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Annual Summary of Upcoming Labor Negotiations.

Recommendation: Accept staff report on Annual Summary of Upcoming Labor
Negotiations. CEQA: Not a Project, File No. PP10-069(a), Annual Reports. (City
Manager’s Office)

Terms of an Agreement with, or Implementation of Terms Contained in the City’s
Last, Best and Final Offer to the Association of Building, Mechanical, and Electrical
Inspectors (ABMEI).

Recommendation: Adopt a resolution approving the terms of an agreement with, or
approving the implementation of terms contained in the City’s Last, Best and Final Offer
to the Association of Building, Mechanical, and Electrical Inspectors (ABMEI). CEQA:
Not a Project, File No. PP10-069(b), Personnel Related Decisions. (City Manager’s
Office)

Terms of an Agreement with, or Implementation of Terms Contained in the City’s
Last, Best and Final Offer to the Association of Engineers and Architects,
International Federation of Professional and Technical Engineers, Local 21, Units
41/42 And Unit 43 (AEA).

Recommendation: Adopt a resolution:

(a) To approve the terms of an agreement with, or approve the implementation of
terms contained in the City’s Last, Best and Final Offer to the Association of
Engineers and Architects, International Federation of Professional and Technical
Engineers, Local 21, Units 041 and 042.
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(b) To approve the terms of an agreement with, or approve the implementation of
terms contained in the City’s Last, Best and Final Offer to the Association of
Engineers and Architects, International Federation of Professional and Technical
Engineers, Local 21, Unit 043.

CEQA: Not a Project, File No. PP10-069(b), Personnel Related Decisions. (City

Manager’s Office)

Terms of an Agreement with, or Implementation of Terms Contained in the City’s
Last, Best and Final Offer to the Association of Legal Professionals of San Jose
(ALP).

Recommendation: Adopt a resolution approving the terms of an agreement with, or
approving the implementation of terms contained in the City’s Last, Best and Final Offer
to the Association of Legal Professionals of San Jose (ALP). CEQA: Not a Project, File
No. PP10-069(b), Personnel Related Decisions. (City Manager’s Office)

Terms of an Agreement with, or Implementation of Terms Contained in the City’s
Last, Best and Final Offer to the Association of Maintenance Supervisory Personnel,
International Federation of Professional and Technical Engineers, Local 21
(AMSP).

Recommendation: Adopt a resolution approving the terms of an agreement with, or
approving the implementation of terms contained in the City’s Last, Best and Final Offer
to the Association of Maintenance Supervisory Personnel, International Federation of
Professional and Technical Engineers, Local 21 (AMSP). CEQA: Not a Project, File No.
PP10-069(b), Personnel Related Decisions. (City Manager’s Office)

Terms of an Agreement with, or Implementation of Terms Contained in the City’s
Last, Best and Final Offer to the City Association of Management Personnel,
International Federation of Professional and Technical Engineers, Local 21
(CAMP).

Recommendation: Adopt a resolution approving the terms of an agreement with, or
approving the implementation of terms contained in the City’s Last, Best and Final Offer
to the City Association of Management Personnel, International Federation of
Professional and Technical Engineers, Local 21 (CAMP). CEQA: Not a Project, File No.
PP10-069(b), Personnel Related Decisions. (City Manager’s Office)
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Terms of an Agreement with, or Implementation of Terms Contained in the City’s
Last, Best and Final Offer to the International Brotherhood of Electrical Workers,
Local No. 332 (IBEW).

Recommendation: Adopt a resolution approving the terms of an agreement with, or
approving the implementation of terms contained in the City’s Last, Best and Final Offer
to the International Brotherhood of Electrical Workers, Local No. 332 (IBEW). CEQA:
Not a Project, File No. PP10-069(b), Personnel Related Decisions. (City Manager’s
Office)

Terms of an Agreement with, or Implementation of Terms Contained in the City’s
Last, Best and Final Offer to the International Union of Operating Engineers, Local
No. 3 (OE3).

Recommendation: Adopt a resolution approving the terms of an agreement with, or
approving the implementation of terms contained in the City’s Last, Best and Final Offer
to the International Union of Operating Engineers, L.ocal No. 3 (OE3). CEQA: Nota
Project, File No. PP10-069(b), Personnel Related Decisions. (City Manager’s Office)

Terms of an Agreement with, or Implementation of Terms Contained in the City’s
Last, Best and Final Offer to the Municipal Employees’ Federation, AFSCME,
Local No. 101 (MEF).

Recommendation: Adopt a resolution approving the terms of an agreement with, or
approving the implementation of terms contained in the City’s Last, Best and Final Offer
to the Municipal Employees’ Federation, AFSCME, Local No. 101 (MEF). CEQA: Not
a Project, File No. PP10-069(b), Personnel Related Decisions. (City Manager’s Office)

Terms of an Agreement with, or Implementation of Terms Contained in the City’s
Last, Best and Final Offer to the Confidential Employees’ Organization, AFSCME,
Local No. 101 (CEO).

Recommendation: Adopt a resolution approving the terms of an agreement with, or
approving the implementation of terms contained in the City’s Last, Best and Final Offer
to the Confidential Employees’ Organization, AFSCME, Local No. 101 (CEO). CEQA:
Not a Project, File No. PP10-069(b), Personnel Related Decisions. (City Manager’s
Office)
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Benefit Changes for Executive Management and Professional Employees in Unit 99
and Other Unrepresented Employees (Units 81/82)

Recommendation: Adopt a resolution approving benefit changes for executive
management and professional employees in Unit 99 and other unrepresented employees
(Units 81/82). CEQA: Not a Project, File No. PP10-069(b), Personnel Related Decisions.
(City Manager’s Office)

Public Hearing for the Approval of the 2012-2013 Consolidated Annual Action Plan.

Recommendation:

(a) Hold a final public hearing regarding the approval of the City’s 2012-2013
Consolidated Annual Action Plan (ConPlan) and take public comment.

(b)  Adopt the 2012-2013 Consolidated Annual Action Plan, including the FY 2012-
2013 funding recommendations for the Community Development Block Grant
(CDBG) Program, the HOME Investment Partnership Program (HOME), the
Housing Opportunities for People with HIV/AIDS (HOPWA) Program, and the
Emergency Shelter Grant (ESG) Program.

() Adopt a resolution authorizing the Director of Housing to negotiate and execute
all non-capital agreements and contracts not requiring CEQA/NEPA review and
to negotiate all capital project agreements and contracts, including any
amendments or modifications, for the expenditure of CDBG, ESG, HOME and
HOPWA funds on behalf of the City, and after CEQA/NEPA review and City
Council approval, to execute all documents.

(d)  Authorize the Housing Department to submit the 2012-2013 Consolidated Annual
Action Plan to the U.S. Department of Housing and Urban Development (HUD).

CEQA.: Not a Project, File No.PP10-069(a), Annual Report. Specific development

projects that are funded as a result of the Consolidated Annual Action Plan are subject to

project-specific CEQA clearance. (Housing)

These items will also be included in the Council Agenda Packet with item numbers.

/s/
LEANNA BIEGANSKI
Council Liaison

&
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SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR FROM: Debra Figone
AND CITY COUNCIL
SUBJECT: ANNUAL SUMMARY OF LABOR DATE: April 17,2012
NEGOTIATIONS

COUNCIL DISTRICT: City-Wide
SNI AREA: N/A

RECOMMENDATION

Accept staff report and public input on the Annual Summary of Upcoming Labor Negotiations.

OUTCOME

As recommended by the Sunshine Reform Taskforce and approved by the City Council, this
report will provide the public an opportunity to have information related to labor negotiations in
advance of the commencement of negotiations and to provide input to the City Council.

BACKGROUND

Pursuant to the Public Information provisions of the Sunshine Reform Task Force Phase 1
Report approved by the City Council on August 21, 2007, staff is to bring forward to the City
Council in open session on an annual basis a summary of labor negotiations for the upcoming
year. The purpose of this process is to provide an opportunity for the public to be informed
about the City’s labor negotiations before the City commences negotiations and to provide the
City Council input before the negotiations begin.

This memo provides a summary of background information related to labor negotiations, a
summary of bargaining unit information, personnel cost information, and a summary of labor
negotiations cost saving strategies.
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The following chart shows the City’s bargaining units, total Full Time Equivalents (FTEs') for
the 2012-2013 Base Budget represented by each bargaining unit and the expiration of their most .
recent contract. In addition to the bargaining units listed below, there are approximately 227
FTE’s in the unrepresented employee groups known as Units 99, 81 and 82.

Bargaining Unit/Union FTEs’ E(;((;)lil:;?if)tn
International Brotherhood of Electrical Workers, Local 332 (IBEW) 74 06/30/11
International Union of Operating Engineers, Local #3 (OE#3) 692 06/30/11
Municipal Employets’ Federation, AFSCME Local 101 (MEF) 1785 06/30/11
Confidential Employees’ Organization, AFSCME Local 101 (CEO) 178 09/18/11
Association of Legal Professionals of San Jose (ALP) 32 06/30/12
San Jose Police Officers’ Association (POA) 1109 06/30/13
San Jose Fire Fighters, IAFF, Local 230 (IAFF) 645 06/30/13
Association of Building, Mechanical and Electrical Inspectors (ABMEI) 64 06/30/13
Association of Engineers and Architects, IFPTE Local 21 (AEA) Unit
41142 and Unit 43 (s 203 06730713
Association of Maintenance Supervisory Personnel, IFPTE Local 21
(AMSP) pervisory . 77 06/30/13
City Association of Management Personnel, IFPTE Local 21 (CAMP) 322 06/30/13
TOTAL 5181

In November 2010, the City Council in open session approved a Fiscal Year 2011-2012 goal of
reducing the total ongoing employee compensation for all City employees by ten percent (10%)
and rolling back any general wage increases received in Fiscal Year 2010-2011, which also
included the healthcare changes recommended by the City Auditor and approved by the City
Council in August 2009. "Total compensation" is the total cost to the City of pay and benefits,
including base pay, retirement contributions, health insurance and other benefits. In addition, the
City Council approved direction to achieve the following reforms in Fiscal Year 2011-2012:
retirement reform, including pension and retiree healthcare benefits for new hires; options for
current employees; Supplemental Retiree Benefit Reserve (SRBR) or "13™ Check;" sick leave
payout; disability leave supplement, overtime calculation, vacation sellback and compensation
structure. ‘

The City reached agreement with seven bargaining groups. The City/ALP agreement will expire
on June 30, 2012, and the remaining six contracts will expire on June 30, 2013. In May 2011,
the City Council imposed terms and conditions for IBEW, OE#3, MEF and CEO.

The City has made significant progress towards the goals and negotiation parameters established
by the City Council for Fiscal Year 2011-2012. The 10% total compensation reduction was

! Full Time Equivalents (FTEs) are the combined total number of budgeted full-time positions. For example, one
full-time position equals one FTE. Similarly, two half-time positions equal one FTE.

‘2 Source: 2012-2013 Base Budget. Does not include 227 unrepresented positions.
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achieved with all eleven bargaining units, including the City Auditor’s recommendations for
changes to healthcare, specifically, plan design changes ($25 co-pay plan), elimination of dual
coverage and reduced Health-In-Lieu amounts. The chart below demonstrates our progress in the
additional areas of reform included in the Council’s direction:

Empl?yee g:iﬁfs:fiﬁ Maodify Step|Disability Leave Sick leave Payout OXI:riige Va‘cation Sellback
Unit Reduction Increases Supplement Calculation
AEA -10% N/A Pg 2?52/ ?211 t NegotiatioInI}Mediation N/A Plllgfg ;,1/ ?ZUt
ALP -10% NA | RS N eaotiationModiation] | WA [Reduced to 60 Hours
AMSP - 10% N/A ng?;g/ (IDZUt [Ne gotiatiolnn/Mediation A P?;l?;g/ ?ZUt
CAMP -10% N/A P(I)lgj;g/ (IDZUt Ne gotiatioLr}Mediation N/A Pili;; ;i/ ?Zm
ABMEI -10% Regl.j;‘;i ° ngjgg/%u‘f Negotiatio]r)l}Mediation Status Quo N/A
IBEW 0y | Redueedto ) Redueed 03 pyininated 01/01/12 ?chfféfg‘;f; N/A
OE#3 10% | NYen | Mot | Bliminated 01/01/12 | out FoNS N/A
MEF oy | Regueedto ) Redueed 03 pyiminated 01/01/12 @ﬁiﬁgi{; N/A
CEO oyt | Redueedto ) Reduced 03 pyiminated 01/01/12 @?ﬁf;fg;‘f; N/A
POA -10% Status Quo Status Quo Nego tiatioInr}Me diation Status Quo N/A
]AFI;?, ]6°°a1 -10% Status Quo Status Quo Nego tiatioInI}Me diation]  Status Quo N/A

In addition to negotiations for successor agreements, the City has been in negotiations with all
bargaining groups regarding retirement reform and a related ballot measure. On May 24, 2011,
the City Council approved the Fiscal Reform Plan which included recommendations for
retirement benefit reforms. The City Council also provided direction to staff to prepare a draft
ballot measure that would include various proposed changes to the City Charter regarding
retirement benefits for new employees, current employees and current retirees. This ballot
measure was approved on March 6, 2012, for the June 2012 election. "

* Also achieved Council direction to roll back 2% General Wage Increase received in Fiscal Year 2010-2011.
* Also achieved Council direction to roll back 2% General Wage Increase received in Fiscal Year 2010-2011.
3 Unit 99/Unit 82 are comprised of unrepresented employees whose benefits are determined by the City Council
through the recommendations of the City Manager.
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Personnel Costs

As a service organization, the great majority of the City’s costs pay for the employees who
provide those services. Over the last several years, the City has experienced a significant
increase in those costs. It is projected that increases in personnel costs will continue. From
Fiscal Year 2002-2003 Adopted Budget to Fiscal Year 2012-2013 Base Budget, the average cost
per employee is projected to increase by 62.27% from $85,897 in the Fiscal Year 2002-2003
Adopted Budget to $139,381 in the Fiscal Year 2012-2013 Base Budget. During that same
timeframe, the City’s workforce has been reduced from 7,418 to 5,409°, The chart below shows
the difference in budgeted costs of base payroll, retirement benefits, healthcare benefits and other
benefits from Fiscal Year 2002-2003 to the projected Fiscal Year 2012-2013 Base Budget costs.

Citywide Salary & Benefits’ ®

2002-2003 2012-2013
Adopted Budget Base Budget Difference

BASE PAYROLL $516,923,469 $443,570,199 -14.19%
RETIREMENT BENEFITS $73,488,586 $243,665,030 231.57%

Federated Retirement/Other’ $46,105,680 $122,529,771 165.76%

Police/Fire Retirement $27,382,906 $121,135,259 342.38%
HEALTH/DENTAL BENEFITS $37,418,540 $58,078,566 55.21%
OTHER BENEFITS $9,329,611 $8,599,055 -7.83%
(Unemployment and Other Miscellaneous Benefits) '
TOTAL (ALL BENEFITS) $120,236,737 $310,342,651 158.11%
GRAND TOTAI, $637,160,206 $753,912,850 - 18.32%
TOTAL FTE 7,418 - 5,409 -27.08%

As noted in the chart above, it is projected that there will be a 342.38% increase in costs for
Police and Fire retirement benefits compared to a 165.76% increase in the Federated plan

% Source: City of San Jose Salary and Fringe Benefit Costs by Bargaining Unit & Fund for 2002-2003 through 2012-2013 Base

Budget.

7 Source: City of San Jose Salary and Fringe Benefit Costs by Bargaining Unit & Fund for 2002-2003 through 2012-2013 Base

Budget.

8 Note: Does not include worker's compensation cost or overtime. The figures above are budgeted costs and include the cost of
providing paid time off; such as vacation, holidays, personal/executive leave, and sick leave, to the extent that paid leave is taken

during the fiscal year, The actual salary and benefit costs of individual employees vary.

® Other Retirement benefits include retirement costs associated with part-time employees and the Mayor and City Council.
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covering other City employees. Furthermore, the most recent projections from the Retirement
Plans’ actuary, the City’s contribution rates will continue to increase significantly in both
retirement plans, but more significantly for the Police and Fire retirement plan.

2012-2013 Cost Savings Strategies which are Subject to Meet and Confer With the City’s
Bargaining Units

There has been various cost savings strategies identified in recent years, which will continue to
be evaluated for the upcoming negotiations in further pursuit of the elimination of the structural
deficit which was identified by the City Council in 2007 as one of its top priorities.

Sick Leave Payment Modifications Upon Retirement

Prior to 2012, all employees who retired from City service were eligible to receive payment for
their unused accrued sick leave in accordance with the terms negotiated for their bargaining unit.
Employees represented by CEO, IBEW, MEF and OE#3, ceased to receive any sick leave payout
benefit effective January 1, 2012. Employees represented by all other bargaining units are
currently engaged in negotiations/mediation regarding the sick leave payout benefit.

Outsourcing and Civilianization

It is imperative that the City fully maximize its current resources and look for outsourcing
opportunities. This may allow for the preservation of high quality services at a lower cost. -

It is also important that the City fully maximize its current sworn public safety employees in
areas requiring their training and expertise and not allocate those resources to work that can be
performed by civilian employees or outsourced at a lower cost. This includes allocating sworn
public safety employees currently performing civilian activities to functions requiring sworn
public safety employees.

Retirement Reform

Negotiations have been completed with all the bargaining groups on the issue of retirement
reform as well as a related ballot measure scheduled for the June 2012 election. In addition, the
City has issued Last, Best and Final offers to the nine non-sworn bargaining units regarding Tier
2 pension benefits for new hires, Medicare Part A and B enrollment and the introduction of a
fourth option in healthcare plans for active employees to select coverage. Establishment of Tier
2 retirement benefits for employees represented by POA and IAFF Local 230 is pending.

Labor Negotiations Background

The City negotiates in accordance with various laws, regulations and City policies, as explained
below.
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Guiding Principles for Labor Negotiations

In June of 2007, the City Council approved guiding principles for labor negotiations, which
aligned the approach to bargaining with the priorities established by both the Council and the
community. The Guiding Principles for Labor Negotiations are attached.

Council Policy- LaborNegotiation Guidelines

In March of 2008, the City Council approved a Council Policy on Labor Negotiation Guidelines,
which applies to the Mayor, members of the City Council and Mayor and Council Staff. The
purpose of the policy is to set guidelines for the City Council and Council staff to ensure labor
negotiations are conducted in good faith and to avoid actions that would circumvent the City’s
designated bargaining team. The Council Policy- Labor Negotiation Guidelines are attached.

Meyers-Milias-Brown Act (MMBA)

The MMBA governs the labor-management relations in California local government, including
cities, counties, and most special districts. The MMBA provides the right to organize, sets
guidelines for such things as the scope of representation and the requirement to meet and confer
in good faith. :

The MMBA states that the governing body of a public agency shall meet and confer in good
faith regarding wages, hours and other terms and conditions of employment with representatives
of recognized employee organizations (i.e. unions/bargaining units).

Although it is commonly referred to as an obligation to “negotiate”, the MMBA refers to the
obligation to “meet and confer” in good faith. The MMBA defines meeting and conferring in
good faith as having the mutual obligation to personally meet and confer promptly upon request
by either party and continue for a reasonable period of time in order to exchange freely
information, opinions, and proposals and to endeavor to reach agreement on matters within the
scope of representation.

The MMBA defines the scope of representation as all matters related to employment conditions
and employer-employee relations, including, but not limited to, wages, hours and other terms and
conditions of employment, except, however, that the scope of representation shall not include
consideration of the merits, necessity, or organization of any service or activity provided by law
or executive order.

City of San Jose Employer-Employee Relations Resolution (#39367)

In addition to the MMBA, the City of San Jose has local rules that govern collective bargaining
between the City and the recognized bargaining units that represent City employees.
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Section 21 of Resolution #39367 designates the City Manager as the Municipal Employee
Relations Officer. As such, the City Manager is the City’s principal representative in all matters
of employer-employee relations, with authority to meet and confer in good faith on matters
within the scope of representation including wages, hours and other terms and conditions of

~ employment. Resolution #39367 also authorizes the City Manager to delegate these duties and
responsibilities to an Employee Relations Officer or other members of his/her staff.

Negotiation/“Meet and Confer” Process

As mentioned above, under the Meyers-Milias-Brown Act (MMBA), the City has an obligation
to “meet and confer” in good faith with the City’s bargaining units regarding wages, hours and
other terms and conditions of employment. The City Manager has delegated the authority to
meet and confer to the Office of Employee Relations. The negotiations for a new agreement
typically commence prior to the expiration of an existing Memorandum of Agreement (MOA).
The City and the Union each establish a negotiating team. Resolution #39367 provides for paid
release time for up to three bargaining unit team members for time spent during the negotiation
meetings that coincide with the employees’ normal work hours.

During the negotiations, the City team meets with the union team to discuss various issues and
interests for the new contract. The City’s negotiating team is provided negotiation authorization
by the City Council through the City Manager. Proposals are exchanged related to the issues
presented during the negotiations. Tentative agreements are often reached on individual issues
as part of the negotiation process and ultimately, a tentative agreement is reached on the entire
contract. All tentative agreements are contingent upon ratification of the union membership and
approval of the City Council in open session.

If negotiations do not result in a tentative agreement on a new contract, Resolution #39367 states
that impasse procedures may be invoked by either party and provides for mediation as the
impasse procedure. If mediation assists the parties in reaching an agreement, it is still contingent
upon ratification of the union membership and approval of the City Council in open session.

Assembly Bill 646 Regarding Impasse Procedures for Local Public Employee Organizations

As a result of the passage of Assembly Bill 646 (AB646), effective January 1, 2012, local
government agencies, like the City of San Jose, are required to include fact finding in their
impasse procedures for any bargaining unit requesting to do so that is not subject to binding
interest arbitration. Previously, if the parties reached an impasse and have exhausted any
applicable impasse procedures, a public agency had the option to unilaterally implement its last,
best, and final offer. AB646 provides that the employee organization, if the mediator is unable
to affect settlement of the controversy within 30 days of his or her appointment, may request that
the matter be submitted to a fact finding panel; it should be noted that the ability to request to
submit the matter to a fact finding panel appears to rest solely with the employee organization.
The fact finding panel consists of one member selected by each party as well as a chairperson
selected by the Public Employment Relations Board (PERB) or by mutual agreement of the



HONORABLE MAYOR AND CITY COUNCIL
04/17/12

Subject: Annual Summary of Labor Negotiations
Page 8 of 11

parties. The fact finding panel is authorized to make investigations and hold hearings, as well as
issue subpoenas requiring the attendance and testimony of witnesses and the production of
cvidence. The additional costs associated with fact finding, generally, are to be divided amongst
the parties. If the dispute is not settled within 30 days, the fact finding panel may make findings
of fact and recommend terms of settlement, for advisory purposes only. These findings and
recommendations are first issued to the parties, but are required to be publicly available within
10 days after their receipt. The addition of fact finding to the MMBA prohibits a public agency
from implementing its last, best, and final offer until (1) at least 10 days after the fact finders’
written findings of fact and recommended terms of settlement have been submitted to the parties,
and (2) the agency has held a public hearing regarding the impasse. Revisions to Resolution
#39367, discussed above, will be necessary in order to incorporate fact finding into the existing

- impasse procedures. These revisions will be brought to the City Council for discussion in the
near future.

It is the goal of both parties to reach a negotiated agreement. However, the MMBA states that a
public agency may, after impasse procedures have been exhausted, including fact finding if
invoked, implement its last, best, and final offer. In addition, after impasse procedures have been
concluded and an agreement has not been reached on a new contract, the bargaining unit has the
right to strike and/or engage in other protected concerted activity, except for police officers and
fire fighters who do not have the right to strike.

For the San Jose Police Officers’ Association (POA) and the San Jose Fire Fighters (IAFF, Local
230), if the parties fail to reach agreement after participating in mediation, City Charter Section
1111, provides for an Arbitration Board, comprised of a City representative, Union
representative, and a neutral arbitrator to decide each issue by majority vote. The results of
arbitration are binding. The voters of San Jose passed a Measure in the November 2010 election
- that amends City Charter Section 1111. By passage of this Measure, the City Charter has been
amended to limit outside arbitrators from: basing awards to employees primarily on the City’s
ability to pay; creating any unfunded liability for the City; increasing police and firefighter
compensation more than the rate of increase in General Fund revenues; granting retroactive
benefits; and depriving or interfering with the discretion of the Police or Fire Chief to make
managerial, operational, or staffing decisions. '

2012 Labor Negotiations

In April 2012, the City will be negotiating with the Association of Legal Professionals of San
Jose (ALP) for a successor agreement. ALP represents approximately 32 Full Time Equivalents
(FTEs), including the classifications of Deputy City Attorney and Senior Deputy City Attorney.
ALP contract expires June 30, 2012, and negotiations with ALP are expected to begin in May
2012.

In addition, the following bargaining units currently have expired agreements:
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International Brotherhood of Electrical Workers (IBEW)

IBEW represents approximately 74 Full Time Equivalents (FTEs), including classifications of
Electrician and Senior Electrician. IBEW’s contract expired June 30, 2011. In May 2011, the
City Council imposed terms and conditions for IBEW.

Operating Engineers, Local No. 3 (OE#3)

OE#3 represents approximately 692 Full Time Equivalents (FTEs), including the classifications
of Maintenance Assistant, Park Ranger and Parking and Traffic Control Officer. OE#3’s
contract expired June 30, 2011. In May 2011, the City Council imposed terms and conditions for
OFE#3.

Municipal Employees’ Federation/AFSCME Local 101 (MEF)

MEF represents approximately 1,785 Full Time Equivalents (FTEs), including the classifications
of Librarian, Code Enforcement Inspectors and Recreation Leaders. MEF’s contract expired
June 30, 2011, In May 2011, the City Council imposed terms and conditions for MEF.

Confidential Employees’ Organization/AFSCME Local 101 (CEO)

CEO represents approximately 178 Full Time Equivalents (FTEs), including the classifications
of Analyst and Administrative Assistant. CEO’s contract expired September 18, 2011. In May
2011, the City Council imposed terms and conditions for CEO.

Transparency/Sunshine Reform

These annual reports are to provide the public with information related to labor negotiations,
prior to that authorization being given and the negotiation process being completed in order to
provide an opportunity for the public to give input to the City Council.

Also as part of the Sunshine Reform, the City is providing the public with much more
information on the City’s internet than it has in the past. This includes information related to
ongoing negotiations, costs of benefits and other payroll costs. The link to this website is:
http://www.sanjoseca.gov/employeeRelations/labor.asp.

CONCLUSION

There is no question that in emerging from ten years of budget shortfalls in the General Fund and
the fiscal challenges facing some other City funds, the City Council will continue to be faced
with very difficult decisions. A major consideration this year will be continuing the efforts to
date to control or reduce personnel costs in accordance with the Fiscal Reform Plan in order to
halt the decline in services and eventually create capacity to begin the restoration of services.
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The increased volume and complexity of labor-related issues as well as the expansion of impasse

procedures under AB646, make it essential that appropriate resources are allocated to the City’s
labor relations to ensure the best possible outcome for the City, its residents and employees.

EVALUATION AND FOLLOW-UP

When Tentative Agreements are reached with the bargaining units during negotiations for a new
collective bargaining agreement, they will be brought to Council in open session for approval.

PUBLIC OUTREACH/INTEREST

D Criterion 1: Requires Council action on the use of public funds equal to $1 million or
greater. -
(Required: Website Posting)

D Criterion 2: Adoption of a new or revised policy that may have implications for public
health, safety, quality of life, or financial/economic vitality of the City. (Required: E-
mail and Website Posting)

D Criterion 3: Consideration of proposed changes to service delivery, programs, staffing
that may have impacts to community services and have been identified by staff, Council or
a Community group that requires special outreach. (Required: E-mail, Website Posting,
Community Meetings, Notice in appropriate newspapers)

This item is being provided in accordance with the Sunshine Ordinance and is requesting
acceptance by Council on a report on upcoming Labor Negotiations. In order to provide the
public with information about the City’s labor negotiations, this report will be posted on the
internet and will be sent out in Early Distribution. Bargaining unit representatives will be
notified of this agenda item in advance. A copy will be sent to them as soon as the memo has
been distributed. :

COORDINATION

This memo has been coordinated with the City Attorney’s Office and the City Manager’s Budget
Office. ‘
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CEQA
Not a project, File No. PP10-069 (a), Annual Report

For questions please contact Alex Gurza, Deputy City Manager, at 535-8155.

Attachments
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SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR FROM: Les White
AND CITY COUNCIL
SUBJECT: See Below DATE: May 31, 2007

COUNCIL DISTRICT: City-Wide
SNI AREA: N/A

SUBJECT: GUIDING PRINCIPLES FOR LABOR NEGOTIATIONS

RECOMMENDATION

Approve the guiding prinoiplés for labor negotiations,
OUTCOME
Adoption of the guiding principles for labor negotiations.

BACKGROUND

In accordance with the Mayor’s March Budget Message, the proposed budget for Fiscal Year 2007-
2008, responds to the priorities of both the community and the City Council, while addressing the
sixth consecutive year of a multi-million dollar General Fund shortfall. Howevet, projected growth
in personal service costs continues to out-pace revenue growth through Fiscal Year 2011-2012.

Personal service costs account for two-thirds of the total General Fund uses. The increase of
approximately 45% in the average budgeted position cost from 2000 to present can be attributed to
three main cost components: . salary, health care benefits and pension benefits. Along with the
budget shortfalls already predicted for the next five fiscal years and the continued increases in cost
for current employee salaries and benefits, liability for post-employment health care benefits for
retirees has been estimated to be as high as $1.4 billion.

Salaries and benefits are determined through the negotiation process with the City’s bargaining units.
In order to address the significant issues identified above, the City should be guided by principles in
labor negotiations in order to remain mindful of the service needs of the City and the continued
fiscal challenges. '
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ANALYSIS

One of the primary functions of the City is to provide services to the community. Accordingly, 2/3
of the General Fund is allocated to personal services. However, personal services costs have risen
significantly during a time of serious fiscal challenges. Fiscal Year 2007-2008 marks the sixth
consecutive year of budget shortfalls, with projected shortfalls in the next four years.

As the City continues to explore innovative methods to bridge the gap between revenue and
expenses, it is important to partner with our bargaining units in addressing these ongoing costs.
Although it is very important to work together with our-employees and bargaining unit
representatives on collaborative efforts on an on-going basis, the cost of salaries and benefits of
bargaining unit employees are determined through the contract negotiation process. These
negotiations occur prior the expiration of the eleven agreements with the bargaining units. These
agreements expire at different times and in different years.

The following guiding principles are being presented for consideration related to present and future
labor negotiations: ’

‘o Focus on the cost of total compensation' while considering the City’s fiscal condition,
revenue growth, and changes in the Consumer Price Index

e Use short-term and long-term strategies to address increasing benefit costs such as
wellness programs, cost containment initiatives, etc. :

e Muaintain a consistent approach to bargaining through clear, ongoing communication of
policy direction among City Council and City staff’

o Remain mindful of increasing costs, including the retiree healthcare liability
e To the extent possible, preserve the City's market competitiveness as an employer

Efficiently and effectively provide services that align with both the priorities of the
community and the City Council

These guiding principles will align the approach to bargaining with the priorities established by both
the Council and the community.

PUBLIC OUTREACH/INTEREST

The purpose of this section is to describe discussions that have occurred with the public,

stakeholders, community groups and/or other governmental agencies. Staff will be asked to use the
following checklist to determine if items are to be considered items of “Significant Public Interest”,
thus requiring additional notification per the matrix below. Please note the outreach that was done.

! Total Compensation includes the total costs of a position including salary, pension, and all other benefits.
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D Criteria 1: Requires Council action on the use of public funds equal to $1 million or greater.
(Required: Website Posting)

D Criteria 2: Adoption of a new or revised policy that may have implications for public health,
safety, quality of life, or financial/economic vitality of the City. (Required: E~-mail and
Website Posting) '

D Criteria 3: Consideration of proposed changes to service delivery, programs, staffing that
may have impacts o community services and have been identified by staff, Council or a
Community group that requires special outreach. (Required: E-mail, Website Posting,
Community Meetings, Notice in appropriate newspapers)

Public Outreach does not apply to the item; however, this memorandum will be placed on the City
website for the June 12, 2007 Council Agenda.

COORDINATION

This memorandum has been coordinated with the City Manager’s Budget Office and Office of
Employec Relations. A meeting is scheduled with the City Labor Alliance (CLA) to review these
principles and receive comments.

CEQA
Not a project. W
ES WHITE
City Manager

For questions please contact me at 535-8111,
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BACKGROUND

Collective bargaining is governed by the Meyers-Milias-Brown Act (MMBA), the City of San José
Employer-Employee Relations Resolution (#39367) and the City Charter. The City Charter
designates the City Manager as the chief administrative officer of the City. Accordingly,
Resolution #39367 delegates the authority to negotiate labor contracts on behalf of the City to
the City Manager or the City Manager's designee.

Pursuant to the Meyers-Milias-Brown Act, the City has a right to insist that contract negotiations
take place at the bargaining table between the designated representatives of the City and the
designated representatives of the various bargaining unit employees. Members of the City
Council shall not negotiate with employee representatives. Both the City and the bargaining
units have an obligation under applicable laws to negotiate in good faith and not to bypass the
negotiation teams.

As used in this policy, “negotiate” means to meet and confer with another to endeavor to reach
agreement on matters within the scope of representation.

Unless agreed to by the City and the bargaining unit, negotiation sessions are confidential, but
there is great public interest in having information about the negotiations available for public
review. .

PURPOSE

This policy applies only to the Mayor, members of the City Council, Mayor and Council staff, and
Council Appointees.

References in this policy to members of the City Council or Council staff include the Mayor and
Mayor's staff.

The purpose of this policy is to set guidelines for the City Council and Council staff to ensure
labor negotiations are conducted in good faith, to avoid actions that would circumvent the City's
designated bargaining team, and to provide timely and accurate information about the
negotiations to the City Council and the public.
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POLICY

It is the policy of the City Council that all of its members and staff and Council Appointees shall
abide by the following guidelines when the City Manager or the City Manager's deS|gnee is in
negotiations with any bargaining unit:

1.

Pursuant to San Jose Resolution #39367, negotiations are conducted by the City
Manager through his/her designee. Accordingly, negotiations regarding potential
proposals and possible settlement shall occur between the City’s designated
negotiator(s) and the union’s designated negotiator(s). )

Pursuant to Section 411 of the City Charter, while the Council may express its views to
the City Manager, the Council shall not interfere with the execution by the City Manager
of his or her authority and duty to negotiate on behalf of the City.

Members of the City Council or Council staff or other Council Appointees shall not
negotiate with the bargaining unit representatives or persons acting on their behalf.

In order to avoid misunderstandings and potential unfair labor practices, unless
requested by the City Manager, members of the City Council or Council staff or other
Council Appointees should not discuss with any bargaining unit representative or persons
acting on their behalf any matter that is a subject of the negotiations while the City and
the bargaining units are engaged in the negotiation process. The negotiating process
shall be defined as the time period starting with the first negotiation session until a
resolution has been achieved. This provision does not apply when the City Attorney is
handling litigation on matters that are subject to negotiations, interest arbitration, or when
the City Attorney is contacted by a bargaining unit's designated legal counsel to discuss
legal issues. The City Attorney shall notify the City Manager of any such communications
to ensure coordination with the legal issues and Council direction to the City Manager for
labor negotiations.

Nothing in this policy shall prohibit members of the City Council, Council staff or Council
Appointees from listening to bargaining unit representatives or persons acting on their
behalf. Members of the City Council shall not knowingly respond to or discuss any
proposals or any other confidential closed session discussion.

Nothing in this policy shall preclude the City Manager from requesting the assistance of
the City Attorney or other Council Appointees in carrying out the responsibilities as the
Municipal Employee Relations Officer.

Members of the City Council and City Council staff shall disclose to the City Manager and
to the entire City Council material facts regarding issues related to ongoing negotiations.
(See Council Policy 0-32 regarding disclosure of material facts).

Authorization and direction to the City Manager is provided in closed or open session. If
done in closed session, in order to maintain the integrity of the negotiation process,
closed session discussions must remain confidential.

Written proposals made or received shall be posted for public review on the City's web
site after the proposals have been submitted to the designated negotiators.
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10. The City Manager will provide periodic updates on labor negotiations to the City Council
in open session except for elements that are required to be held confidential. These
updates shall include a summary of proposals exchanged since the last update.

11.

12.

Bargaining unit representatives or persons acting on their behalf may comment on the
City Manager's open session labor negotiations update. This shall be done during open
session to ensure all of the Council receives the same information. The City Council may
listen to these statements made in the public forum and may ask questions for
clarification purposes, but shall not respond to the comments, or engage in dialogue or
any other form of bargaining with the representatives.

Nothing in this policy shall limit, restrict, or modify any of the powers provided to Council

Appointees under the City Charter.



COUNCIL AGENDA: 05/01/12

- M ITEM:
SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR AND FROM: Debra Figone

CITY COUNCIL
SUBJECT: SEE BELOW DATE: April 17,2012

SUBJECT: APPROVAL OF IMPLEMENTATION OF TERMS CONTAINED IN THE
CITY’S LAST, BEST, AND FINAL OFFER TO THE ASSOCIATION OF
BUILDING, MECHANICAL AND ELECTRICAL INSPECTORS (ABMEI).

COUNCIL DISTRICT: N/A
SNI AREA: N/A

RECOMMENDATION

Adoption of a resolution approving the implementation of terms contained in the City’s Last, Best,
and Final Offer dated April 16, 2012, to the Association of Building, Mechanical, and Electrical
Inspectors (ABMEI).

OUTCOME
Adoption of the resolution and authorization to implement terms contained in the City’s Last, Best,

and Final Offer dated April 16, 2012, for employees represented by the Association of Building,
Mechanical and Electrical Inspectors (ABMEI).

BACKGROUND

i

On or about April 29, 2011, the City reached a tentative agreement with the Association of Building,
Mechanical and Electrical Inspectors (ABMEI), on a successor Memorandum of Agreement (MOA)
for a term of July 1, 2011 to June 30, 2013. The tentative agreement was ratified by ABMEI
membership on or about May 11, 2011, and approved by City Council on or about May 31, 2011.
The agreement with ABMEI included a side letter that, upon written notice by either party, to
continue negotiations on retirement reform, including meeting and conferring on pension and retiree
healthcare benefits for both current and future employees, as well as possible modifications of
healthcare (medical and dental) plans available to current employees, including plan design.

On or about June 13, 2011, the City met with ABMEI and other bargaining units to discuss
retirement reform negotiations. The City subsequently provided ABMEI a draft framework for
conducting retirement negotiations concurrently with negotiations over a proposed ballot measure,
including a mutual commitment to complete negotiations by an immutable deadline of October 31,
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2011. However, the parties were unable to reach an agreement on the framework for conducting
simultaneous negotiations on retirement reform and a potential ballot measure.

On or about July 6, 2011, the City met with ABMEIL along with the Confidential Employees’
Organization, AFSCME Local No. 101 (CEO), the International Brotherhood of Electrical Workers,
Local No. 332 (IBEW), and the Municipal Employees’ Federation, AFSCME Local No. 101 (MEF).
During this meeting, ABMEI, CEO, IBEW and MEF notified the City of its intent to jointly
negotiate retirement reform issues. The invitation to jointly negotiate retirement reform was also
extended to the International Union of Operating Engineers, Local No. 3 (OE#3). On or about July
21, 2011, the City notified ABMEI of its interest to commence negotiations on retirement reform
pursuant to the side letter with ABMEIL The City also agreed to engage in joint negotiations with
ABME], CEO, IBEW, MEF and OE#3 on retirement reform.

The City and ABMEI met approximately eleven (11) times between June 13, 2011, and November
15, 2011. During these negotiations, the City and ABMEI exchanged proposals on retirement
reform, including, but not limited to, pension benefits for new employees, retiree healthcare for new
employees, enrollment in Medicare Part A and B, and healthcare plan design and cost sharing. The
City and ABMEI were unable to reach an agreement and, on November 17, 2011, the parties reached
impasse and subsequently engaged in the mediation process on November 22, 2011. Unfortunately,
despite these efforts, the parties were unable to reach an agreement. On December 6, 2011, the City
Council provided direction to staff to ask the bargaining units to re-engage in mediation on all
retirement issues. ABMEI agreed to re-engage in the mediation process and participated in
additional mediation with the City on December 21, 2011, January 4, January 6, January 13, January
30 and February 13, 2012. Despite these efforts, the parties again were unable to reach an
agreement.

On April 16, 2012, the City provided ABMEI with a Last, Best, and Final Offer, including proposals
on pension benefits for new employees, enrollment in Medicare Part A and B, and healthcare plan
design and cost sharing. The City requested that ABMEI provide its response by April 20, 2012. If
an agreement is reached with ABMEI, a Supplemental Memorandum will be issued.

Pursuant to the Meyers-Milias-Brown Act under California Government Code Section 3505.4, if,
after meeting and conferring in good faith, an impasse has been reached between the public agency
and the recognized employee organization, and impasse procedures, where applicable, have been
exhausted, a public agency that is not required to proceed to interest arbitration may implement its
last, best, and final offer, but shall not implement a memorandum of understanding,

ABMETI has been notified that this item will be placed on the Council Agenda for implementation of
terms contained in the City’s Last, Best, and Final Offer for employees represented by ABMEI, a
complete copy of which is attached. ’

ANALYSIS

The following is a summary of the terms contained in the City’s Last, Best, and Final Offer that
would be implemented for employees represented by ABMEI:
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Pension Benefits
for New
Employees

(Tier 2)

Employees hired on or after July 1, 2012, shall be eligible for the following
pension benefits. (This includes employees who leave or have left City
service and are subsequently rehired or reinstated after July 1, 2012.)

Pension formula ‘
2.0% per year of service, subject to a maximum of 65% of final compensation.

Final compensation
Average annual earned pay of the highest three consecutive years of service.
Final compensation shall be base pay only.

Minimum service :
Employees shall be eligible for a service retirement after earning five (5) years
of retirement service credit and meeting the age requirement.

Retirement Service Credit

Employees shall receive retirement service credit for regular time worked
(including paid leave, but not overtime). Employees shall be eligible for a full
year of service credit upon reaching 2,080 hours of regular time worked
(including paid leave, but not overtime).

Age :
Employees shall be eligible to retire at age 65 with at least five years of

retirement service credit.

Employees can retire at a minimum of age 55 with at least five years of
retirement service credit; however, the member’s benefit shall be reduced so it
does not exceed the actuarial value of full retirement at age 65.

Cost of Living Adjustment (COLA)

Plan members shall receive a cost of living adjustment limited to the increase
in the consumer price index (San Jose — San Francisco — Oakland U.S. Bureau
of Labor Statistics index, CPI-U, December to December), capped at 1.5% per
fiscal year. The first COLA shall be prorated based on the number of months
retired..

Disability Retirements

Service Connected ’

Plan members cligible for a service connected disability retirement benefit
shall receive an annual benefit based on 50% of the average annual
pensionable pay of the highest three consecutive years of service.

Non-Service Connected

* Plan members eligible for a non-service connected disability retirement benefit

shall receive 2.0% times every year of service, but not less than 20% and not
greater than 50% based on the average annual pensionable pay of the highest
three consecutive years of service.
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Medicare Part A
and B Enrollment
(Current and New
Plan Members)

Healtheare
(Current and New
Employees)

Survivorship Benefits

Death Before Retirement

If the employee dies during employment with the City and was not eligible for
retirement, a return of employee contributions, plus interest shall be returned
to the spouse, domestic partner, or estate.

If an employee dies during employment with the City and was eligible for
retirement, a monthly benefit equivalent to what the employee would have
received if retired at the time of death shall be provjded to the spouse,

‘domestic partner, or estate.

Death Before Retirement — Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic
partner shall receive a monthly benefit equivalent to 50% of the average
annual pensionable pay of the highest three consecutive years of service.

Election Death Benefit after Retirement

At the time of retirement, an employee may elect to receive a lower pension
benefit to provide survivorship benefits to a spouse/domestic partner or
child(ren) designated at the time of retirement.

Cost Sharing ‘ .
The City and Plan members in Tier 2 shall share equally in all costs of Tier 2

to the pension plan, including, but not limited to administrative expenses,
normal cost and unfunded actuarial liability.

Rights ‘
The City expressly retains its authority to amend, change or terminate any
retirement benefit provided by the City.

Effective July 1, 2012, a member who is eligible for retiree healthcare benefits
in the Federated City Employees’ Retirement System shall be required to
enroll in Medicare Part A and B at the age of 65. If a plan member fails to
meet the requirements within six (6) months from the date the member
becomes age 65, the plan shall cease to provide retiree healthcare benefits until
the plan member completes such requirements. This means that the member
and qualifying dependents (if applicable) shall not receive retiree healthcare
benefits.

Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit Plan
3800 shall be available to employees, in addition to the existing plan options.

Effective December 23, 2012, the City shall pay eighty-five percent (85%) of
cost of the lowest priced Non-Deductible HMO plan for the employee or the
employee and dependent coverage and the employee shall pay fifteen percent
(15%) of the premium for the lowest priced Non-Deductible HMO plan. (See
discussion of lowest cost plan below.)
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Discussion of Healthcare - Lowest Cost Plan

The City currently offers a choice of four health insurance plans for employees that include Kaiser,
Blue Shield HMO, Blue Shield PPO and Blue Shield POS. The City pays 85% of the lowest priced
plan for single or family coverage and employees pay 15% of the lowest priced plan. The Kaiser
$25 co-pay plan is the lowest priced plan for 2012. The 2012 total monthly plemlum for the lowest
priced plan for the City and employees are listed below.

Monthly Premlum for Current Lowest Priced Healthcare Plan
Kaiser ($25 co-pay plan)
Single Family
Employee Contribution $79.72 $198.54
City $451.86 $1,125.12
Total $531.58 $1,323.66

_ An employee who selects a plan other than the lowest priced plan pays any additional amount
required for the premium beyond the cost of the lowest priced plan. :

Annually, the City contributes, for active employees $5,422.32 for single coverage and $13,501.44
for family coverage. Since 2003, the total monthly premiums have increased by 118% as illustrated
below. Healthcare costs are anticipated to continue to increase.

Monthly Lowest Cost Healthcare Plan
(2003 —2012)
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Active Employees

The addition of the Kaiser Permanente Deductible HMO Benefit Plan 3800 (High Deductible Plan)
would have no impact on the cost sharing for healthcare premiums for active employees. This plan
is an HMO with annual deductibles and/or additional higher copayments or coinsurance that must be
met for some services. It is important to note that some services are still 100% covered and the
deductible does not need to be met, including, but not limited to, routine physical maintenance
exams, urgent care consultations and exams and most immunizations (including vaccines). The City
would continue to pay 85% of the cost of the lowest priced Non-Deductible HMO plan for the
employee and dependent coverage and the employee would continue to pay fifteen percent (15%) of
the premium for the lowest priced Non-Deductible HMO plan, which is currently the $25 co-pay
plan. Effective January 1, 2013, a current employee may elect to enroll in the new Kaiser high
deductible plan and would have a lower or no cost sharing for the premiums associated with this
plan.

Retirees

The San Jose Municipal Code contains the level and eligibility for retiree healthcare benefits as part
of the retirement plans. Generally, employees are eligible for retiree medical insurance coverage if
at the time of refirement they have at least fifteen (15) years of retirement service credit. Even
employees with 15 years of service in the Federated City Employees’ Retirement System and 20
years of service in the Police and Fire Department Retirement Plan who leave City service prior to
retirement (also known as deferred vesting) can qualify for lifetime retiree medical insurance upon
retirement.

For eligible retirees, the benefit provides for 100% of the premium cost for the lowest priced plan
available to active employees for either single or family coverage. (This is a higher level of benefit
than active employees receive because retirees do not pay any premium for the lowest priced
healthcare benefit plan.) Since the current benefit is tied to the cost of the premium rather than a
fixed-dollar amount, the long-term cost of providing this benefit is integrally tied to the rising cost of
healthcare.

As illustrated above, healthcare costs have risen significantly in the last ten years. This has a direct
impact to the cost of retiree healthcare. Contributions for retiree medical benefits are made by the
City and active employees in the ratio of one-to-one (50/50 split). Contributions for retiree dental
benefits are made by the City and active employees in the ratio of eight-to-three.

