in
various stages of contracting services to private industry or partnering with other cities,
special districts or the County to deliver services.
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Recommendatlon 8a

Cltles should explore outsourcmg some functions and services to pnvate industry.
Cities should discuss the prospect with cities that are successfully doing this to
determine best practices and areas for success, Cities should develop contracts with
measurable objectives, performance goals, and timelines.

Recommendatlon 8b

C;t:es shouid create partnersths with other cities, special dlstncts and/or the Counly for-
services, such as payroll, human resources, animal control, police and fire. Cltles
should investigate sharing the cost of new information technology systems. -

Finding 9

Cities can gain operational efficiencies and effectiveness with lower employee costs by
making sure they are staffed with the correct numbers of people in the appropnqte ;ob
classmcatton in a]t departments and work groups - :

Recommendatton 9

Cities should analyze the functions performed by all job classifications and make
adjustments in the work force, Consolidate functions within the same group or a similar
group. - Reassign ~appropriate work to Eower paid job classmcatlons Eliminate -

unnecessary functions.

Fmdmg 10

The San Jose Olty Audntor identiffed 88 positlons currently being performed by public
safety employees that can be peiformed by civilian employees at lower costs. The
safety employees couild be moved to positions that requ:re their expertise and training.

“The auditor estimated this could be accomplished in less than 90 days and save
approximately $5 million annually.

Recommendation 10

San Jose should negotiate this suggested transfer with the San Jose Police Officers’
Association -and set realistic timeframes to move these safety positions to civilian
positions.-
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Finding 11

In many cities, the contract negotiation process is completed by placing the negotiated
collective bargaining agreements on the consent calendar for approval, which is acted
on quickly at the start of council meetings by a single motion and vote of the council.

Recommendation 11

Cities should consider holding well-publicized public hearings about the cities' goals of
negotiations before negotlations begin, and again at the end of negotiations o report to
cltizens clearly what changes have been made in contracts.

Finding 12

Current contracts were negotiated In good faith by representatives of the cities and the
bargalning units; they were approved by the city councils. Promises made o employees
were made by elected officials, past and present. Responsibility for formulating and
approving solutions to restore the cities’ financial stability resides squarely with our
elected officials. The economic downturn has placed additional pressure on the
situation. :

Recommendation 12a
City councll members rand mayors should become better informed about the fiscal

realities in their cities, long-term costs and commitments, and he cognizant of potential
issues in labor agreements,

. Recommendation 12b
City councils and mayors should direct city administrators to (re)negotiate collective

bargaining agreements that reverse the escalation of employee costs through
concessions, cost sharing, and a second tier for new employees,

Recommendation 12¢

City councils and mayors should meet with the bargaining units to clearly outline the
cities’ financial health and show how employee costs are impacting the budget.

Recommendation 12d

City councils and mayors should inform citizens of their plans for controlling
unsustainable employee costs and remove politics from the equation.
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Finding 13

Binding arbitration is not open to the public and results in an adversarial process
between the city and employee groups. Binding arbitration limits the ability of city
leaders to craft solutions that work for the city's budget. The process has resulted in
wage and benefit decisions that have been greater than the growth in basic revenue
sourees.

Recommendation 13a-

San Jose City Council should make binding arbitration open to the public.

Reéommendaﬁon 13b

A

San Joée City Councll shbuld' prepare a ballot measure asking voters to repeal Section
1111 of the City Charter that addresses binding arbitration. -~~~ =~ R
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City:

Appendix A

Retirement Information Form Sent to Cifies

Union Name

Union Name

Union Name

Union Name

Union Name

Union Name

Current
Pension Plan
{formula)

Future
Pension Plan
based on
MOU

Year FFuture
Planis
effective

Current COLA

Future COLA
based on
MOU

Current
Pension
calculated
based on final
year salary, 3
year average,
or other

Future
Penstion
caloulated
based on final
year salary, 3
year average,
or other
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Cliy:

Appendix B

City Contribution Form Sent to Cities'

c

b

G

H

City
Contribution
to Penslon
as % of pay

Employee
Conlrlbution
to Penslon
as % of pay

% of
Employee's
Pension
Conttibution
paid by
City*

City
Confribution
to OPEB as
% of pay

Employee
Contribution
to OPEB as
% of pay

Current

Amount -

of

Pension
thatis

Funded

Current
Amount
of

Pension
that is -

Non-Public
Safaly
Employees

Unfunded

2009

2010

2011

2012

2013

2014

Police

2008

2010

2011

2012

2013

2014

Fire i

2009

2010

2011

2012

2018

2014

Question; Doas CilylEmpioyee contribute to Social Secuﬂty? YesiNo

*Does the cily pay a portion of the employse’s required share of retirement confribution? If so what is that

percent?
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City of

Appendix G -

City Information Form Sent to Cities .