The Fiscal Year 2012-2013 retiree healthcare portion of the contribution rates for the City’s two
- retirement plans are as follows:

__Current Retiree Healthcare Funding

Employee Contribution City Contribution
Federated 7.26% - 7.91%
Police 8.26% 8.96%
Fire 6.11% 6.62%

Note: Does not include pension contribution rates.
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For many years, the City and active employees were partially pre-funding retiree healthcare, and
only some funds were set aside to pay for future healthcare liabilities, but at a level far less than full
pre-funding. As a result, the retiree healthcare plans are significantly underfunded and have a
significant unfunded liability. As of June 30, 2011, the unfunded liability and funding ratio for the
two plans are listed below:

Retiree Healthcare Unfunded Liability and Funding Ratio
Unfunded Actuarial Liability Funding Ratio
Federated - $800.505 Million 14.00%
Police and Fire $596.764 Million 9.20%
Total $1.397 Billion

The City and active employees are currently phasing into paying for the total Annual Required
Contribution (ARC) over a period of five years. This has resulted in an incremental increase in the
contributions for retiree healthcare each year. However, after the fifth year, the Board’s actuary for
the Federated City Employees’ Retirement System has projected that the contributions required to
pay the Annual Required Contribution (ARC) will nearly double for the City and employees, as
shown in the chart below. As noted in the 2013-2017 General Fund Forecast, one of the main
drivers for the 2013-2014 General Fund shortfall of $22.5 million is the increased cost
(approximately $11 million) of the City’s annual required contribution for retiree healthcare for
employees in the Federated City Employees’ Retirement System. Please note that the
Administration has requested the projected retiree healthcare' contributions for Police and Fire;
however, they have not yet been completed.

Fiscal Year Employee City Total
2008-2009 4.65% 5.25% 9.90%
2009-2010 5.07% 5.70% 10.77%
2010-2011 5.76% 6.41% 12.17%
2011-2012 6.51% 7.16% 13.67%
2012-2013 7.26% 7.91% 15.17%
2013-2014 15.50% 16.84% 32.34%

Source: Cheiron Actuarial Valuation as of June 30, 2011

Effective January 1, 2013, the lowest-cost plan that will be available to retirees will be the high
deductible plan. Retirees and survivors will have an opportunity to make changes to their elections
for coverage during the normal Annual Open Enrollment conducted by Retirement Services in
November 2012, prior to the changes going into effect.

With the addition of the High Deductible Plan, the Plan will continue to pay 100% of the lowest
priced plan. A retiree or survivor who enrolls in this plan would not have to pay any portion of the
premium. A retiree or survivor may elect the $25 co-pay plan; however, the member would be
responsible for the difference between the cost of the $25 co-pay plan and the high deductible plan.
The 2013 healthcare rates have not been determined. If the 2012 healthcare rates continued for
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calendar year 2013, the following chart illustrates the cost to a retiree who elects to enroll in the $25
co-pay plan.

Non-Medicare

Lowest Priced Plan (LPP) $0

(High Deductible)

Non-Medicare $129.96/mo (single)
$25 Co-pay $323.62/mo (family)

Medicare Supplement

1
Lowest Priced Plan (LLPP) $0

When a retiree becomes age 65, the member is required to enroll in Medicare Part A and B. The
Federated City Employees’ Retirement System and the Police and Fire Department Retirement Plan
provide Medicare recipients with several options for a Medicare supplemental insurance plan. The
total cost of the Medicare supplemental plans vary based on the plan selected by the retiree. There
are several Medicare supplemental options available to retirees and the premium is paid 100% by the
retirement system. As a result, the retiree or survivor may have no premium cost sharing, since the
total cost of the Medicare supplemental plan is often less than the non-Medicare plans. The retiree
will continue to be responsible for paying any premiums mandated by Medicare Part B and D.

EVALUATION AND FOLLOW-UP

None.

PUBLIC OUTREACH/INTEREST:

IZ[ Criteria 1: Requires Council action on the use of public funds equal to $1 million or greater.
(Required: Website Posting)

D Criteria 2: Adoption of a new or revised policy that may have implications for public health,
safety, quality of life, or financial/economic vitality of the City. (Required: E-mail and
Website Posting)

D ~ Criteria 3: Consideration of proposed changes to service delivery, programs, staffing that
may have impacts to- community services and have been identified by staff, Council or a
Community group that requires special outreach. (Required: E-mail, Website Posting,
Community Meetings, Notice in appropriate newspapers)

This item meets Criterion 1. This memorandum will be posted on the City's website for the May 1,
2012, Council Agenda.

! Retirees enrolled in Medicare Part B contribute $99.00 - $319.70/month and $0 - $66.40/month for Medicare Part D,
depending on the amount of the monthly pension. These rates are for 2012 and subject to change for 2013.
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COORDINATION

This memorandum was coordinated with the City Manager’s Budget Office and the City Attorney’s
Office. ‘

COST IMPLICATIONS

2 Tier Pension Benefit

The City’s actuary, Bartel and Associates, estimated the normal cost of the pension retirement
benefit formula for new employees to be approximately 13.8% of payroll, using the 7.5% earnings
assumption. As the costs of the 2" tier pension benefit are split 50/50 between the City and
employees, the City’s share of this is 6.9%. The pension retirement benefit formula for new
employees is estimated to be 15.9% of payroll, using the 6.75% earnings assumption (7.95% for the
City.) (Please refer to the attached Letter from John Bartel dated April 6, 2012.) However, the
contribution rates are set by the Boards, based on an actuarial analysis prepared by the Boards’
actuary. The Federated City Employees’ Retirement System currently uses a 7.5% earnings
assumption.

Healthcare — Lowest Cost Plan

The addition of the high deductible plan would result in a new plan that would be available to
employees represented by ABMEI For those employees that elect to enroll in the new Kaiser plan,
the employee will experience a reduction in premium contributions in 2013. The City would
continue to pay 85% of the total premium for the lowest priced Non-Deductible HMO plan, which is
currently the $25 co-pay plan.

The high deductible plan would be available for all members and survivors in the Federated City
Employees’ Retirement System and Police and Fire Department Retirement Plan. The Plans will
pay 100% of the lowest priced plan, which will be the high deductible plan in calendar year 2013.
Since this plan is less expensive than the $25 co-pay plan, it will reduce the cost of retiree
healthcare. Since the cost for retiree healthcare are shared equally between the City and employees,
both the City and active employees will benefit from the positive impact to the contribution rates in
the future.
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CEQA

CEQA: Not a Project, File No. PP10-069(b), Personnel Related Decisions.

City Manager

For questions please contact Alex Gurza, Deputy City Manager, at (408) 535-8150.

Attachments



CITY OF SAN JOSE AND ABMEI
LAST, BEST, AND FINAL OFFER

'HEALTHCARE

See attached |

- RETIREMENT BENEFITS FOR NEW EMPLOYEES

See attached

MEDICARE PART AANDB

See attached

April 16, 2012



2012 CITY OF SAN JOSE —- ABMEI

CITY PROPOSAL ~HEALTHCARE COSTSHARING = ]
Proposed Language:

Effective pay date July 1, 2011, the City pays eighty-five percent (85%) of the cost of the
lowest priced plan for the employee or the employee and dependent coverage and the
employee pays fifteen percent (15%) of the premium for the lowest priced plan. I the
employee selects a plan other than the lowest priced plan, the employee pays the
difference between the total cost of the selected plan and the City’s contribution towards
the lowest priced plan. '

Effective December 23, 2012, the City pays eighty-five percent (85%) of the cost of the
lowest priced Non-Deductible HMO plan for the employee or the employee and
dependent coverage and the employee pays fifteen percent (15%) of the premium for the
lowest priced Non-Deductible HMO plan. If the employee selects a plan other than the
lowest priced Non-Deductible HMO plan, the employee pays the difference between the
total cost of the selected plan and the City's contribution toward the lowest priced Non-
Deductible HMO plan.

Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit Plan 3800 will
be available to employees represented by ABME! in addition fo the existing plan

options.

City of San Jose
April 16, 2012



3% KAISER PERMANENTE.

Customer Name: Benefit Plan 3800
Customer ID: HCR TYPE XD5; $1500 DED;
$40 OUTP; 30% INPT; $30/$10RX

Proposed Benefit Summary

Principal Benefits for Kaiser Permanente Deductible HMO Plan ( )

The Services described below are covered only if all the following conditions are satisfied:
e The Services are Medically Necessary
e The Services are provided, prescribed, authorized, or directed by a Plan Physician and you receive the Services from
- Plan Providers inside our Northern California Region Service Area (your Home Region), except where specifically noted
to the contrary in the Evidence of Coverage (EOC) for authorized referrals, hospice care, Emergency Services, Post-
Stabilization Care, Out-of-Area Urgent Care, and emergency ambulance Services

Annual Out-of-Pocket Maximum for Certain Services '
For Services subject to the maximum, you will not pay any more Cost Sharing during a calendar year if the Copayments.and
Coinsurance you pay for those Services, plus all your Deductible payments, add up to one of the following amounts:

For self-only enrollment (@ Family of one Member)..........c.ccocooovvvcenveeeeranan. $4,000 per calendar year
For any one Member in a Family of two or more Members.............c...ccoecennne.. $4,000 per calendar year
“For an entire Family of two or more Members ............cccccorveveoninrecseee e, $8,000 per calendar year

Deductible for Certain Services as specified below '
You must pay Charges for Services you receive in a calendar year until you reach one of the following Deductible amounts:

For self-only enroliment (a Family of one Member)..........cccccoevvevciviee e, $1,500 per calendar year
For any one Member in a Family of two or more Members.......c..ccccovvvvvvvvevrenn.. $1,500 per calendar year
For an entire Family of two or more Members $3,000 per calendar year

Lifetime Maximum None
Professional Services (Plan Provider office visits You Pay

Most primary and specialty care consultations and exams............coceccoevivevennn., $40 per visit (Deductible doesn't apply)
Routine physical maintenance eXams..........cocvvvrinriviirir e e No charge (Deductible doesn't apply)
Well-child preventive exams (through age 23 months)..........ccccceeeveriiviiiiiennennn. No charge (Deductible doesn't apply)
Family planning CounSEliNg .........ccoovvrviiieeii i No charge (Deductible doesn't apply)
Scheduled prenatal care exams and first postpartum follow-up consultation and

BXAIM 11eti ittt e e bbb e e e resen e sabesate e No charge (Deductible doesn't apply)
Eye exams for refraction ...........cccoeireieieiiccsi e No charge (Deductible doesn't apply)
HEAMNG @XAMS ..ottt No charge (Deductible doesn't apply)
Urgent care consultations and @Xams.........ico.eceeiveiiececcrieieiece e $40 per visit (Deductible doesn't apply)

Physical, occupational, and speech therapy ...........ccceevveiviivieeoee e $40 per visit after Deductible
Outpatient Services You Pay
Outpatient surgery and certain other outpatient procedures ............ccooccocervenenn.. 30% Coinsurance after Deductible

Allergy injections (including allergy SErum) ............ccccoveeneiererieeseeeeseeeseseresnns No charge after Deductible
Most immunizations (including VacCings).........cccocvvvvviveisiiieereie s No charge (Deductible doesn't apply)
Most X-rays and 1aboratory tests............cuvevvviiiiinin e $10 per encounter after Deductible
Preventive X-rays, screenings, and laboratory tests as described in the EOC.... No charge (Deductible doesn't apply)
MRI, Most CT, @and PET SCANS.........ccveiirivieiieiieiiir st cores e oe e eesse e $50 per procedure after Deductible
Health education: ' '

Covered individual health education counseling and programs......................... - No charge (Deductible doesn't apply)

Covered group educational Programs ...........ccceeeveveinieceinaeseiie s eeee e No charge (Deductible doesn't apply)
Hospitalization Services , : _ .

Room and board, surgery, anesthesia, X-rays, laboratory tests, and drugs ........ 30% Coinsurance after Deductible
Emergency Health Coverage | You Pay '

Emergency Department VISits ..........c.occoceiieiiiicic e 30% Coinsurance after Deductible
Ambulance Services .

AMDUIANCE SETVICES. ... .ocvieiiiiriiin s $150 per trip after Deductible

Kaiser Foundation Health Plan, Inc., Northem California Region ‘ } continues



continued

Most covered outpatient items in accord with our drug formulary guidelines:

Generic items from a Plan Pharmacy..........cocvccviiiivicinioniesiee s snne e s sne $10 for up to a 30-day supply, $20 for a 31- to

‘ 60-day supply, or $30 for a 61- to 100-day
supply (Deductible doesn't apply)

Generic refills from our mail-order SErVICE .......ccvvvviviviieiieriies e srivee $10 for up to a 30-day supply or $20 for a 31-
to 100-day supply (Deductible doesn't apply)

Brand-name items from a Plan Pharmacy ............... e e $30 for up to a 30-day supply, $60 for a 31~ to

: 60-day supply, or $90 for a 61- to 100-day

, supply (Deductible doesn't apply)

Brand-name refills from our mail-order serviCe..........ccccvvvvvviiiiiiieie e, $30 for up to a 30-day supply or $60 for a 31-

to 100-day supply (Ded
You Pay ‘

uctible doesn't apply)

Durable Medical Equipment

Most covered durable medical equipment for home use in accord with our
durable medical equipment formulary guidelings............c.ccccovvvviviniiniincnneeen, 20% Coinsurance (Deductible doesn't
Mental Health Services You Pay

Inpatient psychiatric hospitalization and intensive psychiatric treatment

apply)

PIOGIAITIS ...uie ittt ciiereeietesieeesieressresstbsertresssbenssbessbeassbeeasbesssbeasnsbnssseesstnesannbesssseens 30% Coinsurance after Deductible
" Outpatient mental health evaluation and treatment..............cc.cccov v, $40 per individual visit (Deductible doesn't
apply)

_ $20 per group visit (Deductible doesn't apply)
Chemical Dependency Services . You Pay '
Inpatient detoXifiCation...........c.cceurivirniinni s 30% Coinsurance after Deductible
Individual outpatient chemical dependency consultations and treatment ............ $40 per visit (Deductible doesn't apply)
Group outpatient chemical dependency treatment................cccovvvveiniieiiiiiinnn $5 per visit (Deductible doesn't apply)
Home Health Services You Pa '

Home health care (up to 100 visits per calendar year).............cccooevvvvirenienrnn No charge (Deductible doesn't apply)

Skilled nursing facility care (up to 100 days per benefit period) ...........ccoccvoveenee 30% Coinsurance after Deductible
All covered Services related to infertility treatment...............ccooiniinnn, 50% Coinsurance (Deductible doesn't apply)
HOSPICE CBIE ...ivvirecviecie e s s No charge (Deductible doesn't apply)

This is a summary of the most frequently asked-about benefits. This chart does not explain benefits, Cost Sharing, out-of-
pocket maximums, exclusions, or limitations, nor does it list all benefits and Cost Sharing. For a complete explanation, please
refer to the EOC. Please note that we provide all benefits required by law (for example, diabetes testing supplies).

Pjroposed monthly dues effective:

Subscriber

Subscriber & Spouse
Subscriber & Child(ren)
Subscriber & Family

Kaiser Foundation Health Plan, Inc., Northem Califomia Region 25864,25.1.PDM.



2012 CITY OF SAN JOSE - ABMEI

CITY PROPOSAL - RETIREMENT BENEFITS FOR NEW EMPLOYEES =~ = |

il

The benefits set forth below shall apply to full time eligible employees who are hired on
or after July 1, 2012, and shall be referred to as Tier 2 in the Federated City Employees’
Retirement System.

Proposed Language:

Pension Formula

The pension benefit formula for eligible employees hired on or after July 1, 2012, shall be
2.0% percent per year of service subject to a maximum of 65% of final compensation.

Final Compensation

Final compensation shall mean the average annual earned pay of the highest three
consecutive years of service. Final compensation shall be base pay only, excluding
premium pays or other additional compensation.

Minimum Service

Employees shall be eligible for a service retirement after earning five (5) years of
retirement service credit and meeting the age requirement specified below.

Retirement Service Credit

Employees shall be eligible for a full year of service credit upon reaching 2,080 hours of
regular time worked (including paid leave, but not overtime).

Age

Employees hired on or after July 1, 2012, shall be eligible to retire at age 65 with at least
five (5) years of retirement service credit.

Employees can retire at a minimum of age 55 with at least five (5) years of retirement
service credit; however, the member’s benefit shall be reduced so it does not exceed the
actuarial value of full retirement. This reduced benefit shall be determined by the
Federated City Employees’ Retirement System actuary.

Deferral of Retirement

Employees who leave employment who have at least five (5) years of retirement service
credit may defer the retirement benefit until the employee becomes eligible to retire.

City of San Jose
April 16, 2012
Page 1 of 3



2012 CITY OF SAN JOSE - ABMEI

Cost of Living Adjustment (COLA)

Plan members shall receive a cost of living adjustment limited to the increase in the
consumer price index (San Jose — San Francisco — Oakland U.S. Bureau of Labor
Statistics index, CPI-U, December to December), capped at 1.5% per fiscal year. The
first COLA adjustment shall be prorated based on the humber of months retired.

Disability Retirementé

Service Connected

Plan members who are eligible for a service connected disability retirement benefit shall
receive an annual benefit based on 50% of the average annual pensionable pay of the
highest three consecutive years of service.

Non-Service Connected

Plan members who are eligible for a non-service connected disability retirement benefit
shall receive 2.0% times years of City service, but not less than 20% and not greater
than 50% based on the average annual pensionable pay of the highest three
consecutive years of service. Plan members shall not be eligible for a non-service
connected disability retirement unless the member has earned 5 years of retirement
service credit.

Survivorship Benefits

Death Before Retirement

If an employee dies during employment with the City and was not eligible for retirement,
a return of employee contributions, plus interest shall be returned to the spouse,
domestic partner, or estate. '

If an employee dies during employment with the City and was eligible for retirement, a
monthly benefit equivalent to what the employee would have received if retired at the
time of death shall be prov1ded to the spouse, domestic partner, or estate.

- Death Before Retirement - Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic partner shall
receive a monthly benefit equivalent to 50% of the average annual pensionable pay of
the highest three consecutive years of service.

Death After Retirement

At the time of retirement, an employee may elect to receive a lower pension benefit to
provide survivorship benefits to a spouse/domestic partner or child(ren) designated at

City of San Jose
April 16, 2012
Page 2 of 3
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the time of retirement. The Board's actuary shall determine the pension benefit for a
50%, 75% or 100% continuance that is actuarially equivalent to the member's benefit.

Defined Contribution Plan

Employees may supplement the retirement benefit by electing to make contributions to
a defined contribution plan offered by the City, up to the annual IRS limit.

Cost Sharing

The City and Plan members in Tier 2 shall share equally in all costs of Tier 2 to the
pension plan, including, but not limited to administrative expenses, normal cost and
unfunded actuarial liability.

Reciprocity

Employees hired on or after July 1, 2012, shall be eligible for the benefits under the
reciprocal agreement with CalPERS that are in effect at the time of the employee’s
retirement.

Rights

The City expressly retains its authority to amend, change or terminate any retirement or
other post employment benefit provided by the City.

The retirement benefits for employees in Tier 2 shall include those described herein and
shall not include any other benefits received by other members of the Federated City
Employees’ Retirement System, including, but not limited to, the purchase of service
credit and redeposit of contributions.

City of San Jose
April 16, 2012
Page 3 of 3
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CITY PROPOSAL -~ MEDICARE PART A AND B ENROLLMENT

Proposed Language:

Effective July 1, 2012,-a member who is eligible for retiree healthcare benefits in the
Federated City Employees’ Retirement System shall be required to enroll in Medicare
Part A and B at the age of 65. Additionally, the plan member shall be required to enroll
in a Medicare Plan provided by the Federated City Employees’ Retirement System and
assign Medicare Part A and B to the Medicare Plan if required by the healthcare
provider.

If a plan member was hired before March 1986 and is not eligible for Medicare Part A at
no cost, the plan member shall be required to provide such verification from the U.S.
Social Security Administration to the Department of Retirement Services within 6
months from the date the plan meémber becomes age 65. Plan members shall be
required to enroll in a Medicare Plan provided by the Federated City Employees’
Retirement System within 8 months from the date the plan member is age 65.

If a plan member fails to meet the requirements set forth above within 6 months from
the date the member becomes age 65, the plan shall cease to provide retiree
healthcare benefits until the plan member completes such requirements. This means
that the member and qualifying dependents (if applicable) shall not receive retiree
healthcare benefits. The Plan member and qualifying dependents shall be re-enrolled
in retiree healthcare benefits beginning the 1% day of the following month after such
requirements have been completed.

If the Plan member dies during the period which the plan member failed to complete the
requirements set forth above, the eligible spouse or domestic partner and child(ren)
shall be re-enrolled in a health insurance plan. When the spouse or domestic partner is
age 65, the same requirements must be fulfilled, otherwise retiree healthcare coverage
will cease until such requirements are completed, as set forth above.

City of San Jose
April 16, 2012



April 6,2012

Debra Figone

City Manager

City of San Jose

200 East Santa Clara Street
San Jose, CA 95113

Re:  Federated City Employees’ Retirement System - Tier 2 Normal Cost Estimate

Dear Ms. Figone:

This letter provides an estimated total Normal Cost rate for the proposed Tier 2 benefit as compared to the
~ pension benefit for current Federated employees. This letter does not take into account any possible City

contributions to a defined contribution plan.

Summary of Proposed Benefit Changes

The following table summarizes the proposed Federated Tier 2 benefit as compared to the current pension

benefit, showing the proposed Tier 2 benefit with a 2.0% accrual rate:

Current Plan . Proposed Tier 2
@ Accrual Rate B 2,5% per year B 2.0% per year
m Max Benefit m 75% B 65%
m Eligibility B 55&5, or 18 65&5
B 30 years ®m 55&5 with actuarial
‘ reduction
B Final Average Earnings | @ Highest 1 year (FAEL) B Highest 3 year (FAE3)
(FAE) '
" COLA B 3% fixed B CPI, max 1.5%
A Survivor Form # 50% J&S - | m Single Life
m Disability B Duty —40%-75% FAEl | m Duty —50% FAE3
B Non-Duty — 20%-75% B Non-Duty —20%-50%
FAEl FAE3
B Cost Sharing ® Normal Cost: W Normal Cost:
o City—73% o City —50%
o EE—-27% o EE-50%
® Unfunded Liability: #B Unfunded Liability:
o City — 100% o City —50%
o EE—-0%

s EE - 50%

411 Borel Avenue, Suite 101 @ San Mateo, California 94-402
main: 650/377-1600 @ ﬁx: 650/345-8057 @ web: www hartel-assaciates.com




Debra Figone 't)
April 6,2012 : 31
Page 2

Results '

Following is a comparison of the estimated total Normal Cost as a percent of payroll (NC %) for the
proposed Tier 2 benefit as compared to the pension benefit for current Federated employees. The results
are shown using the June 30, 2011 valuation discount rate assumption of 7.5% and an alternative lower
discount rate assumption of 6.75%.

S O Proposed Tier?2
Current Plan L (Based on Demographics of Hires
et . (All Federated Employees) , ~ within Last 5 Years)
# Discount Rate , 7.5% 6.75% 1.5% 6.75%
a@ Total NC %: .
o Benefits 20.55% 24.68% 13.1% 15.2%
‘o Admin Expenses - 0.70% - 0.70% 0.7% 0.7%
« SRBR - 2.57% 2.57%' 0.0% 0.0%
s Total 23.82% 27.95% 13.8% 15.9%
Assumptions

The results are based on the Federated City Employees’ Retirement System June 30, 2011 Actuarial
Valuation, including actuarial methods and assumptions and valuation census data provided by the City,
with the exception of rates of retirement which were adjusted to reflect expected later retirement ages
under the Tier 2 benefit. As indicated in the table above, the current plan Normal Cost rates are based on
all Federated participants included in the valuation, and the estimated Tier 2 Normal Cost rates are based
on the demographics of the Federated participants included in the valuation who were hired within the last
five years.

Actuarial Certification

As an Associate of the Society of Actuaries, a Fellow of the Conference of Consulting Actuaries and a
member of the American Academy of Actuaries, I certify these results are consistent with generally
accepted actuarial principles and practices. We based our results on the June 30, 2011 Actuarial
Valuation of the Federated City Employees’ Retirement System and the valuation census data provided
by the City.

Please call me (650-377—1601).with -any questions about this information.
Sincerely,

RS

John E. Bartel
President

¢ Alex Gurza, City of San Jose
Jennifer Schembri, City of San Jose

' SRBR will likely increase as % of pay.

411 Borel Avenue, Suite 101 @ San Mated, California 94402
main: 650/377-1600 @ fax: 650/345-8057 @ web: www.battel-associates.com



COUNCIL AGENDA: 05/01/12

CITYOFM ITEM:‘
SANJOSE ~ Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR AND FROM: Debra Figone
CITY COUNCIL
SUBJECT: SEE BELOW ‘ DATE: April 17,2012

SUBJECT: APPROVAL OF IMPLEMENTATION OF TERMS CONTAINED IN THE
CITY’S LAST, BEST, AND FINAL OFFER TO THE ASSOCIATION OF
ENGINEERS AND ARCHITECTS, INTERNATIONAL FEDERATION OF
PROFESSIONAL AND TECHNICAL ENGINEERS, LOCAL 21, UNITS 41/42
AND UNIT 43 (AEA)

COUNCIL DISTRICT: N/A
SNI AREA: N/A

RECOMMENDATION

Adoption of a resolution:

(a) To approve the implementation of terms contained in the City’s Last, Best, and Final Offer
dated April 16, 2012, to the Association of Engineers and Architects, International
Federation of Professional and Technical Engineers, Local 21, Units 041 and 042.

(b) To approve the implementation of terms contained in the City’s Last, Best, and Final Offer
dated April 16, 2012, to the Association of Engineers and Architects, International
Federation of Professional and Technical Engineers, Local 21, Unit 043.

OUTCOME

Adoption of the resolution and authorization to implement terms contained in the City’s Last, Best,
and Final Offer dated April 16, 2012, for employees represented by the Association of Engineers and
Architects, International Federation of Professional and Technical Engineers, Local 21, Units 41/42
and Unit 43 (AEA). '



HONORABLE MAYOR AND CITY COUNCIL

April 17,2012

Subject: Approval of Implementation of Terms Contained in the Last, Best, and Final Offer for AEA (Units
41/42 and Unit 43) g

Page 2 of 11

BACKGROUND

On or about March 23, 2011, the City reached a tentative agreement with the Association of
Engineers and Architects, International Federation of Professional and Technical Engineers, Local
21, Units 41/42 and Unit 43 (AEA), on a successor Memorandum of Agreement (MOA) for a term
of July 1, 2011 to June 30, 2013. The tentative agreement was ratified by AEA membership on or
about March 28, 2011, and approved by City Council on or about April 19, 2011. The agreement
with AEA included a side letter that, upon written notice by either party, to continue negotiations on
retirement reform, including meeting and conferring on pension and retiree healthcare benefits for
both current and future employees, as well as possible modifications of healthcare (medical and
dental) plans available to current employees, including plan design.

On or about May 25, 2011, AEA notified the City of its willingness to commence negotiations on
retirement reform. The City responded the same day acknowledging AFA’s willingness to begin
retirement reform negotiations and notifying AEA of the City’s intent to start the negotiations. On
or about June 3, 2011, the City and AEA met to commence retirement reform negotiations.

On or about June 17, 2011, the City entered into a pledge of cooperation and agreement upon a
framework for retirement reform negotiations with AEA, along with the City Association of
Management Personnel, International Federation of Professional and Technical Engineers, Local 21
(CAMP) and the Association of Maintenance Supervisory Personnel, International Federation of
Professional and Technical Engineers, Local 21 (AMSP).

Pursuant to the executed framework, AEA agreed to negotiate concurrently on the issues of
retirement reform, including, among other issues, pension and retiree healthcare benefits for current
and future employees, including but not limited to healthcare benefits; the Supplemental Retiree
Benefit Reserve (SRBR); an opt-in program in which current employees could voluntarily choose to
opt-out of the current level of pension benefits into a lower level of benefits; and other items as
identified through negotiations. AEA also agreed to complete the negotiation process by October
31, 2011, and to proceed to impasse pursuant to the procedures outlined in the Employer-Employee
Relations Resolution No. 39367.

The City and AEA met nineteen (19) times between June 3, 2011, and October 31, 2011. During
these negotiations, the City and AEA exchanged proposals on retirement reform, including, but not
limited to, pension benefits for new employees, retiree healthcare for new employees, enrollment in
Medicare Part A and B, and healthcare plan design and cost sharing. The City and AEA were unable
to reach an agreement by October 31, 2011, and, pursuant to the executed framework, the City and
AEA reached impasse and subsequently engaged in the mediation process on or about and between
November 3, November 8, November 14 and November 17, 2011. Unfortunately, despite these
efforts, the parties were unable to reach an agreement. On December 6, 2011, the City Council
provided direction to staff to ask the bargaining units to re-engage in mediation on all retirement
issues. AEA agreed to re-engage in the mediation process and participated in additional mediation
with the City on January 6, January 9, January 19, January 24, January 26, February 8 and February
9,2012. Despite these efforts, the parties again were unable to reach an agreement.
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April 17,2012

Subject: Approval of Implementatlon of Terms Contained in the Last, Best, and Final Offer for AEA (Units
41/42 and Unit 43)

Page 3 of 11

On April 16, 2012, the City provided AEA with a Last, Best, and Final Offer, including proposals on
pension benefits for new employees, enrollment in Medicare Part A and B, and healthcare plan
design and cost sharing. The City requested that AEA provide its response by April 20, 2012. If an
agreement is reached with AEA, a Supplemental Memorandum will be issued.

Pursuant to the Meyers-Milias-Brown Act under California Government Code Section 3505.4, if,
after meeting and conferring in good faith, an impasse has been reached between the public agency
and the recognized employee organization, and impasse procedures, where applicable, have been
cxhausted, a public agency that is not required to proceed to interest arbitration may implement its
last, best, and final offer, but shall not implement a memorandum of understanding.

AEA has been notified that this item will be placed on the Council Agenda for implementation of
terms contained in the City’s Last, Best, and Final Offer for employees 1eplesented by AEA, a
complete copy of which is attached.

ANALYSIS

The following is a summary of the terms contained in the City’s Last, Best, and Final Offer that
would be implemented for employees represented by AEA:

Pension Benefits ~ Employees hired on or after July 1, 2012, shall be eligible for the following

for New pension benefits. (This includes employees who leave or have left City
Employees service and are subsequently rehired or reinstated after July 1, 2012.)
(Tier 2)

Pension formula
2.0% per year of service, subject to a maximum of 65% of final compensation.

Final compensation
Average annual earned pay of the highest three consecutlve years of service.
Final compensation shall be base pay only.

Minimum service 1
Employees shall be eligible for a service retirement after earning five (5) years
of retirement service credit and meeting the age requirement.

Retirement Service Credit

Employees shall receive retirement service credit for regular time worked
(including paid leave, but not overtime). Employees shall be eligible for a full
year of service credit upon reaching 2,080 hours of regular time worked
(including paid leave, but not overtime).
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- Age

Employees shall be eligible to retire at age 65 with at least five years of
retirement service credit.

Employees can retire at a minimum of age 55 with at least five years of
retirement service credit; however, the member’s benefit shall be reduced so it
does not exceed the actuarial value of full retirement at age 65.

Cost of Living Adjustment (COLA)

Plan members shall receive a cost of living adjustment limited to the increase
in the consumer price index (San Jose — San Francisco — Oakland U.S. Bureau
of Labor Statistics index, CPI-U, December to December), capped at 1.5% per
fiscal year. The first COLA shall be prorated based on the number of months
retired.

Disability Retirements

Service Connected

Plan members eligible for a service connected disability retirement benefit
shall receive an annual benefit based on 50% of the average annual
pensionable pay of the highest three consecutive years of service.

Non-Service Connected

Plan members eligible for a non-service connected disability retirement benefit
shall receive 2.0% times every year of service, but not less than 20% and not
greater than 50% based on the average annual pensionable pay of the highest

~ three consecutive years of service.

Survivorship Benefits

Death Before Retirement

If the employee dies during employment with the City and was not eligible for
retirement, a return of employee contributions, plus interest shall be returned
to the spouse, domestic partner, or estate.

If an employee dies during employment with the City and was eligible for
retirement, a monthly benefit equivalent to what the employee would have
received if retired at the time of death shall be provided to the spouse,
domestic partner, or estate.

Death Before Retirement — Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic
partner shall receive a monthly benefit equivalent to 50% of the average
annual pensionable pay of the highest three consecutive years of service.
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Medicare Part A
and B Enrollment
(Current and New
Plan Members)

Healthcare
(Current and New
Employees)

Election Death Benefit after Retirement

At the time of retirement, an employee may elect to receive a lower pension
benefit to provide survivorship benefits to a spouse/domestic partner or
child(ren) designated at the time of retirement.

Cost Sharing
The City and Plan members in Tier 2 shall share equally in all costs of Tier 2

to the pension plan, including, but not limited to administrative expenses,
normal cost and unfunded actuarial liability.

Rights
The City expressly retains its authority to amend, change or terminate any
retirement benefit provided by the City.

Effective July 1, 2012, a member who is eligible for retiree healthcare benefits
in the Federated City Employees’ Retirement System shall be required to
enroll in Medicare Part A and B at the age of 65. If a plan member fails to
meet the requirements within six (6) months from the date the member
becomes age 65, the plan shall cease to provide retiree healthcare benefits until
the plan member completes such requirements. This means that the member
and qualifying dependents (if applicable) shall not receive retiree healthcare
benefits.

Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit Plan
3800 shall be available to employees, in addition to the existing plan options.

Effective December 23, 2012, the City shall pay eighty-five percent (85%) of
cost of the lowest priced Non-Deductible HMO plan for the employee or the
employee and dependent coverage and the employee shall pay fifteen percent
(15%) of the premium for the lowest priced Non-Deductible HMO plan. (See
discussion of lowest cost plan below.)

Discussion of Healthcare - Lowest Cost Plan

The City currently offers a choice of four health insurance plans for employees that include Kaiser,
Blue Shield HMO, Blue Shield PPO and Blue Shield POS. The City pays 85% of the lowest priced
plan for single or family coverage and employees pay 15% of the lowest priced plan. The Kaiser
$25 co-pay plan is the lowest priced plan for 2012. The 2012 total monthly premium for the lowest
priced plan for the City and employees are listed below.

Monthly Premlum for Current Lowest Pnced Healthcare Plan
- ___ Kaiser ($25 co-pay plan) -
. Single F amlly
Employee Contribution $79.72 $198.54
City $451.86 $1,125.12
Total $531.58 $1,323.66
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An employee who selects a plan other than the lowest priced plan pays any additional amount
required for the premium beyond the cost of the lowest priced plan.

Annually, the City contributes, for active employees $5,422.32 for single coverage and $13,501.44
for family coverage. Since 2003, the total monthly premiums have increased by 118% as illustrated
below. Healthcare costs are anticipated to continue to increase.

Monthly Lowest Cost Healthcare Plan
(2003 - 2012)

$1,200.00

$1,000.00

$800.00

$600.00

$400.00

$200.00

$0.00 T T T T g T T T T
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

[""‘Employee =i City

Active Employees

The addition of the Kaiser Permanente Deductible HMO Benefit Plan 3800 (High Deductible Plan)
would have no impact on the cost shating for healthcare premiums for active employees. This plan
is an HMO with annual deductibles and/or additional higher copayments or coinsurance that must be
met for some services. It is important to note that some services are still 100% covered and the
deductible does not need to be met, including, but not limited to, routine physical maintenance
exams, urgent care consultations and exams and most immunizations (including vaccines). This
plan is an HMO with annual deductibles and/or additional higher copayments or coinsurance that
must be met for some services. The City would continue to pay 85% of the cost of the lowest priced
Non-Deductible HMO plan for the employee and dependent coverage and the employee would
continue to pay fifteen percent (15%) of the premium for the lowest priced Non-Deductible HMO
plan, which is currently the $25 co-pay plan. Effective January 1, 2013, a current employee may
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elect to enroll in the new Kaiser high deductible plan and would have a lower or no cost sharing for
the premiums associated with this plan.

Retirees

The San Jose Municipal Code contains the level and eligibility for retiree healthcare benefits as part
of the retirement plans. Generally, employees are eligible for retiree medical insurance coverage if
at the time of retirement they have at least fifteen (15) years of retirement service credit. Even
employees with 15 years of service in the Federated City Employees’ Retirement System and 20
years of service in the Police and Fire Department Retirement Plan who leave City service prior to
retirement (also known as deferred vesting) can qualify for lifetime retiree medical insurance upon
retirement.

For eligible retirees, the benefit provides for 100% of the premium cost for the lowest priced plan
. available to active employees for either single or family coverage. (This is a higher level of benefit
than active employees receive because retirees do not pay any premium for the lowest priced
healthcare benefit plan.) Since the current benefit is tied to the cost of the premium rather than a
fixed-dollar amount, the long-term cost of providing this benefit is integrally tied to the rising cost of
healthcare.

As illustrated above, healthcare costs have risen significantly in the last ten years. This has a direct
impact to the cost of retiree healthcare. Contributions for retiree medical benefits are made by the
City and active employees in the ratio of one-to-one (50/50 split). Contributions for retiree dental
benefits are made by the City and active employees in the ratio of eight-to-three.

The Fiscal Year 2012-2013 retiree healthcare portion of the contribution rates for the City’s two
retirement plans are as follows:

__ Current Retiree Healthcare Funding

Employee Contribution City Contribuﬁioh

Federated 7.26% : 7.91%
Police : 8.26% 8.96%
Fire 6.11% 6.62%

Note: Does not include pension contribution rates.

For many years, the City and active employees were partially pre-funding retiree healthcare, and
only some funds were set aside to pay for future healthcare liabilities, but at a level far less than full
pre-funding. As a result, the retiree healthcare plans are significantly underfunded and have a
significant unfunded liability. As of June 30, 2011, the unfunded liability and funding ratio for the
two plans are listed below:
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Retiree Healthcare Unfunded Liability and Funding Ratio
Unfunded Actuarial Liability Funding Ratio
Federated $800.505 Million 14.00%
Police and Fire $596.764 Million 9.20%
Total $1.397 Billion

The City and active employees are currently phasing into paying for the total Annual Required
- Contribution (ARC) over a period of five years. This has resulted in an incremental increase in the
contributions for retiree healthcare each year. However, after the fifth year, the Board’s actuary for
the Federated City Employees’ Retirement System has projected that the contributions required to
pay the Annual Required Contribution (ARC) will nearly double for the City and employees, as
shown in the chart below. As noted in the 2013-2017 General Fund Forecast, one of the main
drivers for the 2013-2014 General Fund shortfall of $22.5 million is the increased cost
(approximately $11 million) of the City’s annual required contribution for retiree healthcare for
employees in the Federated City Employees’ Retirement System. Please note that the
Administration has requested the projected retiree healthcare contributions for Police and Fire;
however, they have not yet been completed.

Fiscal Year Employee City Total
2008-2009 4.65% ' 5.25% 9.90%
2009-2010 ' 5.07% 5.70% 10.77%
2010-2011 5.76% 6.41% 12.17%
2011-2012 6.51% 7.16% 13.67%
2012-2013 7.26% 7.91% 15.17%
2013-2014 15.50% 16.84% 32.34%

Source: Cheiron Actuarial Valuation as of June 30, 2011

Effective January 1, 2013, the lowest-cost plan that will be available to retirees will be the high
deductible plan. Retirees and survivors will have an opportunity to make changes to their elections
for coverage during the normal Annual Open Enrollment conducted by Retirement Services in
November 2012, prior to the changes going into effect.

With the addition of the High Deductible Plan, the Plan will continue to pay 100% of the lowest
priced plan. A retiree or survivor who enrolls in this plan would not have to pay any portion of the
premium. A retiree or survivor may elect the $25 co-pay plan; however, the member would be
responsible for the difference between the cost of the $25 co-pay plan and the high deductible plan.
The 2013 healthcare rates have not been determined. If the 2012 healthcare rates continued for
calendar year 2013, the following chart illustrates the cost to a retiree who elects to enroll in the $25
co-pay plan.
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Non-Medicare

Lowest Priced Plan (LPP) $0

(High Deductible)

Non-Medicare $129.96/mo (single)
$25 Co-pay $323.62/mo (family)
Medicare Supplement $0!

Lowest Priced Plan (LLPP)

When a retiree becomes age 65, the member is required to enroll in Medicare Part A and B. The
Federated City Employees’ Retirement System and the Police and Fire Department Retirement Plan
provide Medicare recipients with several options for a Medicare supplemental insurance plan, The
total cost of the Medicare supplemental plans vary based on the plan selected by the retiree. There
are several Medicare supplemental options available to retirees and the premium is paid 100% by the
retirement system. As a result, the retiree or survivor may have no premium cost sharing, since the
total cost of the Medicare supplemental plan is often less than the non-Medicare plans. The retiree
will continue to be responsible for paying any premiums mandated by Medicare Part B and D.

EVALUATION AND FOLL.OW-UP

None.

PUBLIC OUTREACH/INTEREST

IZ[ Criteria 1: Requires Council action on the use of public funds equal to $1 million or greater.
(Required: Website Posting)

D Criteria 2: Adoption of a new or revised policy that may have implications for public health,
safety, quality of life, or financial/economic vitality of the City. (Required: E-mail and
Website Posting) '

D Criteria 3: Consideration of proposed changes to service delivery, programs, staffing that
may have impacts to community services and have been identified by staff, Council or a
Community group that requires special outreach. (Required: E-mail, Website Posting,
Community Meetings, Notice in appropriate newspapers)

This item meets Criterion 1. This memorandum will be posted on the City's website for the May 1,
2012, Council Agenda. :

! Retirees enrolled in Medicare Part B contribute $99.00 - $319.70/month and $0 - $66.40/month for Medicare Part D,
depending on the amount of the monthly pension. These rates are for 2012 and subject to change for 2013.
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COORDINATION

This memorandum was coordinated with the City Manager’s Budget Office and the City Attorney’s
Office.

COST IMPLICATIONS

2" Tier Pension Benefit

The City’s actuary, Bartel and Associates, estimated the normal cost of the pension retirement
benefit formula for new employees to be approximately 13.8% of payroll, using the 7.5% earnings
assumption. As the costs of the 2 tier pension benefit are split 50/50 between the City and
employees, the City’s share of this is 6.9%. The pension retirement benefit formula for new
employees is estimated to be 15.9% of payroll, using the 6.75% earnings assumption (7.95% for the
City.) (Please refer to the attached Letter from John Bartel dated April 6, 2012.) However, the
contribution rates are set by the Boards, based on an actuarial analysis prepared by the Boards’
actuary. The Federated City Employees’ Retirement System currently uses a 7.5% earnings
assumption,

Healthcare — Lowest Cost Plan

The addition of the high deductible plan would result in a new plan that would be available to
employees represented by AEA. For those employees that elect to enroll in the new Kaiser plan, the
employee will experience a reduction in premium contributions in 2013. The City would continue to
pay 85% of the total premium for the lowest priced Non-Deductible HMO plan, which is currently
the $25 co-pay plan.

The high deductible plan would be available for all members and survivors in the Federated City
Employees’ Retirement System and Police and Fire Department Retirement Plan. The Plans will
pay 100% of the lowest priced plan, which will be the high deductible plan in calendar year 2013.
Since this plan is less expensive than the $25 co-pay plan, it will reduce the cost of retiree
healthcare. Since the cost for retiree healthcare are shared equally between the City and employees,
both the City and active employees will benefit from the positive impact to the contribution rates in
the future.
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CEQA
CEQA: Not a Project, File No. PP10-069(b), Personnel Related Decisions.

City Manager

For questions please contact Alex Gurza, Deputy City Manager, at (408) 535-8150.

Attachments
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HEALTHCARE

See attached
RETIREMENT BENEFITS FOR NEW EMPLOYEES
See attached

MEDICARE PARTAANDB

See attached

April 16, 2012
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CITY PROPOSAL ~ HEALTHCARE COSTSHARING
Proposed Language:

Effective pay date July 1, 2011, the City pays eighty-five percent (85%) of the cost of the
lowest priced plan for the employee or the employee and dependent coverage and the
employee pays fifteen percent (15%) of the premium for the lowest priced plan. If the
employee selects a plan other than the lowest priced plan, the employee pays the
difference between the total cost of the selected plan and the City's contribution towards
the lowest priced plan. '

Effective December 23, 2012, the City pays eighty-five percent (85%) of the cost of the’
lowest priced Non-Deductible HMO plan for the employee or the employee and
dependent coverage and the employee pays fifteen percent (15%) of the premium for the
lowest priced Non-Deductible HMO plan. If the employee selects a plan other than the
lowest priced Non-Deductible HMO plan, the employee pays the difference between the
total cost of the selected plan and the City’s contribution toward the lowest priced Non-
Deductible HMO plan. ‘

Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit Plan 3800 will
be available to employees represented by AEA in addition fo the existing plan options.

City of San Jose
April 16, 2012



893 1AISER PERMANENTE.

Cusfomer Name: , Benefit Plan 3800
Customer ID: HCR TYPE XD5; $1500 DED;
, : $40 OUTP; 30% INPT; $30/$10RX

Proposed Benefit Summary

Principal Benefits for Kaiser Permanente Deductible HMO Plan ( )

The Services described below are covered only if all the following conditions are satisfied:
e The Services are Medically Necessary :
o The Services are provided, prescribed, authorized, or directed by a Plan Physician and you receive the Services from
- Plan Providers inside our Northern California Region Service Area,(your Home Region), except where specifically noted
to the contrary in the Evidence of Coverage (EOC) for authorized referrals, hospice care, Emergency Services, Post-
Stabilization Care, Out-of-Area Urgent Care, and emergency ambulance Services

Anual Out-of-Pocket Maximum for Certain Services '
For Services subject to the maximum, you will not pay any more Cost Sharing during a calendar year if the Copayments and
Coinsurance you pay for those Services, plus all your Deductible payments, add up to one of the following amounts:

For self-only enroliment (a Family of ane Member)...........oococovvnve e, $4,000 per calendar year
For any one Member in a Family of two or more Members.............c.ccoevivennen. $4,000 per calendar year
For an entire Family of two or more Members ............cccoveeieiiviieic i $8,000 per calendar year

Deductible for Certain Services as specified below
You must pay Charges for Services you receive in a calendar year uritil you reach one of the following Deductible amounts:

For self-only enrollment (a Family of one Member)..........c.cocevevicinicicnnnen, $1,500 per calendar year
For any one Member in a Family of two or more Members............ OTVTUTOOUIN $1,500 per calendar year
For an entire Family of two or more Members .............c.coccoeecvnnrcenniveenie. $3,000 per calendar year

Lifetime Maximum None
Professional Services (Plan Provider office visits) You Pay

Most primary and specialty care consultations and exams...........cc.cccoveererennns . $40 per visit (Deductible doesn't apply)
Routine physical maintenance eXams............ccccvveuviieriieieinninnrcreseerein s No charge (Deductible doesn't apply)
Well-child preventive exams (through age 23 months).........cc.ccccovvevvveiiinecnennnn No charge (Deductible doesn't apply)
Family planning counseling ..........c.......c.... FO OSSPSR No charge (Deductible doesn't apply)
Scheduled prenatal care exams and first postpartum follow-up consultation and

EXAITY Lottt itas e sa s be e b e et bbb e beeereeeraeeen No charge (Deductible doesn't apply)
Eye exams for refraction ..........ccceceverveviicniinnn e e e No charge (Deductible doesn't apply)
HEEMNG BXAMS ..ottt No charge (Deductible doesn't apply)
Urgent care consultations and eXams............ccccoviniieiiinininrieieriesen s $40 per visit (Deductible doesn't apply)
Physical, occupational, and speech therapy ............ccvvevsneiircieciicee $40 per visit after Deductible

Outpatient Services
Outpatient surgery and certain other outpatient procedures

You Pay
................................ 30% Coinsurance after Deductible

Allergy injections (including allergy SErum) .........ccccoveeiieeerieieiieeiensreeseean No charge after Deductible
Most immunizations (including Vaccines) ..............cccocovevriirinneiiensis s No charge (Deductible doesn't apply)
Most X-rays and 12boratory testS......cc.cccevevireieriieiii e $10 per encounter after Deductible
Preventive X-rays, screenings, and laboratory tests as described in the EOC.... No charge (Deductible doesn't apply)
MRI, Most CT, and PET SCANS.......ccccoiiiieieectecre ettt et $50 per procedure after Deductible
Health education: :

Covered individual health education counseling and programs ............ccocuo..... No charge (Deductible doesn't apply)

Covered group educational Programs ..........cc.cceeverieeconreiinecrieee e No charge (Deductible doesn't apply)
Hospitalization Services You Pay

Room and board, surgery, anesthesia, X-rays, laboratory tests, and drugs........ 30% Coinsurance after Deductible
Emergency Health Coverage You Pay

Emergency Department VISItS ............ccceeieveeeiiiveciicesieeeeese et 30% Coinsurance after Deductible
Ambulance Services You Pay

AMDUIBNCE SEIVICES. .........ccviriiriiiitrinis e $150 per trip after Deductible

Kaiser Foundation Health Plan, Inc., Northemn California Region continues



continued

Prescription Drug Coverage You Pay '
Most covered outpatient items in accord with our drug formulary guidelines: ‘
Generic items from @ Plan Pharmacy................ivvieeeveeineeeoneeeeeessees oo, $10 for up to a 30-day supply, $20 for a 31- to
‘ 60-day supply, or $30 for a 61- to 100-day
supply (Deductible doesn't apply)
Generic refills from our mail-order SEIVICE ..........ccoceevveevveeeeeereseeeseeeeeeece oo, $10 for up to a 30-day supply or $20 for a 31-
: ' to 100-day supply (Deductible doesn't apply)
Brand-name items from a Plan Pharmacy ..............c...ovcoeveereecesoveeeroresse s $30 for up to a 30-day supply, $60 for a 31- to
2 60-day supply, or $90 for a 61- to 100-day
: supply (Deductible doesn't apply)
Brand-name refills from our mail-order Service ................occcvvvvveovevescsioreenn, $30 for up to a 30-day supply or $60 for a 31-

to 100-day supply (Deductible doesn't apply)
You Pay

Durable Medical Equipment
Most covered durable medical equipment for home use in accord with our

durable medical equipment formulary guUIdElNgS........c...oeceveerevereereseeeeesssrns 20% Coinsurance (Deductible doesn't apply)
Mental Health Services
Inpatient psychiatric hospitalization and intensive psychiatric treatment

PIOGIBIMIS . ..co ittt et eb e b e ate s st st beneesatnens 30% Coinsurance after Deductible
Outpatient mental health evaluation and treatment...............cccooevvvvceveveeioene, $40 per individual visit (Deductible doesn't
apply)
$20 per group visit (Deductible doesn't apply)

Chemical Dependency Services . You Pay

Inpatient detoXification................ccccuiiiiiiinec i 30% Coinsurance after Deductible
Individual outpatient chemical dependency consultations and treatment ............ $40 per visit (Deductible doesn't apply)
Group outpatient chemical dependency treatment.............ooocovoovvvvevoerervees oo, $5 per visit (Deductible doesn't-apply)
Home Health Services You Pa
Home health care (up to 100 visits per calendar [ L2 L) RO No charge (Deductible doesn't apply)
Other You Pay

Skilled nursing facility care (up to 100 days per benefit period) ...........cevevevenn... 30% Coinsurance after Deductible
All covered Services related to infertility treatment...............cocovveeev oo 50% Coinsurance (Deductible doesn't apply)
HOSPICE CAIE ..ot an! e No charge (Deductible doesn't apply)

This is a summary of the most frequently asked-about benefits. This chart does not explain benefits, Cost Sharing, out-of-
pocket maximums, exclusions, or limitations, nor does it list all benefits and Cost Sharing. For a complete explanation, please
refer to the EOC. Please note that we provide all benefits required by law (for example, diabetes testing supplies).

Proposed monthly dues effective:

Subscriber

Subscriber & Spouse
Subscriber & Child(ren)
Subscriber & Family

Kaiser Foundation Health Plan, Inc., Northem California Region 25864.26.1.PDN
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CITY PROPOSAL - RETIREMENT BENEFITS FOR NEW EMPLOYEES =~ |

e

The bencefits set forth below shall apply fo full time eligible employees who are hired on
or after July 1, 2012, and shall be referred to as Tier 2 in the Federated City Employees’
Retirement System.

Proposed Language:

Pension Formula

The pension benefit formula for eligible employees hired on or after July 1, 2012, shall be
2.0% percent per year of service subject to a maximum of 65% of final compensation.

Final Compensation

Final compensation shall mean the average annual earned pay of the highest three
consecutive years of service. Final compensation shall be base pay only, excludlng
premium pays or other additional compensation.

Minimum Service

Employees shall be eligible for a service retirement after earning five (5) years of
retirement service credit and meeting the age requirement specified below.

Retirement Service Credit

Employees shall be eligible for a full year of service credit upon reaching 2,080 hours of
regular time worked (including paid leave, but not overtime).

Age

Employees hired on or after July 1, 2012, shall be éligible to retire at age 65 with at least
five (5) years of retirement service credit.

Employees can retire at a minimum of age 55 with at least five (5) years of retirement
service credit; however, the member’s benefit shall be reduced so it does not exceed the
actuarial value of full retirement. This reduced benefit shall be determined by the
Federated City Employees’ Retirement System actuary.

Deferral of Retirement

Employees who .Ieave employment who have at least five (5) years of retirement service
credit may defer the retirement benefit until the employee hecomes eligible to retire.

City of San Jose
April 16, 2012
Page 1 of 3
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Cost of Living Adjustment (COLA)

Plan members shall receive a cost of living adjustment limited to the increase in the
consumer price index (San Jose — San Francisco — Oakland U.S. Bureau of Labor
Statistics index, CPI-U, December to December), capped at 1.5% per fiscal year. The
first COLA adjustment shall be prorated based on the number of months retired.

Disability Retirements

Service Connected

Plan members who are eligible for a service connected disability retirement benefit shall
receive an annual benefit based on 50% of the average annual pensionable pay of the
highest three consecutive years of service.

Non-Service Connected

Plan members who are eligible for a non-service connected disability retirement benefit
shall receive 2.0% times years of City service, but not less than 20% and not greater
than 50% based on the average annual pensionable pay of the highest three
consecutive years of service. Plan members shall not be eligible for a non-service
connected disability retirement unless the member has earned 5 years of retirement
service credit.

Survivorship Benefits

Death Before Retirement

If an employee dies during employment with the City and was not eligible for retirement,
a return of employee contributions, plus interest shall be returned to the "spouse,
domestic partner, or estate.

If an employee dies during employment with the City and was eligible for retirement, a
monthly benefit equivalent to what the employee would have received if retired at the
time of death shall be provided to the spouse, d.omestic partner, or estate.

Death Before Retirement - Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic partner shall
receive a monthly benefit equivalent to 50% of the average annual pensionable pay of
the highest three consecutive years of service.

Death After Retirement

At the time of retirement, an employee may elect to receive a lower pension benefit to
provide survivorship benefits to a spouse/domestic partner or child(ren) designated at

City of San Jose
April 16, 2012
Page 2 of 3
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the time of retirement. The Board's actuary shall determine the pension benefit for a
50%, 75% or 100% continuance that is actuarially equivalent to the member’s benefit.

Defined Contribution Plan

Employees may supplement the retirement benefit by electing to make contributions to
a defined contribution plan offered by the City, up to the annual IRS limit.

Cost Sharing

The City and Plan members in Tier 2 shall share equally in all costs of Tier 2 to the
‘pension plan, including, but not limited to administrative expenses, normal cost and
unfunded actuarial liability.

Reciprocity

Employees hired on or after July‘ 1, 2012, shall be eligible for the benefits under the
reciprocal agreement with CalPERS that are in effect at the time of the employee’s
retirement.

Rights

The City éxpressly retains its authority to amend, change or terminate any retirement or .
other post employment benefit provided by the City.

The retirement benefits for employees in Tier 2 shall include those described herein and
shall not include any other benefits received by other members of the Federated City
Employees’ Retirement System, including, but not limited to, the purchase of service
credit and redeposit of contributions.

City of San Jose
April 16, 2012
Page 3 of 3
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CITY PROPOSAL - MEDICARE PART AAND BENROLLMENT =~

Proposed Language:

Effective July 1, 2012, a member who is eligible for retiree healthcare benefits in the
Federated City Employees’ Retirement System shall be required to enroll in Medicare
Part A and B at the age of 65. ‘Additionally, the plan member shall be required to enroll
in a Medicare Plan provided by the Federated City Employees’ Retirement System and
assign Medicare Part A and B to the Medicare Plan if required by the healthcare
provider.

If a plan member was hired before March 1986 and is not eligible for Medicare Part A at
no cost, the plan member shall be required to provide such verification from the U.S.
Social Security Administration to the Department of Retirement Services within 6
months from the date the plan member becomes age 65. Plan members shall be
required to enroll in a Medicare Plan provided by the Federated City Employees’
Retirement System within 6 months from the date the plan member is age 65.

If a plan member fails to meet the requirements set forth above within 6 months from
the date the member becomes age 65, the plan shall cease to provide retiree .
healthcare benefits until the plan member completes such requirements. This means
that the member and qualifying dependents (if applicable) shall not receive retiree
healthcare benefits. The Plan member and quallfylng dependents shall be re-enrolled
in retiree healthcare benefits beginning the 1% day of the following month after such
requirements have been completed.

If the Plan member dies during the period which the plan member failed to complete the
requirements set forth above, the eligible spouse or domestic partner and child(ren)
shall be re-enrolled in a health insurance plan. When the spouse or domestic partner is
age 65, the same requirements must be fulfilled, otherwise retiree healthcare coverage
will cease until such requirements are completed, as set forth above.

- City of San Jose
April 16, 2012



April 6,2012

Debra Figone

City Manager

City of San Jose

200 East Santa Clara Street
San Jose, CA 95113

Re:

Dear Ms. Figone:

This letter provides an estimated total Normal Cost rate for the proposed Tier 2 benefit as compared to the
pension benefit for current Federated employees. This letter does not take into account any possible City

110

contributions to a defined contribution plan.

Summary of Proposed Benefit Changes

The following table summarizes the proposed Federated Tier 2 benefit as compared to the current pension
benefit, showmg the proposed Tier 2 benefit with a 2.0% accrual rate:

Federated City Employees’ Retirement System - Tier 2 Normal Cost Estimate

Current Plan. . Proposed Tier 2
B Accrual Rate B 2.5% per year B 2.0% per year
B Max Benefit | 75% B 65%
m Eligibility B 55&S5, or 18 65&5 .
B 30 years B 55&5 with actuarial
reduction
B Final Average Earnings | ® Highest 1 year (FAE]) # Highest 3 year (FAE3)
(FAE)
® COLA # 3% fixed | CPI, max 1.5%
# Survivor Form @ 50%J&S . | m Single Life
B Disability 8 Duty —40%-75% FAE] m Duty — 50% FAE3
B Non-Duty - 20%-75% B Non-Duty —20%-50%
FAE] 'FAE3
B Cost Sharing ® Normal Cost: B Normal Cost:
: o City—73% o City —50%
o« EE-27% o EE-50%
# Unfunded Liability: a Unfunded Liability:
o City — 100% o City —50%
¢« EE-0% o BE —50%

411 Borel Avenue, Suite 101 ® San Mateo, California 94402
main: 650/377-1600 © fcv: G50/345-8057 @ web: www bartel-associates.com




Debra Figone » P ;{

April 6,2012 L.
Page 2 ’
Results

Following is a comparison of the estimated total Normal Cost as a percent of payroll (NC %) for the
proposed Tier 2 benefit as compared to the pension benefit for current Federated employees. The results
are shown using the June 30, 2011 valuation discount rate assumption of 7.5% and an alternative lower
discount rate assumption of 6.75%.

o ‘ S - Proposed Tier 2
~ CurrentPlan. | (Based on Demographics of Hires

: o S (All Federated Employees) - ~ within Last 5 Years)
B Discount Rate 7.5% 6.75% 71.5% 6.75%
# Total NC %: '

« Benefits 20.55% 24.68% 13.1% 152%

o Admin Expenses 0.70% 0.70% 0.7% 0.7%

« SRBR - 2.57% 2.57%' 0.0% 0.0%

o Total 23.82% 27.95% 13.8% 15.9%

Assumptions

The results are based on the Federated City Employees’ Retirement System June 30, 2011 Actuarial
Valuation, including actuarial methods and assumptions and valuation census data provided by the City,
with the exception of rates of retirement which were adjusted to reflect expected later retirement ages
under the Tier 2 benefit. As indicated in the table above, the current plan Normal Cost rates are based on
all Federated participants included in the valuation, and the estimated Tier 2 Normal Cost rates are based
on the demographics of the Federated participants included in the valuation who were hired within the last
five years.

Actuarial Certification

As an Associate of the Society of Actuaries, a Fellow of the Conference of Consulting Actuaries and a
member of the American Academy of Actuaries, I certify these results are consistent with generally
accepted actuarial principles and practices. We based our results on the June 30, 2011 Actuarial
Valuation of the Federated City Employees’ Retirement System and the valuation census data provided
by the City. ‘

Please call me (650-377-1601) with any questions about this information,

Sincerely,

W6 B8

John E. Bartel
President

¢ Alex Gurza, City of San Jose
Jennifer Schembri, City of San Jose

! SRBR will likely increase as % of pay.

411 Borel Avenue, Suite 101 @ San Mateo, California 94402
main: 650/377-1600 @ fax: 650/345-8057 @ web: www.bartel-associates.com



COUNCIL AGENDA: 05/01/12

- M | ITEM:
SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR AND FROM: Debra Figone
CITY COUNCIL
SUBJECT: SEE BELOW DATE: April 17,2012

SUBJECT: APPROVAL OF IMPLEMENTATION OF TERMS CONTAINED IN THE
CITY’S LAST, BEST, AND FINAL OFFER TO THE ASSOCIATION OF
LEGAL PROFESSIONALS OF SAN JOSE (ALP)

COUNCIL DISTRICT: N/A -
SNI AREA: N/A

RECOMMENDATION

Adoption of a resolution approving the implementation of terms contained in the City’s Last, Best,
and Final Offer dated April 16, 2012, to the Association of Legal Professionals of San Jose (ALP).
OUTCOME

Adoption of the resolution and authorization to implement terms contained in the City’s Last, Best,

and Final Offer dated April 16, 2012, for employees represented by the Association of Legal
Professionals of San Jose (ALP).

BACKGROUND

On or about May 27, 2011, the City reached a tentative agreement with the Association of Legal
Professionals of San Jose, on a successor Agreement for a term of July 1, 2011 to June 30, 2012.
The tentative agreement was ratified by the ALP membership on or about May 27, 2011, and
approved by City Council on or about May 31, 2011. The agreement with ALP included a provision
that, upon written notice by either party, to meet and confer on retirement reform, including pension
and retiree healthcare benefits for both current and future employees, as well as possible
modifications of healthcare (medical and dental) plans available to current employees, including
plan design.

On or about June 13, 2011, the City met with ALP and other bargaining units to discuss retirement
reform negotiations. On or about July 22, 2011, the City notified ALP of its interest to commence
negotiations on retirement reform pursuant to the terms of the Agreement.

The City and ALP met approximately nine (9) times between August 11, 2011, and November 7,
2011. During these negotiations, the City and ALP exchanged proposals on retirement reform,
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including, but not limited to, pension benefits for new employees, retirce healthcare for new
employees, enrollment in Medicare Part A and B, and healthcare plan design and cost sharing. The
City and ALP were unable to reach an agreement and the parties reached impasse and subsequently
engaged in the mediation process on November 17, 2011. Unfortunately, despite these efforts, the
parties were unable to reach an agreement. On December 6, 2011, the City Council provided
direction to staff to ask the bargaining units to re-engage in mediation on all retirement issues. ALP
agreed to re-engage in the mediation process and participated in additional mediation with the City
and several bargaining groups on December 21, 2011, January 4, January 6, January 13, January 30
and February 13, 2012, Despite these efforts, the parties again were unable to reach an agreement.

On April 16, 2012, the City provided ALP with a Last, Best, and Final Offer, including proposals on
pension benefits for new employees, enrollment in Medicare Part A and B, and healthcare plan
design and cost sharing. The City requested that ALP provide its response by April 20, 2012. If an
agreement is reached with ALP, a Supplemental Memorandum will be issued.

Pursuant to the Meyers-Milias-Brown Act under California Government Code Section 3505.4, if,

after meeting and conferring in good faith, an impasse has been reached between the public agency
~and the recognized employee organization, and impasse procedures, where applicable, have been
exhausted, a public agency that is not required to proceed to interest arbitration may implement its
last, best, and final offer, but shall not implement a memorandum of understanding.

ALP has been notified that this item will be placed on the Council Agenda for implementation of
terms contained in the City’s Last, Best, and Final Offer for employees represented by ALP, a
complete copy of which is attached.

ANALYSIS

The following is a summary of the terms contained in the City’s Last, Best, and Final Offer that
would be implemented for employees represented by ALP:

Pension Benefits  Employees hired on or after July 1, 2012, shall be eligible for the following

for New pension benefits. (This includes employees who leave or have left City
Employees service and are subsequently rehired or reinstated after July 1, 2012.)
(Tier 2)

Pension formula
2.0% per year of service, subject to a maximum of 65% of final compensation.

Final compensation
Average annual earned pay of the highest three consecutive years of service.
Final compensation shall be base pay only.

Minimum service
Employees shall be eligible for a service retirement after earning five (5) years
of retirement service credit and meeting the age requirement.




HONORABLE MAYOR AND CITY COUNCIL

April 17, 2012

Subject: Approval of Implementation of Terms Contained in the Last, Best, and Final Offer for ALP

Page 3 of 10

t

Retirement Service Credit

Employees shall receive retirement service credit for regular time worked
(including paid leave, but not overtime). Employees shall be eligible for a full
year of service credit upon reaching 2,080 hours of regular time worked
(including paid leave, but not overtime).

Age
Employees shall be eligible to retire at age 65 with at least five years of
retirement service credit.

Employees can retire at a minimum of age 55 with at least five years of
retirement service credit; however, the member’s benefit shall be reduced so it
does not exceed the actuarial value of full retirement at age 65.

Cost of Living Adjustment (COLLA)

Plan members shall receive a cost of living adjustment limited to the increase
in the consumer price index (San Jose — San Francisco — Oakland U.S. Bureau
of Labor Statistics index, CPI-U, December to December), capped at 1.5% per
fiscal year. The first COLA shall be prorated based on the number of months
retired.

Disability Retirements

Service Connected '

Plan members eligible for a service connected disability retirement benefit
shall receive an annual benefit based on 50% of the average annual
pensionable pay of the highest three consecutive years of service.

Non-Service Connected

Plan members eligible for a non-service connected disability retirement benefit
shall receive 2.0% times every year of service, but not less than 20% and not
greater than 50% based on the average annual pensionable pay of the highest
three consecutive years of service.

Survivorship Benefits

Death Before Retirement

If the employee dies during employment with the City and was not eligible for
retirement, a return of employee contributions, plus interest shall be returned
to the spouse, domestic partner, or estate.

If an employee dies during employment with the City and was eligible for
retirement, a monthly benefit equivalent to what the employee would have
received if retired at the time of death shall be provided to the spouse,
domestic partner, or estate.
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Medicare Part A
and B Enrollment

(Current and New
Plan Members)

. Healthcare
(Current and New
Employees)

Death Before Retirement — Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic
partner shall receive a monthly benefit equivalent to 50% of the average
annual pensionable pay of the highest three consecutive years of service.

Election Death Benefit after Retirement

At the time of retirement, an employee may elect to receive a lower pension
benefit to provide survivorship benefits to a spouse/domestic partner or
child(ren) designated at the time of retirement.

Cost Sharing
The City and Plan members in Tier 2 shall share equally in all costs of Tier 2

to the pension plan, including, but not limited to administrative expenses,
normal cost and unfunded actuarial liability.

Rights
The City expressly retains its authority to amend, change or terminate any
retirement benefit provided by the City.

Effective July 1, 2012, a member who is eligible for retiree healthcare benefits
in the Federated City Employees’ Retitement System shall be required to
enroll in Medicare Part A and B at the age of 65. If a plan member fails to
meet the requirements within six (6) months -from the date the member
becomes age 65, the plan shall cease to provide retiree healthcare benefits until
the plan member completes such requirements. This means that the member
and qualifying dependents (if applicable) shall not receive retiree healthcare
benefits.

Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit Plan
3800 shall be available to employees, in addition to the existing plan options.

Effective December 23, 2012, the City shall pay eighty-five percent (85%) of
cost of the lowest priced Non-Deductible HMO plan for the employee or the
employee and dependent coverage and the employee shall pay fifteen percent
(15%) of the premium for the lowest priced Non-Deductible HMO plan. (See
discussion of lowest cost plan below.)

Discussion of Healthcare - Lowest Cost Plan

The City currently offers a choice of four health insurance plans for employees that include Kaiser,
Blue Shield HMO, Blue Shield PPO and Blue Shield POS. The City pays 85% of the lowest priced
plan for single or family coverage and employees pay 15% of the lowest priced plan. The Kaiser
$25 co-pay plan is the lowest priced plan for 2012, The 2012 total monthly premium for the lowest
priced plan for the City and employees are listed below.
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Monthly Premium for Current Lowest Priced Healthcare Plan
‘ Kaiser ($25 co-pay plan) . k
Single Family
Employee Contribution $79.72 $198.54
City $451.86 ~ $1,125.12
Total $531.58 $1,323.66

An employee who selects a plan other than the lowest priced plan pays any additional amount
required for the premium beyond the cost of the lowest priced plan.

Annually, the City contributes, for active employees $5,422.32 for single coverage and $13,501.44
for family coverage. Since 2003, the total monthly premiums have increased by 118% as illustrated

below. Healthcare costs are anticipated to continue to increase.

Monthly Lowest Cost Healthcare Plan
(2003 - 2012)

$1,200.00

$1,000.00

$800.00

$600.00

$400.00

$185.28 $198.54
4

$200.00

$50.00

$25.00 $25.00 $25.00°

$0.00

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

[=t=Employee =B=City |

Active Employees

The addition of the Kaiser Permanente Deductible HMO Benefit Plan 3800 (High Deductible Plan)
would have no impact on the cost sharing for healthcare premiums for active employees. This plan
is an HMO with annual deductibles and/or additional higher copayments or coinsurance that must be
met for some services. It is important to note that some services are still 100% covered and the
deductible does not need to be met, including, but not limited to, routine physical maintenance
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exams, urgent care consultations and exams and most immunizations (including vaccines). The City
would continue to pay 85% of the cost of the lowest priced Non-Deductible HMO plan for the
employee and dependent coverage and the employee continue to pay fifteen percent (15%) of the
premium for the lowest priced Non-Deductible HMO plan, which is currently the $25 co-pay plan.
Effective January 1, 2013, a current employee may elect to enroll in the new Kaiser high deductible
plan and would have a lower or no cost sharing for the premiums associated with this plan.

Retirees

The San Jose Municipal Code contains the level and eligibility for retiree healthcare benefits as part
of the retirement plans. Generally, employees are eligible for retiree medical insurance coverage if
at the time of retirement they have at least fifteen (15) years of retirement service credit. Even
employees with 15 years of service in the Federated City Employees® Retirement System and 20
years of service in the Police and Fire Department Retirement Plan who leave City service prior to
retirement (also known as deferred vesting) can qualify for lifetime retiree medical insurance upon
retirement.

For eligible retirees, the benefit provides for 100% of the premium cost for the lowest priced plan
available to active employees for either single or family coverage. (This is a higher level of benefit
than active employees receive because retirees do not pay any premium for the lowest priced
healthcare benefit plan.) Since the current benefit is tied to the cost of the premium rather than a
fixed-dollar amount, the long-term cost of providing this benefit is integrally tied to the rising cost of
healthcare.

As illustrated above, healthcare costs have risen significantly in the last ten years. This has a direct
impact to the cost of retiree healthcare. Contributions for retiree medical benefits are made by the
City and active employees in the ratio of one-to-one (50/50 split). Contributions for retiree dental
benefits are made by the City and active employees in the ratio of eight-to-three.

The Fiscal Year 2012-2013 retiree healthcare portion of the contribution rates for the City’s two
retirement plans are as follows:

_ Current Retiree Healthcare Funding

Employee Contribution City Contributio
Federated 7.26% 7.91%
Police 8.26% 8.96%
Fire 6.11% 6.62%

Note: Does not include pension contribution rates.

For many years, the City and active employees were partially pre-funding retiree healthcare, and
only some funds were set aside to pay for future healthcare liabilities, but at a level far less than full
pre-funding. As a result, the retiree healthcare plans are significantly underfunded and have a
significant unfunded liability. As of June 30, 2011, the unfunded liability and funding ratio for the
two plans are listed below:
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Retiree Healthcare Unfunded Liability and F undihg Ratio
Unfunded Actuarial Liability Funding Ratio
Federated $800.505 Million 14.00%
Police and Fire $596.764 Million 9.20%
Total $1.397 Billion

The City and active employees are currently phasing into paying the total Annual Required
Contribution (ARC) over a period of five years. This has resulted in an incremental increase in the
contributions for retiree healthcare each year. However, after the fifth year, the Board’s actuary for -
the Federated City Employees’ Retirement System has projected that the contributions required to
pay the Annual Required Contribution (ARC) will nearly double for the City and employees, as
shown in the chart below. As noted in the 2013-2017 General Fund Forecast, one of the main
drivers for the 2013-2014 General Fund shortfall of $22.5 million is the increased cost
(approximately $11 million) of the City’s annual required contribution for retiree healthcare for
employees in the Federated City Employees’ Retirement System. Please note that the
Administration has requested the projected retiree healthcare contributions for Police and Fire;
however, they have not yet been completed. '

Fiscal Year Employee City Total
2008-2009 4.65% 5.25% 9.90%
2009-2010 5.07% 5.70% 10.77%
2010-2011 5.76% 6.41% . 12.17%
2011-2012 6.51% 7.16% 13.67%
2012-2013 ‘ 7.26% 7.91% 15.17%
2013-2014 15.50% 16.84% 32.34%

Source: Cheiron Actuarial Valuation as of June 30, 2011

Effective January 1, 2013, the lowest-cost plan that will be available to retirees will be the high
deductible plan. Retirees and survivors will have an opportunity to make changes to their elections
for coverage during the normal Annual Open Enrollment conducted by Retirement Services in
November 2012, prior to the changes going into effect.

With the addition of the High Deductible Plan, the Plan will continue to pay 100% of the lowest
priced plan. A retiree or survivor who enrolls in this plan would not have to pay any portion of the
premium. A retiree or survivor may elect the $25 co-pay plan; however, the member would be
responsible for the difference between the cost of the $25 co-pay plan and the high deductible plan.
The 2013 healthcare rates have not been determined. If the 2012 healthcare rates continued for
calendar year 2013, the following chart illustrates the cost to a retiree who elects to enroll in the $25

co-pay plan.
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Non-Medicare

Lowest Priced Plan (LPP) $0

(High Deductible)

Non-Medicare $129.96/mo (single)
$25 Co-pay ~ $323.62/mo (family)
Medicare Supplement $0!

Lowest Priced Plan (LPP)

When a retiree becomes age 65, the member is required to enroll in Medicare Part A and B. The
Federated City Employees’ Retirement System and the Police and Fire Department Retirement Plan
provide Medicare recipients with several options for a Medicare supplemental insurance plan. The
total cost of the Medicare supplemental plans vary based on the plan selected by the retiree. There
are several Medicare supplemental options available to retirees and the premium is paid 100% by the
retirement system. As a result, the retiree or survivor may have no premium cost sharing, since the
total cost of the Medicare supplemental plan is often less than the non-Medicare plans. The retiree
will continue to be responsible for paying any premiums mandated by Medicare Part B and D.

EVALUATION AND FOLLOW-UP

None.

PUBLIC OUTREACH/INTEREST

IZ[ Criteria 1: Requires Council action on the use of public funds equal to $1 million or greater.
(Required: Website Posting)

D Criteria 2: Adoption of a new or revised policy that may have implications for public health,
safety, quality of life, or financial/economic vitality of the City. (Required: E-mail and
Website Posting)

D Criteria 3: Consideration of proposed changes to service delivery, programs, staffing that
may have impacts to' community services and have been identified by staff, Council or a
Community group that requires special outreach. (Required: E-mail, Website Posting,
Community Meetings, Notice in appropriate newspapers)

This item meets Criterion 1. This memorandum will be posted on the City's website for the May 1,
2012, Council Agenda.

! Retirees enrolled in Medicare Part B contribute $99.00 - $319.70/month and $0 - $66.40/month for Medicare Part D,
depending on the amount of the monthly pension. These rates are for 2012 and subject to change for 2013.
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COORDINATION

This memorandum was coordinated with the City Managér’s Budget Office and the City Attorney’s
Office.

COST IMPLICATIONS

2™ Tier Pension Benefit

The City’s actuary, Bartel and Associates, estimated the normal cost of the pension retirement
benefit formula for new employees to be approximately 13.8% of payroll, using the 7.5% earnings
assumption. As the costs of the 2" tier pension benefit are split 50/50 between the City and
employees, the City’s share of this is 6.9%. The pension retirement benefit formula for new
employees is estimated to be 15.9% of payroll, using the 6.75% earnings assumption (7.95% for the
City.) (Please refer to the attached Letter from John Bartel dated April 6, 2012.) However, the
contribution rates are set by the Boards, based on an actuarial analysis prepared by the Boards’
actuary. The Federated City Employees’ Retirement System currently uses a 7.5% ecarnings
assumption.

Healthcare — Lowest Cost Plan

The addition of the high deductible plan would result in a new plan that would be available to
employees represented by ALP. For those employees that elect to enroll in the new Kaiser plan, the
employee will experience a reduction in premium contributions in 2013. The City would continue to
pay 85% of the total premium for the lowest priced Non-Deductible HMO plan, which is currently |
the $25 co-pay plan. ‘

The high deductible plan would be available for all members and survivors in the Federated City
Employees’ Retirement System and Police and Fire Department Retirement Plan. The Plans will
pay 100% of the lowest priced plan, which will be the high deductible plan in calendar year 2013.
Since this plan is less expensive than the $25 co-pay plan, it will reduce the cost of retiree
healthcare. Since the cost for retiree healthcare are shared equally between the City and employees,
both the City and active employees will benefit from the positive impact to the contribution rates in
the future.
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CEQA

Debra Figoné
City Manager

For questions please contact Alex Gurza, Deputy City Manager, at (408) 535-8150.

Attachments



CITY OF SAN JOSE AND ALP
LAST, BEST, AND FINAL OFFER

HEALTHCARE

See attached

RETIREMENT BENEFITS FOR NEW EMPLOYEES

See attached

MEDICARE PARTAANDB

See attached

April 16, 2012



2012 CITY OF SAN JOSE — ALP

CITY PROPOSAL — HEALTHCARE COSTSHARING =~ —
Proposed Lang.uage‘:

Effective pay date July 1, 2011, the City pays eighty-five percent (85%) of the cost of the
lowest priced plan for the employee or the employee and dependent coverage and the
employee pays fifteen percent (15%) of the premium for the lowest priced plan. If the
employee selects a plan other than the lowest priced plan, the employee pays the
difference between the total cost of the selected plan and the City's contribution towards
the lowest priced plan.

Effective December 23, 2012, the City pays eighty-five percent (85%) of the cost of the
lowest priced Non-Deductible HMO plan for the employee or the employee and
dependent coverage and the employee pays fifteen percent (15%) of the premium for the
lowest priced Non-Deductible HMO plan. If the employee selects a plan other than the
lowest priced Non-Deductible HMO plan, the employee pays the difference between the
total cost of the selected plan and the City’s contribution toward the lowest priced Non-
Deductible HMO plan.

Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit Plan 3800 will
be available to employees represented by ALP in addition to the existing plan options.

City of San Jose >
April 16, 2012



9% KaISER PERMANENTE.

Customer Name: Benefit Plan 3800
Customer ID: HCR TYPE XD5; $1500 DED;
. : $40 OUTP; 30% INPT; $30/$10RX

Proposed Benefit Summary

Principal Benefits for Kaiser Permanente Deductible HMO Plan ( )

The Services described below are covered only if all the following conditions are satisfied:
e The Services are Medically Necessary
e The Services are provided, prescribed, autherized, or directed by a Plan Physician and you receive the Services from
- Plan Providers inside our Northern Califernia Region Service Area (your Home Region), except where specifically noted
to the contrary in the Evidence of Coverage (EOC) for authorized referrals, hospice care, Emergency Services, Post-
Stabilization Care, Out-of-Area Urgent Care, and emergency ambulance Services

Annual Out-of-Pocket Maximum for Certain Services
For Services subject to the maximum, you will not pay any more Cost Sharing during a calendar year if the Copayments and
Coinsurance you pay for those Services, plus all your Deductible payments, add up to one of the following amounts:

For self-only enroliment (a Family of one Member)..........icoovve v, $4,000 per calendar year
For any one Member in a Family of two or more Members:..........ccooveovvvennnn. $4,000 per calendar year
For an entire Family of two or more Members ............ccc.cevevvvivviriiiiinnseenees $8,000 per calendar year

Deductible for Certain Services as specified below

S!

You must pay Charges for Services you receive in a.calendar year until you reach one of the following Deductible amount

For self-only enroliment (a Family of one Member)...........cccovcvvvviviiviiineinns $1,500 per calendar year

For any one Member in a Family of two or more Members..........ococvvvvvevnvinne, $1,500 per calendar year

For an entire Family of two or more Members ..........cccoccecvivviiiicinsccce e, $3,000 per calendar year

,
Most primary and specialty care consultations and exams \ $40 per visit (Deductible doesn't apply)
Routine physical maintenance eXams..........ccccceeviiiire et No charge (Deductible doesn't apply)
Well-child preventive exams (through age 23 months)...........cocooveevvveveeseeeenene, No charge (Deductible doesn't apply)
Family planning CoUNSEliNG ........ccoccoiviiiiiiie i e No charge (Deductible doesn't apply)
Scheduled prenatal care exams and first postpartum follow-up consultation and
12> 1 | T PO O P U S UUSUTUUPRRROT No charge (Deductible doesn't apply)

Eye exams for refraction ................ OO PP RO VP PPN No charge (Deductible doesn't apply)
Hearing eXams .........ccooerneiiee s e No charge (Deductible doesn't apply)
Urgent care consultations and eXams.............cococevivviieniieiininnerieeieeee e $40 per visit (Deductible doesn't apply)

Physical, occupational, and speech therapy ...........ccccoeevivvrmvniviiiince e $40 per visit after Deductible
Outpatient Services You Pay

Outpatient surgery and certain other outpatien 30% Coinsurance after Deductible
Allergy injections (including allergy SErum) .......c.cooovvviveiviieriiiiniiiensiseeer e No charge after Deductible
Most immunizations (including Yaceines) ..........ccoevivicrivicreirenineioneene e, ‘No charge (Deductible doesn't apply)
Most X-rays and laboratory tests...........coveviiiiiiiiieicc e $10 per encounter after Deductible
Preventive X-rays, screenings, and laboratory tests as described in the EOC.... No charge (Deductible doesn't apply)
‘MRI, most CT,and PET scans................ e sttt re et $50 per procedure after Deductible
Health education: ,

Covered individual health education counseling and programs .............ccoo....... No charge (Deductible doesn't apply)

Covered group educational Programs ......cccvveovii e No charge (Deductible doesn't apply)
Hospitalization Services ' . .
Room and board, surgery, anesthesia, X-rays, laboratory tests, and drugs ........ 30% Coinsurance after Deductible
Emergency Health Coverage You Pay

Emergency Department VISits ..o 30% Coinsurance after Deductible
Ambulance Services
AMDBUIENGCE SEIVICES ....ivviiiiiiiiie et ettt ee e e stanareaes $150 per trip after Deductible

Kaiser Foundation Health Plan, Inc., Northemn California Region continues



continued

Most covered outpatient items in accord with our drug formulary guidelines:
Generic items from a Plan Pharmacy.........c..ccecvveieiiieiee oo $10 for up to a 30-day supply, $20 for a 31- to
: 60-day supply, or $30 for a 61- to 100-day
‘ supply (Deductible doesn't apply)
‘Generic refills from our mail-order SErviCe .........ccooeivviviviiieieie e $10 for up to a 30-day supply or $20 for a 31-
to 100-day supply (Deductible doesn't apply)
Brand-name items from a Plan Pharmacy ...........cccevvevveievvnnnnnn. eeeeeriereeerenne $30 for up to a 30-day supply, $60 for a 31- to
60-day supply, or $90 for a 61- to 100-day
: supply (Deductible doesn't-apply)
Brand-name refills from our mail-order service..........ccccovvnecinriic e, $30 for up to a 30-day supply or $60 for a 31-
: to 100-day supply (Deductible doesn't apply)
Durable Medical Equipment You Pay

Most covered durable medical equipment for home use in accord with our

durable medical equipment formulary guidelines : 20% Coinsurance (Deductible doesn't apply)
Mental Health Services , YouPay .
Inpatient psychiatric hospitalization and intensive psychiatric treatment

[S1eTe | r=T 13 T S O TSR OO PR 30% Coinsurance after Deductible
Outpatient mental health evaluation and treatment...............cccccove i, $40 per individual visit (Deductible doesn't
' apply)

' $20 per group visit (Deductible doesn't apply)
Chemical Dependencgy Services You Pa '
Inpatient detoXifiCation..........ccevecvee i 30% Coinsurance after Deductible

Individual outpatient chemical dependency consultations and treatment ............ $40 per visit (Deductible doesn't apply)
Group outpatient chemical dependency treatment..............c.ccocevveeceiiireeirieennnn, $5 per visit (Deductible doesn't apply)

Home Health Services — You Pay ‘

Home health care (up to 100 visits per calendar year).............ocoevviveivreinicinnne, No charge (Deductible doesn't apply)

Other You Pay ‘

Skilled nursing facility care (up to 100 days per benefit period) ...........cccouevvennnne. 30% Coinsurance after Deductible
All covered Services related to infertility treatment...........occocovviiciiviin, 50% Coinsurance (Deductible doesn't apply)
HOSPICE CArE ....viivii ittt e s sr e en b v e No charge (Deductible doesn't apply)

This is a summary of the most frequéntly asked-about benefits. This chart does not explain benefits, Cost Sharing, out-of-
pocket maximums, exclusions, or limitations, nor does it list all benefits and Cost Sharing. For a complete explanation, please
refer to the EOC. Please note that we provide all benefits required by law (for example, diabetes testing supplies).

Proposed monthly dues effective:

‘Subscriber

Subscriber & Spouse
Subscriber & Child(ren)
Subscriber & Family

Kaiéer Foundation Health Plan, Inc., Northem Califomia Region : 25864.25.1.PDN.
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CITY PROPOSAL — RETIREMENT BENEFITS FOR NEW EMPLOYEES |

The benefits set forth below shall apply to full time eligible employees who are hired on
or after July 1, 2012, and shall be referred to as Tier 2 in the Federated City Employees’
Retirement System.

Proposed Language:

Pension Formula

The pension benefit formula for eligible employees hired on or after July 1, 2012, shall be
2.0% percent per year of service subject to a maximum of 65% of final compensation.

Final Compensation

- Final compensation shall mean the average annual earned pay of the highest three
consecutive years of service.  Final compensation shall be base pay only, excluding
premium pays or other additional compensation.

Minimum Service

Employees shall be eligible for a service retirement after earning five (5) years of
retirement service credit and meeting the age requirement specified below.

Retirement Service Credit

Employees shall be eligible for a full year of service credit upon reaching 2,080 hours of
regular time worked (including paid leave, but not overtime).

Age

Employees hired on or after July 1, 2012, shall be eligible to retire at age 65 with at least
five (5) years of retirement service credit.

Employees can retire at a minimum of age 55 with at least five (5) years of retirement
service credit; however, the member’'s benefit shall be reduced so it does not exceed the
actuarial value of full retirement. This reduced benefit shall be determlned by the
Federated City Employees’ Retirement System actuary.

Deferral of Retirement

Employees who leave employment who have at least five (5) years of retirement service
credit may defer the retirement benefit until the employee becomes eligible to retire.

N

City of San Jose
April 16, 2012
Page 1 of 3
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Cost of Living Adjustment (COLA)

Plan members shall receive a cost of living adjustment limited to the increase in the
consumer price index (San Jose — San Francisco — Oakland U.S. Bureau of Labor
Statistics index, CPI-U, December to December), capped at 1.5% per fiscal year. The
first COLA adjustment shall be prorated based on the number of months retired.

Disability Retirements

Service Connected

~Plan members who are eligible for a service connected disability retirement benefit shall
receive an annual benefit based on 50% of the average annual pensmnable pay of the
highest three consecutive years of service.

Non-Service Connected

Plan members who are eligible for a non-service connected disability retirement benefit
shall receive 2.0% times years of City service, but not less than 20% and not greater
than 50% based on the average annual pensionable pay of the highest three
consecutive years of service. Plan members shall not be eligible for a non-service
connected disability retirement unless the member has earned 5 years of retirement
service credit.

Survivorship Benefits

Death Before Retirement

If an employee dies during employment with the City and was not eligible for fetirement,
a return of employee contributions, plus interest shall be returned to the spouse,
domestic partner, or estate.

If an employee dies during employme'nt with the City and was eligible for retirement, a
monthly benefit equivalent to what the employee would have received if retired at the
time of death shall be provided to the spouse, domestic partner, or estate.

Death Before Retirement - Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic partner shall
receive a monthly benefit equivalent to 50% of the average annual pensmnable pay of
the highest three consecutive years of service.

Death After Retirement

At the time of retirement, an employee may elect to receive a lower pension benefit to
provide survivorship benefits to a spouse/domestic partner or child(ren) designated at

City of San Jose
April 16, 2012
Page 2 of 3
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the time of retirement. The Board’s actuary shall determine the pension benefit for a
50%, 75% or 100% continuance that is actuanally equivalent to the member’s benefit.

Defined Contribution Plan

Employees may supplement the retirement benefit by electing to make contributions to
a defined contribution plan offered by the City, up to the annual IRS limit.

Cost Sharing

The City and Plan members in Tier 2 shall share equally in all costs of Tier 2 to the
pension plan, including, but not limited to administrative expenses, normal cost and
unfunded actuarial liability.

Reciprocity

Employees hired on or after July 1, 2012, shall be eligible for the benefits under the
reciprocal agreement with CaIPERS that are in effect at the time of the employee's
retirement.

Rights

The City expressly retains its authority to amend, change or terminate ariy retirement or
other post employment benefit provided by the City.

The retirement benefits for employees in Tier 2 shall include those described herein and
shall not include any other benefits received by other members of the Federated Clty
Employees’ Retirement System, including, but not limited to, the purchase of service
credit and redeposit of contributions.

City of San Jose
April 16, 2012
Page 3 of 3
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CITY PROPOSAL - MEDICARE PART A AND B ENROLLMENT

Proposed Language:

Effective July 1, 2012, a member who is eligible for retiree healthcare benefits in the
Federated City Employees’ Retirement System shall be required to enroll in Medicare
Part A and B at the age of 65. Additionally, the plan member shall be required to enroll
in @ Medicare Plan provided by the Federated City Employees’ Retirement System and
assign Medicare Part A and B to the Medicare Plan if required by the healthcare
provider. :

If a plan member was hired before March 1986 and is not eligible for Medicare Part A at
no cost, the plan member shall be required to provide such verification from the U.S.
Social Security Administration to the Department of Retirement Services within 6
months from the date the plan member becomes age 65. Plan members shall be
required to enroll in a Medicare Plan provided by the Federated City Employees’
Retirement System within 6 months from the date the plan member is age 65.

If a plan member fails to meet the requirements set forth above within 6 months from
the date the member becomes age 65, the plan shall cease to provide retiree
healthcare benefits until the plan member completes such requirements. This means
that the member and qualifying dependents (if applicable) shall not receive retiree
healthcare benefits. The Plan member and qualifying dependents shall be re-enrolled
in retiree healthcare benefits beginning the 1% day of the following month after such
requirements have been completed.

If the Plan member dies during the period which the plan member failed to complete the
requirements set forth above, the eligible spouse or domestic partner and child(ren)

shall be re-enrolled in a health insurance plan. When the spouse or domestic partner is
- age 65, the same requirements must be fulfiled, otherwise retiree healthcare coverage
will cease until such requirements are completed, as set forth above. '

City of San Jose
April 16, 2012
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April 6,2012

Debra Figone

City Manager

City of San Jose

200 East Santa Clara Street
San Jose, CA 95113

Re: Federated City Employees’ Retirement System - Tier 2 Normal Cost Estimate

Dear Ms. Figone:

This letter provides an estimated total Normal Cost rate for the proposed Tier 2 benefit as compared to the
pension benefit for current Federated employees. This letter does not take into account any possible City

contributions to-a defined contribution plan.

Summary of Proposed Benefit Changes

The following table summarizes the proposed Federated Tier 2 benefit as compared to the current pension

benefit, showing the proposed Tiet 2 benefit with a 2.0% accrual rate:

~ CurrentPlan

i Proposed Tier 2
m Accrual Rate A 2.5% per year a 2.0% per year
m Max Benefit B 75% B 65%
m Eligibility B 55&35, or | m 65&5
m 30 years B 55&35 with actuarial
‘ reduction
@ Final Average Earnings | @ Highest 1 year (FAEL) B Highest 3 year (FAE3)
(FAE) '
B COLA B 3% fixed m CPI, max 1.5%
M Survivor Form B 50% J&S . | m Single Life
m Disability m Duty - 40%-75% FAE1 | Duty — 50% FAE3
m Non-Duty — 20%-75% B Non-Duty —20%-50%
FAEl FAE3
@ Cost Sharing m Normal Cost: B Normal Cost:
o City —73% o City - 50%
e EE-27% e EE-50%
B Unfunded Liability: B Unfunded Liability:
o City — 100% « City —50%
« EE-0%

o FE—50%

411 Borel Avenue, Suite 101 ® San Y\;Iateo, California 94-402
matn: 650/377-1600 @ fax GR0/345-8057 @ web: weww bartel-associates.com
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Results : .

Following is a comparison of the estimated total Normal Cost as a percent of payroll (NC %) for the
proposed Tier 2 benefit as compared to the pension benefit for current Federated employees. The results
are shown using the June 30, 2011 valuation discount rate assumption of 7.5% and an alternative lower
discount rate assumption of 6.75%.

o e B - Proposed Tier 2
Curlje‘ntv Plan’ : ..~ | (Based on Demographics of Hires
‘ » (Al Federated Employees) ~ within Last 5 Years)
# Discount Rate 1.5% 0.75% 1.5% 6.75%
® Total NC %: ‘
o Benefits 20.55% 24.68% 13.1% 15.2%
o Admin Expenses 0.70% 0.70% 0.7% 0.7%
e SRBR - 2.57% 2.57%! 0.0% 0.0%
s Total 23.82% 27.95% 13.8% 15.9%
Assumptions ‘

The results are based on the Federated City Employees’ Retirement System June 30, 2011 Actuarial
Valuation, including actuarial methods and assumptions and valuation census data provided by the City,
with the exception of rates of retirement which were adjusted to reflect expected later retirement ages
under the Tier 2 benefit. As indicated in the table above, the current plan Normal Cost rates are based on
all Federated participants included in the valvation, and the estimated Tier 2 Normal Cost rates are based
on the demographics of the Federated participants included in the valuation who were hired within the last
five years.

Actuarial Certification

As an Associate of the Society of Actuaries, a Fellow of the Conference of Consulting Actuaries and a
member of the American Academy of Actuaries, I certify these results are consistent with generally |
accepted actuarial principles and practices. We based our results on the June 30, 2011 Actuarial
Valuation of the Federated City Employees’ Retirement System and the valuation census data provided
by the City.

Please call me (650-377-1601) with any questions about this information.

‘Sincerely,

g s

John E. Bartel
President

¢: Alex Gurza, City of San Jose
Jennifer Schembri, City of San Jose

! SRBR will likely increase as % of pay.

411 Borel Avenue, Suite 101 @ San Mateo, California 94402
mam: 650/377-1600 @ fax 650/345-8057 @ web: www.hartel-associates.com



COUNCIL AGENDA: 05/01/12

- M ITEM:
SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR AND FROM: Debra Figone
CITY COUNCIL
SUBJECT: SEE BELOW | DATE: April 17,2012

SUBJECT: APPROVAL OF IMPLEMENTATION OF TERMS CONTAINED IN THE
‘ CITY’S LAST, BEST, AND FINAL OFFER TO THE ASSOCIATION OF
MAINTENANCE SUPERVISORY PERSONNEL, INTERNATIONAL
FEDERATION OF PROFESSIONAL AND TECHNICAL ENGINEERS,

LOCAL 21 (AMSP)

COUNCIL DISTRICT: N/A
SNI AREA: N/A

RECOMMENDATION

Adoption of a resolution approving the implementation of terms contained in the City’s Last, Best,
and Final Offer dated April 16, 2012, to the Association of Maintenance Supervisory Personnel,
International Federation of Professional and Technical Engineers, Local 21 (AMSP).