CITY INFORMATION

1.
2,

10.

1.

What Is the population of your city hased on the 2000 census?
What is the ‘estimated current population?

How many total FTE’s (Full Time Equivalents) did your city have in 2000/01?
How many total FTE's does your city have now (2009/10)7

How many FTE were in the Police department in 2000/01.7 Now
How many FTE were in the Fire depariment In 2000/017 . Now

What was your Tolal Revenue in fiscal yéaf 2060/01
What Is your Total Budgeted Revenue for 2009/107

What per cent of the General Fund were employee costs with beneflts In 2000/017
What per cent are employee costs of the 2009/10 budget?
Employee cosls Include payroll, retirement benefits, health/dental benefits and other benefits.

How much did the city contribule to non-safety Retlrements benoflts In 2000/01?

~How much did the oity contribute to Police/Fire In 2000/012 ____

12,
13.
14,
15.
16.

17.
18.
19,
20.
21.
22,

Whét isthe no'n-séfety Retlrement cdsl for 2000/107?
What is the Police/Fire Refirement cost for 2009/107

How much did the City pay for Health/Dental Benefits in 2000/012 _ o
What is the 2009/10 City cost for Health/Dental Benefits?

What was the average monthly premium the Clty paid for employee Health/Dental Care in 20007
ndividuat Family

What are the current average premiums for Health/Dental Care?

Individual Family

What was the median salary for hon-safely employees without benefits in 20007
With benefils
2008/2010 median salary without benefits With benefits

What was the median salary for police employees without benefits in 2000/017
Withbenefits
Current median salary without benefits With benefits

What was the median salary for fire employees without beneflts in 20007
With benefits .
Current median salary without bensfits With henefils
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Appendix C - continued

City Information — continued
23. What is the average number of years for your non-safety employees?
What is tha average nurnber of years for police?
What is the average number of years for fire employees?

24, How many vacalion days, floating days, holidays, personnel leave days and sick days are
employees enlitled to annually?

25, Whal are the vacation and sick leave accrué! and buy out policies?

26, Did yot: impose any furlough days this year? Y N - If yes, which work groups? How'niany
people are affected? How often?

27. Prior to entering into each of your current agreements with organlzed labor. dld your c[ty Councll,
as part of regular buslness, encotirage public comment in regard to lhe saiarles or benefits belng
negofiated? Y N

28. Are the MOU's resulting from contract negotiallons typleally on the consent ca!endar when
coming to the Cily Council for approval? Y N _
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Appendix D

~ Santa Clara County/Citles Managers’ Association Policy Statement on Retirement

Benefits
Sehten o :
m?m\ Save Mateo C',otm«tg
mﬂ ity Managers Assoolation

Poilcy Statement on Local Govornment Retlrement Benefits

Backaround

For mors han 70 years, the Stale of Galifomia and focal governments hava offeredia
“defined bensfit” refiremeant plan to employees, This system provides a guaranteed
annual pension based upon refirement age, satary, and years of service. Most, bul not
all, municlpallttes in California are part of the Public Empioyees Relirement Syslem
{PERS), . B _ _ _

Over the years, local government retirement costs have risen and fallen based on two
key factors. Tnvesiment fetums and the lovel of ‘bepefit payments prowded o
employees, In the lale 1980's the California legislaluse enacted slgnificant benefil
enhancements for public employess In the PERS syslem that were oplional for
participating local govemnments. Al that fime, some retirement plans were deemed to be
“super funded* and many local govemments adopted benefit enhancement plans. For.
exarple, most public safety personnet are on the “3% @ 60° plan, which provides a
penslon bensfit ¢f up to 90% of satary afler 38 years of service as early as aga 50, - -

When the reifrement system siffered setious Investment losses In the eardy part of Lhis -
tocade, these losses, combined with newly approved benefit enhancements, ‘caused
dramatic increases in employet contribufion rates. Cilies In our two counties have seen
the percenlage. of their General Fund budget dedicaled lo PERS costs increase whils
thelr refirerent . iablily funding had decreased from over the past decade. . Fof
example, In Mountain View, General Fund PERS costs have gone from $2.8 million In
FY00 1o $7.7 million In FY10; in San Bruno, it has gone from $240,000 to $4 mililon.
Daly Cily's percent of the General Fund budget spent on relirement behefils has:
increased from 4.3% to 10.4% between FYO0 and FY10; in Belmont, it has gone from
5% to 11.4%. And Campbell has seen its public safely retlrement system fafl from
122% funded to 70% funded over ten years, : '