OUTCOME
Adoption of the resolution and authorization to implement terms contained in the City’s Last, Best,
and Final Offer dated April 16, 2012, for employees represented by the Association of Maintenance

Supervisory Personnel, International Federation of Professional and Technical Engineers, Local 21
(AMSP).

BACKGROUND

On or about March 23, 2011, the City reached a tentative agreement with the Association of
Maintenance Supervisory Personnel, International Federation of Professional and Technical
Engineers, Local 21 (AMSP) on a successor Memorandum of Agreement (MOA) for a term of July
1, 2011 to June 30, 2013. The tentative agreement was ratified by the AMSP membership on or
about March 28, 2011, and approved by City Council on or about April 19, 2011. The agreement
with AMSP included a side letter that, upon written notice by either party, to continue negotiations
on retirement reform, including meeting and conferring on pension and retiree healthcare benefits for
both current and future employees, as well as possible modifications of healthcare (medical and
dental) plans available to current employees, including plan design.

On or about May 25, 2011, AMSP notified the City of its willingness to commence negotiations on
retirement reform. The City responded the same day acknowledging AMSP’s willingness to begin
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Subject: Approval of Implementation of Terms Contained in the Last, Best, and Final Offer for AMSP
Page 2 of 10

retirement reform negotiations and notifying AMSP of the City’s intent to start the negotiations. On
or about June 3, 2011, the City and AMSP met to commence retirement reform negotiations.

On or about June 17, 2011, the City entered into a pledge of cooperation and agreement upon a
framework for retirement reform negotiations with AMSP, along with the City Association of
Management Personnel, International Federation of Professional and Technical Engineers, Local 21
(CAMP) and the Association of Engineers and Architects, International Federation of Professional
and Technical Engineers, Local 21 (AEA).

Pursuant to the executed framework, AMSP agreed to negotiate concurrently on the issues of
retirement reform, including, among other issues, pension and retiree healthcare benefits for current
and future employees, including but not limited to healthcare benefits; the Supplemental Retiree
Benefit Reserve (SRBR); an opt-in program in which current employees could voluntarily choose to
opt-out of the current level of pension benefits into a lower level of benefits; and other items as
identified through negotiations. AMSP also agreed to complete the negotiation process by October
31, 2011, and to proceed to impasse pursuant to the procedures outlined in the Employer-Employee
Relations Resolution No. 39367. :

The City and AMSP met nineteen (19) times between June 3, 2011, and October 31, 2011. During
these negotiations, the City and AMSP exchanged proposals on retirement reform, including, but not
limited to, pension benefits for new employees, retiree healthcare for new employees, enrollment in
Medicare Part A and B, and healthcare plan design and cost sharing. The City and AMSP were
unable to reach an agreement by October 31, 2011, and, pursuant to the executed framework, the
City and AMSP reached impasse and subsequently engaged in the mediation process on or about and
between November 3, November 8, November 14 and November 17, 2011. Unfortunately, despite
these efforts, the parties were unable to reach an agreement. On December 6, 2011, the City Council
provided direction to ask the bargaining units to re-engage in mediation on all retirement issues.
AMSP agreed to re-engage in the mediation process and participated in additional mediation with
the City on January 6, January 9, January 19, January 24, January 26, February 8 and February 9,
2012. Despite these efforts, the parties again were unable to reach an agreement.

On April 16, 2012, the City provided AMSP with a Last, Best, and Final Offer, including proposals
on pension benefits for new employees, enrollment in Medicare Part A and B, and healthcare plan
design and cost sharing. The City requested that AMSP provide its response by April 20, 2012. If
an agreement is reached with AMSP, a Supplemental Memorandum will be issued.

Pursuant to the Meyers-Milias-Brown Act under California Government Code Section 3505.4, if,
after meeting and conferring in good faith, an impasse has been reached between the public agency
and the recognized employee organization, and impasse procedures, where applicable, have been
exhausted, a public agency that is not required to proceed to interest arbitration may implement its
last, best, and final offer, but shall not implement a memorandum of understanding.

AMSP has been notified that this item will be placed on the Council Agenda for implementation of
terms contained in the City’s Last, Best, and Final Offer for employees represented by AMSP, a
complete copy of which is attached.
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ANALYSIS

The following is a summary of the terms contained in the City’s Last, Best, and Final Offer that
would be implemented for employees represented by AMSP:

Pension Benefits  Employees hired on or after July 1, 2012, shall be eligible for the following

for New pension benefits. (This includes employees who leave or have left City
Employees service and are subsequently rehired or reinstated after July 1, 2012.)
(Tier 2)

‘Pension formula :
2.0% per year of service, subject to a maximum of 65% of final compensation.

Final compensation
Average annual earned pay of the highest three consecutive years of service.
Final compensation shall be base pay only.

Minimum service
Employees shall be eligible for a service retirement after earning five (5) years
of retirement service credit and meeting the age requirement.

Retirement Service Credit

Employees shall receive retirement service credit for regular time worked
(including paid leave, but not overtime). Employees shall be eligible for a full
year of service credit upon reaching 2,080 hours of regular time worked
(including paid leave, but not overtime).

Age
Employees shall be eligible to retire at age 65 with at least five years of
retirement service credit.

Employees can retire at a minimum of age 55 with at least five years of
retirement service credit; however, the member’s benefit shall be reduced so it
does not exceed the actuarial value of full retirement at age 65.

Cost of Living Adjustment (COLA)

Plan members shall receive a cost of living adjustment limited to the increase
in the consumer price index (San Jose — San Francisco — Oakland U.S. Bureau
of Labor Statistics index, CPI-U, December to December), capped at 1.5% per
fiscal year. The first COLA shall be prorated based on the number of months
retired. :

Disability Retirements

Service Connected

Plan members eligible for a service connected disability retirement benefit
shall receive an annual benefit based on 50% of the average annual
pensionable pay of the highest three consecutive years of service.




HONORABLE MAYOR AND CITY COUNCIL

April 17,2012

Snbject: Approval of Implementation of Terms Contained in the Last, Best, and Final Offer for AMSP

Page 4 of 10

Medicare Part A
and B Enrollment
(Current and New
Plan Members)

Non-Service Connected

Plan members eligible for a non-service connected disability retirement benefit
shall receive 2.0% times every year of service, but not less than 20% and not
greater than 50% based on the average annual pensionable pay of the highest
three consecutive years of service.

Survivorship Benefits

Death Before Retirement

If the employee dies during employment with the City and was not eligible for
retirement, a return of employee contributions, plus interest shall be returned
to the spouse, domestic partner, or estate.

If an employee dies during employment with the City and was eligible for
retirement, a monthly benefit equivalent to what the employee would have
received if retired at the time of death shall be p10V1ded to the spouse,
domestic partner, or estate.

Death Before Retirement — Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic
partner shall receive a monthly benefit equivalent to 50% of the average
annual pensionable pay of the highest three consecutive years of service.

Election Death after Retirement

At the time of retirement, an employee may elect to receive a lower pension
benefit to provide survivorship benefits to a spouse/domestic partner or
child(ren) designated at the time of retirement.

Cost Sharing
The City and Plan members in Tier 2 shall share equally in all costs of Tier 2

to the pension plan, including, but not limited to administrative expenses,
normal cost and unfunded actuarial liability.

Rights Y
The City expressly retains its authority to amend, change or terminate any
retirement benefit provided by the City.

Effective July 1, 2012, a member who is eligible for retiree healthcare benefits
in the Federated City Employees’ Retirement System shall be required to
enroll in Medicare Part A and B at the age of 65. If a plan member fails to
meet the requirements within six (6) months from the date the member
becomes age 65, the plan shall cease to provide retiree healthcare benefits until
the plan member completes such requirements. This means that the member
and qualifying dependents (if applicable) shall not receive retiree healthcare
benefits.
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Healthcare Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit Plan
(Current and New 3800 shall be available to employees, in addition to the existing plan options.
Employees)
Effective December 23, 2012, the City shall pay eighty-five percent (85%) of
cost of the lowest priced Non-Deductible HMO plan for the employee or the
employee and dependent coverage and the employee shall pay fifteen percent
(15%) of the premium for the lowest priced Non-Deductible HMO plan. (See
discussion of lowest cost plan below.)

Discussion of Healthcare - Lowest Cost Plan

The City currently offers a choice of four health insurance plans for employees that include Kaiser,
Blue Shield HMO, Blue Shield PPO and Blue Shield POS. The City pays 85% of the lowest priced
plan for single or family coverage and employees pay 15% of the lowest priced plan. The Kaiser
$25 co-pay plan is the lowest priced plan for 2012, The 2012 total monthly premium for the lowest
priced plan for the City and employees are listed below.

 Monthly Premium for Current Lowest Priced Healthcare Plan
| . Kaiser ] | .
‘ Single Famlly
‘| Employee Contribution $79.72 ' $198.54
City - $451.86 $1,125.12
Total | $531.58 $1,323.66

An employee who selects a plan other than the lowest priced plan pays any additional amount
required for the premium beyond the cost of the lowest priced plan.

Annually, the City contributes, for active employees $5,422.32 for single coverage and $13,501.44
for family coverage. Since 2003, the total monthly premiums have increased by 118% as illustrated
below. Healthcare costs are anticipated to continue to increase.
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Monthly Lowest Cost Healthcare Plan
(2003 —2012)

$1,200.00
$1,000.00
$800.00
$600.00 -
$400.00
$198.54
$200.00 $185.26 ’—
$0.00 T T T T T T T T T
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
===Employee =E=City
Active Employees

The addition of the Kaiser Permanente Deductible HMO Benefit Plan 3800 (High Deductible Plan)
would have no impact on the cost sharing for healthcare premiums for active employees. This plan
is an HMO with annual deductibles and/or additional higher copayments or coinsurance that must be
met for some services. It is important to note that some services are still 100% covered and the
deductible does not need to be met, including, but not limited to, routine physical maintenance
exams, urgent care consultations and exams and most immunizations (including vaccines). The City
would continue to pay 85% of the cost of the lowest priced Non-Deductible HMO plan for the
employee and dependent coverage and the employee would continue to pay fifteen percent (15%) of
the premium for the lowest priced Non-Deductible HMO plan, which is currently the $25 co-pay
plan. Effective January 1, 2013, a current employee may elect to enroll in the new Kaiser high
deductible plan and would have a lower or no cost sharing for the premiums associated with this
plan. ' ‘

Retirees

The San Jose Municipal Code contains the level and eligibility for retiree healthcare benefits as part
of the retirement plans. Generally, employees are eligible for retiree medical insurance coverage if
at the time of retirement they have at least fifteen (15) years of retirement service credit. Even
employees with 15 years of service in the Federated City Employees’ Retirement System and 20
years of service in the Police and Fire Department Retirement Plan who leave City service prior to
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retirement (also known as deferred vesting) can qualify for lifetime retiree medical insurance upon
retirement.

For eligible retirees, the benefit provides for 100% of the premium cost for the lowest priced plan
available to active employees for either single or family coverage. (This is a higher level of benefit
than active employees receive because retirees do not pay any premium for the lowest priced
healthcare benefit plan.) Since the current benefit is tied to the cost of the premium rather than a
fixed-dollar amount, the long-term cost of providing this benefit is integrally tied to the rising cost of
healthcare.

As illustrated above, healthcare costs have risen significantly in the last ten years. This has a direct
impact to the cost of retiree healthcare. Contributions for retiree medical benefits are made by the
City and active employees in the ratio of one-to-one (50/50 split). Contributions for retiree dental
benefits are made by the City and active employees in the ratio of eight-to-three.

The Fiscal Year 2012-2013 retiree healthcare portion of the contribution rates for the City’s two
retirement plans are as follows: :

_ Current Retiree Healthcare Funding

Employee Contribution City Contribution
Federated 7.26% 7.91%
Police 8.26% 8.96%
Fire 6.11% 6.62%

Note: Does not include pension contribution rates.

For many years, the City and active employees were partially pre-funding retiree healthcare, and
only some funds were set aside to pay for future healthcare liabilities, but at a level far less than full
pre-funding. As a result, the retiree healthcare plans are significantly underfunded and have a
significant unfunded liability. As of June 30, 2011, the unfunded liability and funding ratio for the
two plans are listed below:

Retiree Healthcare Unfunded Liability and Funding Ratio

Unfunded Actuarial Liability Funding Ratio
Federated $800.505 Million 14.00%
Police and Fire $596.764 Million 9.20%
Total $1.397 Billion

The City and active employees are currently phasing into paying for the total Annual Required
Contribution (ARC) over a period of five years. This has resulted in an incremental increase in the
contributions for retiree healthcare each year. However, after the fifth year, the Board’s actuary for
the Federated City Employees’ Retirement System has projected that the contributions required to
pay the Annual Required Contribution (ARC) will nearly double for the City and employees, - as
shown in the chart below. As noted in the 2013-2017 General Fund Forecast, one of the main
drivers for the 2013-2014 General Fund shortfall of $22.5 million is the increased cost
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(approximately $11 million) of the City’s annual required contribution for retiree healthcare for
employees in the Federated City Employees’ Retirement System. Please note that the
Administration has requested the projected retiree healthcare contributions for Police and Fire;
however, they have not yet been completed.

Fiscal Year Employee City Total
2008-2009 4.65% 5.25% 9.90%
2009-2010 507% 5.70% 10.77%
2010-2011 5.76% 6.41% 12.17%
2011-2012 6.51% 7.16% 13.67%
2012-2013 7.26% 7.91% 15.17%
2013-2014 15.50% 16.84% 32.34%

Source: Cheiron Actuarial Valuation as of June 30, 2011

Effective January 1, 2013, the lowest-cost plan that will be available to retirees will be the high
deductible plan. Retirees and survivors will have an opportunity to make changes to their elections
for coverage during the normal Annual Open Enrollment conducted by Retirement Services in
November 2012, prior to the changes going into effect.

With the addition of the High Deductible Plan, the Plan will continue to pay 100% of the lowest
priced plan. A retiree or survivor who enrolls in this plan would not have to pay any portion of the
premium. A retiree or survivor may elect the $25 co-pay plan; however, the member would be
responsible for the difference between the cost of the $25 co-pay plan and the high deductible plan.
The 2013 healthcare rates have not been determined. If the 2012 healthcare rates continued for
calendar year 2013, the following chart illustrates the cost to a retiree who elects to enroll in the $25

co-pay plan.

Lowest Priced Plan (LPP) $0

(High Deductible)

Non-Medicare $129.96/mo (single)
$25 Co-pay 4 $323.62/mo (family)
Medicare Supplement $0!

Lowest Priced Plan (LPP)

When a retiree becomes age 65, the member is required to enroll in Medicare Part A and B. The
Federated City Employees’ Retirement System and the Police and Fire Department Retirement Plan
provide Medicare recipients with several options for a Medicare supplemental insurance plan. The

! Retirees enrolled in Medicare Part B contribute $99.00 - $319.70/month and $0 - $66.40/month for Medicare Part D,
depending on the amount of the monthly pension. These rates are for 2012 and subject to change for 2013.
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total cost of the Medicare supplemental plans vary based on the plan selected by the retiree. There
are several Medicare supplemental options available to retirees and the premium is paid 100% by the
retirement system. As a result, the retiree or survivor may have no premium cost sharing, since the
total cost of the Medicare supplemental plan is often less than the non-Medicare plans. The retiree
will continue to be responsible for paying any premiums mandated by Medicare Part B and D.

EVALUATION AND FOLLOW-UP

None.

PUBLIC OUTREACH/INTEREST

IZI Criteria I: Requires Council action on the use of public funds equal to $1 million or greater.
(Required: Website Posting)

D Criteria 2: Adoption of a new or revised policy that may have implications for public health,
safety, quality of life, or financial/economic vitality of the City. (Required: E-mail and
Website Posting)

D Criteria 3: Consideration of proposed changes to service delivery, programs, staffing that
may have impacts to community services and have been identified by staff, Council or a
Community group that requires special outreach. (Required: = E-mail, Website Posting,
Community Meetings, Notice in appropriate newspapers)

This item meets Criterion 1. This memorandum will be posted on the City's website for the May 1,
2012, Council Agenda.

COORDINATION

This memorandum was coordinated with the City Manager’s Budget Office and the City Attorney’s
Office.

COST IMPLICATIONS

2" Tier Pension Benefit

The City’s actuary, Bartel and Associates, estimated the normal cost of the pension retirement
benefit formula for new employees to be approximately 13.8% of payroll, using the 7.5% earnings
assumption. As the costs of the 2™ tier pension benefit are split 50/50 between the City and
employees, the City’s share of this is 6.9%. The pension retirement benefit formula for new
employees is estimated to be 15.9% of payroll, using the 6.75% earnings assumption (7.95% for the
City.) (Please refer to the attached Letter from John Bartel dated April 6, 2012.) However, the
contribution rates are set by the Boards, based on an actuarial analysis prepared by the Boards’
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‘actuary. The Federated City Employees’ Retirement System currently uses ‘a 7.5% earnings
assumption. °

Healthcare — Lowest Cost Plan

The addition of the high deductible plan would result in a new plan that would be available to
employees represented by AMSP. For those employees that elect to enroll in the new Kaiser plan,
the employee will experience a reduction in premium contributions in 2013. The City would
continue to pay 85% of the total premium for the lowest priced Non-Deductible HMO plan, which is
currently the $25 co-pay plan. ,

- The high deductible plan would be available for all members and survivors in the Federated City
Employees’ Retirement System and Police and Fire Department Retirement Plan. The Plans will -
pay 100% of the lowest priced plan, which will be the high deductible plan in calendar year 2013.
Since this plan is less expensive than the $25 co-pay plan, it will reduce the cost of retiree
healthcare. Since the cost for retiree healthcare are shared equally between the City and employees,
both the City and active employees will benefit from the positive impact to the contribution rates in
the future.

CEQA
CEQA: Not a Project, File No. PP10-069(b), Personnel Related Decisions.

- Debra Figone
City Manager
For questions please contact Alex Gurza, Deputy City Manager, at (408) 535-8150.

Attachments
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HEALTHCARE =

Seé attached |

RETIREMENT BENEFITS FOR NEW EMPLOYEES

See attached

MEDICARE PART A AND B

See attached

April 16, 2012
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CITY PROPOSAL — HEALTHCARE COST SHARING

Proposed Language:

Effective pay date July 1, 2011, the City pays eighty-five percent (85%) of the cost of the
lowest priced plan for the employee or the employee and dependent coverage and the
employee pays fifteen percent (15%) of the premium for the lowest priced plan. If the
employee selects a plan other than the lowest priced plan, the employee pays the
difference between the total cost of the selected plan and the City's contribution towards
the lowest priced plan.

Effective December 23, 2012, the City pays eighty-five percent (85%) of the cost of the
lowest priced Non-Deductible HMO plan for the employee or the employee and
dependent coverage and the employee pays fifteen percent (15%) of the premium for the
lowest priced Non-Deductible HMO plan. If the employee selects a plan other than the
lowest priced Non-Deductible HMO plan, the employee pays the difference between the
total cost of the selected plan and the City’s contribution toward the lowest priced Non-
Deductible HMO plan.

Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefif Plan 3800 will
be available fo employees represented by AMSP in addition to the existing plan options.

City of San Jose
April 16, 2012



8% KAISER PERMANENTE.

Customer Name: ' Benefit Plan 3800
Customer ID: HCR TYPE XD5; $1500 DED;
. $40 OUTP; 30% INPT; $30/$10RX

Proposed Benefit Summary

Principal Benefits for Kaiser Permanente Deductible HMO Plan ( )

The Services described below are covered only if all the following conditions are satisfied:

o The Services are Medically Necessary :

. The Services are provided, prescribed, authorized, or directed by a Plan Physician and you receive the Services from
Plan Providers inside our Northern California Region Service Area (your Home Region),-except where specifically noted
to the contrary in the Evidence of Coverage (EOC) for authorized referrals, hospice care, Emergency Services, Post-
Stabilization Care, Out-of-Area Urgent Care, and emergency ambulance Services

Anual Out-of-Pocket Maximum for Certain Services
For Services subject to the maximum, you will not pay any more Cost Sharing during a calendar year if the Copayments and
Coinsurance you pay for those Services, plus all your Deductible payments, add up to one of the following amounts:

For self-only enrollment (a Family of one Member)...........cccccovveiiveieiiiviverin, $4,000 per calendar year
For any one Member in a Family of two or more Members...................... e $4,000 per calendar year
For an entire Family of two or more Members .........c.ocovveieviiin s, $8,000 per calendar year

Deductible for Certain Services as specified below
You must pay Charges for Services you receive in a calendar year until you reach one of the following Deductible amounts:

For self-only enroliment {(a Family of one Member)........cccoovvi v $1,500 per calendar year

For any’ one Member in a Family of two or more Members...............ccvernriinnnnn $1,500 per calendar year

For an entire Family of two or more Members ...........c.ccococvevvn e, $3,000 per calendar year
Most primary and specialty care consultations and exams............o..ccoevvrvevivnennns $40 per visit (Deductible doesn't apply)
Routine physical maintenance eXams............covcevevievee e No charge (Deductible doesn't apply)
Well-child preventive exams (through age 23 months)..........c.cccecvvvevvveerivecennn, No charge (Deductible doesn't apply)
Family planning CoUNSEIING .........cooov i No charge (Deductible doesn't apply)
Scheduled prenatal care exams and first postpartum follow-up consultation and

1= ¢ 3 £ TP SO SRR OURURURONE No charge (Deductible doesn't apply)

Eye exams for refraction .........c..ccovveivienieicn e e e No charge (Deductible doesn't apply)
HEAIMNG @XAMS ....cuiiirie et st No charge (Deductible doesn't apply)
Urgent care consultations and @Xams........ccccccvrvirniiinrececiee e $40 per visit (Deductible doesn't apply)
Physical, occupational, and speech therapy ............ccccccvvivnn Brr et s $40 per visit after Deductible

Qutpatient Services You Pa

Outpatient surgery and certain other outpatient procedures.............c.coeevvvrveennns 30% Coinsurance after Deductible
Allergy injections (including allergy Serum) .........cceecveeereeceeieeers i No charge after Deductible
Most immunizations (including Yaccings) .........cccccvecevivrvrevriiree v oo No charge (Deductible doesn't apply)
Most X-rays and laboratory tests............ccvevviiv s $10 per encounter after Deductible
Preventive X-rays, screenings, and laboratory tests as described in the EOC.... No charge (Deductible doesn't apply)
MRI, MOSt CT, @nd PET SCANS......ccicoii et es s s e s s res st s $50 per procedure after Deductible
Héalth education:

Covered individual health education counseling and programs ........................ No charge (Deductible doesn't apply)

Covered group educational Programs ...........cccveeveoveveieeeeieiieesiesire e e eeeees -No charg
Hospitalization Services You Pay
Room and board, surgery, anesthesia, X-rays, laboratory tests, and drugs......... 30% Coinsurance after Deductible
Emergency Health Coverage You Pay '

Emergency DepartMent VISIES ...........cooevi i 30% Coinsurance after Deductible
Ambulance Services You Pay

AMDBUIANCE SBIVICES. ....ivivririr it ettt s sae e st e reeaeeesree s reenee $150 per trip after Deductible

e (Deductible doesn't apply)

Kéaiser Foundation Health Plan, Inc., Northem California Region . continues



continued

Most covered outpatient items in accord with our drug formulary guidelines:
Generic items from a Plan Pharmacy........ccccooveeiveeeiieiiinieeoeeee e, $10 for up to a 30-day supply, $20 for a 31- to
j 60-day supply, or $30 for a 61- to 100-day
. supply (Deductible doesn't apply)
Generic refills from our mail-order SErvice .........ocovvvevivveeeiee s $10 for up to a 30-day supply or $20 for a 31-
: ' : . to 100-day supply (Deductible doesn't apply)
Brand-name items from a Plan Pharmacy .........ccocooeveveieeiiriviiiveeieenie e $30 for up to a 30-day supply, $60 for a 31- to

60-day supply, or $90 for a 61- to 100-day
: supply (Deductible doesn't apply)
Brand-name refills from our mail-order service...............ccovvme e $30 for up to a 30-day supply or $60 for a 31-
to 100-day supply (Deductible doesn't apply)
_You Pay

Durable Medical Equipment
Most covered durable medical equipment for home use in accord with our

durable medical equipment formulary guidelines.............c.ocvcvevee v s 20% Coinsurance
Mental Health Services You Pay ‘
Inpatient psychiatric hospitalization and intensive psychiatric treatment

(Deductible doesn't apply)

PIOGIBIMS . cuiiivieiiiiiiiii ittt s s s b e e r e s tta e sbee s sebbeenbeeebesenseess 30% Coinsurance after Deductible
Outpatient mental health evaluation and treatment.............ccooceeveeve e, $40 per individual visit (Deductible doesn't
apply)

$20 per group visit (Deductible doesn't apply)
Chemical Dependency Services You Pay ' ,
Inpatient detoXification...........cvviiiiiic s 30% Coinsurance after Deductible
Individual outpatient chemical dependency consultations and treatment ........... $40 per visit (Deductible doesn't apply)
Group outpatient chemical dependency treatment..........co.oovceeereveeeeereveveeson,s $5 per visit (Deductible doesn't apply)
Home Health Services You Pay ' '
Home health care (up to 100 visits per calendar year)........... et No charge (
Other You Pay

Deductible doesn't apply)

Skilled nursing facility care (up to 100 days per benefit period) ... 30% Coinsurance after Deductible
All covered Services related to infertility treatment................ccoceeeiviiviiiennnn 50% Coinsurance (Deductible doesn't apply)
HOSPICE CAIE ..ottt sre e s No charge (Deductible doesn't apply)

This is a summary of the most freqUently asked-about benefits. This chart does not explain benefits, Cost Sharing, out-of-
pocket maximums, exclusions, or limitations, nor does it list all benefits and Cost Sharing. For a complete explanation, please
refer to the EOC. Please note that we provide all benefits required by law (for example, diabetes testing supplies).

Proposed monthly dues effective:

Subscriber

Subscriber & Spouse
Subscriber & Child(ren)
Subscriber & Family

Kaiser Foundation Health Plan, Inc., Northem Califomia Region ‘ 26864.26.1.PDM,
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CITY PROPOSAL ~ RETIREMENT BENEFITS FOR NEW EMPLOYEES = = |
The benefits set forth below shall apply to full time eligible employees who are hired on
or after July 1; 2012, and shall be referred to as Tier 2 in the Federated City Employees’
Retirement System.

Proposed Language:

Pension Formula

The pension benefit formula for eligible employees hired on or after July 1, 2012, shall be
2.0% percent per year of service subject to a maximum of 65% of final compensation.

Final Compensation

Final compensation shall mean the average annual earned pay of the highest three
consecutive years of service. Final compensation shall be base pay only, excluding
premium pays or other additional compensation.

Minimum Service

Employees shall be eligible for a service retirement after earning five (5) years of
retirement service credit and meeting the age requirement specified below.

Retirement Sérvice Credit

Employees shall be eligible for a full year of service credit upon reaching 2,080 hours of
regular time worked (including paid leave, but not overtime).

Age

Employees hired on or after July 1, 2012, shall be eligible to retire at age 65 with at least
five (5) years of retirement service credit.

Employees can retire at a minimum of age 55 with at least five (5) years of retirement
service credit; however, the member's benefit shall be reduced so it does not exceed the
actuarial value of full retirement. This reduced benefit shall be determined by the
Federated City Employees’ Retirement System actuary.

Deferral of Retirement

Employeés who leave employment who have at least five (5) years of retirement service
credit may defer the retirement benefit until the employee becomes eligible to retire.

City of San Jose
April 16, 2012
Page 1 0of 3
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Cost of Living Adjustment (COLA)

Plan members shall receive a cost of living adjustment limited to the increase in the
consumer price index (San Jose — San Francisco — Oakland U.S. Bureau of Labor
Statistics index, CPI-U, December to December), capped at 1.5% per fiscal year. The
first COLA adjustment shall be prorated based on the number of months retired.

Disability Retirements

Service Connected

Plan members who are eligible for a service connected disability retirement benefit shall
receive an annual benefit based on 50% of the average annual pensionable pay of the
highest three consecutive years of service.

Non-Service Connected

Plan members who are eligible for a non-service connected disability retirement benefit
shall receive 2.0% times years of City service, but not less than 20% and not greater
than 50% based on the average annual penswnable pay of the highest three
consecutive years of service. Plan members shall not be eligible for a non-service
connected disability retirement unless the member has earned 5 years of retirement
service credit.

Survivorship Benefits
Death Before Retirement

If an employee dies during employment with the City and was not eligible for retirement,
a return of employee contributions, plus interest shall be returned to the spouse,
domestic partner or estate.

If an employee dies during employment with the City and was eligible for retirement, a
monthly benefit equivalent to. what the employee would have received if retired at the
time of death shall be provided to the spouse, domestic partner, or estate.

Death Before Retirement - Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic partner shall
receive a monthly benefit equivalent to 50% of the average annual pensionable pay of
the highest three consecutive years of service.

Death After Retirement

At the time of retirement, an employee may elect to receive a lower pension benefit to
provide survivorship benefits to a spouse/domestic partner or child(ren) designated at

City of San Jose
April 16, 2012
Page 2 of 3
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the time of retirement. The Board’s actuary shall determine the pension benefit for a
50%, 75% or 100% continuance that is actuarially equivalent to the member’s benefit.

Defined Contribution Plan

Employees may supplement the retirement benefit by electing to make contributions to
a defined contribution plan offered by the City, up to the annual IRS limit.

Cost Sharing

The City and Plan members in Tier 2 shall share equally in all costs of Tier 2 to the
pension plan, including, but not limited to administrative expenses, normal cost and
unfunded actuarial liability.

Reciprocity

Employees hired on or after July 1, 2012, shall be eligible for the benefits under the
reciprocal agreement with CaIPERS that are in effect at the time of the employee’s
retirement.

Rights

The City e'xpressly retains its authority to amend, change or terminate any retirement or
other post employment benefit provided by the City.

The retirement benefits for employees in Tier 2 shall include those described herein and
shall not include any other benefits received by other members of the Federated City
Employees’ Retirement System, including, but not limited to, the purchase of service
credit and redeposit of contributions.

City of San Jose
April 16, 2012
Page 3 of 3
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CITY PROPOSAL - MEDICARE PART A AND BENROLLMENT

Proposed Language:

Effective July 1, 2012, a member who is eligible for retiree healthcare benefits in the
Federated City Employees’ Retirement System shall be required to enroll in Medicare
Part A and B at the age of 65. Additionally, the plan member shall be required to enroll
in a Medicare Plan provided by the Federated City Employees’ Retirement System and
- assign Medicare Part A and B to the Medicare Plan if required by the healthcare
provider. ,

If a plan member was hired before March 1986 and is not eligible for Medicare Part A at
no cost, the plan member shall be required to provide such verification from the U.S.
Social Security Administration to the Department of Retirement Services within 6
months from the date the plan member becomes age 65. Plan members shall be
required to enroll in a Medicare Plan provided by the Federated City Employees’
Retirement System within 6 months from the date the plan member is age 65.

If a plan member fails to meet the requirements set forth above within 6 months from
the date the member becomes age 65, the plan shall cease to provide retiree
healthcare benefits until the plan member completes such requirements. This means
that the member and qualifying dependents (if applicable) shall not receive retiree
healthcare benefits. The Plan member and qualifying dependents shall be re-enrolled
in retiree healthcare benefits beginning the 1% day of the following month after such
requirements have been completed.

If the Plan member dies during the period which the plan member failed to complete the
requirements set forth above, the eligible spouse or domestic partner and child(ren)
shall be re-enrolled in a health insurance plan. When the spouse or domestic partner is
age 65, the same requirements must be fulfilled, otherwise retiree healthcare coverage
will cease until such requirements are completed, as set forth above.

City of San Jose
Aprit 18, 2012
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April 6,2012

Debra Figone

City Manager

City of San Jose

200 East Santa Clara Street
San Jose, CA 95113

COCIATES LLC

Re: Federated City Employees’ Retirement System - Tier 2 Normal Cost Estimate

Dear Ms, Figone:

This letter provides an estimated total Normal Cost rate for the proposed Tier 2 benefit as compared to the
pension benefit for current Federated employees. This letter does not take into account any possible City

contributions fo a defined contribution plan.

Summary of Proposed Benefit Changes

The following table summarizes the proposed Federated Tier 2 benefit as compared to the current pension
benefit, showing the proposed Tier 2 benefit with a 2.0% accrual rate:

" CurrentPlan

 Proposed Tier2

m Accrual Raté

m 2.5% per year m 2.0% per year
m Max Benefit m 75% m 65%
m Eligibility m 55&5, or m 65&5
m 30 years m 55&S5 with actuarial
reduction
m Final Average Earnings Highest 1 year (FAEI) m Highest 3 year (FAE3)
(FAE)
m COLA m 3% fixed m CPI, max 1.5%
m Survivor Form m 50% J&S - | m Single Life
m Disability m Duty - 40%-75% FAE1 m Duty — 50% FAE3
m Non-Duty — 20%-75% m Non-Duty — 20%-50%
FAE1 FAE3
m Cost Sharing Normal Cost: ® Normal Cost:
o City —73% s City —50%
e« EE—-27% o« EE-50%
Unfunded Liability: Unfunded Liability:
o City — 100% o City — 50%
e EE-0% » EE -50%

411 Borel Avenue, Suite 101 @ San Mateo, California 94402
main: 650/377-1600 @ fax: 650/345-8057 @ web: www hartel-associates.com
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Results ¢

Following is a comparison of the estimated total Normal Cost as a percent of payroll (NC %) for the
proposed Tier 2 benefit as compared to the pension benefit for current Federated employees. The results
are shown using the June 30, 2011 valuation discount rate assumption of 7.5% and an alternative lower
discount rate assumption of 6.75%.

e e Proposed Tier2
= CurrentPlan ;T(Basedon Demographics of Hires
: e - (All Federated Employees) - | within Last 5 Years)
m Discount Rate 71.5% 6.75% 1.5% 6.75%
m Total NC %:
« Benefits 20.55% 24.68% 13.1% 15.2%
o Admin Expenses 0.70% 0.70% 0.7% 0.7%
« SRBR 2.57% 2.57%' 0.0% 0.0%
«» Total 23.82% 27.95% 13.8% 15.9%
Assumptions

The results are based on the Federated City Employees’ Retirement System June 30, 2011 Actuarial
Valuation, including actuarial methods and assumptions and valuation census data provided by the City,
with the exception of rates of retirement which were adjusted to reflect expected later retirement ages
under the Tier 2 benefit. As indicated in the table above, the current plan Normal Cost rates are based on
all Federated participants included in the valuation, and the estimated Tier 2 Normal Cost rates are based
on the demographics of the Federated participants included in the valuation who were hired within the last
five years.

Actuarial Certification

As an Associate of the Society of Actuaries, a Fellow of the Conference of Consulting Actuaries and a
member of the American Academy of Actuaries, I certify these results are consistent with generally
accepted actuarial principles and practices. We based our results on the June 30, 2011 Actuarial
Valuation of the Federated City Employees’ Retirement System and the valuation census data provided
by the City.

Please call me (650-377-1601) with any questions about this information.

Sincerely,
kg sl
John E. Bartel
President

¢:  Alex Gurza, City of San Jose
Jennifer Schembri, City of San Jose

! SRBR will likely increase as % of pay.

411 Borel Avenue, Suite 101 ® San Mateo, California 94402
main: 650/377-1600 ‘fax: 650/345-8057 @ web: www battel-associater.com



COUNCIL AGENDA: 05/01/12

. M : | | ITEM:
SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR AND FROM: Debra Figone
CITY COUNCIL
SUBJECT: SEE BELOW DATE: April 17,2012

SUBJECT: APPROVAL OF IMPLEMENTATION OF TERMS CONTAINED IN THE
CITY’S LAST, BEST, AND FINAL OFFER TO THE CITY ASSOCIATION
OF MANAGEMENT PERSONNEL, INTERNATIONAL FEDERATION OF
PROFESSIONAL AND TECHNICAL ENGINEERS, LOCAL 21 (CAMP)

COUNCIL DISTRICT:  N/A
SNI AREA: N/A

RECOMMENDATION

Adoption of a resolution approving the implementation of terms contained in the City’s Last, Best,
and Final Offer dated April 16, 2012, to the City Association of Management Personnel,
International Federation of Professional and Technical Engineers, Local 21.

OUTCOME
Adoption of the resolution and authorization to implement terms contained in the City’s Last, Best,
and Final Offer dated April 16, 2012, for employees represented by the City Association of

Management Personnel, International Federation of Professional and Technical Engineers, Local 21
(CAMP).

BACKGROUND

On or about March 23, 2011, the City reached a tentative agreement with the City Association of
Management Personnel, International Federation of Professional and Technical Engineers, Local 21
(CAMP) on a successor Memorandum of Agreement (MOA) for a term of July 1, 2011 to June 30,
2013. The tentative agreement was ratified by the CAMP membership on or about March 28, 2011,
and approved by City Council on or about April 19, 2011. The agreement with CAMP included a
side letter that, upon written notice by either party, to continue negotiations on retirement reform,
including meeting and conferring on pension and retiree healthcare benefits for both current and
future employees, as well -as possible modifications of healthcare (medical and dental) plans
available to current employees, including plan design.

On or about May 25, 2011, CAMP notified the City of its willingness to commence negotiations on
retirement reform. The City responded the same day acknowledging CAMP’s willingness to begin
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retirement reform negotiations and notifying CAMP of the City’s intent to start the negotiations. On
or about June 3, 2011, the City and CAMP met to commence retirement reform negotiations.

On or about June 17, 2011, the City entered into a pledge of cooperation and agreement upon a
framework for retirement reform negotiations with CAMP, along with the Association of
Maintenance Supervisory Personnel, International Federation of Professional and Technical
Engineers, Local 21 (AMSP) and the Association of Engineers and Architects, International
Federation of Professional and Technical Engineers, Local 21 (AEA).

Pursuant to the executed framework, CAMP agreed to negotiate concurrently on the issues of
retirement reform, including, among other issues, pension and retiree healthcare benefits for current
and future employees, including but not limited to healthcare benefits; the Supplemental Retiree
Benefit Reserve (SRBR); an opt-in program in which current employees could voluntarily choose to
opt-out of the current level of pension benefits into a lower level of benefits; and other items as
identified through negotiations. CAMP also agreed to complete the negotiation process by October
31, 2011, and to proceed to impasse pursuant to the procedures outlined in the Employer-Employee
Relations Resolution No. 39367.

The City and CAMP met nineteen (19) times between June 3, 2011, and October 31, 2011. During
these negotiations, the City and CAMP exchanged proposals on retirement reform, including but not
limited to, pension benefits for new employees, retiree healthcare for new employees, enrollment in
Medicare Part A and B, and healthcare plan design and cost sharing. The City and CAMP were
unable to reach an agreement by October 31, 2011, and, pursuant to the executed framework, the
City and CAMP reached impasse and subsequently engaged in the mediation process on or about
and between November 3, November 8, November 14 and November 17, 2011. Unfortunately,
despite these efforts, the parties were unable to reach an agreement. On December 6, 2011, the City
Council provided direction to staff to ask the bargaining units to re-engage in mediation on all
retirement issues. CAMP agreed to re-engage in the mediation process and participated in additional
mediation with the City on January 6, January 9, January 19, January 24, January 26, February 8 and
February 9, 2012. Despite these efforts, the parties again were unable to reach an agreement.

On April 16, 2012, the City provided CAMP with a Last, Best, and Final Offer, including proposals
on pension benefits for new employees, enrollment in Medicare Part A and B, and healthcare plan
design and cost sharing. The City requested that CAMP provide its response by April 20, 2012, If
an agreement is reached with CAMP, a Supplemental Memorandum will be issued.

Pursuant to the Meyers-Milias-Brown Act under California Government Code Section 3505.4, if,
after meeting and conferring in good faith, an impasse has been reached between the public agency
and the recognized employee organization, and impasse procedures, where applicable, have been
exhausted, a public agency that is not required to proceed to interest arbitration may implement its
last, best, and final offer, but shall not implement a memorandum of understanding.

CAMP has been notified that this item will be placed on the Council Agenda for implementation of
terms contained in the City’s Last, Best, and Final Offer for employees represented by CAMP, a
complete copy of which is attached.
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ANALYSIS

The following is a summary of the terms contained in the City’s Last, Best, and Final Offer that
would be implemented for employees represented by CAMP:

Pension Benefits ~ Employees hired on or after July 1, 2012, shall be eligible for the following

for New pension benefits. (This includes employees who leave or have left City
Employees service and are subsequently rehired or reinstated after July 1, 2012.)
(Tier 2)

Pension formula
2.0% per year of service, subject to a maximum of 65% of final compensation.

Final compensation
Average annual earned pay of the highest three consecutive years of service.
Final compensation shall be base pay only.

Minimum service
Employees shall be eligible for a service retirement after earning five (5) years
of retirement service credit and meeting the age requirement.

Retirement Service Credit _

Employees shall receive retirement service credit for regular time worked
(including paid leave, but not overtime). Employees shall be eligible for a full
year of service credit upon reaching 2,080 hours of regular time worked
(including paid leave, but not overtime).

Age :
Employees shall be eligible to retire at age 65 with at least five years of
retirement service credit.

Employees can retire at a minimum of age 55 with at least five years of
retirement service credit; however, the member’s benefit shall be reduced so it
does not exceed the actuarial value of full retirement at age 65.

Cost of Living Adjustment (COLA)

Plan members shall receive a cost of living adjustment limited to the increase
in the consumer price index (San Jose — San Francisco — Oakland U.S. Bureau
of Labor Statistics index, CPI-U, December to December), capped at 1.5% per
fiscal year. The first COLA shall be prorated based on the number of months-
retired.

Disability Retirements

Service Connected

Plan members eligible for a service connected disability retirement benefit
shall receive an annual benefit based on 50% of the average annual
pensionable pay of the highest three consecutive years of service.
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Medicare Part A
and B Enrollment

(Current and New
Plan Members)

Non-Service Connected

Plan members eligible for a non-service connected disability retirement benefit
shall receive 2.0% times every year of service, but not less than 20% and not
greater than 50% based on the average annual pensionable pay of the highest
three consecutive years of service.

Survivorship Benefits

Death Before Retirement

If the employee dies during employment with the City and was not eligible for
retirement, a return of employee contributions, plus interest shall be returned
to the spouse, domestic partner, or estate.

If an employee dies during employment with the City and was eligible for
retirement, a monthly benefit equivalent to what the employee would have
received if retired at the time of death shall be provided to the spouse,
domestic partner, or estate. ,

Death Before Retirement — Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic

partner shall receive a monthly benefit equivalent to 50% of the average
annual pensionable pay of the highest three consecutive years of service.

Election Death Benefit after Retirement

At the time of retirement, an employee may elect to receive a lower pension
benefit to provide survivorship benefits to a spouse/domestic partner or
child(ren) designated at the time of retirement.

Cost Sharing
The City and Plan members in Tier 2 shall share equally in all costs of Tier 2

to the pension plan, including, but not limited to administrative expenses,
normal cost and unfunded actuarial liability.

Rights
The City expressly retains its authority to amend, change or terminate any
retirement benefit provided by the City.

Effective July 1, 2012, a member who is eligible for retiree healthcare benefits
in the Federated City Employees’ Retirement System shall be required to
enroll in Medicare Part A and B at the age of 65. If a plan member fails to
meet the requirements within six (6) months from the date the member
becomes age 65, the plan shall cease to provide retiree healthcare benefits until
the plan member completes such requirements. This means that the member
and qualifying dependents (if applicable) shall not receive retiree healthcare

benefits. '
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Healthcare Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit Plan
(Current and New 3800 shall be available to employees, in addition to the existing plan options.
Employees)

' Effective December 23, 2012, the City shall pay eighty-five percent (85%) of
cost of the lowest priced Non-Deductible HMO plan for the employee or the
employee and dependent coverage and the employee shall pay fifteen percent
(15%) of the premium for the lowest priced Non-Deductible HMO plan. (See
discussion of lowest cost plan below.)

Discussion of Healthcare - Lowest Cost Plan

The City currently offers a choice of four health insurance plans for employees that include Kaiser,
Blue Shield HMO, Blue Shield PPO and Blue Shield POS. The City pays 85% of the lowest priced
plan for single or family coverage and employees pay 15% of the lowest priced plan. The Kaiser
$25 co-pay plan is the lowest priced plan for 2012. The 2012 total monthly premium for the lowest
priced plan for the City and employees are listed below.

Monthly Premlum for Current Lowest Priced Healthcare Plan
Kalsegg_ZS co-pay plan)
Single Famlly
Employee Contribution $79.72 $198.54
City $451.86 $1,125.12
Total $531.58 $1,323.66

An employee who selects a plan other than the lowest priced plan pays any additional amount
required for the premium beyond the cost of the lowest priced plan.

Annually, the City contributes, for active employees $5,422.32 for single coverage and $13,501.44
for family coverage. Since 2003, the total monthly premiums have increased by 118% as illustrated
below. Healthcare costs are anticipated to continue to increase.
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Monthly Lowest Cost Healthcare Plan
(2003 - 2012)
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The addition of the Kaiser Permanente Deductible HMO Benefit Plan 3800 (High Deductible Plan)
would have no impact on the cost sharing for healthcare premiums for active employees. This plan
is an HMO with annual deductibles and/or additional higher copayments or coinsurance that must be
met for some services. It is important to note that some services are still 100% covered and the
deductible does not need to be met, including, but not limited to, routine physical maintenance
exams, urgent care consultations and exams and most immunizations (including vaccines). The City
would continue to pay 85% of the cost of the lowest priced Non-Deductible HMO plan for the
employee and dependent coverage and the employee would continue to pay fifteen percent (15%) of
the premium for the lowest priced Non-Deductible HMO plan, which is currently the $25 co-pay
plan. Effective January 1, 2013, a current employee may elect to enroll in the new Kaiser high
deductible plan and would have a lower or no cost sharing for the premiums associated with this
plan.

Retirees

The San Jose Municipal Code contains the level and eligibility for retirce healthcare benefits as part
of the retirement plans. Generally, employees are eligible for retiree medical insurance coverage if
at the time of retirement they have at least fifteen (15) years of retirement service credit. Even
employees with 15 years of service in the Federated City Employees’ Retirement System and 20



HONORABLE MAYOR AND CITY COUNCIL

April 17,2012

Subject: Approval of Implementation of Terms Contained in the Last, Best, and Final Offer for CAMP
Page 7 of 10 '

years of service in the Police and Fire Department Retirement Plan who leave City service prior to
retirement (also known as deferred vesting) can qualify for lifetime retiree medical insurance upon
retirement.

For eligible retirees, the benefit provides for 100% of the premium cost for the lowest priced plan
available to active employees for either single or family coverage. (This is a higher level of benefit
than active employees receive because retirees do not pay any premium for the lowest priced
healthcare benefit plan.) Since the current benefit is tied to the cost of the premium rather than a
fixed-dollar amount, the long-term cost of providing this benefit is integrally tied to the rising cost of
healthcare.

As illustrated above, healthcare costs have risen significantly in the last ten years. This has a direct
impact to the cost of retiree healthcare. Contributions for retiree medical benefits are made by the
City and active employees in the ratio of one-to-one (50/50 split). Contributions for retiree dental
benefits are made by the City and active employees in the ratio of eight-to-three.

The Fiscal Year 2012-2013 retiree healthcare portion of the contribution rates for the City’s two
retirement plans are as follows:

__ Current Retiree Healthcare Funding

Employee Contribution City Contribution
Federated 7.26% 7.91%
Police 8.26% 8.96%
Fire 6.11% 6.62%

Note: Does not include pension contribution rates.

For many years, the City and active employees were partially pre-funding retiree healthcare, and
only some funds were set aside to pay for future healthcare liabilities, but at a level far less than full
pre-funding. As a result, the retiree healthcare plans are significantly underfunded and have a
significant unfunded liability. As of June 30, 2011, the unfunded liability and funding ratio for the
two plans are listed below:

Retiree Healthcare Unfunded Liability and Funding Ratio

Unfunded Actuarial Liability Funding Ratio
Federated $800.505 Million 14.00%
Police and Fire $596.764 Million 9.20%
Total $1.397 Billion

The City and active employees are currently phasing into paying for the total Annual Required
Contribution (ARC) over a period of five years. This has resulted in an incremental increase in the
contributions for retiree healthcare each year. However, after the fifth year, the Board’s actuary for
the Federated City Employees’ Retirement System has projected that the contributions required to
pay the Annual Required Contribution (ARC) will nearly double for the City and employees, as
shown in the chart below. As noted in the 2013-2017 General Fund Forecast, one of the main
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drivers for the 2013-2014 General Fund shortfall of $22.5 million is the increased cost
(approximately $11 million) of the City’s annual required contribution for retiree healthcare for
employees in the Federated City Employees’ Retirement System.  Please note that the
Administration has requested the projected retiree healthcare contributions for Police and Fire;
however, they have not yet been completed.

Fiscal Year Employee City Total
2008-2009 4.65% 5.25% 9.90%
2009-2010 ‘ 5.07% 5.70% 10.77%
2010-2011 5.76% 6.41% ‘ 12.17%
2011-2012 : 6.51% 716% 13.67%
2012-2013 7.26% 7.91% 15.17%
2013-2014 15.50% 16.84% 32.34%

Source: Cheiron Actuarial Valuation as of June 30, 2011

Effective January 1, 2013, the lowest-cost plan that will be available to retirees will be the high
deductible plan. Retirees and survivors will have an opportunity to make changes to their elections
for coverage during the normal Annual Open Enrollment conducted by Retirement Services in
November 2012, prior to the changes going into effect.

With the addition of the High Deductible Plan, the Plan will continue to pay 100% of the lowest
priced plan. A retiree or survivor who enrolls in this plan would not have to pay any portion of the
premium. A retiree or survivor may elect the $25 co-pay plan; however, the member would be
responsible for the difference between the cost of the $25 co-pay plan and the high deductible plan.
The 2013 healthcare rates have not been determined. If the 2012 healthcare rates continued for
calendar year 2013, the following chart illustrates the cost to a retiree who elects to enroll in the $25
co-pay plan.

Non-Medicare

Lowest Priced Plan (LPP) $0

(High Deductible)

Non-Medicare _ $129.96/mo (single)
$25 Co-pay $323.62/mo (family)
Medicare Supplement $0!

Lowest Priced Plan (LPP)

! Retirees enrolled in Medicare Part B contribute $99.00 - $319.70/month and $0 - $66.40/month for Medicare Part D,
depending on the amount of the monthty pension. These rates are for 2012 and subject to change for 2013,
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When a retiree becomes age 65, the member is required to enroll in Medicare Part A and B. The
Federated City Employees’ Retirement System and the Police and Fire Department Retirement Plan
provide Medicare recipients with several options for a Medicare supplemental insurance plan. The
total cost of the Medicare supplemental plans vary based on the plan selected by the retiree. There
are several Medicare supplemental options available to retirees and the premium is paid 100% by the
Plan. As a result, the retiree or survivor may have no premium cost sharing, since the total cost of
the Medicare supplemental plan is often less than the non-Medicare plans. The retiree will continue
to be responsible for paying any premiums mandated by Medicare Part B and D.

EVALUATION AND FOLLOW-UP

None.

PUBLIC OUTREACH/INTEREST

EI Criteria 1: Requires Council action on the use of public funds equal to $1 million or greater.
(Required: Website Posting)

D Criteria 2: Adoption of a new or revised policy that may have implications for public health,
safety, quality of life, or financial/economic vitality of the City. (Required: E-mail and
Website Posting)

D Criteria 3: Consideration of proposed changes to service delivery, programs, staffing that
may have impacts to community services and have been identified by staff, Council or a
Community group that requires special outreach. (Required: E-mail, Website Posting,
Community Meetings, Notice in appropriate newspapers)

This item meets Criterion 1. This memorandum will be posted on the City's website for the May 1,
2012, Council Agenda.

COORDINATION

This memorandum was coordinated with the City Maﬁager’s Budget Office and the City Attorney’s
Office.

COST IMPLICATIONS

2" Tier Pension Benefit

The City’s actuary, Bartel and Associates, estimated the normal cost of the pension retirement
benefit formula for new employees to be approximately 13.8% of payroll, using the 7.5% earnings
assumption. As the costs of the 2™ tier pension benefit are split 50/50 between the City and
employees, the City’s share of this is 6.9%. The pension retirement benefit formula for new
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employees is estimated to be 15.9% of payroll, using the 6.75% earnings assumption (7.95% for the
City.) (Please refer to the attached Letter from John Bartel dated April 6, 2012.) However, the
contribution rates are set by the Boards, based on an actuarial analysis prepared by the Boards’
actuary. The Federated City Employees’ Retirement System currently uses a 7.5% earnings
assumption,.

Healthcare — Lowest Cost Plan

The addition of the high deductible plan would result in a new plan that would be available to
employees represented by CAMP. For those employees that elect to enroll in the new Kaiser plan,
the employee will experience a reduction in premium contributions in 2013. The City would
continue to pay 85% of the total premium for the lowest priced Non-Deductible HMO plan, which is
currently the $25 co-pay plan. .

The high deductible plan would be available for all members and survivors in the Federated City
Employees’ Retirement System and Police and Fire Department Retirement Plan. The Plans will
pay 100% of the lowest priced plan, which will be the high deductible plan in calendar year 2013,
Since this plan is less expensive than the $25 co-pay plan, it will reduce the cost of retiree
healthcare. Since the cost for retiree healthcare are shared equally between the City and employees,
both the City and active employees will benefit from the positive impact to the contribution rates in
the future.

CEQA
CEQA: Not a Project, File No. PP10-069(b), Personnel Related Decisions.

- Debra Figone
City Manager

For questions please contact Alex Gurza, Deputy City Manager, at (408) 535-8150.

Attachments
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See attached

MEDICARE PARTAANDB

See attached

April 16, 2012
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CITY PROPOSAL - HEALTHCARE COSTSHARING .~~~ =

Proposed Language:

Effective pay date July 1, 2011, the City pays eighty-five percent (85%) of the cost of the
lowest priced plan for the employee or the employee and dependent coverage and the
employee pays fifteen percent (15%) of the premium for the lowest priced plan. If the
employee selects a plan other than the lowest priced plan, the employee pays the
difference between the total cost of the selected plan and the City’s contribution towards
the lowest priced plan.

Effective December 23, 2012, the City pays eighty-five percent (85%) of the cost of the
lowest priced Non- Deductible HMO plan for the emplovee or the emplovee and
dependent coverage and the emplovee pays fifteen percent (15%) of the premium for the’
lowest priced Non-Deductible HMO plan. If the employee selects a plan other than the
lowest priced Non- Deductible HMO plan, the employee pays the dlfference between the
total cost of the selected plan and the City’s contribution toward the lowest priced Non-
Deductible HMO plan.

Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit Plan 3800 will
be available to employees represented by CAMP in addition to the existing plan options.

City of San Jose
April 16, 2012



8% KAISER PERMANENTE.

Customer Name: Benefit Plan 3800
Customer ID: HCR TYPE XDS5; $1500 DED;
- _ $40 OUTP; 30% INPT; $30/$10RX

P'ro'posed Benefit Summary

Principal Benefits for Kaiser Permanente Deductible HMO Plan ( )

The Services described below are covered only if all the following conditions are satisfied:

o- The Services are Medically Necessary

o The.Services are provided, prescribed, authorized, or directed by a Plan Physician and you receive the Services from
Plan Providers inside our Northern California Region Service Area (your Home Region), except where specifically noted
to the contrary in the Evidence of Coverage (EOC) for authorized referrals, hospice care, Emergency Services, Post-
Stabilization Care, Out-of-Area Urgent Care, and emergency ambulance Services -

Annual Out-of-Pocket Maximum for Certain Services
For Services subject to the maximum, you will not pay any more Cost Sharing during a calendar year if the Copayments and
Coinsurance you pay for those Services, plus all your Deductible payments, add up to one of the following amounts:

For self-only enroliment (a Family of one Member)........cc.coceveviiiviiciiecinn $4,000 per calendar year
For any one Member in a Family of two or more Members..............ccov v, $4,000 per calendar year
For an entire Family of two or more Members ........c..ccov v $8,000 per calendar year

Deductible for Certain Services as specified below
You must pay Charges for Services you receive in a calendar year until you reach one of the following Deductible amounts:

For self-only enroliment (a Family of one Member).........c.ccocovcvvinvviie e, $1,500 per calendar year
Forany one Member in a Family of two or more Members...........ccovvviverennn, $1,500 per calendar year
For an entire Family of two or more Members ..............cccocvvvveveviene s ~ $3,000 per calendar year

Lifetime Maximum None
Professional Services (Plan Provider office visits) You Pay

Most primary and specialty care consultations and exams...........cccceccovveiviveenen. $40 per visit (Deductible doesn't apply)
Routine physical maintenance exams............c.ococevennns TR No charge (Deductible doesn't apply)
Well-child preventive exams (through age 23 months)......... e e No charge (Deductible doesn't apply)
Family planning coUNSEliNG ........cccccviviine i s No charge (Deductible doesn't apply)
Scheduled prenatal care exams and first postpartum follow-up consultation and :
EXAIM ittt e e e et e e e e e b e sees snnee s No charge (Deductible doesn't apply)
Eye exams for refraction ...........cccccvvcvii e e e s No charge (Deductible doesn't apply)
HEAMNG BXAMS ..ot er bbb e s e be s No charge (Deductible doesn't apply)
Urgent care consultations and eXams.......c...cccoccevvciiiinne v $40 per visit (Deductible doesn't apply)

Physical, occupational, and speech therapy .........ccocovceviviimniin e $40

Outpatient Services
Outpatient surgery and certain other outpatient procedures

per visit after Deductible
You Pay
................................ 30% Coinsurance after Deductible

Allergy injections (including allergy Serum) .........cccoovvvieere e e s ~ No charge after Deductible
Most immunizations (inCluding VacCINES) .......c.ccrvvveriviniiiesererescesee e v No charge (Deductible doesn't apply)
Most X-rays and laboratory tests........... e e bbb e e b e e s $10 per encounter after Deductible
Preventive X-rays, screenings, and laboratory tests as described in the EOC.... No charge (Deductible doesn't apply)
MRI, most CT, and PET SCANS.........ccceeiiii et $50 per procedure after Deductible
Health education: ,

Covered individual health education counseling and programs............ocovvvvn.. No charge (Deductible doesn't apply)

Covered group educational Programs ..........ccccvvecriinrnineeeie e senre s No charg
Hospitalization Services You Pay
Room and board, surgery, anesthesia, X-rays, laboratory tests, and drugs......... 30% Coinsurance after Deductible
Emergency Health Coverage You Pay

Emergency Department VISIts ... s 30% Coinsurance after Deductible
Ambulance Services You Pay

Ambulance Services $150 per trip after Deductible

e (Deductible doesn't apply) .

Kaiser Foundation Health Plan, Inc., an‘hem California Region ‘ continues
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Most covered outpatient items in accord with our drug formulary guidelines: '
Genericitems from a Plan Pharmacy.........oocovovvvevicie e $10 for up to a 30-day supply, $20 for a 31- to
60-day supply, or $30 for a 61- to 100-day
‘ supply (Deductible doesn't apply) ‘
Generic refilis from our mail-order SErVICe ......ovvvevviiiiiie e $10 for up to a 30-day supply or $20 for a 31-
. . ' to 100-day supply (Deductible doesn't apply)
Brand-name items from @ Plan Pharmacy ...........cccovvvvrieoneeesieeseeeseesses oo, $30 for up to a 30-day supply, $60 for a 31- to
‘ 60-day supply, or $90 for a 61- to 100-day
supply (Deductible doesn't apply)
Brand-name refills from our mail-order Service ..........ccoovviiriviivcecerein, ... $30 for up to a 30-day supply or $60 for a 31-

to 100-day supply (Deductible doesn't apply)
You Pay ‘

Durable Medical Equipment
Most covered durable medical equipment for home use in accord with our

durable medical equipment formulary guidelines...........c.c.ooovviviiiiiineeeenn, 20% Coinsurance (Deductible doesn't apply)
Mental Health Services You Pay
Inpatient psychiatric hospitalization and intensive psychiatric treatment

PIOGIAMIS ...uiiiiiiiiiiiiiiisit e s s e e e sr e s e e sta e e e e e se e anes bt sabeessrbe s nnes 30% Coinsurance after Deductible
Outpatient mental health evaluation and treatment..............ccoooocorvee v, $40 per individual visit (Deductible doesn't
apply) ‘
$20 per group visit (Deductible doesn't apply)

Chemical Dependency Services You Pay

Inpatient detoXification............ccciverniie e 30% Coinsurance after Deductible
Individual outpatient chemical dependency consultations and treatment ............ $40 per visit (Deductible doesn't apply)
Group outpatient chemical dependency freatment............cc.cocooovveevveereerieseinns $5 per visit (Deductible doesn't apply)
Home Health Services You Pay

Home health care (up to 100 visits per calendar year).......c....c.cocivevvirevcrieeenenn No charge (Deductible doesn't apply)
Other You Pay

Skilled nursing facility care (up to 100 days per benefit period) .......c.....covvvenene.. 30% Coinsurance after Deductible

All covered Services related to infertility treatment.............covevveeiii e, 50% Coinsurance (Deductible doesn't apply)
HOSPICE CAIE ..o e b R No charge (Deductible doesn't apply)

This is a summary of the most frequently aéked-about benefits. This chart does not explain benefits, Cost Sharing, out-of-
pocket maximums, exclusions, or limitations, nor does it list all benefits and Cost Sharing. For a complete explanation, please
refer to the EOC. Please note that we provide all benefits required by law (for example, diabetes testing supplies).

Proposed monthly dues effective:

Subscriber

Subscriber & Spouse
Subscriber & Child(ren)
Subscriber & Family

Kaiser Foundation Health Plan, Inc., Northern California Region 25864.25.1.PDW,
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CITY PROPOSAL — RETIREMENT BENEFITS FOR NEW EMPLOYEES |

The benefits set forth below shall apply to full time eligible employees who are hired on
or after July 1, 2012, and shall be referred to as Tier 2 in the Federated City Employees’
Retirement System. ,
Proposed Language:

Pension Formula

The pension benefit formula for eligible employees hired on or after July 1, 2012, shall be
2.0% percent per year of service subject to a maximum of 65% of final compensation.

Final Compensation

Final compensation shall mean the average annual earned pay of the highest three
consecutive years of service. Final compensation shall be base pay only, excluding
premium pays or other additional compensation.

Minimum Service

Employees shall be eligible for a service retirement after earning five (5) years of
retirement service credit and meeting the age requirement specified below.

Retirement Service Credit

Employees shall be eligible for a full year of service credit upon reaching 2,080 hours of
regular time worked (including paid leave, but not overtime).

Age

Employees hired on or after July 1, 2012, shall be eligible to retire at age 65 with at least
five (5) years of retirement service credit.

. Employees can retire at a minimum of age 55 with at least five (5) years of retirement
service credit; however, the member's benefit shall be reduced so it does not exceed the
actuarial value of full retirement. This reduced benefit shall be determlned by the
Federated City Employees’ Retirement System actuary.

Deferral of Retirement

Employees who leave employment who have at least five (5) years of retirement service
credit may defer the retirement benefit until the employee becomes eligible to retire.

City of San Jose,
April 16, 2012
Page 1 0of 3
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Cost of Living Adjustment (COLA)

Plan members shall receive a cost of living adjustment limited to the increase in the
consumer -price index (San Jose — San Francisco — Oakland U.S. Bureau of Labor
‘Statistics index, CPI-U, December to December), capped at 1.5% per fiscal year. The
first COLA adjustment shall be prorated based on the number of months retired.

Disability Retirements

Service Connected

Pla'n members who are eligible for a service connected disability retirement benefit shall
receive an annual benefit based on 50% of the average annual pensionable pay of the
highest three consecutive years of service.

Non-Service Connected

Plan members who are eligible for a non-service connected disability retirement benefit
shall receive 2.0% times years of City service, but not less than 20% and not greater
than 50% based on the average annual pensmnable pay of the highest three
consecutive years of service. Plan members shall not be eligible for a non-service
connected disability retirement unless the member has earned 5 years of retirement
- service credit. :

Survivorship Benefits

.Death Before Retirement

If an employee dies during employment with the City and was not eligible for retirement,
a return of employee contributions, plus interest shall be returned to the spouse,
domestic partner, or estate.

If an employee dies during employment with the City and was eligible for retirement, a
monthly benefit equivalent to what the employee would have received if retired at the
time of death shall be provided to the spouse, domestic partner, or estate.

Death Before Retirement - Employees kKilled in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic partner shall
receive a monthly benefit equivalent to 50% of the average annual pensionable pay of
the highest three consecutive years of service.

Death After Retirement

At the time of retirement, an employee may elect to receive a lower pension benefit to
provide survivorship benefits to a spouse/domestic partner or child(ren) designated at

City of San Jose
April 16, 2012
Page 2 of 3
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~ the time of retirement. The Board’s actuary shall determine the pension benefit for a
50%, 75% or 100% continuance that is actuarially equivalent to the member's benefit.

Defined Contribution Plan

Employees may supplement the retirement benefit by electing to make contributions to
a defined contribution plan offered by the City, up to the annual IRS limit.

Cost Sharing

The City and Plan members in Tier 2 shall share equally in all costs of Tier 2 to the
pension plan, including, but not limited to administrative expenses, normal cost and
unfunded actuarial liability.

Reciprocity

Employees hired on or after July 1, 2012, shall be eligible for the benefits under the
‘reciprocal agreement with CalPERS that are in effect at the time of the employee's
retirement. o

Rights

‘The City expressly retains its authority to amend, change or terminate any retirement or
other post employment benefit provided by the‘City.

The retirement benefits for employees in Tier 2 shall include those described herein and
shall not include any other benefits received by other members of the Federated City
Employees’ Retirement System, including, but not limited to, the purchase of service
credit and redeposit of contributions.

City of San Jose
April 16, 2012
Page 3 of 3
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CITY PROPOSAL -~ MEDICARE PART AAND BENROLLMENT |

Proposed' Language:

Effective July 1, 2012, a- member who is eligible for retiree healthcare benefits in the
Federated City Employees’ Retirement System shall be required to enroll in Medicare
Part A and B at the age of 65. Additionally, the plan member shall be required to enroll
in a Medicare Plan provided by the Federated City Employees’ Retirement System and
assign Medicare Part A and B to the Medicare Plan if required by the healthcare
provider. - ’

If a plan member was hired before March 1986 and is not eligible for Medicare Part A at
no cost, the plan member shall be required to provide such verification from the U.S.
Social Security Administration to the Department of Retirement Services within 6
months from the date the plan member becomes age 65. Plan members shall be
required to enroll in a Medicare Plan provided by the Federated City Employees’
Retirement System within 6 months from the date the plan member is age 65.

If a plan member fails to meet the requirements set forth above within 6 months from
the date the member becomes age 65, the plan shall cease to provide retiree
healthcare benefits until the plan member completes such requirements. This means
that the member and qualifying dependents (if applicable) shall not receive retiree
healthcare benefits. The Plan member and qualifying dependents shall be re-enrolled
in retiree healthcare benefits beginning the 1% day of the following month after such
requirements have been completed.

If the Plan member dies during the period which the plan member failed to complete the
requirements set forth above, the eligible spouse or domestic partner and child(ren)
shall be re-enrolled in a health insurance plan. When the spouse or domestic partner is
age 65, the same requirements must be fulfilled, otherwise retiree healthcare coverage
will cease until such requirements are completed, as set forth above.

City of San Jose
April 16, 2012



April 6,2012

Debra Figone

City Manager

City of San Jose

200 East Santa Clara Street
San Jose, CA 95113

LLC

<

=

Re:  Federated City Employees’ Retirement System - Tier 2 Normal Cost Estimate

Dear Ms, Figone:

This letter provides an estimated total Normal Cost rate for the proposed Tier 2 benefit as compared to the
pension benefit for current Federated employees. This letter does not take into account any possible City

contributions to a defined contribution plan.

Summary of Proposed Benefit Changes

The following table summarizes the proposed Federated Tier 2 benefit as compared to the current pension

benefit, showing the proposed Tier 2 benefit with a 2.0% accrual rate:

Current Plan j Proposed Tier 2
m Accrual Rate m 2.5% per year m 2,0% per year
m Max Benefit & 75% " 65%
m Eligibility H 55&S, or | B 65&5
B 30 years B 55&5 with actuarial
' reduction
® Final Average Earnings | m Highest | year (FAE]) B Highest 3 year (FAE3)
(FAE) '
m COLA m 3% fixed B CPI, max 1.5%
B Survivor Form m 50%J&S . | m Single Life
& Disability m Duty - 40%-75% FAE1 ®m Duty - 50% FAE3
m Non-Duty —20%-75% m Non-Duty — 20%-50%
FAEI FAE3
B Cost Sharing ® Normal Cost: m Normal Cost:
o City —73% o City — 50%
e EE-27% s EE-50%
m Unfunded Liability: B Unfunded Liability:
o City —100% + City — 50%
s EE—0%

e EE -50%

411 Borel Avenue, Suite 101 @ San Mateo, California 94402
main: 650/377-1600 ® fax 650/345-8057 * web: www battel-associares.com
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Results ' '

Following is a comparison of the estimated total Normal Cost as a percent of payroll (NC %) for the
proposed Tier 2 benefit as compared to the pension benefit for current Federated employees. The results
are shown using the June 30, 2011 valuation discount rate assumption of 7.5% and an alternative lower
discount rate assumption of 6.75%.

i RS SRS R * Proposed Tier 2
CurrentPlan . | (Based on Demographics of Hires
L (All Federated Employees) - ~ within Last 5 Years)
B8 Discount Rate 1.5% 6.75% 7.5% 6.75%
8 Total NC %:
o Benefits 20.55% 24.68% 13.1% 15.2%
o Admin Expenses 0.70% 0.70% 0.7% 0.7%
e SRBR - 2.57% 2.57%" 0.0% 0.0%
o Total 23.82% 27.95% 13.8% 15.9%
Assumptions :

The results are based on the Federated City Employees’ Retirement System June 30, 2011 Actuarial
Valuation, including actuarial methods and assumptions and valuation census data provided by the City,
with the exception of rates of retirement which were adjusted to reflect expected later retirement ages
under the Tier 2 benefit. As indicated in the table above, the current plan Normal Cost rates are based on
all Federated participants included in the valuation, and the estimated Tier 2 Normal Cost rates are based
on the demographics of the Federated participants included in the valuation who were hired within the last
five years.

Actuarial Certification

As an Associate of the Society of Actuaries, a Fellow of the Conference of Consulting Actuaries and a
member of the American Academy of Actuaries, I certify these results are consistent with generally
accepted actuarial principles and practices. We based our results on the June 30, 2011 Actuarial
Valuation of the Federated City Employees’ Retirement System and the valuation census data provided
by the City.

Please call me (650-377-1601) with-any questions about this information.
Sincerely,
RSN

John E. Bartel
President

¢ Alex Gurza, City of San Jose
Jennifer Schembri, City of San Jose

! SRBR will likely increase as % of pay.

411 Borel Avenue, Suite 101 @ San Mateo, California 94402
main: 650/377-1600 @ fdx 650/345-8057 ® web: werw.battel-assaciates.com



COUNCIL AGENDA: 05/01/12

- M , ‘ ITEM:
SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR AND FROM: Debra Figone
CITY COUNCIL
SUBJECT: SEE BELOW DATE: April 17,2012

SUBJECT: APPROVAL OF IMPLEMENTATION OF TERMS CONTAINED IN THE
CITY’S LAST, BEST, AND FINAL OFFER TO THE INTERNATIONAL
BROTHERHOOD OF ELECTRICAL WORKERS, LOCAL NO. 332 (IBEW)

COUNCIL DISTRICT: ~  N/A
SNI AREA: N/A

RECOMMENDATION

Adoption of a resolution approving the implementation of terms contained in the City’s Last, Best,
and Final Offer dated April 16, 2012, to the International Brotherhood of Electrical Workers, Local
No. 332 (IBEW).

OUTCOME
Adoption of the resolution and authorization to implement terms contained in the City’s Last, Best,

and Final Offer dated April 16, 2012, for employees represented by the International Brotherhood of
Electrical Workers, Local No. 332 (IBEW).

BACKGROUND

The City and the International Brotherhood of Electrical Workers, Local No. 332 (IBEW) had a
Memorandum of Agreement (MOA) which was. to expire on or about June 30, 2011. The City and
IBEW commenced negotiations on a successor MOA in January 2011. However, the parties were .
unable to reach an agreement on a successor MOA and, on or about May 31, 2011, the City imposed
the terms contained in the City’s Last, Best, and Final Offer (Alternative A), including, among other
things, an ongoing reduction in total compensation achieved through a combination of reduced base
pay and healthcare changes. It should be noted that the implementation of terms did not result in a
memorandum of understanding. ‘

On or about June 13, 2011, the City met with IBEW and other bargaining units to discuss retirement
reform negotiations. The City subsequently provided IBEW a draft framework for conducting
retirement negotiations concurrently with negotiations over a proposed ballot measure, including a
mutual commitment to complete negotiations by an immutable deadline of October 31, 2011.
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However, the parties were unable to reach an agreement on the framework for conducting concurrent
negotiations on retirement reform and a potential ballot measure.

On or about July 6, 2011, the City met with IBEW, along with the Association of Building,
Mechanical and Electrical Inspectors (ABMEI), the Confidential Employees’ Organization,
AFSCME Local No. 101 (CEO), and the Municipal Employees’ Federation, AFSCME Local No.
101 (MEF). During this meeting, IBEW, ABMEI, CEO, and MEF notified the City of its intent to
jointly negotiate retirement reform issues. The invitation to jointly negotiate retirement reform was
also extended to the International Union of Operating Engineers, Local No. 3 (OE#3). On or about
July 21, 2011, the City notified IBEW of its interest to commence negotiations on retirement reform.
The City also agreed to engage in joint negotiations with IBEW, ABMEI, CEO, MEF and OE#3 on
retirement reform. '

The City and IBEW met approximately eleven (11) times between June 13, 2011, and November 15,
2011. During these negotiations, the City and IBEW exchanged proposals on retirement reform,
including, but not limited to pension benefits for new employees, retiree healthcare for new
employees, enrollment in Medicare Part A and B, and healthcare plan design and cost sharing. The
City and IBEW were unable to reach an agreement and, on November 17, 2011, the parties reached
impasse and subsequently engaged in the mediation process on November 22, 2011. Unfortunately,
despite these efforts, the parties were unable to reach an agreement. On December 6, 2011, the City
Council provided direction to staff to ask the bargaining units to re-engage in mediation on all
retirement issues. IBEW agreed to re-engage in the mediation process and participated in additional
mediation with the City on December 21, 2011, January 4, January 6, January 13, January 30 and
February 13, 2012. Despite these efforts, the parties again were unable to reach an agreement.

On April 16, 2012, the City provided IBEW with a Last, Best, and Final Offer, including proposals
on pension benefits for new employees, enrollment in Medicare Part A and B, and healthcare plan
design and cost sharing. The City requested that IBEW provide its response by April 20, 2012. If an
agreement is reached with IBEW, a Supplemental Memorandum will be issued.

Pursuant to the Meyers-Milias-Brown Act under California Government Code Section 3505.4, if,
after meeting and conferring in good faith, an impasse has been reached between the public agency
and the recognized employee organization, and impasse procedures, where applicable, have been
exhausted, a public agency that is not required to proceed to interest arbitration may implement its
last, best, and final offer, but shall not implement a memorandum of understanding,.

IBEW has been notified that this item will be placed on the Council Agenda for implementation of
terms contained in the City’s Last, Best, and Final Offer for employees represented by IBEW, a
complete copy of which is attached.

ANALYSIS

The following is a summary of the terms contained in the City’s Last, Best, and Final Offer that
would be implemented for employees represented by IBEW:
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Pension Benefits
for New
Employees
(Tier 2)

Employees hired on or after July 1, 2012, shall be eligible for the following
pension benefits. (This includes employees who leave or have left City
service and are subsequently rehired or reinstated after July 1, 2012.)

Pension formula ‘
2.0% per year of service, subject to a maximum of 65% of final compensation.

Final compensation
Average annual earned pay of the highest three consecutive years of service.
Final compensation shall be base pay only.

Minimum service
Employees shall be eligible for a service retirement after earning five (5) years
of retirement service credit and meeting the age requirement.

Retirement Service Credit

Employees shall receive retirement service credit for regular time worked’
(including paid leave, but not overtime). Employees shall be eligible for a full
year of service credit upon reaching 2,080 hours of regular time worked
(including paid leave, but not overtime).

Age
Employees shall be eligible to retire at age 65 with at least five years of
retirement service credit.

" Employees can retire at a minimum of age 55 with at least five years of

retirement service credit; however, the member’s benefit shall be reduced so it
does not exceed the actuarial value of full retirement at age 65.

Cost of Living Adjustment (COLA)

Plan members shall receive a cost of living adjustment limited to the increase
in the consumer price index (San Jose — San Francisco — Oakland U.S. Bureau
of Labor Statistics index, CPI-U, December to December), capped at 1.5% per
fiscal year. The first COLA shall be prorated based on the number of months
retired.

Disability Retirements

Service Connected

Plan members eligible for a service connected disability retirement benefit
shall receive an annual benefit based on 50% of the average annual
pensionable pay of the highest three consecutive years of service.

Non-Service Connected

Plan members eligible for a non-service connected disability retirement benefit
shall receive 2.0% times every year of service, but not less than 20% and not
greater than 50% based on the average annual pensionable pay of the highest
three consecutive years of service.
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Medicare Part A
and B Enrollment

(Current and New
Plan Members)

Healthcare
(Current and New
Employees)

Survivorship Benefits

Death Before Retirement

If the employee dies during employment with the City and was not eligible for
retirement, a return of employee contributions, plus interest shall be returned
to the spouse, domestic partner, or estate.

If an employee dies during employment with the City and was eligible for
retirement, a monthly benefit equivalent to what the employee would have
received if retired at the time of death shall be provided to the spouse,
domestic partner, or estate.

Death Before Retirement — Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic
partner shall receive a monthly benefit equivalent to 50% of the average
annual pensionable pay of the highest three consecutive years of service.

Election Death Benefit after Retirement

At the time of retirement, an employee may elect to receive a lower pension
benefit to provide survivorship benefits to a spouse/domestic partner or
child(ren) designated at the time of retirement.

Cost Sharing
The City and Plan members in Tier 2 shall share equally in all costs of Tier 2

to the pension plan, including, but not limited to administrative expenses,
normal cost and unfunded actuarial liability.

Rights
The City expressly retains its authority to amend, change or terminate any
retirement benefit provided by the City.

Effective July 1, 2012, a member who is eligible for retiree healthcare benefits
in the Federated City Employees’ Retirement System shall be required to
enroll in Medicare Part A and B at the age of 65. If a plan member fails to
meet the requirements within six (6) months from the date the member
becomes age 65, the plan shall cease to provide retiree healthcare benefits until
the plan member completes such requirements. This means that the member
and qualifying dependents (if applicable) shall not receive retiree healthcare
benefits. -

Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit Plan
3800 shall be available to employees, in addition to the existing plan options.

Effective December 23, 2012, the City shall pay eighty-five percent (85%) of
cost of the lowest priced Non-Deductible HMO plan for the employee or the
employee and dependent coverage and the employee shall pay fifteen percent
(15%) of the premium for the lowest priced Non-Deductible HMO plan. (See
discussion of lowest cost plan below.)
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Discussion of Healthcare - Lowest Cost Plan

The City currently offers a choice of four health insurance plans for employees that include Kaiser,
Blue Shield HMO, Blue Shield PPO and Blue Shield POS. The City pays 85% of the lowest priced
plan for single or family coverage and employees pay 15% of the lowest priced plan. The Kaiser
$25 co-pay plan is the lowest priced plan for 2012. The 2012 total monthly premium for the lowest
priced plan for the City and employees are listed below.

Monthly Premium for Current Lowest Priced Healthcare Plan
Kaiser (825 co-pay plan) -
Single Family
Employee Contribution $79.72 ~ $198.54
City $451.86 $1,125.12
Total $531.58 $1,323.66

An employee who selects a plan other thén the lowest priced plan pays any additional amount
required for the premium beyond the cost of the lowest priced plan.

Annually, the City contributes, for active employees $5,422.32 for single coverage and $13,501.44
for family coverage. Since 2003, the total monthly premiums have increased by 118% as illustrated
below. Healthcare costs are anticipated to continue to increase.

Monthly Lowest Cost Healthcare Plan
(2003-2012)

$1,200.00

$1,000.00

$800.00

$600.00 -

$400.00

$185.28 $198.54

$200.00
$99.94 $108.12  $11Q0.54  $1205

$50.00
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Active Employees

The addition of the Kaiser Permanente Deductible HMO Benefit Plan 3800 (High Deductible Plan)
would have no impact on the cost sharing for healthcare premiums for active employees. This plan
is an HMO with annual deductibles and/or additional higher copayments or coinsurance that must be
met for some services. It is important to note that some services are still 100% covered and the
deductible does not need to be met, including, but not limited to, routine physical maintenance
exams, urgent care consultations and exams and most immunizations (including vaccines). The City
would continue to pay 85% of the cost of the lowest priced Non-Deductible HMO plan for the
employee and dependent coverage and the employee would continue to pay fifteen percent (15%) of
the premium for the lowest priced Non-Deductible HMO plan, which is currently the $25 co-pay
plan. Effective January 1, 2013, a current employee may elect to enroll in the new Kaiser high
deductible plan and would have a lower or no cost sharing for the premiums associated with this
plan.

Retirees

The San Jose Municipal Code contains the level and eligibility for retiree healthcare benefits as part
of the retirement plans. Generally, employees are eligible for retiree medical insurance coverage if
at the time of retirement they have at least fifteen (15) years of retirement service credit. Even
employees with 15 years of service in the Federated City Employees’ Retitement System and 20
years of service in the Police and Fire Department Retirement Plan who leave City service prior to
retirement (also known as deferred vesting) can qualify for lifetime retiree medical insurance upon
retirement.

For eligible retirees, the benefit provides for 100% of the premium cost for the lowest priced plan
available to active employees for either single or family coverage. (This is a higher level of benefit
than active employees receive because retirees do not pay any premium for the lowest priced
healthcare benefit plan.) Since the current benefit is tied to the cost of the premium rather than a
fixed-dollar amount, the long-term cost of providing this benefit is integrally tied to the rising cost of
healthcare.

As illustrated above, healthcare costs have risen significantly in the last ten years. This has a direct
impact to the cost of retiree healthcare. Contributions for retiree medical benefits are made by the
City and active employees in the ratio of one-to-one (50/50 split). Contributions for retiree dental
benefits are made by the City and active employees in the ratio of eight-to-three.

The Fiscal Year 2012-2013 retiree healthcare portion of the contribution rates for the City’s two
retirement plans are as follows: '

_ Current Retiree Healthcare F

ution

Employee Contribution City Contrib
Federated 7.26% 7.91%
Police - 8.26% 8.96%
Fire 6.11% 6.62%

Note: Does not include pension contribution rates.
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For many years, the City and active employees were partially pre-funding retiree healthcare, and
only some funds were set aside to pay for future healthcare liabilities, but at a level far less than full
pre-funding. As a result, the retiree healthcare plans are significantly underfunded and have a
significant unfunded liability. As of June 30, 2011, the unfunded liability and funding ratio for the
two plans are listed below:

Retiree Healthcare Unfunded Liability and Funding Ratio
Unfunded Actuarial Liability Funding Ratio
Federated ‘ $800.505 Million ~14.00%
Police and Fire $596.764 Million 9.20%
Total $1.397 Billion

The City and active employees are currently phasing into paying for the total Annual Required
Contribution (ARC) over a period of five years. This has resulted in an incremental increase in the
contributions for retiree healthcare each year. However, after the fifth year, the Board’s actuary for
the Federated City Employees’ Retirement System has projected that the contributions required to
pay the Annual Required Contribution (ARC) will nearly double for the City and employees, as
shown in the chart below. As noted in the 2013-2017 General Fund Forecast, one of the main
drivers for the 2013-2014 General Fund shortfall of $22.5 million is the increased cost
(approximately $11 million) of the City’s annual required contribution for retiree healthcare for
employees in the Federated City Employees’ Retirement System. Please note that the
Administration has requested the projected retiree healthcare contributions for Police and Fire;
however, they have not yet been completed.

Fiscal Year Employee City Total
2008-2009 4.65% 5.25% 9.90%
2009-2010 5.07% 5.70% 10.77%
2010-2011 5.76% 6.41% 12.17%
2011-2012 6.51% 7.16% 13.67%
2012-2013 ‘ 7.26% 7.91% 15.17%
2013-2014 15.50% 16.84% 32.34%

Source: Cheiron Actuarial Valuation as of June 30, 2011

Effective January 1, 2013, the lowest-cost plan that will be available to retirees will be the high
deductible plan. Retirees and survivors will have an opportunity to make changes to their elections
for coverage during the normal Annual Open Enrollment conducted by Retirement Services in
November 2012, prior to the changes going into effect.

With the addition of the High Deductible Plan, the Plan will continue to pay 100% of the lowest
priced plan. A retiree or survivor who enrolls in this plan would not have to pay any portion of the
premium. A retiree or survivor may elect the $25 co-pay plan; however, the member would be
responsible for the difference between the cost of the $25 co-pay plan and the high deductible plan.
The 2013 healthcare rates have not been determined. If the 2012 healthcare rates continued for
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~

calendar year 2013, the following chart illustrates the cost to a retiree 'who elects to enroll in the $25
co-pay plan.

Non-Medicare

Lowest Priced Plan (LPP) $0

(High Deductible)

Non-Medicare $129.96/mo (single)
$25 Co-pay | $323.62/mo (family)
Medicare Supplement $0!

Lowest Priced Plan (LPP)

When a retiree becomes age 65, the member is required to enroll in Medicare Part A and B. The
Federated City Employees’ Retirement System and the Police and Fire Department Retirement Plan
provide Medicare recipients with several options for a Medicare supplemental insurance plan. The
total cost of the Medicare supplemental plans vary based on the plan selected by the retiree. There
are several Medicare supplemental options available to retirees and the premium is paid 100% by the
retirement system. As a result, the retiree or survivor may have no premium cost sharing, since the
total cost of the Medicare supplemental plan is often less than the non-Medicare plans. The retiree
will continue to be responsible for paying any premiums mandated by Medicare Part B and D.

- EVALUATION AND FOLLOW-UP

None.

PUBLIC OUTREACH/INTEREST

|Z| Criteria 1: Requires Council action on the use of public funds equal to $1 million or greater.
(Required: Website Posting) '

D Criteria 2: Adoption of a new or revised policy that may have implications for public health,
safety, quality of life, or ﬁnanCIal/economlc Vltahty of the City. (Required: E-mail and
" Website Posting) .

D Criteria 3: Consideration of proposed changes to service delivery, programs, staffing that
may have impacts to community services and have been identified by staff, Council or a
Community group that requires special outreach. (Required: E-mail, Website Posting,
Community Meetings, Notice in appropriate newspapers)

This item meets Criterion 1. This memorandum will be posted on the City's website for the May 1,
2012, Council Agenda.

! Retirees enrolled in Medicare Part B contribute $99.00 - $319.70/month and $0 - $66.40/month for Medicare Part D,
depending on the amount of the monthly pension. These rates are for 2012 and subject to change for 2013.
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COORDINATION

This memorandum was coordinated with the City Manager’s Budget Office and the City Attorney’s
Office.

COST IMPLICATIONS

2" Tier Pension Benefit

The City’s actuary, Bartel and Associates, estimated the normal cost of the pension retirement
benefit formula for new employees to be app10x1mately 13.8% of payroll, using the 7.5% earnings
assumption. As the costs of the 2™ tier pension benefit are split 50/50 between the City and
employees, the City’s share of this is 6.9%. The pension retirement benefit formula for new
employees is estimated to be 15.9% of payroll, using the 6.75% earnings assumption (7.95% for the
City.) (Please refer to the attached Letter from John Bartel dated April 6, 2012.) However, the
-contribution rates are set by the Boards, based on an actuarial analysis prepared by the Boards’
actuary. The Federated City Employees’ Retirement System currently uses a 7.5% earnings
assumption.

Healthcare — Lowest Cost Plan

The addition of the high deductible plan would result in a new plan that would be available to
employees represented by IBEW. For those employees that elect to enroll in the new Kaiser plan,
the employee will experience a reduction in premium contributions in 2013. The City would
continue to pay 85% of the total premium for the lowest priced Non-Deductible HMO plan, which is
currently the $25 co-pay plan. .

The high deductible plan would be available for all members and survivors in the Federated City
Employees’ Retirement System and Police and Fire Department Retirement Plan. The Plans will
pay 100% of the lowest priced plan, which will be the high deductible plan in calendar year 2013,
Since this plan is less expensive than the $25 co-pay plan, it will reduce the cost of retiree
healthcare. Since the cost for retiree healthcare are shared equally between the City and employees,
both the City and active employees will benefit from the positive impact to the contribution rates in
the future.
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CEQA
CEQA: Not a Project, File No. PP10-069(b), Personnel Related Decisions.

Debra Figéhe Y\‘/

City Manager
For questions please contact Alex Gurza, Deputy City Manager, at (408) 535-8150.

Attachments



CITY OF SAN JOSE AND IBEW
LAST, BEST, AND FINAL OFFER

HEALTHCARE
See attached
RETIREMENT BENEFITS FOR NEW EMPLOYEES

See attached

MEDICARE PART A AND B

See attached

April 16, 2012



2012 CITY OF SAN JOSE - IBEW

Proposed Language:

Effective pay date July 1, 2011, the City pays eighty-five percent (85%) of the cost of the
lowest priced plan for the employee or the employee and dependent coverage and the
employee pays fifteen percent (15%) of the premium for the lowest priced plan. If the
employee selects a plan other than the lowest priced plan, the employee pays the
difference between the total cost of the selected plan and the City’s contribution towards
the lowest priced plan.

Effective December 23, 2012, the City pays eighty-five percent (85%) of the cost of the
lowest priced Non-Deductible HMO plan for the employee or the employee and
dependent coverage and the employee pays fifteen percent (15%) of the premium for the
lowest priced Non-Deductible HMO plan. If the employee selects a plan other than the
lowest priced Non-Deductible HMO plan, the employee pays the difference between the
total cost of the selected plan and the City’'s contribution toward the lowest priced Non-
Deductible HMO plan.

Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit Plan 3800 will
be available to employees represented by IBEW in addition to the existing plan options.

City of San Jose
April 16, 2012



§% KAISER PERMANENTE,

Customer Name: Benefit Plan 3800
Customer ID: . HCR TYPE XD5; $1500 DED;
: $40 OUTP; 30% INPT; $30/$10RX

Proposed Benefit Summary

Principal Benefits for Kaiser Permanente Deductible HMO Plan ( )

The Services described below are covered only if all the following conditions are satisfied:

o The Services are Medically Necessary

e The Services are provided, prescribed, authorized, or directed by a Plan Physician and you receive the Services from
Plan Providers inside our Northern California Region Service Area (your Home Region), except where specifically noted
to the contrary in the Evidence of Coverage (EOC) for authorized referrals, hospice care, Emergency Services, Post-
Stabilization Care, Out-of-Area Urgent Care, and emergency ambulance Services

Annual Out-of-Pocket Maximum for Certain Services
For Services subject to the maximum, you will not pay any more Cost Sharing during a calendar year if the Copayments and
Coinsurance you pay for those Services, plus all your Deductible payments, add up to one of the following amounts:

For self-only enroliment (a Family of one Member)............ccocovcviie i, $4,000 per calendar year -
For any one Member in a Family of two or more Members.........cccc.oocovvvviennenn, $4,000 per calendar year
For an entire Family of two or more Members ..., $8,000 per calendar year

Deductible for Certain Services as specified below ,
You must pay Charges for Services you receive in a calendar year until you reach one of the following Deductible amounts:

For self-only enrollment (a Family of one Member)...........occo oo iiniinnnc e, $1,500 per calendar year
For any one Member in a Family of two or more Members.............cccccvvvvnnnn. $1,500 per calendar year
For an entire Family of two or more Members ............c..coccccervcenennreinineenenns. $3,000 per calendar year
Most primary and specialty care consultations and exams..........ccccvceeviiinirenens $40 per visit (Deductible doesn't apply)
- Routine physical maintenance exams.........ccceceveevivvinnnncivnnsniiennn, v —— No charge (Deductible doesn't apply)
Well-child preventive exams (through age 23 months)..........ccccovvvvveviiiiiennnenns No charge (Deductible doesn't apply)
Family planning counseling............... JUTTUR PO No charge (Deductible doesn't apply)
Scheduled prenatal care exams and first postpartum follow-up consultation and
<3z o | T O T PO POV U U OO .... No charge (Deductible doesn't apply)
Eye exams for refraction .........c..ccoevennn, P PP P PR TTUOTPUPOO No charge (Deductible doesn't apply)
Hearing exams.................. PO P TS UOP PP UUPTR PRI “No charge (Deductible doesn't apply)
Urgent care consultations and eXams.........ccccoovr i cnneniesienneneeesneons $40 per visit (Deductible doesn't apply)
Physical, occupational, and speech therapy ...........cccevviiivee e $40 per visit after Deductible
Outpatient surgery and certain other outpatient procedures.............cococeevvveennnnn. 30% Coinsurance after Deductible
Allergy injections (including allergy serum) .......ccoccevvevrecvenieeninenn, e No charge after Deductible
Most immunizations (including VacCiNgS) ........coccvvviviirieriineiieee e No charge (Deductible doesn't apply)
Most X-rays and 1aboratory 1eStS...........cevveviverierovereeiee e $10 per encounter after Deductible
Preventive X-rays, screenings, and laboratory tests as described in the EOC.... No charge (Deductible doesn't apply)
MRI, most CT, and PET SCANS.........ccccviiiiieiicit e $50 per procedure after Deductible
Health education: ‘ :
Covered individual health education counseling and programs ........................ No charge (Deductible doesn't apply)

Covered group educational Programs ........c.ccceevvevenneiiieeiesiesineoineenreesrisneennnens No charge (Deductible doesn't a
Hospitalization Services You Pay '
Roéom and board, surgery, anesthesia, X-rays, laboratory tests, and drugs......... 30% Coinsurance after Deductible
Emergency Health Coverage You Pay

Emergency Department VISIES ..........cccceeviveviviiiiiirireinieeeee et seeses e eners s e 30% Coinsurance after Deductible
Ambulance Services You Pay

Ambulance Services....... et e ettt s st e bbb e e b e s e ke e nrb e s ebreeabeestbeeeaes $150 per trip after Deductible

pply)

Kaisef Foundation Health Plan, Inc., Northem California Region - continues
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Most covered outpatient items in accord with our drug formulary guidelines:

Generic items from @ Plan Pharmacy..........ccccovovvveviciiicviieee e $10 for up to a 30-day supply, $20 for a 31- to
60-day supply, or $30 for a 61- to 100-day
supply (Deductible doesn't apply)

Generic refills from our mail-order Service .........ccoovvveviieireeieiiieeeieeer e, $10 for up to a 30-day supply or $20 for a 31-

‘ to 100-day supply (Deductible doesn't apply)

Brand-name items from a Plan Pharmacy ............ccccoovvveriiiiviciniiiiisiisieen $30 for up to a 30-day supply, $60 for a 31- to
60-day supply, or $90 for a 61- to 100-day

‘ ‘ supply (Deductible doesn't apply)

Brand-name refills from our mail-order service............ccocoeeviiiiviiiiiin $30 for up to a 30-day supply or $60 for a 31-

to 100-day supply (Deductible doesn't apply)
You Pay ‘

Durable Medical Equipment
Most covered durable medical equipment for home use in accord with our

durable medical equipment formulary guidelings.............cccooeevvviivrieensicie s 20% Coinsurance (Deductible doesn't apply)
Mental Health Services You Pay .
Inpatient psychiatric hospitalizati

on and intensive psychiatric treatment

PrOGIAMS...o.vvviiieitereiri sttt 30% Coinsurance after Deductible
Outpatient mental health evaluation and treatment............c..cccccovveivieeivniinnene, $40 per individual visit (Deductible doesn't
: ‘ ' apply)

’ $20 per group visit (Deductible doesn't apply)
Chemical Dependency Services You Pay

Inpatient detoXification...........cccovviiiriiiieic s 30% Coinsurance after Deductible

Individual outpatient chemical dependency consultations and treatment ............ $40 per visit (Deductible doesn't apply)
Group outpatient chemical dependency treatment..............cc..voevvveeecorrvirreo, $5 per visit (Deductible doesn't apply)
Home Health Services’ . You Pa
Home health care (up to 100 visits per calendar Year)............covvvivivnvevieiieinnnenn No charge (Deductible doesn't apply)

Other You Pay

Skilled nursing facility care (up to 100 days per benefit period) ...............oov....... 30% Coinsurance after Deductible

All covered Services related to infertility treatment...........ccocooiieiivccin 50% Coinsurance (Deductible doesn't apply)
HOSPICE CArE ...ccvvvvieicrcie e e e e No charge (Deductible doesn't apply)

This is a summary of the most frequently asked-about benefits. This chart does not explain benefits, Cost Sharing, out-of-
pocket maximums, exclusions, or limitations, nor does it list all benefits and Cost Sharing. For a complete explanation, please
refer to the EOC. Please note that we provide all benefits required by law (for example, diabetes testing supplies).