In the past five years, a numbear of proposals have been Inlroduced to reform or.
dramallcally revise the public pension system in California. tn 2004, a task force of lhe
League of Californla Clties began an extensive study of the defined benefi sysiem and
proposed reforms. I 2005, the League board of directors accepied a repor on pension
reform from the task force as an iniflal assessment and for consldaration in the ongolng
debate of this issue, The report Included a number of "general principles” and specliic
reform recommendations. To date, no concrete acllon has bheeh laken by the
leglslature,
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.Appendix D - continued

Recently, the city managers of San Dlego County have prepared a while paper on this
Issue calling for a new and lower second Uer retirement benefit for new hires, Other
manager groups acress the stale have begun a similar dialogue In recognilion that the
costs of lhe cument system are not suslainable.  Addiffonally, Govemor.
Schwarzensgger has proposed reluming penston fomulas to 1998 levels for new hires
— a move he says will save the state 374 billion through 2040. The Clty of Sunnyvyale
has done a preliminary analysis of a lower fier and has astimated it could sava a tolaj of
$44 mition over 20 years. The ¢ilies of San Carlos and Brishane have already inltlated-
a lower, second lier for new hires (among other clilos statewlde),

Discussion

While the debate Is ongeing, no clear consensus has bisen achleved on addressing the
high cast of penslon benefits and ro aclion appears Imminent. - The clly managers of
Sanla Clarg and San Mateo countios beliave It fs Important lo take a proactive stance
on this lssue whlch has iongkterm fmpﬂcaﬂens for the flscal stablhty of our cltfes, This
fssue 1s sven more important now, given the tremendous losses suffered In the stock
matket! in the past year, Al fiscal year end in Juns 2008, PERS annua! refumns wete
down 23.4% from the previous year.. This [s on top of logses of 5,1% In Flzcal 2008,
PERS assumes.a 7.76% galn annually lo malntaln its pension obligatlons but cf&ar[y
there Is no guarantee this rate can Be achieved, Based on this year's negallve relums,
emptoyer rales are expactad {0 ] Jump signlﬂcantiy asof July 1, 2041, .

Therefora, asa matter of publtc pol:oy. we endorso Iha followlng princ!pies for a rewsed
-pension system. e

Guiding Pdnaigre

¥ Our residenis deserve fiscal policles that presasve local govemnment's ability fo meet
community needs, while. auracllng compatent and motivated employees lo publlc
sanice, . _ . o

» Providing adaquate retiement benefits Is an Important paﬂ of aﬂracting and
ratalning publle eriplayees; this continues to ba an Issue as. demographlcally. there
are fawar young peopta to en!er the publlc sector.” :

» Current relirement. haneﬁi formulas ara not ﬁscaliy sus!a!nable The cosis are
escalating bayond our ability fo fund them and divasting fimited resources from direct
ssewvice delivery to our communitles. in addiflon, currant pension benefils exceed
what private sector employees receive and what Is reascnably needed fo ablract
public employees.

» Ideally. thls sitvatlon would ho addressed al a slatowide level and there wauld he

conslstent standards for al. We cannot, however, afford fo walt for a statewlde
solution. Therefore, the ctltes of Santa Clara and San Maieo countles support
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APPENDIX D - continued

implementation of a reduced and sustalnable level of retirernent benefils for all new
amployees of agencles in the reglon,

» Each clty has different histories, perspeciives, and fiseal conditlons; a “one size fils
all” approach may not be realistic, but all cities In the reglon compste for the same
employeas and therefore should mova in the same direclion to a lowar-cost benefit,

¥ Each ¢ily has the legal duly {o meel and confer in good faith with its recognized
bargalning unit representatives concerming changes to existing terms and conditions
of employment.

» Evary clty Is comimitted to moving toward a two Her system for all new contracts,

© > Any new system or tler should be falr fo employees, sustamabra for taxpayers and
omployers, and based on objective acluaral data,

Action Sleps

Thes ¢lty manager associations of Santa Clara County and San Mateo County support
the statements In this document and thelr members pledge to work with thelr slected
officlals and labor groups {e Implement its prinsiples. We furher pledge to work with
other clty managets across the stale and the League of Callfomla Ciltes to advocate for
changes conslstent with this document,

Dave Andersoh, SCCCMA Connie Jackson, SMCCMA

Adopted July, 2009
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This report was PASSED .and ADIOPTED with a concurrence of at least 12 grand jurors
on this 13" day of May, 2010,

Angie M. Cardoza
Foreperson

" Judy B. Shaw
Foreperson pro tem

Mary Nassau
Secretary
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