Proposed monthly dues effective:

Subscriber

Subscriber & Spouse
Subscriber & Child(ren)
Subscriber & Family

Kaiser Foundation Health _Plan, Inc., Northem California Region 25864,25.1.PDN.



2012 CITY OF SAN JOSE - IBEW

CITY PROPOSAL ~ RETIREMENT BENEFITS FOR NEW EMPLOYEES |

The benefits set forth below shall apply to full time eligible employees who are hired on
or after July 1, 2012, and shall be referred to as Tier 2 in the Federated City Employees
Retirement System.

Proposed Language:

Pension Formula

The pension benefit formula for eligible employees hired on or after July 1, 2012, shall be
2.0% percent per year of service subject to a maximum of 65% of final compensation.

Final Compensation

Final compensation shall mean the average annual earned pay of the highest three
consecutive years of service. Final compensation shall be base pay only, excluding
premium pays or other additional compensation.

Minimum Service

Employees shall be eligible for a service retirement after earning five (5) years of
retirement service credit and meeting the age requirement specified below.

Retirement Service Credit

Employees shall be eligible for a full year of service credit upon reaching 2,080 hours of
regular time worked (including paid leave, but not overtime).

Age

Employees hired on or after July 1, 2012, shall be ellglble to retire at age 65 with at least
five (5) years of retirement service credlt

Employees can retire at a minimum of age 55 with at least five (5) years of retirement
service credit; however, the member’s benefit shall be reduced so it does not exceed the
actuarial value of full retirement. This reduced benefit shall be determined by the
Federated City Employees’ Retirement System actuary.

Deferral of Retirement

Emp!oyeeé who leave employment who have at least five (5) years of retirement service
credit may defer the retirement benefit until the employee becomes eligible to retire.

City of San Jose
April 16, 2012
Page 1 of 3



2012 CITY OF SAN JOSE - IBEW

Cost of Living Adjustment (COLA)

Plan members shall receive a cost of living adjustment limited to the increase in the
consumer price index (San Jose — San Francisco — Oakland U.S. Bureau of Labor
Statistics index, CPI-U, December to December), capped at 1.5% per fiscal year. The
first COLA adjustment shall be prorated based on the number of months retired.

Disability Retirements

Service Connected

Plan members who are eligible for a service connected disability retirement benefit shall
receive an annual benefit based on 50% of the average annual pensionable pay of the
highest three consecutive years of service. ' '

Non-Service Connected

Plan members who are eligible for a non-service connected disability retirement benefit
shall receive 2.0% times years of City service, but not less than 20% and not greater
than 50% based on the average annual pensionable pay of the highest three
consecutive years of service. Plan members shall not be eligible for a non-service
connected disability retirement unless the member has earned 5 years of retirement
service credit. '

Survivorship Benefits

Death Before Retirement

If an employee dies during emp.loyment' with the City and was not eligible for retirement,
a return of employee contributions, plus interest shall be returned to the spouse,
domestic partner, or estate. '

If an employee dies during employment with the City and was eligible for retirement, a
monthly benefit equivalent to what the employee would have received if retired at the
time of death shall be provided to the spouse, domestic partner, or estate.

Death Before Retirement - Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic partner shall
receive a monthly benefit equivalent to 50% of the average annual pensionable pay of
the highest three consecutive years of service.

Death After Retirement

At the time of retirement, an employee may elect to receive a lower pension benefit to
provide survivorship benefits to a spouse/domestic partner or child(ren) designated at

City of San Jose
April 16, 2012
. Page 20of 3



2012 CITY OF SAN JOSE - IBEW

the time of retirement. The Board's actuary shall determine the pension benefit for a
50%, 75% or 100% continuance that is actuarially equivalent to the member's benefit.

Defined Contribution Plan

Employees may supplement the retirement benefit by electing to make contributions to
a defined contribution plan offered by the City, up to the annual IRS limit.

Cost Sharing

~ The City and Plan members in Tier 2 shall share equally in all costs of Tier 2 to the
pension plan, including, but not limited to administrative expenses, normal cost and
unfunded actuarial liability.

Reciprocity

Employees hired on or after July 1, 2012, shall be eligible for the benefits under the
reciprocal agreement with CalPERS that are in effect at the time of the employee'’s
retirement. ’

Rights

The City expressly retains its authority to amend, change or terminate any retirement or
other post employment benefit provided by the City.

The retirement benefits for employees in Tier 2 shall include those described herein and
shall not include any other benefits received by other members of the Federated City
Employees’ Retirement System, including, but not limited to, the purchase of service
credit and redeposit of contributions.

City of San Jose
April 16, 2012
‘Page 3 of 3
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CITY PROPOSAL ~ MEDICARE PART A AND B ENROLLMENT

Proposed Language:

Effective July 1, 2012, a member who is eligible for retiree healthcare benefits in the
Federated City Employees’ Retirement System shall be required to enroll in Medicare
Part A and B at the age of 65. Additionally, the plan member shall be required to enroll
in @ Medicare Plan provided by the Federated City Employees’ Retirement System and
assign Medicare Part A and B to the Medicare Plan if required by the healthcare
provider. : 4

If a plan member was hired before March 1986 and is not eligible for Medicare Part A at
no cost, the plan member shall be required to provide such verification from the U.S.
Social Security Administration to the Department of Retirement Services within 6
months from the date the plan member becomes age 65. Plan members shall be
required to enroll in a Medicare Plan provided by the Federated City Employees’ -
Retirement System within 6 months from the date the plan member is age 65.

If a plan member fails to meet the requirements set forth above within 6 months from
the date the member becomes age 65, the plan shall cease to provide retiree
healthcare benefits until the plan member completes such requirements. This means
that the member and qualifying dependents (if applicable) shall not receive retiree
healthcare benefits. The Plan member and qualifying dependents shall be re-enrolled
in retiree healthcare benefits beginning the 1% day of the following month after such
requirements have been completed. ‘

If the Plan member dies during the period which the plan member failed to complete the
requirements set forth above, the eligible spouse or domestic partner and child(ren)
shall be re-enrolled in a health insurance plan. When the spouse or domestic partner is
age 695, the same requirements must be fulfilled, otherwise retiree healthcare coverage
will cease until such requirements are completed, as set forth above.

City of San Jose
April 16, 2012
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April 6,2012

Debra Figone
City Manager
City of San Jose
- 200 East Santa Clara Street
San Jose, CA 95113

Re:  Federated City Employees’ Retirement System - Tier 2 Normal Cost Estimate

Dear Ms. Figone:

This letter provides an estimated total Normal Cost rate for the proposed Tier 2 benefit as compared to the
pension benefit for current Federated employees, This letter does not take 1nto account any possible City
contributions to a defined contribution plan.

Summary of Proposed Benefit Changes

The following table summarizes the proposed Federated Tier 2 benefit as compared to the current pension
benefit, showing the proposed Tier 2 benefit with a 2.0% acctual rate:

, , Current Plan . Proposed Tier 2
A Accrual Rate B 2.5% per year B 2.0% per year
| Max Benefit | 75% B 65%
a Eligibility B 55&S5, or 1@ 65&5 .
m 30 years B 55&5 with actuarial
. reduction
B Final Average Earnings | @ Highest 1 ye'ar (FAE) ® Highest 3 year (FAE3)
(FAE)
m COLA ® 3% fixed B CPIl, max 1.5%
® Survivor Form B 50%J&S - | m Single Life
B Disability B Duty —40%-75% FAE1 | ® Duty — 50% FAE3
' B Non-Duty — 20%-75% B Non-Duty —20%-50%
FAEI FAE3
B Cost Sharing B Normal Cost: ® Normal Cost:
o City—73% o City —50%
o EE—27% o EE—-50%
B Unfunded Liability: ® Unfunded Liability:
o City —100% o City —50%
o EE—0% o EE —50%

411 Borel Avenue, Suite 101 @ San Mateo, California 94402
main: 650/377-1600 @ fax 650/345-8057 @ web: wwrw battel-associates.com
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Results ‘ .

Following is a comparison of the estimated total Normal Cost as a percent of payroll (NC %) for the

_ proposed Tier 2 benefit as compared to the pension benefit for current Federated employees. The results
are shown using the June 30, 2011 valuation discount rate assumption of 7.5% and an alternative lower
discount rate assumption of 6.75%.

N S N Proposed Tier 2
Current Plan | (Based on Demographics of Hires

o (All Federated Employees) _ within Last 5 Years)
@ Discount Rate 7.5% 6.75% 1.5% . 6.75%
B Total NC %:

. Benefits 20.55% 24.68% 13.1% 15.2%

» Admin Expenses 0.70% 0.70% 0.7% 0.7%

o SRBR - 2.57% 2.57%' _0.0% _0.0%

» Total 23.82% 27.95% . 13.8% 15.9%

Assumptions

The results are based on the Federated City Employees’ Retirement System June 30, 2011 Actuarial
Valuation, including actuarial methods and assumptions and valuation census data provided by the City,
with the exception of rates of retirement which were adjusted to reflect expected later retirement ages
under the Tier 2 benefit. As indicated in the table above, the current plan Normal Cost rates are based on
all Federated participants included in the valuation, and the estimated Tier 2 Normal Cost rates are based
on the demographics of the Federated participants included in the valuation who were hired within the last
five years. '

Actuarial Certification

As an Associate of the Society of Actuaries, a Fellow of the Conference of Consulting Actuaries and a
member of the American Academy of Actuaries, [ certify these results are consistent with generally
accepted actuarial principles and practices. We based our results on the June 30, 2011 Actuarial
Valuation of the Federated City Employees’ Retirement System and the valuation census data provided
by the City. '

Please call me (650-377-1601) with any questions about this information.

Sincerely,

0§ B8

John E. Bartel
President

c: Alex Gurza, City of San Jose
Jennifer Schembri, City of San Jose

! SRBR will likely increase as % of pay.

411 Borel Avenue, Suite 101 @ San Mateo, California 94402
matn: 650/377-1600 ° fax.' 650/345-8057 @ web: weww.bastel-associates.com



COUNCIL AGENDA: 05/01/12

. M N | ITEM:.
SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR AND FROM: Debra Figone
CITY COUNCIL

SUBJECT: SEE BELOW DATE: April 17,2012

SUBJECT: APPROVAL OF IMPLEMENTATION OF TERMS CONTAINED IN THE
CITY’S LAST, BEST, AND FINAL OFFER TO THE INTERNATIONAL
UNION OF OPERATING ENGINEERS, LOCAL NO. 3 (OE#3)

COUNCIL DISTRICT: N/A
2 SNI AREA: N/A

RECOMMENDATION

Adoption of a resolution approving the implementation of terms contained in the City’s Last, Best,
and Final Offer dated April 16,2012, to the International Union of Operating Engineers, Local No. 3
(OE#3).

OUTCOME
Adoption of the resolution and authorization to implement terms contained in the City’s Last, Best,

and Final Offer dated April 16, 2012, for employees represented by the International Union of
Operating Engineers, Local No. 3 (OE#3).

BACKGROUND

The City and the International Union of Operating Engineers, Local No. 3 (OE#3) had a
Memorandum of Agreement (MOA) which was to expire on or about June 30, 2011. The City and
OE#3 commenced negotiations on a successor MOA with OE#3 in February 2011. On or about
May 18, 2011, the parties had reached a mediated tentative agreement on a successor MOA but, on
or about May 23, 2011, the City was notified that the OE#3 membership voted down the mediated
tentative agreement. The parties were thus unable to reach an agreement on a successor MOA and,
on or about May 31, 2011, the City imposed the terms contained in the City’s Last, Best, and Final
Offer (Alternative A), including, among other things, an ongoing reduction in total compensation
achieved through a combination of reduced base pay and healthcare changes. It should be noted that
the implementation of terms did not result in a memorandum of understanding.

On or about June 13, 2011, the City met with OE#3 and other bargaining units to discuss retirement
reform negotiations. The City subsequently provided OE#3 a draft framework for conducting
retirement negotiations concurrently with negotiations over a proposed ballot measure, including a
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Subject: Approval of Implementation of Terms Contained in the Last, Best, and Final Offer for OE#3
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mutual commitment to complete negotiations by an immutable deadline of October 31, 2011.
However, the parties were unable to reach an agreement on the framework for conducting concurrent
negotiations on retirement reform and a potential ballot measure.

.On or about July 6, 2011, the City met with the Association of Building, Mechanical and Electrical
Inspectors (ABMEI), the Confidential Employees’” Organization, AFSCME Local No. 101 (CEO),
the International Brotherhood of Electrical Workers, Local No. 332 (IBEW), and the Municipal
Employees’ Federation, AFSCME Local No. 101 (MEF). During this meeting, ABMEI, CEO,
IBEW, and MEF notified the City of its intent to jointly negotiate retirement reform issues. The
invitation to jointly negotiate retirement reform was also extended to OE#3. On or about July 21,
2011, the City notified OE#3 of its interest to commence negotiations on retirement reform. The
City also agreed to engage in joint negotiations with OE#3, ABMEI, CEO, IBEW and MEF on
retirement reform.

The City and OF#3 met approximately ten (10) times between June 13, 2011, and November 15,
2011. During these negotiations, the City and OE#3 exchanged proposals on retirement reform,
including, but not limited to pension benefits for new employees, retiree healthcare for new
employees, enrollment in Medicare Part A and B, and healthcare plan design and cost sharing. The
City and OE#3 were unable to reach an agreement and, on November 17, 2011, the parties reached
impasse and subsequently engaged in the mediation process on November 22, 2011. Unfortunately,
despite these efforts, the parties were unable to reach an agreement. On December 6, 2011, the City
Council provided direction to staff to ask the bargaining units to re-engage in mediation on all
retirement issues. OE#3 agreed to re-engage in the mediation process and participated in additional
mediation with the City on December 21, 2011, January 4, January 6, January 13, January 30 and
February 13, 2012. Despite these efforts, the parties again were unable to reach an agreement

On April 16, 2012, the City provided OE#3 with a Last, Best, and Final Offer, including proposals
on pension benefits for new employees, enrollment in Medicare Part A and B, and healthcare plan
design and cost sharing. The City requested that OE#3 provide its response by April 20, 2012, If an
agreement is reached with OE#3, a Supplemental Memorandum will be issued.

Pursuant to the Meyers-Milias-Brown Act under California Government Code Section 3505.4, if,
after meeting and conferring in good faith, an impasse has been reached between the public agency
and the recognized employee organization, and impasse procedures, where applicable, have been
exhausted, a public agency that is not required to proceed to interest arbitration may implement its
last, best, and final offer, but shall not implement a memorandum of understanding.

OE#3 has been notified that this item will be placed on the Council Agenda for implementation of
terms contained in the City’s Last, Best, and Final Offer for employees represented by OE#3, a
complete copy of which is attached.

ANALYSIS

The following is a summary of the terms contained in the City’s Last, Best, and Final Offer that
would be implemented for employees represented by OE#3:
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Pension Benefits
for New
Employees

(Tier 2)

Employees hired on or after July 1, 2012, shall be eligible for the following
pension benefits. (This includes employees who leave or have left City
service and are subsequently rehired or reinstated after July 1, 2012.)

Pension formula
2.0% per year of service, subject to a maximum of 65% of final compensation.

Final compensation
Average annual earned pay of the highest thlee consecutive years of service.
Final compensation shall be base pay only.

Minimum service
Employees shall be eligible for a service retirement after earning five (5) years
of retirement service credit and meeting the age requirement.

Retirement Service Credit

Employees shall receive retirement service credit for regular time worked
(including paid leave, but not overtime). Employees shall be eligible for a full
year of service credit upon reaching 2,080 hours of regular time worked
(including paid leave, but not overtime).

Age
Employees shall be eligible to retire at age 65 with at least five years of
retirement service credit.

Employees can retire at a minimum of age 55 with at least five years of
retirement service credit; however, the member’s benefit shall be reduced so it
does not exceed the actuarial value of full retirement at age 65.

Cost of Living Adjustment (COLA)

Plan members shall receive a cost of living adjustment limited to the increase
in the consumer price index (San Jose — San Francisco — Oakland U.S. Bureau
of Labor Statistics index, CPI-U, December to December), capped at 1.5% per
fiscal year. The first COLA shall be prorated based on the number of months
retired.

Disability Retirements

Service Connected

Plan members eligible for a service connected disability retirement benefit
shall receive an annual benefit based on 50% of the average annual
pensionable pay of the highest three consecutive years of service.

Non-Service Connected

Plan members eligible for a non-service connected disability retirement beneﬁt
shall receive 2.0% times every year of service, but not less than 20% and not
greater than 50% based on the average annual pensionable pay of the highest
three consecutive years of service.
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Medicare Part A
and B Enrollment
(Current and New
Plan Members)

Healthcare
(Current and New
Employees)

Survivorship Benefits

Death Before Retirement

If the employee dies during employment with the City and was not eligible for
retirement, a return of employee contributions, plus interest shall be returned
to the spouse, domestic partner, or estate.

If an employee dies during employment with the City and was eligible for
retirement, a monthly benefit equivalent to what the employee would have
received if retired at the time of death shall be provided to the spouse,
domestic partner, or estate.

Death Before Retirement — Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic
partner shall receive a monthly benefit equivalent to 50% of the average
annual pensionable pay of the highest three consecutive years of service.

Election Death Benefit afier Retirement

At the time of retirement, an employee may elect to receive a lower pension
benefit to provide survivorship benefits to a spouse/domestic partner or
child(ren) designated at the time of retirement.

Cost Sharing
The City and Plan members in Tier 2 shall share equally in all costs of Tier 2

to the pension plan, including, but not limited to, administrative expenses,
normal cost and unfunded actuarial liability.

Rights
The City expressly retains its authority to amend, change or terminate any
retirement benefit provided by the City.

Effective July 1, 2012, a member who is eligible for retiree healthcare benefits
in the Federated City Employees’ Retirement System shall be required to
enroll in Medicare Part A and B at the age of 65. If a plan member fails to
meet the requirements within six (6) months from the date the member
becomes age 65, the plan shall cease to provide retiree healthcare benefits until
the plan member completes such requirements. This means that the member
and qualifying dependents (if applicable) shall not receive retiree healthcare
benefits.

Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit Plan
3800 shall be available to employees, in addition to the existing plan options.

Effective December 23, 2012, the City shall pay eighty-five percent (85%) of
cost of the lowest priced Non-Deductible HMO plan for the employee or the
employee and dependent coverage and the employee shall pay fifteen percent
(15%) of the premium for the lowest priced Non-Deductible HMO plan. (See
discussion of lowest cost plan below.)
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Discussion of Healthcare - Lowest Cost Plan

The City currently offers a choice of four health insurance plans for employees that include Kaiser,
Blue Shield HMO, Blue Shield PPO and Blue Shield POS. The City pays 85% of the lowest priced
plan for single or family coverage and employees pay 15% of the lowest priced plan. The Kaiser
$25 co-pay plan is the lowest priced plan for 2012. The 2012 total monthly premium for the lowest
priced plan for the City and employees are listed below.

Monthly Premium for Current Lowest Priced Healthcare Plan
_ Kaiser ($25 co-pay plan ‘
Single Family
Employee Contribution $79.72 $198.54
City $451.86 $1,125.12
Total $531.58 $1,323.66

An employee who selects a plan other than the lowest priced plan pays any additional amount
required for the premium beyond the cost of the lowest priced plan.

Annually, the City contributes, for active employees $5,422.32 for single coverage and $13,501.44
for family coverage. Since 2003, the total monthly premiums have increased by 118% as illustrated
below. Healthcare costs are anticipated to continue to increase.

Monthly Lowest Cost Healthcare Plan
(2003 —2012)
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Active Employees

The addition of the Kaiser Permanente Deductible HMO Benefit Plan 3800 (High Deductible Plan)
would have no impact on the cost sharing for healthcare premiums for active employees. This plan
is an HMO with annual deductibles and/or additional higher copayments or coinsurance that must be
met for some services. It is important to note that some services are still 100% covered and the
deductible does not need to be met, including, but not limited to, routine physical maintenance
exams, urgent care consultations and exams and most immunizations (including vaccines). The City
would continue to pay 85% of the cost of the lowest priced Non-Deductible HMO plan for the
employee and dependent coverage and the employee would continue to pay fifteen percent (15%) of
the premium for the lowest priced Non-Deductible HMO plan, which is currently the $25 co-pay
plan. Effective January 1, 2013, a current employee may elect to enroll in the new Kaiser high
. deductible plan and would have a lower or no cost sharing for the premiums associated with this
plan.

Retirees

The San Jose Municipal Code contains the level and eligibility for retiree healthcare benefits as part
of the retirement plans. Generally, employees are eligible for retiree medical insurance coverage if
at the time of retirement they have at least fifteen (15) years of retirement service credit. Even
employees with 15 years of service in the Federated City Employees’ Retirement System and 20
years of service in the Police and Fire Department Retirement Plan who leave City service prior to
retirement (also known as deferred vesting) can qualify for lifetime retiree medical insurance upon
retirement.

For eligible retirees, the benefit provides for 100% of the premium cost for the lowest priced plan
available to active employees for either single or family coverage. (This is a higher level of benefit
than active employees receive because retirees do not pay any premium for the lowest priced
healthcare benefit plan.) Since the current benefit is tied to the cost of the premium rather than a
fixed-dollar amount, the long-term cost-of providing this benefit is integrally tied to the rising cost of
healthcare.

As illustrated above, healthcare costs have risen significantly in the last ten years. This has a direct
impact to the cost of retiree healthcare. Contributions for retiree medical benefits are made by the
City and active employees in the ratio of one-to-one (50/50 split). Contributions for retiree dental
benefits are made by the City and active employees in the ratio of eight-to-three.

The Fiscal Year 2012-2013 retiree healthcare portion of the contribution rates for the City’s two
retirement plans are as follows:

Current Retiree Healthcare Funding

Employee Contribution City Contribution

Federated 7.26% 7.91%
Police 8.26% 8.96%
Fire 6.11% _ 6.62%

Note: Does not include pension contribution rates.
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For many years, the City and active employees were partially pre-funding retiree healthcare, and
only some funds were set aside to pay for future healthcare liabilities, but at a level far less than full
pre-funding. As a result, the retiree healthcare plans are significantly underfunded and have a
significant unfunded liability. As of June 30, 2011, the unfunded hablhty and funding ratio for the
two plans are listed below:

Retiree Healthcare Unfunded Liability and Funding Ratio
Unfunded Actuarial Liability Funding Ratio
Federated $800.505 Million 14.00%
Police and Fire | $596.764 Million 9.20%
Total ” $1.397 Billion

The City and active employees are currently phasing into paying for the total Annual Required
Contribution (ARC) over a period of five years. This has resulted in an incremental increase in the
contributions for retiree healthcare each year. However, after the fifth year, the Board’s actuary for
the Federated City Employees’ Retirement System has projected that the contributions required to
pay the Annual Required Contribution (ARC) will nearly double for the City and employees, as
shown in the chart below. As noted in the 2013-2017 General Fund Forecast, one of the main
drivers for the 2013-2014 General Fund shortfall of $22.5 million is the increased cost
(approximately $11 million) of the City’s annual required contribution for retiree healthcare for
employees in the Federated City Employees’ Retirement System. Please note that the
Administration has requested the projected retiree healthcare contributions for Police and Fire;
however, they have not yet been completed.

Fiscal Year Employee City Total
2008-2009 4.65% 5.25% 9.90%
2009-2010 , 5.07% 5.70% 10.77%
2010-2011 5.76% 6.41% 12.17%
2011-2012 6.51% 7.16% 13.67%
2012-2013 7.26% 7.91% 15.17%
2013-2014 ©15.50% 16.84% 32.34%

Source: Cheiron Actuarial Valuation as of June 30, 2011

Effective January 1, 2013, the lowest-cost plan that will be available to retirees will be the high
deductible plan. Retirees and survivors will have an opportunity to make changes to their elections
for coverage during the normal Annual Open Enrollment conducted by Retirement Services in
November 2012, prior to the changes going into effect.

With the addition of the High Deductible Plan, the Plan will continue to pay 100% of the lowest
priced plan. A retiree or survivor who enrolls in this plan would not have to pay any portion of the
premium. A retiree or survivor may elect the $25 co-pay plan; however, the member would be
responsible for the difference between the cost of the $25 co-pay plan and the high deductible plan.
The 2013 healthcare rates have not been determined. If the 2012 healthcare rates continued for
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calendar year 2013, the following chart illustrates the cost to a retiree who elects to enroll in the $25
co-pay plan.

Non-Medicare

Lowest Priced Plan (LPP) $0

(High Deductible)

Non-Medicare $129.96/mo (single)
$25 Co-pay $323.62/mo (family
Medicare Supplement $0! ‘
Lowest Priced Plan (LPP)

When a retiree becomes age 65, the member is required to enroll in Medicare Part A and B. The
Federated City Employees’ Retirement System and the Police and Fire Department Retirement Plan
provide Medicare recipients with several options for a Medicare supplemental insurance plan. The
total cost of the Medicare supplemental plans vary based on the plan selected by the retiree. There
are several Medicare supplemental options available to retirees and the premium is paid 100% by the
retirement system. As a result, the retiree or survivor may have no premium cost sharing, since the
total cost of the Medicare supplemental plan is often less than the non-Medicare plans. The retiree
will continue to be responsible for paying any premiums mandated by Medicare Part B and D.

EVALUATION AND FOLLOW-UP

None.

PUBLIC OUTREACH/INTEREST .

lZI Criteria 1: Requires Council action on the use of public funds equal to $1 million or greater.
(Required: Website Posting)

D Criteria 2: Adoption of a new or revised policy that may have implications for public health,
safety, quality of life, or financial/economic vitality of the City. (Required: E-mail and
Website Posting)

D Criteria 3: Consideration of proposed changes to service delivery, programs, staffing that
may have impacts to community services and have been identified by staff, Council or a
Community group that requires special outreach. (Required: E-mail, Website Posting,
Community Meetings, Notice in appropriate newspapers)

This item meets Criterion 1. This memorandum will be posted on the City's website for the May 1,
2012, Council Agenda. ‘

! Retirees enrolled in Medicare Part B contribute $99.00 - $319.70/month and $0 - $66.40/month for Medicare Part D,
depending on the amount of the monthly pension. These rates are for 2012 and subject to change for 2013,
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COORDINATION

This memorandum was coordinated with the City Manager’s Budget Office and the City Attorney’s
Office.

COST IMPLICATIONS

2™ Tier Pension Benefit

The City’s actuary, Bartel and Associates, estimated the normal cost of the pension retirement
benefit formula for new employees to be approximately 13.8% of payroll, using the 7.5% eatnings
assumption. As the costs of the 2™ tier pension benefit are split 50/50 between the City and
employees, the City’s share of this is 6.9%. The pension retirement benefit formula for new
employees is estimated to be 15.9% of payroll, using the 6.75% earnings assumption (7.95% for the
City.) (Please refer to the attached Letter from John Bartel dated April 6, 2012.) However, the
contribution rates are set by the Boards, based on an actuarial analysis prepared by the Boards’
actuary. The Federated City Employees’ Retirement System currently uses a 7.5% earnings
assumption.

Healthcare — Lowest Cost Plan

The addition of the high deductible plan would result in a new plan that would be available to
employees represented by OE#3. For those employees that elect to enroll in the new Kaiser plan, the
employee will experience a reduction in premium contributions in 2013. The City would continue to
pay 85% of the total premium for the lowest priced Non-Deductible HMO plan, which is currently
the $25 co-pay plan.

The high deductible plan would be available for all members and survivors in the Federated City
Employees’ Retirement System and Police and Fire Department Retirement Plan. The Plans will
pay 100% of the lowest priced plan, which will be the high deductible plan in calendar year 2013.
Since this plan is less expensive than the $25 co-pay plan, it will reduce the cost of retiree
healthcare. Since the cost for retiree healthcare are shared equally between the City and employees,
both the City and active employees will benefit from the positive impact to the contribution rates in
the future. ‘ '
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CEQA

CEQA: Not a Project, File No. PP10-069(b), Personnel Related Decisions.

Debra Figone <
City Manager

For questions please contact Alex Gurza, Deputy City Manager, at (408) 535-8150.

Attachments
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LAST, BEST, AND FINAL OFFER

HEALTHCARE
See attached
'R’ETI’RE’I_VIENTfBE’NEFI’TSA_Fb’R NEW EMPLOYEES

See attached

MEDICARE PART A AND B

See attached

April 16, 2012



2012 CITY OF SAN JOSE - OE#3

CITY PROPOSAL - HEALTHCARE COSTSHARING
Proposed Language: |

Effective pay date July 1, 2011, the City pays eighty-five percent (85%) of the cost of the
lowest priced plan for the employee or the employee and dependent coverage and the
employee pays fifteen percent (15%) of the premium for the lowest priced plan. If the
employee selects a plan other than the lowest priced plan, the employee pays the
difference between the total cost of the selected plan and the City’s contribution towards
the lowest priced plan.

Effective December 23, 2012, the City pays eighty-five percent (85%) of the cost of the
lowest priced Non-Deductible HMO plan for the employee or the employee and
dependent coverage and the employee pays fifteen percent (15%) of the premium for the
lowest priced Non-Deductible HMO plan. If the employee selects a plan.other than the
lowest priced Non-Deductible HMO plan, the emplovee pays the difference between the
total cost of the selected plan and the City’s contribution toward the lowest priced Non-
Deductible HMO plan.

Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit Plan 3800 will
be available to employees represented by OE#3 in addition to the existing plan options.

City of San Jose
April 16, 2012 .



8% KAISER PERMANENTE.

Customer Name: Benefit Plan 3800
Customer ID: HCR TYPE XD5; $1500 DED;
$40 OUTP; 30% INPT; $30/$10RX

Proposed Benefit Summary

Principal Benefits for Kaiser Permanente Deductible HMO Plan ( )

The Services described below are covered only if all the following conditions are satisfied:

e The Services are Medically Necessary

. . The Services are provided, prescribed, authorized, or directed by a Plan Physician and you receive the Services from
Plan Providers inside our Northern California Region Service Area (your Home Region), except where specifically noted
to the contrary in the Evidence of. Coverage (EOC) for authorized referrals, hospice care, Emergency Services, Post-
Stabilization Care, Out-of-Area Urgent Care, and emergency ambulance Services

Annual Out-of-Pocket Maximum for Certain Services . . ,
For Services subject to the maximum, you will not pay any more Cost Sharing during a calendar year if the Copayments and
Coinsurance you pay for those Services, plus all your Deductible payments, add up to one of the following amounts:

For self-only enroliment (a Family of one Member)..........ooovvivvicveniecieiii, $4,000 per calendar year
For any one Member in a Family of two or more Members............cccoccevivveinnns $4,000 per calendar year
For an entire Family of two or more Members .........coccovvvivivee e, $8,000 per calendar year

Deductible for Certain Services as specified below ‘~
You must pay Charges for Services you receive in a calendar year until you reach one of the following Deductible amounts:
For self-only enrollment (a Family of one Member)...........ccovvvivivicic i, $1,500 per calendar year
For any one Member in a Family of two or more Members...........cccoevveiveenennnn. $1,500 per calendar year
For an entire Family of two or more Members ..., $3,000 per calendar year
Lifetime Maximum None

Professional Services (Plan Provider office visits) You Pay
Most primary and specialty care consultations and exams...........ccccceevvvevvircnnenn, $40 per visit (Deductible doesn't apply)

Routine physical maintenance eXams...........ccocvviiieciinieee e No charge (Deductible doesn't apply)
Well-child preventive exams (through age 23 months) ..., No charge (Deductible doesn’t apply)
Family planning counseling ... e e No charge (Deductible doesn't apply)
Scheduled prenatal care exams and first postpartum follow-up consultation and

EXAM 1eviiveiviiree ettt sttt nre s PP No charge (Deductible doesn't apply)
Eye exams for refraction ...t e No charge (Deductible doesn't apply)
HEAMNG EXAMS ..ottt e et bbb bbb sree e No charge (Deductible doesn't apply)
Urgent care consultations and @Xams ...........ccccevmvimnriciencniineinenesn e s, $40 per visit (Deductible doesn't apply)

Physical, occupational, and speech therapy ..........cocevveveivieviicciie e, $40 per visit after Deductible

Qutpatient Services You Pay
Outpatient surgery and certain other outpatient procedures.............ccocccevvvvennenne, 30% Coinsurance after Deductible

Allergy injections (including allergy serum) ......ccccveviieiivni e e No charge after Deductible

Most immunizations (InclUding VACCINES) ........cc.evvverivriiie e No charge (Deductible doesn't apply)

Most X-rays and laboratory testS.......c.ccoccevviriiiene e, $10 per encounter after Deductible

Preventive X-rays, screenings, and laboratory tests as described in the EOC..... - No charge (Deductible doesn't apply)

MRI, Most CT, and PET SCANS......iuviiveiieiiiniriireisisreenieiresieessreeriesessrssnesssneens $50 per procedure after Deductible

Health education: )
Covered individual health education counseling and programs ............c........... No charge (Deductible doesn't apply)

Covered group educational Programs .............cc.eorveriircenminsinreisenesssseseieesnes No charge (Deductible doesn't apply)
Hospitalization Services You Pay ' ‘
Room and board, surgery, anesthesia, X-rays, laboratory tests, and drugs ........ 30% Coinsurance after Deductible

Emergency Health Coverage You Pay

- Efergency Department VISItS .........ccoceveviiniiniicc e 30% Coinsurance after Deductible
Ambulance Services _ You Pay .
AMDUIANCE SEIVICES.......ocviiiiiriieit ittt ire st er e ene s $150 per trip after Deductible

Kaiser Foundation Health Plan, Inc., Northem Califomia Region continues



continued

Most covered outpatient items in accord with our drug formulary guidelines: '
Generic items from a Plan Pharmacy...........c..cccovo.i.. e s $10 for up to a 30-day supply, $20 for a 31-to
60-day supply, or $30 for a 61- to 100-day
‘ supply (Deductible doesn't apply)
Generic refills from our mail-order service ...........c.oeevv v, JURRT $10 for up to a 30-day supply or $20 for a 31-
‘ : to 100-day supply (Deductible doesn't apply)
Brand-name items from a Plan Pharmacy ............. e e e a e are s $30 for up to a 30-day supply, $60 for a 31-to
: 60-day supply, or $90 for a 61- to 100-day
: supply (Deductible doesn't apply)
Brand-name refills from our mail-order service.............coceevvrnevcciicninnninnn, $30 for up to a 30-day supply or $60 for a 31-
‘ ‘ to 100-day supply (Deductible doesn't apply)
Most covered durable medical equipment for home use in accord with our

durable medical equipment formulary guidelines...........c.cocvcvvieiniicnninninn, 20% Coinsurance (Deductible doesn't apply)

Mental Health Services
Inpatient psychiatric hospitalization and intensive psychiat

ric treatment

o1 0o ] 2= o 11 T PO O PRSI 30% Coinsurance after Deductible
Outpatient mental health evaluation and treatment...........cccccoccoviviiiiiiciinen, $40 per individual visit (Deductible doesn't
' apply)

$20 per group vis

‘ it (Deductible doesn't apply)
Chemical Dependency Services . .
Inpatient detoxification.............c.ccovvverniiniiine e, e s 30% Coinsurance after Deductible
Individual outpatient chemical dependency consultations and treatment ............ $40 per visit (Deductible doesn't apply)
Group outpatient chemical dependency treatment.............ccoveviviie e $5 per visit (Deductible doesn't apply)
Home Health Services. You Pay ‘
Home health care (up to 100 visits per calendar year)...........coccoevvvvviviirnnecvinne, No charge (Deductible doesn't apply)
Other ‘ You Pay —

Skilled nursing facility care (up to 100 days per benefit period) ...........cocvvirneennen. 30% Coinsurance after Deductible
All covered Services related to infertility treatment...........coocoovvvveiici, 50% Coinsurance (Deductible doesn't apply)
HOSPICE CAIE ....vviiiiiiiicirc et v b sa e s e e aresbeesbeetsesbe et bessrea No charge (Deductible doesn't apply)

This is a summary of the most frequently asked-about benefits. This chart does not explain benefits, Cost Sharing, out-of-
pocket maximums, exclusions, or limitations, nor does it list all benefits and Cost Sharing. For a complete explanation, please
refer to the EOC. Please note that we provide all benefits required by law (for example, diabetes testing supplies).

Proposed monthly dues effective:

Subscriber

Subscriber & Spouse
Subscriber & Child(ren)
Subscriber & Family

Kaiser Foundation Health Plan, Inc., Northem Califomia Region ‘ 25864.25.1.PDW,
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CITY PROPOSAL —~ RETIREMENT BENEFITS FOR NEW EMPLOYEES |

e

The benefits set forth below shall apply fo full time eligible employees who are hired on
or after July 1, 2012, and shall be referred to as Tier 2 in the Federated City Employees’
Retirement System.

Proposed Language:

Pension Formula

The pension benefit formula for eligible employees hired on or after July 1, 2012, shall be
2.0% percent per year of service subject to a maximum of 65% of final compensation.

Final Compensation

Final compensation shall mean the average annual earned pay of the highest three -
consecutive years of service. Final compensation shall be base pay only, excluding
premium pays or other additional compensation.

Minimum Service

Employees shall be eligible for a service retirement after earning five (5)'years of
retirement service credit and meeting the age reduirement specified below.

Retirement Service Credit

Employees shall be eligible for a full year of service credit upon reaching 2,080 hours of
regular time worked (including paid leave, but not overtime).

Age

Employees hired on or after July 1, 2012, shall be eligible to retire at age 65 with at least
five (5) years of retirement service credit.

Employees can retire at a minimum of age 55 with at least five (5) years of retirement
service credit; however, the member’s benefit shall be reduced so it does not exceed the
actuarial value of full retirement. This reduced benefit shall be determined by the
Federated City Employees’ Retirement System actuary.

Deferral of Retirement

Employees who leave employment.who have at least five (5) years of retirement service
credit may defer the retirement benefit until the employee becomes eligible to retire.

City of San Jose
April 16, 2012
Page 10f3
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Cost of Living Adjustment (COLA)

Plan members shall receive a cost of living adjustment limited to the increase in the
consumer price index (San Jose — San Francisco — Oakland U.S. Bureau of Labor
Statistics index, CPI-U, December to December), capped at 1.5% per fiscal year. The
first COLA adjustment shall be prorated based on the number of months retired.

Disability Retirements

Service Connected -

Plan members who are eligible for a service connected disability retirement benefit shall
receive an annual benefit based on 50% of the average annual pensionable pay of the
highest three consecutive years of service.

Non-Service Connected

Plan members who are eligible for a non-service connected disability retirement benefit
shall receive 2.0% times years of City service, but not less than 20% and not greater
than 50% based on the average annual pensionable pay of the highest three
consecutive years of service. Plan members shall not be eligible for a non-service
connected disability retirement unless the member has earned 5 years of retirement
service credit.

Survivorship Benefits

Death Before Retirement

If an employee dies during employment with the City and was not eligible for retirement,
a return of employee contributions, plus interest shall be returned to the spouse,
domestic partner, or estate.

If an employee dies during employment with the City and was eligible for retirement, a
monthly benefit equivalent to what the employee would have received if retired at the
time of death shall be provided to the spouse, domestic partner, or estate.

Death Before Retirement - Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic partner shall |
receive a monthly benefit equivalent to 50% of the average annual pensionable pay of
the highest three consecutive years of service.

Death After Retirement

At the time of retirement, an employee may elect to receive a lower pension benefit to
provide survivorship benefits to a spouse/domestic partner or child(ren) designated at

City of San Jose
April 16, 2012
Page 2 of 3
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- the time of retirement. The Board's actuary shall determine the pension benefit for a
50%, 75% or 100% continuance that is actuarially equivalent to the member’s benefit.

Defined Contribution Plan

Employees may supplement the retirement benefit by electing to make contributions to
a defined contribution plan offered by the City, up to the annual IRS limit.

Cost Sharing

The City and Plan members in Tier 2 shall share equally in all costs of Tier 2 to the
pension plan, including, but not limited to administrative expenses, normal cost and
unfunded actuarial liability. |

Reciprocity

Employees hired on or after July 1, 2012, shall be eligible for the benefits under the
reciprocal agreement with CalPERS that are in effect at the time of the employee’s
retirement.

Rights

The City expressly retains its authority to amend, change or terminate any retirement or
other post employment benefit provided by the City.

The retirement benefits for employees in Tier 2 shall include those described herein and
shall not include any other benefits received by other members of the Federated City
Employees’ Retirement System, including, but not limited to, the purchase of service
credit and redeposit of contributions.

City of San Jose
April 16, 2012
Page 3 of 3
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CITY PROPOSAL - MEDICARE PART A AND B ENROLLMENT

Proposed Language:

Effective July 1, 2012, a member who is eligible for retiree healthcare benefits in the
Federated City Employees’ Retirement System shall be required to enroll in Medicare
Part A and B at the age of 65. Additionally, the plan member shall be required to enroll
in a Medicare Plan provided by the Federated City Employees’ Retirement System and
assign Medicare Part A and B to the Medicare Plan if required by the healthcare
provider.

If a plan member was hired before March 1986 and is not eligible for Medicare Part A at
no cost, the plan member shall be required to provide such verification from the U.S.
Social Security Administration to the Department of Retirement Services within 6
months from the date the plan member becomes age 65. Plan members shall be
required to enroll in a Medicare Plan provided by the Federated City Employees’
Retirement System within 6 months from the date the plan member is age 65.

If a plan member fails to meet the requirements set forth above within 6 months from

the date the member becomes age 65, the plan shall cease to provide retiree

healthcare benefits until the plan member completes such requirements. This means

_that the member and qualifying dependents (if applicable) shall not receive retiree

healthcare benefits. The Plan member and qualifying dependents shall be re-enrolled

in retiree healthcare benefits beginning the 1% day of the following month after such
requirements have been completed.

If the Plan member dies during the period which the plan member failed to complete the
requirements set forth above, the eligible spouse or domestic partner and child(ren) -
shall be re-enrolled in a health insurance plan. When the spouse or domestic partner is
age 65, the same requirements must be fulfilled, otherwise retiree healthcare coverage
will cease until such requirements are completed, as set forth above.

City of San Jose
April 16, 2012
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April 6,2012

Debra Figone
City Manager
City of San Jose
- 200 East Santa Clara Street
San Jose, CA 95113

Re: Federated City Employees’ Retirement System - Tier 2 Normal Cost Estimate

Dear Ms. Figone:

This letter provides an estimated total Normal Cost rate for the proposed Tier 2 benefit as compared to the
pension benefit for current Federated employees. This letter does not take into account any possible City
contributions to a defined contribution plan.

Summary of Proposed Benefit Changes

The following table summarizes the proposed Federated Tier 2 benefit as compared to the current pension
benefit, showing the proposed Tier 2 benefit with a 2.0% accrual rate:

‘ . Current Plan . Proposed Tier 2
| Accrual Rate B 2.5% per year B 2.0% per year
@ Max Benefit | 75% m 65%
m FEligibility B 55&5, or | m 65&5
m 30 years m 55&5 with actuarial
‘ reduction
® Final Average Farnings | ® Highest | ye‘ar (FAEL) B Highest 3 year (FAE3)
(FAE) ‘
a COLA m 3% fixed B CPI, max 1.5%
® Survivor Form B 50%J&S .~ | m Single Life
B Disability B Duty —40%-75% FAEI m Duty — 50% FAE3
m Non-Duty —20%-75% 8 Non-Duty —20%-50%
FAEI FAE3
m Cost Sharing B Normal Cost: B Normal Cost:
» City—73% s City —50%
« EE—-27% o EE-50%
8 Unfunded Liability: # Unfunded Liability:
o City — 100% s City —50%
o EE—0%

o EE —50%

411 Borel Avenue, Suite 101 @ San Mateo, California 94402
main: 650/377-1600 @ fax: 650/345-8057 @ web: wew bartel-associates.com
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Results ‘ ‘

Following is a comparison of the estimated total Normal Cost as a percent of payroll (NC %) for the
proposed Tier 2 benefit as compared to the pension benefit for current Federated employees. The results
are shown using the June 30, 2011 valuation discount rate assumption of 7.5% and an alternative lower
discount rate assumption of 6.75%.

L Proposed Tier 2 ‘
- Current Plan . .| (Based on Demographics of Hires

' e ‘ (All Federated Employees) . | _ within Last 5 Years)
# Discount Rate 1.5% 6.75% 1.5% 6.75%
B Total NC %:

» Benefits 20.55% 24.68% 13.1% 15.2%

o Admin Expenses 0.70% 0.70% 0.7% 0.7%

« SRBR - 2.57% 2.57%' 0.0% 0.0%

s Total 23.82% 27.95% 13.8% 15.9%

Assumptions :

The results are based on the Federated City Employees’ Retirement System June 30, 2011 Actuarial
Valuation, including actuarial methods and assumptions and valuation census data provided by the City,
with the exception of rates of retirement which were adjusted to reflect expected later retirement ages
under the Tier 2 benefit. . As indicated in the table above, the current plan Normal Cost rates are based on
all Federated participants included in the valuation, and the estimated Tier 2 Normal Cost rates are based
on the demographics of the Federated participants included in the valuation who were hired within the last
five years. ‘

Actuarial Certification

As an Associate of the Society of Actuaries, a Fellow of the Conference of Consulting Actuaries and a
member of the American Academy of Actuaries, I certify these results are consistent with generally
accepted actuatial principles and practices. We based our results on the June 30, 2011 Actuarial
Valuation of the Federated City Employees’ Retirement System and the valuation census data provided
by the City.

Please call me (650-377-1601) with-any questions about this information.

Sincerely,

John E. Bartel
President

¢:  Alex Gurza, City of San Jose
Jennifer Schembri, City of San Jose

! SRBRwill likely increase as % of pay.

411 Borel Avenue, Suite 101 @ San Mateo, California 94402
main: 650/377-1600 ° fax 650/345-8057 @ web: www.bartel-associates.com



COUNCIL AGENDA: 05/01/12

- M ITEM:
SANJOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR AND FROM: Debra Figone
CITY COUNCIL

SUBJECT: SEE BELOW DATE: April 17,2012

SUBJECT: APPROVAL OF IMPLEMENTATION OF TERMS CONTAINED IN THE
CITY’S LAST, BEST, AND FINAL OFFER TO THE MUNICIPAL
EMPLOYEES’ FEDERATION, AFSCME LOCAL NO. 101 (MEF)

COUNCIL DISTRICT: N/A
SNI AREA: N/A

RECOMMENDATION

Adoption of a resolution approving the implementation of terms contained in the City’s Last, Best,
and Final Offer dated April 16, 2012, to the Municipal Employees’ Federation, AFSCME Local No.
101 (MEF).

OUTCOME
Adoption of the resolution and authorization to implement terms contained in the City’s Last, Best,

and Final Offer dated April 16, 2012, for employees represented by the Municipal Employees’
Federation, AFSCME Local No. 101 (MEF).

BACKGROUND

The City and the Municipal Employees’ Federation, AFSCME Local No. 101 (MEF) had a
Memorandum of Agreement (MOA) which was to expire on or about June 30, 2011. The City and
MEF commenced negotiations on a successor MOA with CEO in January 2011. However, the
parties were unable to reach an agreement on a successor MOA and, on or about May 31, 2011, the
City imposed the terms contained in the City’s Last, Best, and Final Offer (Alternative A), including,
among other things, an ongoing reduction in total compensation achieved through a combination of
reduced base pay and healthcare changes. It should be noted that the implementation of terms did
not result in a memorandum of understanding.

On or about June 13, 2011, the City met with MEF and other bargaining units to discuss retirement
reform negotiations. The City subsequently provided MEF a draft framework for conducting
retirement negotiations concurrently with negotiations over a proposed ballot measure, including a
mutual commitment to complete negotiations by an immutable deadline of October 31, 2011.
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However, the parties were unable to reach an agreement on the framework for conducting concurrent
negotiations on retirement reform and a potential ballot measure.

On or about July 6, 2011, the City met with MEF, along with the Association of Building,
Mechanical and Electrical Inspectors (ABMEI), the Confidential Employees’ Organization,
AFSCME Local No. 101 (CEO), and the International Brotherhood of Electrical Workers, Local No.
332 (IBEW). During this meeting, MEF, ABMEI, CEO, and IBEW notified the City of its intent to
jointly negotiate retirement reform issues. The invitation to jointly negotiate retirement reform was
also extended to the International Union of Operating Engineers, Local No. 3 (OE#3). On or about
July 21, 2011, the City notified MEF of its interest to commence negotiations on retirement reform.
The City also agreed to engage in joint negotiations with MEF, ABMEI, CEO, IBEW and OE#3 on
retirement reform.

The City and MEF met approximately eleven (11) times between-June 13, 2011, and November 15,
2011. During these negotiations, the City and MEF exchanged proposals on retirement reform,
including, but not limited to pension benefits for new employees, retiree healthcare for new
employees, enrollment in Medicare Part A and B, and healthcare plan design and cost sharing. The
City and MEF were unable to reach an agreement and, on November 17, 2011, the parties reached
impasse and subsequently engaged in the mediation process on November 22, 2011. Unfortunately,
despite these efforts, the parties were unable to reach an agreement. On December 6, 2011, the City
Council provided direction to staff to ask the bargaining units to re-engage in mediation on all
retirement issues. MEF agreed to re-engage in the mediation process and participated in additional
mediation with the City on December 21, 2011, January 4, January 6, January 13, January 30 and
February 13, 2012. Despite these efforts, the parties again were unable to reach an agreement.

On April 16, 2012, the City provided MEF with a Last, Best, and Final Offer, including proposals on
pension benefits for new employees, enrollment in Medicare Part A and B, and healthcare plan
design and cost sharing. The City requested that MEF provide its response by April 20, 2012. Ifan
agreement is reached with MEF, a Supplemental Memorandum will be issued.

Pursuant to the Meyers-Milias-Brown Act under California Government Code Section 3505.4, if,
after meeting and conferring in good faith, an impasse has been reached between the public agency
and the recognized employee organization, and impasse procedures, where applicable, have been
exhausted, a public agency that is not required to proceed to interest arbitration may implement its
last, best, and final offer, but shall not implement a memorandum of understanding.

MEF has been notiﬁed.that this item will be placed on the Council Agenda for implementation of

terms contained in the City’s Last, Best, and Final Offer for employees represented by MEF, a
complete copy of which is attached.

ANALYSIS

The following is a summary of the terms contained in the City’s Last, Best, and Final Offer that
would be implemented for employees represented by MEF:
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Pension Benefits
for New
Employees

(Tier 2)

Employees hired on or after July 1, 2012, shall be eligible for the following
pension benefits. (This includes employees who leave or have left City
service and are subsequently rehired or reinstated after July 1, 2012.)

Pension formula
2.0% per year of service, subject to a maximum of 65% of final compensation.

Final compensation
Average annual earned pay of the highest three consecutive years of service.
Final compensation shall be base pay only.

Minimum service

.Employees shall be eligible for a service retirement after earning five (5) years

of retirement service credit and meeting the age requirement.

Retirement Service Credit

Employees shall receive retirement service credit for regular time worked
(including paid leave, but not overtime). Employees shall be eligible for a full
year of service credit upon reaching 2,080 hours of regular time worked
(including paid leave, but not overtime).

Age :
Employees shall be eligible to retire at age 65 with at least five years of

retirement service credit,

Employées can retire at a minimum of age 55 with at least five years of
retirement service credit; however, the member’s benefit shall be reduced so it
does not exceed the actuarial value of full retirement at age 65.

Cost of Living Adjustment (COLA)

Plan members shall receive a cost of living adjustment limited to the increase
in the consumer price index (San Jose — San Francisco — Oakland U.S. Bureau
of Labor Statistics index, CPI-U, December to December), capped at 1.5% per
fiscal year. The first COLA shall be prorated based on the number of months
retired.

" Disability Retirements

Service Connected
Plan members eligible for a service connected disability retirement benefit

‘shall recetve an annual benefit based on 50% of the average annual

pensionable pay of the highest three consecutive years of service.

Non-Service Connected

Plan members eligible for a non-service connected disability retirement benefit
shall receive 2.0% times every year of service, but not less than 20% and not
greater than 50% based on the average annual pensionable pay of the highest
three consecutive years of service.
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Medicare Part A
and B Enrollment

(Current and New
Plan Members)

Healthcare
(Current and New
Employees)

Survivorship Benefits

Death Before Retirement

If the employee dies during employment with the City and was not eligible for
retirement, a return of employee contributions, plus interest shall be returned
to the spouse, domestic partner, or estate.

If an employee dies during employment with the City and was eligible for
retirement, a monthly benefit equivalent to what the employee would have
received if retired at the time of death shall be provided to the spouse,
domestic partner, or estate.

Death Before Retirement — Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic
partner shall receive a monthly benefit equivalent to 50% of the average
annual pensionable pay of the highest three consecutive years of service.

Election Death Benefit after Retirement

At the time of retirement, an employee may elect to receive a lower pension
benefit to provide survivorship benefits to a spouse/domestic partner or
child(ren) designated at the time of retirement.

Cost Sharing \
The City and Plan members in Tier 2 shall share equally in all costs of Tier 2

to the pension plan, including, but not limited to administrative expenses,
normal cost and unfunded actuarial liability.

The City expressly retains its authority to amend, change or terminate any
retirement benefit provided by the City.

Effective July 1, 2012, a member who is eligible for retiree healthcare benefits
in the Federated City Employees’ Retirement System shall be required to
enroll in Medicare Part A and B at the age of 65. If a plan member fails to
meet the requirements within six (6) months from the date the member
becomes age 65, the plan shall cease to provide retiree healthcare benefits until
the plan member completes such requirements. This means that the member
and qualifying dependents (if applicable) shall not receive retiree healthcare
benefits.

Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit Plan
3800 shall be available to employees, in addition to the existing plan options.

Effective December 23, 2012, the City shall pay eighty-five percent (85%) of
cost of the lowest priced Non-Deductible HMO plan for the employee or the
employee and dependent coverage and the employee shall pay fifteen percent
(15%) of the premium for the lowest priced Non-Deductible HMO plan. (See
discussion of lowest cost plan below.)
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‘Discussion of Healthcare - Lowest Cost Plan

The City currently offers a choice of four health insurance plans for employees that include Kaiser,
Blue Shield HMO, Blue Shield PPO and Blue Shield POS. The City pays 85% of the lowest priced
plan for single or family coverage and employees pay 15% of the lowest priced plan. The Kaiser
$25 co-pay plan is the lowest priced plan for 2012. The 2012 total monthly premium for the lowest
priced plan for the City and employees are listed below.

Monthly Premium for Current Lowest Priced Healthcare Plan :
_Kaiser ($25 co-pay plan) ; .
Single F armly
Employee Contribution $79.72 $198.54
City $451.86 $1,125.12
Total - $531.58 $1,323.66

An employee who sclects a plan other than the lowest priced plan pays any additional amount
required for the premium beyond the cost of the lowest priced plan..

Annually, the City contributes, for active employees $5,422.32 for single coverage and $13,501.44
for family coverage. Since 2003, the total monthly premiums have increased by 118% as illustrated
below. Healthcare costs are anticipated to continue to increase for calendar year 2013.

Monthly Lowest Cost Healthcare Plan
(2003 —2012)

$1,200.00

$1,000.00

$800.00

$600.00

$400.00

$18528  $198.54
@ —

$200.00
$99.94 $108.12  $11954  $120.8

$50.00
$25.00 $25.00 $25.00

$0.00 T T T T T T T T T
2003 . 2004 2005 2008 2007 2008 2009 2010 2011 2012

I-‘-Employee =E=City l




HONORABLE MAYOR AND CITY COUNCIL

April 17,2012

Subject: Approval of Implementation of Terms Contained in the Last, Best, and Final Offer for MEF
Page 6 of 10

Active Employees

The addition of the Kaiser Permanente Deductible HMO Benefit Plan 3800 (High Deductible Plan)
would have no impact on the cost sharing for healthcare premiums for active employees. This plan

" is an HMO with annual deductibles and/or additional higher copayments or coinsurance that must be
met for some services. It is important to note that some services are still 100% covered and the
deductible does not need to be met, including, but not limited to, routine physical maintenance
exams, urgent care consultations and exams and most immunizations (including vaccines). The City
would continue to pay 85% of the cost of the lowest priced Non-Deductible HMO plan for the
employee and dependent coverage and the employee would continue to pay fifteen percent (15%) of
the premium for the lowest priced Non-Deductible HMO plan, which is currently the $25 co-pay
plan. Effective January 1, 2013, a current employee may elect to enroll in the new Kaiser high
deductible plan and would have a lower or no cost sharing for the premiums associated with this
plan.

Retirees

‘The San Jose Municipal Code contains the level and eligibility for retiree healthcare benefits as part
of the retirement plans. Generally, employees are eligible for retiree medical insurance coverage if
at the time of retirement they have at least fifteen (15) years of retirement service credit. Even
employees with 15 years of service in the Federated City Employees’ Retirement System and 20
years of service in the Police and Fire Department Retirement Plan who leave City service prior to
retirement (also known as deferred vesting) can qualify for lifetime retiree medical insurance upon
retirement. :

For eligible retirees, the benefit provides for 100% of the premium cost for the lowest priced plan -
available to active employees for either single or family coverage. (This is a higher level of benefit
than active employees receive because retirees do not pay any premium for the lowest priced
healthcare benefit plan.) Since the current benefit is tied to the cost of the premium rather than a
fixed-dollar amount, the long-term cost of providing this benefit is integrally tied to the rising cost of
healthcare.

As illustrated above, healthcare costs have risen significantly in the last ten years. This has a direct
impact to the cost of retiree healthcare. Contributions for retiree medical benefits are made by the
City and active employees in the ratio of one-to-one (50/50 split). Contributions for retiree dental
benefits are made by the City and active employees in the ratio of eight-to-three.

The Fiscal Year 2012-2013 retiree healthcare portion of the contribution rates for the City’s two
retirement plans are as follows:

Current Retirce Healthcare Funding

Employee Contribution City Contribution
Federated 7.26% 7.91%
Police 8.26% 8.96%
Fire 6.11% 6.62%

Note: Does not include pension contribution rates.
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For many years, the City and active employees were partially pre-funding retiree healthcare, and
only some funds were set aside to pay for future healthcare liabilities, but at a level far less than full
pre-funding. As a result, the retiree healthcare plans are significantly underfunded and have a
significant unfunded liability. As of June 30, 2011, the unfunded liability and funding ratio for the
two plans are listed below:

Retiree Healthcare Unfunded Liability and Funding Ratio
Unfunded Actuarial Liability Funding Ratio
Federated $800.505 Million 14.00%
Police and Fire $596.764 Million 9.20%
Total $1.397 Billion

The City and active employees are currently phasing into paying for the total Annual Required
Contribution (ARC) over a period of five years. This has resulted in an incremental increase in the
contributions for retiree healthcare each year. However, after the fifth year, the Board’s actuary for
the Federated City Employees’ Retirement System has projected that the contributions required to
pay the Annual Required Contribution (ARC) will nearly double for the City and employees, as
shown in the chart below. As noted in the 2013-2017 General Fund Forecast, one of the main
drivers for the 2013-2014 General Fund shortfall of $22.5 million is the increased cost
(approximately $11 million) of the City’s annual required contribution for retiree healthcare for
employees in the Federated City Employees’ Retirement System. Please note that the
Administration has requested the projected retiree healthcare contributions for Police and Fne
however, they have not yet been completed.

Fiscal Year Employee City Total
2008-2009 4.65% 5.25% 9.90%
2009-2010 5.07% 5.70% 10.77%
2010-2011 5.76% 6.41% 12.17%
2011-2012 6.51% 7.16% 13.67%
2012-2013 7.26% 1 7.91% 15.17%
2013-2014 15.50% 16.84% 32.34%

Source: Cheiron Actuarial Valuation as of June 30, 2011

Effective January 1, 2013, the lowest-cost plan that will be available to retirees will be the high
deductible plan. Retirees and survivors will have an opportunity to make changes to their elections
for coverage during the normal Annual Open Enrollment conducted by Retirement Services in
November 2012, prior to the changes going into effect.

With the addition of the High Deductible Plan, the Plan will continue to pay 100% of the lowest
priced plan. A retiree or survivor who enrolls in this plan would not have to pay any portion of the
premium. A retiree or survivor may elect the $25 co-pay plan; however, the member would be
responsible for the difference between the cost of the $25 co-pay plan and the high deductible plan.
The 2013 healthcare rates have not been determined. If the 2012 healthcare rates continued for
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calendar year 2013, the following chart illustrates the cost to a retiree who elects to enroll in the $25
co-pay plan.

Non-Medicare

Lowest Priced Plan (LPP) $0

(High Deductible) ‘

Non-Medicare $129.96/mo (single)
$25 Co-pay $323.62/mo (family)
Medicare Supplement $0!

Lowest Priced Plan (LPP)

When a retiree becomes age 65, the member is required to enroll in Medicare Part A and B. The
Federated City Employees’ Retirement System and the Police and Fire Department Retirement Plan
provide Medicare recipients with several options for a Medicare supplemental insurance plan. The
total cost of the Medicare supplemental plans vary based on the plan selected by the retirce. There
are several Medicare supplemental options available to retirees and the premium is paid 100% by the
retirement system. As a result, the retiree or survivor may have no premium cost sharing, since the
total cost of the Medicare supplemental plan is often less than the non-Medicare plans. The retiree
will continue to be responsible for paying any premiums mandated by Medicare Part B and D.

EVALUATION AND FOLLOW-UP

None.

PUBLIC OUTREACH/INTEREST

IZI Criteria 1: Requires Council action on the use of public funds equal to $1 million or greater.
(Required: Website Posting)

D Criteria 2: Adoption of a new or revised policy that may have implications for public health,
safety, quality of life, or financial/economic vitality of the City. (Required: E-mail and
Website Posting)

D Criteria 3: Consideration of proposed changes to service delivery, programs, staffing that
may have impacts to community services and have been identified by staff, Council or a
Community group that requires special outreach. (Required: E-mail, Website Posting,
Community Meetings, Notice in appropriate newspapers)

This item meets Criterion 1. This memorandum will be posted on the City's website for the May 1,
2012, Council Agenda.

! Retirees enrolled in Medicare Part B contribute $99.00 - $319.70/month and $0 - $66.40/month for Medicare Part D,
depending on the amount of the monthly pension. These rates are for 2012 and subject to change for 2013.
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COORDINATION

“This memorandum was coordinated with the City Manager’s Budget Office and the City Attorney’s
Office.

COST IMPLICATIONS

2" Tier Pension Benefit

The City’s actuary, Bartel and Associates, estimated the normal cost of the pension retirement
benefit formula for new employees to be approxnnately 13.8% of payroll, using the 7.5% earnings
assumption. As the costs of the 2" tier pension benefit are split 50/50 between the City and
employees, the City’s share of this is 6.9%. The pension retirement benefit formula for new
employees is estimated to be 15.9% of payroll, using the 6.75% earnings assumption (7.95% for the
City.) (Please refer to the attached Letter from John Bartel dated April 6, 2012.) However, the
contribution rates are set by the Boards, based on an actuarial analysis prepared by the Boards’
actuary. The Federated City Employees’ Retirement System currently uses a 7.5% earnings
assumption.

Healthcare — Lowest Cost Plan

The addition of the high deductible plan would result in a new plan that would be available to
employees represented by MEF. For those employees that elect to enroll in the new Kaiser plan, the
employee will experience a reduction in premium contributions in 2013. The City would continue to
pay 85% of the total premium for the lowest priced Non-Deductible HMO plan, Wthh is currently
the $25 co-pay plan.

The high deductible plan would be available for all members and survivors in the Federated City
" Employees’ Retirement System and Police and Fire Department Retirement Plan. The Plans will
pay 100% of the lowest priced plan, which will be the high deductible plan in calendar year 2013.
Since this plan is less expensive than the $25 co-pay plan, it will reduce the cost of retiree
healthcare. Since the cost for retiree healthcare are shared equally between the City and employees,
both the City and active employees will benefit from the positive impact to the contribution rates in
the future.
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CEQA
CEQA: Not a Project, File No. PP10-069(b), Personnel Related Decisions.

Debra Figone
City Manager

For questions please contact Alex Gurza, Deputy City Manager, at (408) 535-8150.

Attachments
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HEALTHCARE

See attached

RETIREMENTFBENEFITS FOR NEW EMPLOYEES

See attached

MEDICARE PARTAANDB

See attached

April 16, 2012
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CITY PROPOSAL - HEALTHCARE COSTSHARING |

Proposed Language:

Effective pay date July 1, 2011, the City pays eighty-five percent (85%) of the cost of the
lowest priced plan for the employee or the employee and dependent coverage and the
employee pays fifteen percent (15%) of the premium for the lowest priced plan. If the
employee selects a plan other than the lowest priced plan, the employee pays the
difference between the total cost of the selected plan and the City’s contribution towards
the lowest priced plan.

Effective December 23, 2012, the City pays eighty-five percent (85%) of the cost of the
lowest priced Non-Deductible HMO plan for the employee or the employee and
dependent coverage and the employee pays fifteen percent (15%) of the premium for the
lowest priced Non-Deductible HMO plan. If the employee selects a plan other than the
lowest priced Non-Deductible HMO pian, the employee pays the difference between the
total cost of the selected plan and the City's contribution toward the lowest priced Non-
Deductible HMO plan. :

Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit Plan 3800 will
| be available fo employees represented by MEF in addition to the existing plan options.

City of San Jose
April 16, 2012



8% KAISER PERMANENTE.

Customer Name: Benefit Plan 3800
Customer ID: HCR TYPE XD5; $1500 DED;
‘ $40 OUTP; 30% INPT; $30/$10RX

Proposed Benefit Summary

Principal Benefits for Kaiser Permanente Deductible HMO Plan ( )

The Services described below are covered only if all the following conditions are satisfied:
o The Services are Medically Necessary
- o The Services are provided, prescribed, authorized, or directed by a Plan Physician and you receive the Services from
- Plan Providers inside our Northern California Region Service Area (your Home Region), except where specifically noted
to the contrary in the Evidence of Coverage (EOC) for authorized referrals, hospice care, Emergency Services, Post-
Stabilization Care, Out-of-Area Urgent Care, and emergency ambulance Services ‘

Annual Out-of-Pocket Maximum for Certain Services ,
For Services subject to the maximum, you will not pay any more Cost Sharing during a calendar year if the Copayments and
Coinsurance you pay for those Services, plus all your Deductible payments, add up to one of the following amounts:

For self-only enroliment (a Family of one Member).........cccccoenvvniniiiivnnennnn, $4,000 per calendar year
For any one Member in a Family of two or more Members............ccocvvveenrenne. $4,000 per calendar year
For an entire Family of two or more Members ............ccccevvemnnn s senenviee e $8,000 per calendar year

Deductible for Certain Services as specified helow
You must pay Charges for Services you receive in a calendar year until you reach one of the following Deductible amounts:

For self-only enroliment (a Family of one Member)..........cccccevvvvveivineiiinnn, $1,500 per calendar year
For any one Member in a Family of two or more Members............cococevveveennnn, $1,500 per calendar year
For an entire Family of two or more Members ...........ococccvvviininccininennniie i $3,000 per calendar year

Lifetime Maximum None
Professional Services (Plan Provider office visits) You Pay

Most primary and specialty care consultations and exams........... e $40 per visit (Deductible doesn't apply)
Routine physical maintenance eXams..........cocoviiiiiiniiiiniii s No charge (Deductible doesn't apply)
Well-child preventive exams (through age 23 months)...........cccceveevvevieenvieeennan. No charge (Deductible doesn't apply)
Family planning CoUNSEIING ......ccevvviiiiine e e e No charge (Deductible doesn't apply)
Scheduled prenatal care exams and first postpartum follow-up consultation and

123 o | OO OO SO PO U R TOURUPTRO No charge (Deductible doesn't apply)
Eye exams for refraction ... No charge (Deductible doesn't apply)
HEEMNG EXAIMS ..eiiviivitieiiriris sttt s st rbe s No charge (Deductible doesn't apply)
Urgent care consultations and eXams.........ccevveerinininie o snnie e snneens $40 per visit (Deductible doesn't apply)
Physical, occupational, and speech therapy ..........ccocvevninvininininceies e $40 per visit after Deductible

Outpatient Services ' You Pa

Outpatient surgery and certain other outpatient procedures...........c.coocvevvinvnennn. 30% Coinsurance after Deductible
Allergy injections (including allergy SErumM) ....coccivvvevinieoreneerenienioirereeneonneen No charge after Deductible
Most immunizations (INCIUAING VACCINES) ....c...vvvveeeiiririierinee e No charge (Deductible doesn't apply)
Most X-rays and laboratory tests............ccoecviinns e $10 per encounter after Deductible
Preventive X-rays, screenings, and laboratory tests as described in the EOC.... No charge (Deductible doesn't apply)
MRI, Mmost CT, and PET SCANS.......c.ccovvviiriiie i e n s s e $50 per procedure after Deductible
Health education: ‘

Covered individual health education counseling and programs ........................ No charge (Deductible doesn't apply)

Covered group educational Programs .........c.ccoevvenienrinncnierneeniersnessrescreeseesanes No charge (Deductible doesn't a
Hospitalization Services You Pay

Room and board, surgery, anesthesia, X-rays, laboratory tests, and drugs........ 30% Coinsurance after Deductible
Emergency Health Coverage You Pay

Emergency Department VISits ..........c..cocevrnviinicrnnis s ETTTITOOR 30% Coinsurance after Deductible
Ambulance Services You Pay

AMDUIANECE SEIVICES.... ittt e s srne s e re e $150 per trip after Deductible

pply)

Kaiser Foundation Health Plan, Inc., Northemn California Region ' ' continues



continued

Prescription Drug Coverage You Pa

Most covered outpatient items in accord with our drug formulary guidelines:
Generic items from a Plan Pharmacy.......c.cccovvveiiviecivi e e $10 for up to a 30-day supply, $20 for a 31- to
. ‘ 60-day supply, or $30 for a 61- to 100-day
; supply (Deductible doesn't apply)
Generic refills from our mail-order Service ...........c.cceeceirevecinninicnies e, $10 for up to a 30-day supply or $20 for a 31~
‘ to 100-day supply (Deductible doesn't apply)
Brand-name items from a Plan Pharmacy .............cccecove s, $30 for up to a 30-day supply, $60 for a 31- to
- 60-day supply, or $90 for a 61- to 100-day

supply (Deductible doesn't apply) ‘

Brand-name refills from our mail-order service.............oecevvvvvveiivire e isnenonn, $30 for up to a 30-day supply or $60 for a 31-

, to 100-day supply (Deductible doesn't apply)
Durable Medical Equipment You Pay .
Most covered durable medical equipment for home use in accord with our :
durable medical equipment formulary guidelines.............cccooevvvi i ciiiceeeece 20% Coinsurance (Deductible doesn't apply)
Mental Health Services You Pay .
Inpatient psychiatric hospitalization and intensive psychiatric treatment

(o] eT e[ =111 T F O T SRR P U TP PPN 30% Coinsurance after Deductible
Outpatient mental health evaluation and treatment................cc.coeoiine T .. $40 per individual visit (Deductible doesn't
: apply)

$20 per group visit (Deductible doesn't apply)
Chemical Dependency Services , ' v .
Inpatient detoxification.............cccoeeiiiiiiii e e 30% Coinsurance after Deductible
Individual outpatient chemical dependency consultations and treatment ............ $40 per visit (Deductible doesn't apply)
Group outpatient chemical dependency treatment............ccc.ceeeevvvceenrerrseeenennn. $5 per visit (Deductible doesn't apply)

Home Health Services . You Pay

Home health care (up to 100 visits per calendar year).........cc.ceov v e e cvennnen No charge (Deductible doesn't apply)
Skilled nursing facility care (up to 100 days per benefit period) ... 30% Coinsurance after Deductible

All covered Services related to infertility treatment...........ccoooii 50% Coinsurance (Deductible doesn't apply)
HOSPICE CAIE ..iiviiiee ettt s a e b b e s n e s ebesereesbes v No charge (Deductible doesn't apply)

This is a summary of the most frequently asked-about benefits. This chart does not explain benéfits, Cost Sharing, out-of-
pocket maximums, exclusions, or limitations, nor does it list all benefits and Cost Sharing. For a complete explanation, please
refer to the EOC. Please note that we provide all benefits required by law (for example, diabetes testing supplies).

Proposed monthly dues effective:

Subscriber

Subscriber & Spouse

Subscriber & Child(ren)
. Subscriber & Family

Kaiser Foundation Health Plan, Inc., Northem California Region 25664.25.1.PDN.
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The benefits set forth below shall apply to full time eligible employees who are hired on
or after July 1, 2012, and shall be referred to as Tier 2 in the Federated City Employees’
Retirement System.

Proposed Language:

Pension Formula

The pension benefit formula for eligible employees hired on or after July 1, 2012, shall be
2.0% percent per year of service subject to a maximum of 65% of final compensation.

"Final Compensation

Final compensation shall mean the average annual earned pa'y of the highest three
consecutive years of service. Final compensation shall be base pay only, excluding
premium pays or other additional compensation.’

Minimum Service

Employees shall be eligible for a service retirement after earning five (5) years of
retirement service credit and meeting the age requirement specified below.

Retirement Service Credit

Empldyees shall be eligible for a full year.of service credit upon reaching 2,080 hours of
regular time worked (including paid leave, but not overtime).

Age

Employees hired on or after July 1, 2012, shall be eligible to retire at age 65 with at least
five (6) years of retirement service credit.

Employees can retire at a minimum of age 55 with at least five (5) years of retirement
service credit; however, the member's benefit shall be reduced so it does not exceed the
actuarial value of full retirement. This reduced benefit shall be determined by the
Federated City Employees’ Retirement System actuary.

Deferral of Retirement

Employees who leave employment who have at least five (5) years of retirement service
credit may defer the retirement benefit until the employee becomes eligible to retire.

City of San Jose
April 16, 2012
Page 1 0of 3
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Cost of Living Adiustment (COLA)

Plan members shall receive a cost of living adjustment limited to the increase in the
consumer price index (San Jose — San Francisco — Oakland U.S. Bureau of Labor
Statistics index, CPI-U, December to December), capped at 1.5% per fiscal year. The
first COLA adjustment shall be prorated based on the number of months retired.

Disability Retirements

Service Connected

Plan members who are eligible for a service connected disability retirement benefit shall
receive an annual benefit based on 50% of the average annual pensionable pay of the
highest three consecutive years of service.

Non-Service Connected

Plan members who are eligible for a non-service connected disability retirement benefit
shall receive 2.0% times years of City service, but not less than 20% and not greater
than 50% based on the average annual pensionable pay of the highest three
consecutive years of service. Plan members shall not be eligible for a non-service
connected disability retirement unless the member has earned 5 years of retirement
service credit.

Survivorship Benefits

Death Before Relirement

If an employee dies durivng employment with the City and was not eligible for retirement,
a return of employee contributions, plus interest shall be returned to the spouse,
domestic partner, or estate.

If an employee dies during employment with the City and was eligible for retirement, a
monthly benefit equivalent to what the employee would have received if retired at the
time of death shall be provided to the spouse, domestic partner, or estate.

Death Before Retirement - Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic partner shall
receive a monthly benefit equivalent to 50% of the average annual pensionable pay of
the highest three consecutive years of service.

Death After Retirement

At the time of retirement, an employee may elect to receive a lower pension benefit to
provide survivorship benefits to a spouse/domestic partner or child(ren) designated at

City of San Jose
April 16, 2012
Page 2 of 3
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the time of retirement. The Board's actuary shall determine the pension benefit for a
50%, 75% or 100% continuance that is actuarially equivalent to the member’s benefit.

Defined ‘Contribution Plan

Employees may supplement the retirement benefit by electing to make contributions to
a defined contribution plan offered by the City, up to the annual IRS limit.

Cost Sharing

The City and Plan members in Tier 2 shall share equally in all costs of Tier 2 to the
pension plan, including, but not limited to administrative expenses, normal cost and
unfunded actuarial Ilablllty .

Reciprocity

Employees hired on or after July 1, 2012, shall be eligible for the benefits under the
reciprocal agreement with CalPERS that are in effect at the time of the employees
retirement.

Rights

The City expressly retains its authority to amend, change or terminate any retirement or
other post employment benefit provided by the Clty

The retirement benefits for employees in Tier 2 shall include those described herein and
shall not include any other benefits received by other members of the Federated Clty
Employees’ Retirement System, including, but not limited to, the purchase of service
credit and redeposit of contributions.

City of San Jose
April 16, 2012
Page 3 of 3
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CITY PROPOSAL - MEDICARE PART A AND B ENROLLMENT | ]

Proposed Language:

Effective July 1, 2012, a member who is eligible for retiree healthcare benefits in the
Federated City Employees’ Retirement System shall be required to enroll in Medicare
Part A and B at the age of 65. Additionally, the plan member shall be required to enroll
in a Medicare Plan provided by the Federated City Employees’ Retirement System and
assign Medicare Part A and B to the Medicare Plan if required by the healthcare
provider. '

If a plan member was hired before March 1986 and is not eligible for Medicare Part A at
no cost, the plan member shall be required to provide such verification from the U.S.
Social Security Administration to the Department of Retirement Services within 6
months from the date the plan member becomes age 65. Plan members shall be
required to enroll in a.Medicare Plan provided by the Federated City Employees’
Retirement System within 6 months from the date the plan member is age 65.

If a plan member fails to meet the requirements set forth above within 6 months from
the date the member becomes age 65, the plan shall cease to provide retiree
healthcare benefits until the plan member completes such requirements. This means
that the member and qualifying dependents (if applicable) shall not receive retiree
healthcare benefits. The Plan member and qualifying dependents shall be re-enrolled
in retiree healthcare benefits beginning the 1% day of the following month after such
requirements have been completed.

If the Plan member dies during the period which the plan member failed to complete the
requirements set forth above, the eligible spouse or domestic partner and child(ren)
shall be re-enrolled in a health insurance plan. When the spouse or domestic partner is
age 65, the same requirements must be fulfilled, otherwise retiree healthcare coverage
will cease until such requirements are completed, as set forth above.

City of San Jose
April 16, 2012



April 6,2012

Debra Figone
City Manager
City of San Jose
- 200 East Santa Clara Street
San Jose, CA 95113

Re:

Dear Ms. Figone:

This letter provides an estimated total Normal Cost rate for the proposed Tier 2 benefit as compared to the -
pension benefit for current Federated employees. This letter does not take into account any possible City

contributions to a defined contribution plan,

Summary of Proposed Benefit Changes

The following table summarizes the proposed Federated Tier 2 benefit as compared to the current pension

benefit, showing the proposed Tier 2 benefit with a 2.0% accrual rate:

Federated City Employees’ Retirement System - Tier 2 Normal Cost Estimate

; “Current Plan S Proposed Tier 2
m Accrual Rate B 2.5% per year @ 2.0% per year
® Max Benefit B 75% B 65%
B Eligibility | 55&S5, or | m 65&5 .
B 30 years B 55&S5 with actuarial
reduction
B Final Average Earnings | ® Highest ! yeér (FAED) @ Highest 3 year (FAE3)
(FAE)
m COLA | 3% fixed @ CPI, max 1.5%
A Survivor Form m 50%J&S . | m Single Life
® Disability m Duty —40%-75% FAEL @ Duty — 50% FAE3
B Non-Duty — 20%-75% B Non-Duty —20%-50%
FAE1 FAE3
B Cost Sharing m Normal Cost: ‘B Normal Cost:
o City —73% o City—50% -
» EE-27% o EE -50%
® Unfunded Liability: B Unfunded Liability:
o City — 100% o City —50%
o EE—0% s BE—50%

411 Borel Avenue, Suite 101 ® San Mateo, California 94402
main: 650/377-1600 ° fax 650/345-8057 @ web: www.battel-associates.com
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Resulis '

Following is a comparison of the estimated total Normal Cost as a percent of payroll (NC %) for the
proposed Tier 2 benefit as compared to the pension benefit for current Federated employees. The results
are shown using the June 30, 2011 valvation discount rate assumption of 7.5% and an alternative lower
discount rate assumption of 6.75%.

TARARIE SN R * Proposed Tier?2 -
_ Cilrrent Plan. . (Based on Demographics of Hires

: o : (All Federated Employees) _ within Last 5 Years)
# Discount Rate 7.5% 6.75% 1.5% 6.75%
8 Total NC %: ‘

o Benefits 20.55% 24.68% 13.1% 15.2%

o Admin Expenses 0.70% - 0.70% 0.7% 0.7%

« SRBR - 2.57% 2.57%' 0.0% 0.0%

o Total 23.82% 27.95% 13.8% 15.9%

Assnmptions

The results are based on the Federated City Employees’ Retirement System June 30, 2011 Actuarial
Valuation, including actuarial methods and assumptions and valuation census data provided by the City,
with the exception of rates of retirement which were adjusted to reflect expected later retirement ages
under the Tier 2 benefit. As indicated in the table above, the current plan Normal Cost rates are based on
all Federated participants included in the valuation, and the estimated Tier 2 Normal Cost rates are based
on the demographics of the Federated participants included in the valuation who were hired within the last
five years.

Actuarial Certification

As an Associate of the Society of Actuaries, a Fellow of the Conference of Consulting Actuaries and a
member of the American Academy of Actuaries, I certify these results are consistent with generally
accepted actuarial principles and practices. We based our results on the June 30, 2011 Actuarial
Valuation of the Federated City Employees’ Retirement System and the valuation census data provided
by the City. ‘

Please call me (650-377-1601) with-any questions about this information.

Sincerely,

g Al

John E. Bartel
President

¢ Alex Gurza, City of San Jose
Jennifer Schembri, City of San Jose

! SRBRwill likely increase as % of pay.

411 Borel Avenue, Suite 101 @ San Mateo, Califosnia 94402
main: 650/377-1600 @ ﬁzx.' 650/345-8057 @ web: www.battel-associates.com



COUNCIL AGENDA: 05/01/12

CITY OF M | | e
SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR AND FROM: Debra Figone
CITY COUNCIL

SUBJECT: SEE BELOW DATE: April 17,2012

SUBJECT: APPROVAL OF IMPLEMENTATION OF TERMS CONTAINED IN THE
CITY’S LAST, BEST, AND FINAL OFFER TO THE CONFIDENTIAL
EMPLOYEES’ ORGANIZATION, AFSCME LOCAL NO. 101 (CEO)

COUNCIL DISTRICT: N/A
SNI AREA: N/A

RECOMMENDATION

Adoption of a resolution approving the implementation of terms contained in the City’s Last, Best,
and Final Offer dated April 16, 2012, to the Confidential Employees’ Organization, AFSCME Local
No. 101 (CEO).

OUTCOME
Adoption of the resolution and authorization to implement terms contained in the City’s Last, Best,

and Final Offer dated April 16, 2012, for employees represented by the Confidential Employees’
Organization, AFSCME Local No. 101 (CEO).

BACKGROUND

The City and the Confidential Employees’ Organization, AFSCME Local No. 101 (CEO) had a
Memorandum of Agreement (MOA) which was to expire on or about September 17, 2011. The City
and CEO commenced negotiations on a successor MOA with MEF in January 2011. However, the
parties were unable to reach an agreement on a successor MOA and, on or about May 31, 2011, the
City imposed the terms contained in the City’s Last, Best, and Final Offer (Alternative A), including,
among other things, an ongoing reduction in total compensation achieved through a combination of
reduced base pay and healthcare changes. It should be noted that the implementation of terms did
not result in a memorandum of understanding.

On or about June 13, 2011, the City met with CEO and other bargaining units to discuss retirement
reform negotiations. The City subsequently provided CEO a draft framework for conducting
retirement negotiations concurrently with negotiations over a proposed ballot measure, including a
mutual commitment to complete negotiations by an immutable deadline of October 31, 2011.
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However, the parties were unable to reach an agreement on the framework for conducting concurrent
negotiations on retirement reform and a potential ballot measure.

On or about July 6, 2011, the City met with CEO, along with the Association of Building,
Mechanical and Electrical Inspectors (ABMEI), the International Brotherhood of Electrical Workers,
Local No. 332 (IBEW), and the Municipal Employees’ Federation, AFSCME Local No. 101 (MEF). -
During this meeting, CEO, ABMEI, IBEW, and MEF notified the City of its intent to jointly
negotiate retirement reform issues. The invitation to jointly negotiate retirement reform was also
extended to the International Union of Operating Engineers, Local No. 3 (OE#3). On or about July
21, 2011, the City notified CEO of its interest to commence negotiations on retirement reform. The
City also agreed to engage in joint negotiations with IBEW, ABMEI, CEO, MEF and OE#3 on
retirement reform. '

The City and CEO met approximately eleven (11) times between June 13, 2011, and November 15,
2011. During these negotiations, the City and CEO exchanged proposals on retirement reform,
including, but not limited to pension benefits for new employees, retiree healthcare for new
employees, enrollment in Medicare Part A and B, and healthcare plan design and cost sharing. The
City and CEO were unable to reach an agreement and, on November 17, 2011, the parties reached
impasse and subsequently engaged in the mediation process on November 22, 2011. Unfortunately,
despite these efforts, the parties were unable to reach an agreement. On December 6, 2011, the City
Council provided direction to staff to ask the bargaining units to re-engage in mediation on all
retirement issues. CEO agreed to re-engage in the mediation process and participated in additional
mediation with the City on December 21, 2011, January 4, January 6, January 13, January 30 and
February 13, 2012. Despite these efforts, the parties again were unable to reach an agreement.

On April 16, 2012, the City provided CEO with a Last, Best, and Final Offer, including proposals on
pension benefits for new employees, enrollment in Medicare Part A and B, and healthcare plan
design and cost sharing. The City requested that CEO provide its response by April 20, 2012. If an
agreement is reached with CEO, a Supplemental Memorandum will be issued.

Pursuant to the Meyers-Milias-Brown Act under California Government Code Section 3505.4, if,
after meeting and conferring in good faith, an impasse has been reached between the public agency
and the recognized employee organization, and impasse procedures, where applicable, have been
exhausted, a public agency that is not required to proceed to interest arbitration may implement its
last, best, and final offer, but shall not implement a memorandum of understanding.

CEO has been notified that this item will be placed on the Council Agenda for implementation of
terms contained in the City’s Last, Best, and Final Offer for employees represented by CEO, a
complete copy of which is attached.

ANALYSIS

The following is a summary of the terms contained in the City’s Last, Best, and Final Offer that
would be implemented for employees represented by CEO:
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Pension Benefits
for New
Employees

(Tier 2)

Employees hired on or after July 1, 2012, shall be eligible for the following
pension benefits. (This includes employees who leave or have left City
service and are subsequently rehired or reinstated after July 1, 2012.)

Pension formula
2.0% per year of service, subject to a maximum of 65% of final compensation.

Final compensation \
Average annual earned pay of the highest three consecutive years -of service.
Final compensation shall be base pay only.

Minimum service
Employees shall be eligible for a service retirement after earning five (5) years
of retirement service credit and meeting the age requirement.

Retirement Service Credit

Employees shall receive retirement service credit for regular time worked
(including paid leave, but not overtime). Employees shall be eligible for a full
year of service credit upon reaching 2,080 hours of regular time worked
(including paid leave, but not overtime).

Age
Employees shall be eligible to retire at age 65 with at least five years of
retirement service credit.

Employees can retire at a minimum of age 55 with at least five years of
retirement service credit; however, the member’s benefit shall be reduced so it
does not exceed the actuarial value of full retirement at age 65.

Cost of Living Adjustment (COLA) )

Plan members shall receive a cost of living adjustment limited to the increase
in the consumer price index (San Jose — San Francisco — Oakland U.S. Bureau
of Labor Statistics index, CPI-U, December to December), capped at 1.5% per
fiscal year. The first COLA shall be prorated based on the number of months
retired.

Disability Retirements

Service Connected

Plan members eligible for a service connected disability retirement benefit
shall receive an annual benefit based on 50% of the average annual
pensionable pay of the highest three consecutive years of service.

Non-Service Connected

Plan members eligible for a non-service connected disability retirement benefit
shall receive 2.0% times every year of service, but not less than 20% and not
greater than 50% based on the average annual pensionable pay of the highest
three consecutive years of service.
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Medicare Part A
and B Enrollment
(Current and New
Plan Members)

Healthcare
(Current and New
Employees)

Survivorship Benefits

Death Before Retirement

If the employee dies during employment with the City and was not eligible for
retirement, a return of employee contributions, plus interest shall be returned
to the spouse, domestic partner, or estate.

If an employee dies during employment with the City and was eligible for

retirement, a monthly benefit equivalent to what the employee would have

received if retired at the time of death shall be provided to the spouse,
domestic partner, or estate.

Death Before Retirement — Employees killed in the line of duty
If an employee is killed in the line of duty, the surviving spouse or domestic
partner shall receive a monthly benefit equivalent to 50% of the average

~ annual pensionable pay of the highest three consecutive years of service.

. Election Death Benefit after Retirement

At the time of retirement, an employee may elect to receive a lower pension
benefit to provide survivorship benefits to a spouse/domestic partner or
child(ren) designated at the time of retirement.

Cost Sharing
The City and Plan members in Tier 2 shall share equally in all costs of Tier 2

to the pension plan, including, but not limited to administrative expenses,
normal cost and unfunded actuarial liability.

Rights
The City expressly retains its authority to amend, change or terminate any
retirement benefit provided by the City.

Effective July 1, 2012, a member who is eligible for retiree healthcare benefits
in the Federated City Employees’ Retirement System shall be required to
enroll in Medicare Part A and B at the age of 65. If a plan member fails to
meet the requirements within six (6) months from the date the member
becomes age 65, the plan shall cease to provide retiree healthcare benefits until
the plan member completes such requirements. This means that the member
and qualifying dependents (if applicable) shall not receive retiree healthcare
benefits.

Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit Plan
3800 shall be available to employees, in addition to the existing plan options.

Effective December 23, 2012, the City shall pay eighty-five percent (85%) of
cost of the lowest priced Non-Deductible HMO plan for the employee or the
employee and dependent coverage and the employee shall pay fifteen percent
(15%) of the premium for the lowest priced Non-Deductible HMO plan. (See
discussion of lowest cost plan below.)
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Discussion of Healthcare - Lowest Cost Plan

The City currently offers a choice of four health insurance plans for employees that include Kaiser,
Blue Shield HMO, Blue Shield PPO and Blue Shield POS. The City pays 85% of the lowest priced
plan for single or family coverage and employees pay 15% of the lowest priced plan. The Kaiser
$25 co-pay plan is the lowest priced plan for 2012. The 2012 total monthly premium for the lowest
priced plan for the City and employees are listed below.

Monthly Premlum for Current Lowest Priced Healthcare Plan ;
~ ___ Kaiser (825 co-pay plan)
Single Famlly
Employee Contribution $79.72 $198.54
City $451.86 $1,125.12
Total $531.58 $1,323.66

An employee who selects a plan other than the lowest priced plan pays any additional amount
required for the premium beyond the cost of the lowest priced plan.

Annually, the City contributes, for active employees $5,422.32 for single coverage and $13,501.44
for family coverage. Since 2003, the total monthly premiums have increased by 118% as illustrated
below. Healthcare costs are anticipated to continue to increase.

Monthly Lowest Costh Healthcare Plan |
(2003 — 2012)
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Active Employees

The addition of the Kaiser Permanente Deductible HMO Benefit Plan 3800 (High Deductible Plan) -
would have no impact on the cost sharing for healthcare premiums for active employees. This plan
is an HMO with annual deductibles and/or additional higher copayments or coinsurance that must be
met for some services. It is important to note that some services are still 100% covered and the
deductible does not need to be met, including, but not limited to, routine physical maintenance
exams, urgent care consultations and exams and most immunizations (including vaccines). The City
would continue to pay 85% of the cost of the lowest priced Non-Deductible HMO plan for the
employee and dependent coverage and the employee would continue to pay fifteen percent (15%) of
the premium for the lowest priced Non-Deductible HMO plan, which is currently the $25 co-pay
plan. Effective January 1, 2013, a current employee may elect to enroll in the new Kaiser high
deductible plan and would have a lower or no cost sharing for the premiums associated with this
plan.

Retirees

The San Jose Municipal Code contains the level and eligibility for retiree healthcare benefits as part
of the retirement plans. Generally, employees are eligible for retiree medical insurance coverage if
at the time of retirement they have at least fifteen (15) years of retirement service credit. Even
employees with 15 years of service in the Federated City Employees’ Retirement System and 20
years of service in the Police and Fire Department Retirement Plan who leave City service prior to
retirement (also known as deferred vesting) can qualify for lifetime retiree medical insurance upon
retirement.

For eligible retirees, the benefit provides for 100% of the premium cost for the lowest priced plan
available to active employees for either single or family coverage. (This is a higher level of benefit
than active employees receive because retirees do not pay any premium for the lowest priced
healthcare benefit plan.) Since the current benefit is tied to the cost of the premium rather than a
fixed-dollar amount, the long-term cost of providing this benefit is integrally tied to the rising cost of
healthcare.

As illustrated above, healthcare costs have risen significantly in the last ten years. This has a direct
impact to the cost of retiree healthcare. Contributions for retiree medical benefits are made by the
City and active employees in the ratio of one-to-one (50/50 split). Contributions for retiree dental
benefits are made by the-City and active employees in the ratio of eight-to-three.

The Fiscal Year 2012-2013 retiree healthcare portion of the contribution rates for the City’s two
retirement plans are as follows:

Current Retiree Healthcare Funding

Employee Contribution City Contribution

Federated 7.26% . 7.91%
Police ‘ 8.26% 8.96%
Fire 6.11% 6.62%

Note: Does not include pension contribution rates.
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For many years, the City and active employees were partially pre-funding retiree healthcare, and
only some funds were set aside to pay for future healthcare liabilities, but at a level far less than full
pre-funding. As a result, the retiree healthcare plans are significantly underfunded and have a
significant unfunded liability. As of June 30, 2011, the unfunded liability and funding ratio for the
two plans are listed below:

Retiree Healthcare Unfunded Liability and Funding Ratio ‘
Unfunded Actuarial Liability Funding Ratio
Federated $800.505 Million 14.00%
Police and Fire $596.764 Million 9.20%
Total $1.397 Billion

The City and active employees are currently phasing into paying for the total Annual Required
Contribution (ARC) over a period of five years. This has resulted in an incremental increase in the
contributions for retiree healthcare each year. However, after the fifth year, the Board’s actuary for
the Federated City Employees’ Retirement System has projected that the contributions required to
pay the Annual Required Contribution (ARC) will nearly double for the City and employees, as
shown in the chart below. As noted in the 2013-2017 General Fund Forecast, one of the main
drivers for the 2013-2014 General Fund shortfall of $22.5 million is the increased cost
(approximately $11 million) of the City’s annual required contribution for retiree healthcare for
employees in the Federated City Employees’ Retirement System. Please note that the
Administration has requested the projected retiree healthcare contributions for Police and Fire;
however, they have not yet been completed.

Fiscal Year Employee City Total
2008-2009 4.65% 5.25% 9.90%
2009-2010 5.07% ' 5.70% 10.77%
2010-2011 5.76% 6.41% 12.17%
2011-2012 6.51% 7.16% 13.67%
2012-2013 7.26% 7.91% 15.17%
2013-2014 15.50% 16.84% 32.34%

Source: Cheiron Actuarial Valuation as of June 30, 2011

Effective January 1, 2013, the lowest-cost plan that will be available to retirees will be the high
deductible plan. Retirees and survivors will have an opportunity to make changes to their elections
for coverage dunng the normal Annual Open Enrollment conducted by Retirement Services in
November 2012, prior to the changes going into effect.

With the addition of the High Deductible Plan, the Plan will continue to pay 100% of the lowest
priced plan. A retiree or survivor who énrolls in this plan would not have to pay any portion of the
premium. A retiree or survivor may elect the $25 co-pay plan; however, the member would be
responsible for the difference between the cost of the $25 co-pay plan and the high deductible plan.
The 2013 healthcare rates have not been determined. If the 2012 healthcare rates continued for
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calendar year 2013, the following chart illustrates the cost to a retiree who elects to enroll in the $25
co-pay plan.

Non-Medicare

Lowest Priced Plan (LPP) $0

(High Deductible)

Non-Medicare ' $129.96/mo (single)
$25 Co-pay $323.62/mo (family)
Medicare Supplement ’ $0!

Lowest Priced Plan (I.PP)

When a retiree becomes age 65, the member is required to enroll in Medicare Part A and B. The
Federated City Employees’ Retirement System and the Police and Fire Department Retirement Plan
provide Medicare recipients with several options for a Medicare supplemental insurance plan. The
total cost of the Medicare supplemental plans vary based on the plan selected by the retiree. There
are several Medicare supplemental options available to retirees and the premium is paid 100% by the
retirement system. As a result, the retiree or survivor may have no premium cost sharing, since the
total cost of the Medicare supplemental plan is often less than the non-Medicare plans. The retiree
will continue to be responsible for paying any premiums mandated by Medicare Part B and D.

EVALUATION AND FOLLOW-UP

None.

PUBLIC OUTREACH/INTEREST

IZ[ Criteria 1: Requires Council action on the use of public funds equal to $1 million or greater.
(Required: Website Posting)

D Criteria 2: Adoption of a new or revised policy that may have implications for public health,
safety, quality of life, or financial/economic vitality of the City. (Required: E-mail and
Website Posting)

D Criteria 3: Consideration of proposed changes to service delivery, programs, staffing that
may have impacts to community services and have been identified by staff, Council or a
Community group that requires special outreach. (Required: E-mail, Website Posting,
Community Meetings, Notice in appropriate newspapers)

This item meets Criterion 1. This memorandum will be posted on the City's website for the May 1,
2012, Council Agenda.

! Retirees enrolled in Medicare Part B contribute $99.00 - $319.70/month and $0 - $66.40/month for Medicare Part D,
depending on the amount of the monthly pension. These rates are for 2012 and subject to change for 2013,
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COORDINATION

This memorandum was coordinated with the City Manager’s Budget Office and the City Attorney’s
Office.

COST IMPLICATIONS

2" Tier Pension Benefit

The City’s actuary, Bartel and Associates, estimated the normal cost of the pension retirement
benefit formula for new employees to be approximately 13.8% of payroll, using the 7.5% earnings
assumption. As the costs of the 2™ tier pension benefit are split 50/50 between the City and
employees, the City’s share of this is 6.9%. The pension retirement benefit formula for new
employees is estimated to be 15.9% of payroll, using the 6.75% earnings assumption (7.95% for the
City.) (Please refer to the attached Letter from John Bartel dated April 6, 2012.) However, the
contribution rates are set by the Boards, based on an actuarial analysis prepared by the Boards’
actuary. The Federated City Employees’ Retirement System currently uses a 7.5% earnings
assumption. ‘ '

Healthcare — Lowest Cost Plan

The addition of the high deductible plan would result in a new plan that would be available to
employees represented by CEO. For those employees that elect to enroll in the new Kaiser plan, the
employee will experience a reduction in premium contributions in 2013. The City would continue to
pay 85% of the total premium for the lowest priced Non-Deductible HMO plan, which is currently
the $25 co-pay plan.

The high deductible plan would be available for all members and survivors in the Federated City
Employees’ Retirement System and Police and Fire Department Retirement Plan. The Plans will
pay 100% of the lowest priced plan, which will be the high deductible plan in calendar year 2013.
Since this plan is less expensive than the $25 co-pay plan, it will reduce the cost of retiree
healthcare. Since the cost for retiree healthcare are shared equally between the City and employees,
both the City and active employees will benefit from the positive impact to the contribution rates in
the future.
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CEQA
CEQA: Not a Project, File No. PP10-069(b), Personnel Related Decisions.

Debra Fi gone( )
City Manager

For questions please contact Alex Gurza, Deputy City Manager, at (408) 535-8150.

Attachments
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HEALTHCARE

See attached

RETIREMENT BENEFITS FOR NEW EMPLOYEES

See attached

MEDICARE PARTAANDE

See attached

April 16, 2012
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CITY PROPOSAL — HEALTHCARE COSTSHARING = |

Proposed Language:

Effective pay date July 1, 2011, the City pays eighty-five percent (85%) of the cost of the
lowest priced plan for the employee or the employee and dependent coverage and the
employee pays fifteen percent (15%) of the premium for the lowest priced plan. If the
employee selects a plan other than the lowest priced plan, the employee pays the
difference between the fotal cost of the selected plan and the City’'s contribution towards
the lowest priced plan.

Effective December 23, 2012, the City pays eighty-five percent (85%) of the cost of the
lowest priced Non-Deductible HMO plan for the employee or the employee and
dependent coverage and the employee pays fifteen percent (15%) of the premium for the
lowest priced Non-Deductible HMO plan. If the employee selects a plan other than the
lowest priced Non-Deductible HMO plan, the employee pays the difference between the
total cost of the selected plan and the City’s contribution toward the lowest priced Non-
Deductible HMO plan. '

Effective January 1, 2013, Kaiser Permanente Deductible HMQ Benefit Plan 3800 will
be available to employees represented by CEOQ in addition to the existing plan options.

City of San Jose
April 16, 2012
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Customer Name: , Benefit Plan 3800
Customer ID: HCR TYPE XDS5; $1500 DED;
$40 OUTP; 30% INPT; $30/$10RX

Proposed Benefit Summary

Principal Benefits for Kaiser Permanente Deductible HMO Plan ( )

The Services described below are covered only if all the following conditions are satisfied:
e The Services are Medically Necessary
e The Services are provided, prescribed, authorized, or directed by a Plan Physician and you receive the Services from
" Plan Providers inside our Northern California Region Service Area (your Home Region), except where specifically noted
to the contrary in the Evidence of Coverage (EOC) for authorized referrals, hospice care, Emergency Services, Post-
Stabilization Care, Out-of-Area Urgent Care, and emergency ambulance Services

Annual Out-of-Pocket Maximum for Certain Services ' '
For Services subject to the maximum, you will not pay any more Cost Sharing during a calendar year if the Copayments and
Coinsurance you pay for those Services, plus all your Deductible payments, add up to one of the following amounts:

For self-only enroliment (a Family of one Member)...........cooovvvovivvcevveeeenn, $4,000 per calendar year
For any one Member in a Family of two or more Members...........ccccoovevvveennn. $4,000 per calendar year
For an entire Family of two or more Members ........c.c..ccoovvvvviveercereeeeeseeian $8,000 per calendar year

Deductible for Certain Services as specified below
You must pay Charges for Services you receive in a calendar year until you reach one of the following Deductible amounts:
For self-only enroliment (a Family of one Member)..............cc.cccocovvvenivinnnce. $1,500 per calendar year
For any one Member in a Family of two or more Members...........coovevevevnnnn. $1,500 per calendar year
For an entire Family of two or more Members .............c.ccceevii e $3,000 per calendar year

Lifetime Maximum None
Professional Services (Plan Provider office visits You Pay
Most primary and specialty care consultations and exams $40 per visit (Deductible doesn't apply)
Routine physical maintenance exams..........cccocriviiiieirniecie e No charge (Deductible doesn't apply)
Well-child preventive exams (through age 23 months).........cccccceeeeevieriieiiininennnn No charge (Deductible doesn't apply)
Family planning counSeliNg .........ccccocevieiiiionice e No charge (Deductible doesn't apply)
Scheduled prenatal care exams and first postpartum follow-up consultation and

EXAIM Lot itiritiet ettt e e b e e eb b e et bebbe s b e s et s aebesteotseeeeas No charge (Deductible doesn't apply)
Eye exams for refraction ............ccccevviiiiiieicce s No charge (Deductible doesn't apply)
HEAIMNG EXAMS ..ottt s s e e r ettt No charge (Deductible doesn't apply)
Urgent care consultations and eXams............cocecvvivviniiiiniiecneceeneein s $40 per visit (Deductible doesn't apply)

Physical, occupational, and speech therapy ........ccococvchieve oo eeeeveene s $40
Outpatient Services

per visit after Deductible
You Pay

Outpatient surgery and certain other outpatient procedures.............c..ccoevoeven... 30% Coinsurance after Deductible
Allergy injections (including allergy SErumM) .......ccvvrevriviieriiiee oo seeees No charge after Deductible
Most immunizations (including vaccings) .........cccecovvvvveeececeiiie e No charge (Deductible doesn't apply)
Most X-rays and 1aboratory testS........ccoovvviiiiiiii e $10 per encounter after Deductible
Preventive X-rays, screenings, and laboratory tests as described in the EOC.... No charge (Deductible doesn't apply)
MRI, Most CT, @nd PET SCANS.........ccccoviiviieieiieiieeretierieeeeees e st et aee et eeesesens $50 per procedure after Deductible
Health education:

Covered individual health education counseling and programs....................... No charge (Deductible doesn't apply)

Covered group educational programs................ e et No charge (Deductible doesn't apply)
Hospitalization Services You Pay

Room and board, surgery, anesthesia, X-rays, laboratory tests, and drugs....... . 30% Coinsurance after Deductible
Emergency Health Coverage : ' You Pay ‘

Emergency Department Visits ..............ccoccvevivieeniireiiece, e 30% Coinsurance after Deductible
Ambulance Services You Pay

mbulance Services.......c.c.ccovvevnenen, SYPICT e e bbb $150 per trip after Deductible

Kaiser Foundation Health Plan, Inc., Northem California Region continues



continued

Most covered outpatient items in accord with our drug formulary guidelines:

Generic items from a Plan Pharmacy............coovcvvneiiinne e $10 for up to a 30-day supply, $20 for a 31- to
60-day supply, or $30 for a 61- to 100-day
supply (Deductible doesn't apply)

Generic refills from our mail-order SErViCe .........covvvevieiereccnee s $10 for up to a 30-day supply or $20 for a 31-

: ﬁ to 100-day supply (Deductible doesn't apply)

Brand-name items from a Plan Pharmacy ......cc.ccocvvvvvciiiciinciiecieee $30 for up to a 30-day supply, $60 for a 31- to

' 60-day supply, or $90 for a 61- to 100-day

: : supply (Deductible doesn't apply)

Brand-name refills from our mail-order Service............oovvcverinvieieeniie s $30 for up to a 30-day supply or $60 for a 31-

to 100-day supply (Deductible doesn't apply)
You Pay '

Durable Medical Equipment
Most covered durable medical equipment for home use in accord with our

durable medical equipment formulary guidelines...............c.ooceveviniiinc e 20% Coinsurance (Deductible doesn't apply)
Mental Health Services , You Pay ’
Inpatient psychiatric hospitalization and intensive psychiatric treatment

ST =11 T O OO PUTURTUTTOT -30% Coinsurance after Deductible
Outpatient mental health evaluation and treatment...............cccccoes e $40 per individual visit (Deductible doesn't
: apply)

$20 per group visit (Deductible doesn't apply)
Chemical Dependency Services You Pay '
Inpatient detoXification..........c.covveeieic 30% Coinsurance after Deductible
Individual outpatient chemical dependency consultations and treatment ............ $40 per visit (Deductible doesn't apply)
Group outpatient chemical dependency treatment........ccccccvevevieic e, $5 per visit (Deductible doesn't apply)
Home Health Services You Pay

Home health care (up to 100 visits per calendar year)..............c.ccoovvvienvieennncnn, No charge (Deductible doesn't apply)

Skilled nursing facility care (up to 100 days per benefit period) .........ccocovevveenen, 30% Coinsurance after Deductible .
All covered Services related to infertility treatment...........c.ccconiieiinn, 50% Coinsurance (Deductible doesn't apply)
HOSPICE CAIE ... s No charge (Deductible doesn't apply)

This is a summary of the most frequently asked-about benefits. This chart does not explain benefits, Cost Sharing, out-of-
pocket maximums, exclusions, or limitations, nor does it list all benefits and Cost Sharing. For a complete explanation, please
refer to the EOC. Please note that we provide all benefits required by law (for example, diabetes testing supplies).

I5roposed monthly dues effective:

Subscriber

Subscriber & Spouse
Subscriber & Child(ren)
Subscriber & Family

kaiser Foundation Health Plan, Inc., Northem Califomia Region 25664.25.1.PDN.
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CITY PROPOSAL - RETIREMENT BENEFITS FOR NEW EMPLOYEES

The benefits set forth below shall apply to full time eligible employees who are hired on
or after July 1, 2012, and shall be referred to as Tier 2 in the Federated City Employees’
Retirement System

Proposed Language: g

Pension Formula

The pension benefit formula for eligible employees hired on or after July1, 2012, shall be
2.0% percent per year of service subject to a maximum of 65% of final compensatlon

Final Compensation

Final compensation shall mean the average annual earned pay of the highest three
consecutive years of service. Final compensation shall be base pay only, excluding
premium pays or other addltlonal compensation.

Minimum Service

Employees shall be eiigible for a service retirement after earning five (5) years of
retirement service credit and meeting the age requirement specified below.

Retirement Service Credit

Employees shall be eligible for a full year of service credit upon reaching 2,080 hours of
regular time worked (including paid leave, but not overtime).

Age

Employees hired on or after July 1, 2012, shall be eligible to retire at age 65 with at least
five (5) years of retirement service credit.

Employees can retire at a minimum of age 55 with at least five (5) years of retirement
service credit; however, the member’s benefit shall be reduced so it does not exceed the
actuarial value of full retirement. This reduced benefit shall be determined by the
Federated City Employees’ Retirement System actuary.

Deferral of Retirement

Employees who leave employment who have at least five (5) years of retirement service
credit may defer the retirement benefit until the employee becomes eligible to retire.

City of San Jose
April 16, 2012
Page 10f 3
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Cost of Living Adjustment (COLA)

Plan members shall receive a cost of living adjustment limited to the increase in the
consumer price index (San Jose — San Francisco — Oakland U.S. Bureau of Labor
Statistics index, CPI-U, December to December), capped at 1.5% per fiscal year. The
first COLA adjustment shall be prorated based on the number of months retired.

Disability Rétirements

Service Connected

Plan members who are eligible for a service connected disability retirement benefit shall
receive an annual benefit based on 50% of the average annual pensionable pay of the
highest three consecutive years of service.

Non-Service Connected

Plan members who are eligible for a non-service connected disability retirement benefit
shall receive 2.0% times years of City service, but not less than 20% and not greater
than 50% based on the average annual pensionable pay of the highest three
consecutive years of service. Plan members shall not be eligible for a non-service
connected disability retirement unless the member has earned 5 years of retirement
service credit.

Survivorship Benefits

Death Before Retirement

If an employee dies during employment with the City and was not eligible for retirement,
a return of employee contributions, plus interest shall be returned to the spouse,
domestic partner, or estate.

If an employee dies during employment with the City and was eligible for retirement, a
monthly benefit equivalent to what the employee would have received if retired at the
time of death shall be provided to the spouse, domestic‘ partner, or estate.

Death Before Retirement - Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic partner shall
receive a monthly benefit equivalent to 50% of the average annual pensionable pay of
the highest three consecutive years of service.

Death After Retirement

At the ﬁme of retirement, an employee may elect to receive a lower pension benefit to
provide survivorship benefits to a spouse/domestic partner or child(ren) designated at

City of San Jose
April 16, 2012
Page 2 of 3
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the time of retirement. The Board’s actuary shall determine the pension benefit for a
50%, 75% or 100% continuance that is actuarially equivalent to the member's benefit.

Defined Contribution Plan

Employees may supplement the retirerhent benefit by electing to make contributions to
a defined contribution plan offered by the City, up o the annual IRS limit.

Cost Sharing

The City and Plan members in Tier 2 shall share equally in all costs of Tier 2 to the
pension plan, including, but not limited to administrative expenses, normal cost and
unfunded actuarial liability.

Récigrocity

Employees hired on or after July 1, 2012, shall be eligible for the benefits under the
reciprocal agreement with CalPERS that are in effect at the time of the employee's
retirement.

Rights

The: City expressly retains its authority to amend, change or terminate any retirement or
other post employment benefit provided by the City.

The retirement benefits for employees in Tier 2 shall include those described herein and
shall not include any other benefits received by other members of the Federated City
Employees’ Retirement System, including, but not limited to, the purchase of service
credit and redeposit of contributions.

City of San Jose
April 16, 2012
Page 3 0of 3
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CITY PROPOSAL - MEDICARE PART A AND B ENROLLMENT |

Proposed Language:

Effective July 1, 2012, a member who is eligible for retiree healthcare benefits, in the
Federated City Employees Retirement System shall be required to enroll in Medicare
Part A and B at the age of 65. Additionally, the plan member shall be required to enroll
in a Medicare Plan provided by the Federated City Employees’ Retirement System and
assign Medicare Part A and B to the Medicare Plan if requlred by the healthcare
provider.

If a plan member was hired before March 1986 and is not eligible for Medicare Part A at
no cost, the plan member shall be required to provide such verification from the U.S.
Social Security Administration to the Department of Retirement Services within 6
months from the date the plan member becomes age 65. Plan members shall be
required to enroll in a Medicare Plan provided by the Federated City Employees’
Retirement System within 6 months from the date the plan member is age 65.

If a plan member fails to meet the requirements set forth above within 6 months from
the date the member becomes age 65, the plan shall cease to provide retiree
healthcare benefits until the plan member completes such requirements. This means
that the member and qualifying dependents (if applicable) shall not receive retiree
healthcare benefits. The Plan member and qualifying dependents shall be re-enrolled
in retiree healthcare benefits beginning the 1% day of the following month after such
requirements have been completed.

If the Plan member dies during the period which the plan member failed to complete the
requirements set forth above, the eligible spouse or domestic partner and child(ren)
shall be re-enrolled in a health insurance plan. When the spouse or domestic partner is
age 65, the same requirements must be fulfilled, otherwise retiree healthcare coverage
will cease until such requirements are completed, as set forth above.

City of San Jose
April 16, 2012
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April 6,2012

Debra Figone

City Manager

City of San Jose

200 East Santa Clara Street
San Jose, CA 95113

Re: Federated City Employees’ Retirement System - Tier 2 Normal Cost Estimate

Dear Ms. Figone:

This letter provides an estimated total Normal Cost rate for the proposed Tier 2 benefit as compared to the
pension benefit for current Federated employees. This letter does not take into account any possible City
contributions to a defined contribution plan.

Summary of Proposed Benefit Changes

The following table summarizes the proposed Federated Tier 2 benefit as compared to the current pension
benefit, showing the proposed Tier 2 benefit with a 2.0% accrual rate:

Current Plan + Proposed Tier 2
B Accrual Rate m 2.5% per year | 2.0% per year
B Max Benefit B 75% B 65%
@ Eligibility B 55&S5, or 18 65&S5 .
| 30 years B 55&S5 with actuarial
reduction
B Final Average Earnings | ® Highest 1 yéar (FAE1) ®m Highest 3 year (FAE3)
(FAE) ' ‘
m COLA # 3% fixed @ CPI, max 1.5%
# Survivor Form B 50%J&S . | m Single Life
B Disability B Duty —40%-75% FAE] B Duty — 50% FAE3
B Non-Duty —20%-75% B Non-Duty — 20%-50%
FAEl FAE3
B Cost Sharing ® Normal Cost; ® Normal Cost:
o City—73% o City —50%
o EE—-27% s EE-50%
@ Unfunded Liability: ® Unfunded Liability:
o City — 100% o City — 50%
o EE-0% o FE —50%

411 Borel Avenue, Suite 101 @ San Mateo, California 94402
main: 650/377-1600 @ fax 650/345-8057 @ web: www. battel-assoiates.com
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Results ¢

Following is a comparison of the estimated total Normal Cost as a percent of payroll (NC %) for the
proposed Tier 2 benefit as compared to the pension benefit for current Federated employees. The results
are shown using the June 30, 2011 valuation discount rate assumption of 7.5% and an alternative lower
discount rate assumption of 6.75%.

i Gy Proposed Tier 2
; CurrentPlan - | (Based on Demographics of Hires

, . (All Federated Employees) - ~ within Last 5 Years)
m Discount Rate 1.5% 0.75% 1.5% 6.75%
® Total NC %: . '

« Benefits 20.55% 24.68%- 13.1% 15.2%

o Admin Expenses 0.70% 0.70% 0.7% 0.7%

« SRBR - 2.57% 2.57%' 0.0% 0.0%

o Total 23.82% 27.95% 13.8% 15.9%

Assumptions

The results are based on the Federated City Employees’ Retirement System June 30, 2011 Actuarial
Valuation, including actuarial methods and assumptions and valuation census data provided by the City,
with the exception of rates of retirement which were adjusted to reflect expected later retirement ages
under the Tier 2 benefit. As indicated in the table above, the current plan Normal Cost rates are based on
all Federated participants included in the valuation, and the estimated Tier 2 Normal Cost rates are based
on the demogtaphics of the Federated participants included in the valuation who were hired within the last
five years. .

Actuarial Certificatidn

As an Associate of the Society of Actuaries, a Fellow of the Conference of Consulting Actuaries and a
member of the American Academy of Actuaries, [ certify these results are consistent with generally
accepted actuarial principles and practices. We based our results on the June 30, 2011 Actuarial
Valuation of the Federated City Employees’ Retirement System and the valuation census data provided
by the City. ‘

Please call me (650-377-1601) with any questions about this information.

Sincerely,

W6 Bl

John E. Bartel
President

¢ Alex Gurza, City of San Jose
Jennifer Schembri, City of San Jose

1

SRBR will likely increase as % of pay.

411 Borel Avenue, Suite 101 @ San Mateo, California 94402
main: 650/377-1600 fax: 650/345-8057 @ web: weww.bastel-associates.com



COUNCIL AGENDA: 05/01/12

. M ITEM:
SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR AND FROM: Debra Figone
CITY COUNCIL
SUBJECT: SEE BELOW DATE: April 17,2012

SUBJECT: BENEFIT CHANGES FOR EXECUTIVE MANAGEMENT AND
PROFESSIONAL EMPLOYEES IN UNIT 99 AND OTHER
UNREPRESENTED EMPLOYEES (Units 81/82)

COUNCIL DISTRICT: N/A
SNI AREA: N/A

RECOMMENDATION

Adoption of a resolution approving benefit changes for executive management and professional
employees in Unit 99 and other unrepresented employees (Units 81/82).

OUTCOME

Adoption of the resolution and authorization to approve benefit changes for executive

management and professional employees in Unit 99 and other unrepresented employees (Units
81/82).

BACKGROUND

Executive Management and Professional Employees (Unit 99) consists of approximately 222 FTEs,
including Senior Staff, Executive Staff, senior managers under the City Manager’s Appointing
Authority, Council Office staff, and professional or management employees under the appointing
authority of the City Attorney, City Auditor, and Independent Police Auditor. In addition, there are
employees in Unit 99 who work in the City Clerk’s Office. Unit 82 consists of approximately 5
FTE’s, including part-time unbenefitted employees, such as Lifeguards and Student Interns.

The recommended benefit changes for Executive Management (Unit 99) and unrepresented
employees are consistent with changes recommended in the Last, Best and Final Offers for all non-
sworn employees on the issue of retirement reform, including pension benefits for new employees,
enrollment in Medicare Part A and B, and healthcare plan design and cost sharing.

Changes in benefits for the five Council Appointees (City Manager, City Attorney, City Clerk, City
Auditor and Independent Police Auditor) are usually determined by separate Council action.
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ANALYSIS

The following is a summary of the benefit changes for executive management and professional
employees in Unit 99 and other unrepresented employees that are recommended to be
implemented upon approval by the City Council. It is important to note that the City will be
exploring an opt-in retirement program for new City employees that would provide new
employees who are hired directly into Unit 99, the option to elect a defined contribution plan, in-
lieu of a defined benefit program. If this is pursued further, it will be brought forward separately

for Council action.

Pension Benefits
for New
Employees

(Tier 2)

Employees hired on or after July 1, 2012, shall be eligible for the following
pension benefits. (This includes employees who leave or have left City
service and are subsequently rehired or reinstated after July 1, 2012.)

Pension formula
2.0% per year of service, subject to a maximum of 65% of final
compensation.

Final compensation
Average annual earned pay of the highest three consecutive years of service.
Final compensation shall be base pay only.

Minimum service
Employees shall be eligible for a service retirement after earning five (5)
years of retirement service credit and meeting the age requirement.

Retirement Service Credit

Employees shall receive retirement service credit for regular time worked
(including paid leave, but not overtime). Employees shall be eligible for a
full year of service credit upon reaching 2,080 hours of regular time worked
(including paid leave, but not overtime).

Age .
Employees shall be eligible to retire at age 65 with at least five years of
retirement service credit.

Employees can retire at a minimum of age 55 with at least five years of
retirement service credit; however, the member’s benefit shall be reduced so
it does not exceed the actuarial value of full retirement at age 65.

Cost of Living Adjustment (COLA)

Plan members shall receive a cost of living adjustment limited to the
increase in the consumer price index (San Jose — San Francisco — Oakland
U.S. Bureau of Labor Statistics index, CPI-U, December to December),
capped at 1.5% per fiscal year. The first COLA shall be prorated based on
the number of months retired. ‘
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Disability Retirements

Service Connected

Plan members eligible for a service connected disability retirement benefit
shall receive an annual benefit based on 50% of the average annual
pensionable pay of the highest three consecutive years of service.

Non-Service Connected

Plan members ehglble for a non-service connected disability retirement
benefit shall receive 2.0% times every year of service, but not less than 20%
and not greater than 50% based on the average annual pensionable pay of
the highest three consecutive years of service.

Survivorship Benefits

Death Before Retirement

If the employee dies during employment with the City and was not eligible
for retirement, a return of employee contributions, plus interest shall be
returned to the spouse, domestic partner, or estate.

If an employee dies during employment with the City and was eligible for
retirement, a monthly benefit equivalent to what the employee would have
received if retired at the time of death shall be provided to the spouse,
domestic partner, or estate.

Death Before Retirement — Employees killed in the line of duty

If an employee is killed in the line of duty, the surviving spouse or domestic
partner shall receive a monthly benefit equivalent to 50% of the average
annual pensionable pay of the highest three consecutive years of service.

Election Death Benefit after Retirement

At the time of retirement, an employee may elect to receive a lower pension
benefit to provide survivorship benefits to a spouse/domestic partner or
child(ren) designated at the time of retirement.

Cost Sharing
The City and Plan members in Tier 2 shall share equally in all costs of Tier

2 to the pension plan, including, but not limited to administrative expenses,
normal cost and unfunded actuarial liability.

Rights
The City expressly retains its authority to amend, change or terminate any

-retirement benefit provided by the City.
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Medicare Part A
and B Enrollment
(Current and New
Plan Members)

Healthcare
(Current and New
Employees)

Effective July 1, 2012, a member who is eligible for retiree healthcare
benefits in the Federated City Employees’ Retirement System shall be
required to enroll in Medicare Part A and B at the age of 65. If a plan
member fails to meet the requirements within six (6) months from the date
the member becomes age 65, the plan shall cease to provide retiree
healthcare benefits until the plan member completes such requirements.
This means that the member and qualifying dependents (if applicable) shall
not receive retiree healthcare benefits.

Effective January 1, 2013, Kaiser Permanente Deductible HMO Benefit
Plan 3800 shall be available to employees, in addition to the existing plan
options. (Please refer to the attached Kaiser Permanente Deductible HMO
Benefit Plan 3800.)

Effective December 23, 2012, the City shall pay eighty-five percent (85%)
of cost of the lowest priced Non-Deductible HMO plan for the employee or
the employee and dependent coverage and the employee shall pay fifteen
percent (15%) of the premium for the lowest priced Non-Deductible HMO
plan. (See discussion of lowest cost plan below.)

Discussion of Healthcare - Lowest Cost Plan

The City currently offers a choice of four health insurance plans for employees that include
Kaiser, Blue Shield HMO, Blue Shield PPO and Blue Shield POS. The City pays 85% of the
lowest priced plan for single or family coverage and employees pay 15% of the lowest priced
plan. The Kaiser $25 co-pay plan is the lowest priced plan for 2012. The 2012 total monthly
premium for the lowest priced plan for the City and employees are listed below.

f

Monthly Premium for Current Lowest Prlced Healthcare Plan

Kaiser (325 co-pay plan)
Single Famlly
Employee Contribution $79.72 $198.54
City $451.86 $1,125.12
Total $531.58 $1,323.66

An employee who selects a plan other than the lowest priced plan pays any additional amount
required for the premium beyond the cost of the lowest priced plan.

Annually, the City contributes, for active employees $5,422.32 for single coverage and
$13,501.44 for family coverage. Since 2003, the total monthly premiums have increased by
118% as illustrated below. Healthcare costs are anticipated to continue to increase.
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Monthly Lowest Cost Healthcare Plan
(2003 —2012)

$1,200.00
$1,000.00
$800.00
$600.00
$400.00
$198.54
$200.00 $185.28
$0.00 ; . . - , . . . ,
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
==d=Employee “&=City
Active Employees

The addition of the Kaiser Permanente Deductible HMO Benefit Plan 3800 (High Deductible
Plan) would have no impact on the cost sharing for healthcare premiums for active employees.
This plan is an HMO with annual deductibles and/or additional higher copayments or coinsurance
that must be met for some services. It is important to note that some services are still 100%
covered and the deductible does not need to be met, including, but not limited to, routine physical
maintenance exams, urgent care consultations and exams and most immunizations (including
vaccines). The City would continue to pay 85% of the cost of the lowest priced Non-Deductible
HMO plan for the employee and dependent coverage and the employee would continue to pay
fifteen percent (15%) of the premium for the lowest priced Non-Deductible HMO plan, which is
cunently the $25 co-pay plan. Effective January 1, 2013, a current employee may elect to enroll
in the new Kaiser high deductible plan and Would have a lower or no cost sharing for the
premiums associated with this plan.

Retirees

The San Jose Municipal Code contains the level and eligibility for retiree healthcare benefits as
part of the retirement plans. Generally, employees are eligible for retiree medical insurance
coverage if at the time of retirement they have at least fifteen (15) years of retirement service
credit. Even employees with 15 years of service in the Federated City Employees® Retirement
System and 20 years of service in the Police and Fire Department Retirement Plan who leave City
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service prior to retirement (also known as deferred vesting) can qualify for lifetime retiree
medical insurance upon retirement.

For eligible retirees, the benefit provides for 100% of the premium cost for the lowest priced plan
available to active employees for either single or family coverage. (This is a higher level of
benefit than active employees receive because retirees do not pay any premium for the lowest
priced healthcare benefit plan.) Since the current benefit is tied to the cost of the premium rather.
than a fixed-dollar amount, the long-term cost of providing this benefit is integrally tied to the
rising cost of healthcare.

As illustrated above, healthcare costs have risen significantly in the last ten years.. This has a
direct impact to the cost of retiree healthcare. Contributions for retiree medical benefits are made
by the City and active employees in the ratio of one-to-one (50/50 split). Contributions for retiree
dental benefits are made by the City and active employees in the ratio of eight-to-three.

The Fiscal Year 2012-2013 retiree healthcare portion of the contribution rates for the City’s two
retirement plans are as follows:

_ Current Retiree Healthcare Funding

Employee Contribution City Contribution
Federated 7.26% 7.91%
Police 8.26% 8.96%
Fire 6.11% 6.62%

Note: Does not include pension contribution rates.

For many years, the City and active employees were partially pre-funding retiree healthcare, and
only some funds were set aside to pay for future healthcare liabilities, but at a level far less than
full pre-funding. As a result, the retiree healthcare plans are significantly underfunded and have a
significant unfunded liability. As of June 30, 2011, the unfunded liability and funding ratio for
the two plans are listed below:

Retiree Healthcare Unfunded Liability and Funding Ratio
Unfunded Actuarial Liability Funding Ratio
Federated $800.505 Million 14.00%
Police and Fire $596.764 Million 9.20%
Total $1.397 Billion

The City and active employees are currently phasing in to paying the total Annual Required
Contribution (ARC) over a period of five years. This has resulted in an incremental increase in
the contributions for retiree healthcare each year. However, after the fifth year, the Board’s
actuary for the Federated City Employees’ Retirement System has projected that the contributions
required to pay the Annual Required Contribution (ARC) will nearly double for the City and
employees, as shown in the chart below. As noted in the 2013-2017 General Fund Forecast, one
of the main drivers for the 2013-2014 General Fund shortfall of $22.5 million is the increased
cost (approximately $11 million) of the City’s annual required contribution for retiree healthcare
for employees in the Federated City Employees’ Retirement System. Please note that the
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Administration has requested the projected retiree healthcare contributions for Police and Fire;
however, they have not yet been completed.

Fiscal Year Employee City Total
2008-2009 4.65% ' 5.25% 9.90%
2009-2010 5.07% 5.70% 10.77%
2010-2011 5.76% 6.41% 12.17%
2011-2012 6.51% 7.16% 13.67%.
2012-2013 7.26% 7.91% 15.17%
2013-2014 15.50% 16.84% 32.34%

Source: Cheiron Actuarial Valuation as of June 30, 2011

Effective January 1, 2013, the lowest-cost plan that will be available to retirees will be the high
deductible plan. Retirees and survivors will have an opportunity to make changes to their
elections for coverage during the normal Annual Open Enrollment conducted by Retirement
Services in November 2012, prior to the changes going into effect.

With the addition of the High Deductible Plan, the Plan will continue to pay 100% of the lowest

priced plan. A retiree or survivor who enrolls in this plan would not have to pay any portion of

the premium. A retiree or survivor may elect the $25 co-pay plan; however, the member would

be responsible for the difference between the cost of the $25 co-pay plan and the high deductible

plan. The 2013 healthcare rates have not been determined. 1f the 2012 healthcare rates continued

for calendar year 2013, the following chart illustrates the cost to a retiree who elects to enroll in
the $25 co-pay plan. |

Non-Medicare

Lowest Priced Plan (LLPP) $0

(High Deductible)

Non-Medicare $129.96/mo (single)
$25 Co-pay $323.62/mo (family)
Medicare Supplement $0!

Lowest Priced Plan (LPP)

When a retiree becomes age 65, the member is required to enroll in Medicare Part A and B. The
Federated City Employees’ Retirement System and the Police and Fire Department Retirement
Plan provide Medicare recipients with several options for a Medicare supplemental insurance
plan. The total cost of the Medicare supplemental plans vary based on the plan selected by the
~ retiree. There are several Medicare supplemental options available to retirees and the premium is
paid 100% by the retirement system. As a result, the retiree or survivor may have no premium

! Retirees enrolled in Medicare Part B contribute $99.00 - $319.70/month and $0 - $66.40/month for Medicare Part
D, depending on the amount of the monthly pension. These rates are for 2012 and subject to change for 2013,



HONORABLE MAYOR AND CITY COUNCIL

April 17,2012

Subject: Approval of Changes to Benefits for Unit 99 and Unrepresented Employees
Page 8 of 9 '

cost sharing, since the total cost of the Medicare supplemental plan is often less than the non-
Medicare plans. The retiree will continue to be responsible for paying any premiums mandated
by Medicare Part B and D. :

EVALUATION AND FOLLOW-UP

None.

PUBLIC OUTREACH/INTEREST

M Criteria 1: Requires Council action on the use of public funds equal to $1 million or
greater. (Required: Website Posting)

D Criteria 2: Adoption of a new or revised policy that may have implications for public
health, safety, quality of life, or financial/economic vitality of the City. (Required: E-
mail and Website Posting)

D Criteria 3: Consideration of proposed changes to service delivery, programs, staffing that
may have impacts to community services and have been identified by staff, Council or a
Community group that requires special outreach. (Required: E-mail, Website Posting,
Community Meetings, Notice in appropriate newspapers)

This item meets Criterion 1. This memorandum will be posted on the City's website for the May
1, 2012, Council Agenda.

COORDINATION

This memorandum was coordinated with the City Manager’s Budget Office. and the City
Attorney’s Office. In addition, the recommendations will be coordinated with the Council
Appointees and discussed with the members of the Unit 99 Forum.

COST IMPLICATIONS

» 2 Tier Pension Benefit

The City’s actuary, Bartel and Associates, estimated the normal cost of the pension retirement
benefit formula for new employees to be approximately 13.8% of payroll, using the 7.5%
carnings assumption. As the costs of the 2™ tier pension benefit are split 50/50 between the City
and employees, the City’s share of this is 6.9%. The pension retirement benefit formula for new
employees is estimated to be 15.9% of payroll, using the 6.75% earnings assumption (7.95% for
the City.) (Please refer to the attached Letter from John Bartel dated April 6, 2012.) However,
the contribution rates are set by the Boards, based on an actuarial analysis prepared by the
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Boards’ actuary. The Federated City Employees’ Retirement System currently uses a 7.5%
earnings assumption. ‘

Healthcare — Lowest Cost Plan

The addition of the high deductible plan would result in a new plan that would be available to
employees in Unit 99. For those employees that elect to enroll in the new Kaiser plan, the
employee will experience a reduction in premium contributions in 2013. The City would
continue to pay 85% of the total premium for the lowest priced Non Deductible HMO plan,
which is currently the $25 co-pay plan.

The high deductible plan would be available for all members and survivors in the Federated City
Employees’ Retirement System and Police and Fire Department Retirement Plan. The Plans will
pay 100% of the lowest priced plan, which will be the high deductible plan in calendar year 2013.
Since this plan is less expensive than the $25 co-pay plan, it will reduce the cost of retiree
healthcare. Since the cost for retiree healthcare are shared equally between the City and
employees, both the City and active employees will benefit from the positive impact to the
contribution rates in the future.

CEQA

Not a Project, File No. PP10-069 (b), Personnel Related Decisions.

Debra Figone
City Manager

For questions please contact Alex Gurza, Deputy City Manager, at (408) 535-8150.

Attachments



8% KAISER PERMANENTE,

Customer Name: Benefit Plan 3800
Customer ID; HCR TYPE XD5; $1500 DED;
: : $40 OUTP; 30% INPT; $30/$10RX

F‘rdposed Benefit Summary

Principal Benefits for Kaiser Permanente Deductible HMIO Plan ( )

The Services described below are covered only if all the following conditions are satisfied:
e. The Services are Medically Necessary
. The.Services are provided, prescribed, authorized, or directed by a Plan Physician and you receive the Services from
+ Plan Providers inside our Northern California Region Service Area (your Home Region), except where specifically noted
to the contrary in the Evidence of Coverage (EOC) for authorized referrals, hospice care, Emergency Services, Post-
Stabilization Care, Out-of-Area Urgent Care, and emergency ambulance Services -

Annual Out-of-Pocket Maximum for Certain Services '
For Services subject to the maximum, you will not pay any more Cost Sharing during a calendar year if the Capayments and
Coinsurance you pay for those Services, plus all your Deductible payments, add up to one of the following amounts:

For self-only enroliment (a Family of one Member)............cocvivvveorevescerrsnnnn, $4,000 per calendar year
For any one Member in a Family of two or more Members........o.ocoveveereennn. $4,000 per calendar year
For an entire Family of two or more Members ...............coevvvveveeireenieireisiesionas $8,000 per calendar year

Deductible for Certain Services as specified below .
You must pay Charges for Services you receive in a calendar year until you reach one of the following Deductible amounts: '

For self-only enrollment (a Family of one Member)............ccoeveveveviisisiecsennna $1,500 per calendar year

For any one Member in a Family of two or more Members..........ccccvvveveninnn, $1,500 per calendar year

For an entire Family of tWo or More MeMbETS ..........vrveeeereevrrreseesessssesseeson, . $3,000 per calendar year
Lifetime Maximum None

| Professional Services (Plan Provider office visits) You Pay
Most primary and specialty care consultations and exams........c.coeeevvvveveveeann, $40 per visit (Deductible doesn't apply)
Routine physical maintenance exams..............cccooov..... e e No charge (Deductible doesn't apply)
Well-child preventive exams (through age 23 months)......... e e No charge (Deductible doesn't apply)
Family planning CoOUNSEIING .......ccocvvivrireririniee i No charge (Deductible doesn't apply)
Scheduled prenatal care exams and first postpartum follow-up consultation and '
1= €= 11 1 T VU PPUP U et e e b No charge (Deductible doesn't apply)

Eye exams for refraction ........ccvveivrieriiesiee e et s e No charge (Deductible doesn't apply)
HEAMNG BXAMS ....vevceireiie e st st en s et e s e e No charge (Deductible doesn't apply)
Urgent care consultations and eXams...........ccvereevieeinserineree e eeeseeseenns $40 per visit (Deductible doesn't apply)

........................................................ $40 per visit after Deductible
' ' You Pay

patient Services

Outpatient surgery and certain other outpatient procedures.........o.cccoorvverrnnn... 30% Coinsurance after Deductible
Allergy injections (including allergy SEIUM) .......co.vveeeevrerveeeerersreerereesssssseeionas ~ No charge after Deductible
Most immunizations (inCluding VACCINES) ...........ccvviieeeeereeireeeseereesisissssssses s No charge (Deductible doesn't apply)
Most X-rays and laboratory tests........... e e et esa b saeene $10 per encounter after Deductible
Preventive X-rays, screenings, and laboratory tests as described in the EOC..,. No charge (Deductible doesn't apply)
MRI, most CT, and PET scans.......... P PO TR $50 per procedure after Deductible
Health education: ' - ‘

Covered individual health education counseling and programs......................... No charge (Deductible doesn't apply)

Covered group educational Programs ..........cciveeuieievireesoreeersesees e enss No charge (Deductible doesn't apply)
Hospitalization Services , . , '

Reom and board, surgery, anesthesia, X-rays, laboratory tests, and drugs........ 30% Coinsurance after Deductible
Emergency Health Coverage YouPay

Emergency Department VISItS .........ccovveeeiveeeciinere s e 30% Coinsurance after Deductible
Ambulance Services You Pay '
AMDBUIANCE SEIVICES. ... c.ocriiierieriierieiee et se s s e es e esse st enes e seseseseen $150 per trip after Deductible

K{aiser'Foundation Health Plan, Inc., Nbrthem Califomia Region . : : ' coﬁtinues



continued

Prescription Drug Coverage
Most covered outpatient items in accord with our drug formulary guidelines:
Generic-itemns from a Plan Pharmacy.........cc.c.eriorceeoneveonnieresensses oo e $10 for up to a 30-day supply, $20 for a 31- to
_ 60-day supply, or $30 for a 61- fo 100-day
supply (Deductible doesn't apply) ‘

Generic refills from our mail-order SErVICE ........covvoeceervceereee e e, $10 for up to a 30-day supply or $20 for a 31-
. : . to 100-day supply (Deductible doesn't apply)
Brand-name items from a Plan Pharmacy ..........c.c.cvereeervmroreeooeeeeoeen, $30 for up to a 30-day supply, $60 for a 31- to

60-day supply, or $90 for a 61- to 100-day
supply (Deductible doesn't apply)
-Brand-name refills from our mail-order SEIVICE ...ovvvinrrietririisiiinrccseneieennn.. $30 forup to a 30-day supply or $60 for a 31-
o to 100-day supply (Deductible doesn't apply)
You Pay |

Durable Medical Equipment ,
Most covered durable medical equipment for home use in accord with our
durable medical equipment formulary guidelings. ............ovvvvooooooe 20% Coinsurance (
Mental Health Services ,
Inpatient psychiatric hospitalization and intensive psychiatric treatment

Deductible doesn't apply) ]

PIOGIAIMIS ...ttt s e e et sre s rt bt e steesaes e reneessteessnses 30% Coinsurance after Deductible
Outpatient mental health evaluation and treatment.........co.coooevevcoverevevsceneo, $40 per individual visit (Deductible doesn't
apply) '

$20 per group visit (Deductible doesn't apply)
Chemical Dependency Services , » You Pay '
Inpatient detoXification............cce.iveinicecciececeree e e b ens 30% Coinsurance after Deductible
Individual outpatient chemical dependency consultations and treatment ........... $40 per visit (Deductible doesn't apply)

Group outpatiént chemical dependency freatment...........ooovecvveveereevesosos, ~$5 per visit (Deductible doesn't apply)
Home Health Services You Pay .
Home health care (up to 100 visits per calendar year) ...... No charge (Deductible doesn't apply)

Other , ‘ You Pay

Skilled nursing facility care (up to 100 days per benefit period) ............covn........ 30% Coinsurance after Deductible

All covered Services related to infertility treatment.........c.c.cooevcveievesseen, 50% Coinsurance (Deductible doesn't apply)
HOSPICE CAIE ......cooviivirrtirierieniis ettt er s s e e No charge (Deductible doesn't apply)

This is a summary of the most frequently aéked-about benefits. This chart does not explain benefits, Cost Sharing, out-of-
pocket maximums, exclusions, of limitations, nor does it list all benefits and Cost Sharing. For a complete explanation, please
refer to the EOC. Please note that we provide all benefits required by law (for example, diabetes testing supplies).

Proposed monthly dues effective:

Subscriber

Subscriber & Spouse
Subscriber & Child(ren)
Subscriber & Family

Kaiser Foundation Health Plan, Inc., Northern California Region 25664.25.1.PDW;
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April 6,2012

Debra Figone
City Manager
City of San Jose
- 200 East Santa Clara Street
San Jose, CA 95113

Re: Federated City Employees’ Retirement System - Tier 2 Normal Cost Estimate
Dear Ms. Figone:

This letter provides an estimated total Normal Cost rate for the proposed Tier 2 benefit as compared to the
pension benefit for current Federated employees. This letter does not take into account any possible City

contributions to a defined contribution plan.

Summary of Proposed Benefit Changes

The following table summarizes the proposed Federated Tier 2 benefit as compared to fhe current pension
- benefit, showing the proposed Tier 2 benefit with a 2.0% accrual rate:

PrdpoéedvTier 2

‘ o ..~ Current Plan
Accrual Rate # 2.5% per year 8 2.0% per year
m Max Benefit B 75% B 65%
Eligibility B 55&S5, or 1® 65&5 .
B 30 years B 55&S5 with actuarial
. reduction
Final Average Earnings Highest 1 year (FAEI) B Highest 3 year (FAE3)
(FAE) '
COLA H 3% fixed B CPI, max 1.5%
Survivor Form 3 50% J&S » | @ SingleLife
Disability m Duty —40%-75% FAE] | ® Duty — 50% FAE3
®# Non-Duty - 20%-75% B Non-Duty — 20%-50%
FAEl FAE3
Cost Sharing Normal Cost; ® Normal Cost:
» City—73% o City —50%
e EE-27% o EE-50%
| Unfunded Liability: Unfunded Liability:
o City —100% o City —50%
o EE—0% o BE - 50%

411 Borel Avenue, Suite 101 @ San Mateo, California 94402
main: 650/377-1600 @ fax 650/345-8057 @ web: wwrw . bartel-associates.com
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Results ‘ '

Following is a comparison of the estimated total Normal Cost as a percent of payroll (NC %) for the
proposed Tier 2 benefit as compared to the pension benefit for current Federated employees. The results
are shown using the June 30, 2011 valuation discount rate assumption of 7.5% and an alternative lower
discount rate assumption of 6,75%.

C IR Proposed Tier 2
Current Plan . | (Based on Demographics of Hires
o (All Federated Employees) ~ within Last 5 Years)
B Discount Rate 1.5% 6.75% 1.5% 6.75%
B Total NC %:
o Benefits 20.55% 24.68% 13.1% 15.2%
o Admin Expenses 0.70% - 0.70% 0.7% 0.7%
e SRBR - 2.57% 2.57%" 0.0% 0.0%
o Total : 23.82% 27.95% 13.8% 15.9%
Assumptions .

The results are based on the Federated City Employees’ Retirement System June 30, 2011 Actuarial
Valuation, including actuarial methods and assumptions and valuation census data provided by the City,
with the exception of rates of retirement which were adjusted to reflect expected later retirement ages -
under the Tier 2 benefit. As indicated in the table above, the current plan Normal Cost rates are based on
all Federated participants included.in the valuation, and the estimated Tier 2 Normal Cost rates are based
on the demographics of the Federated participants included in the valuation who were hired within the last
five years.

Actuarial Certification

As an Associate of the Society of Actuaries, a Fellow of the Conference of Consulting Actuaries and a
member of the American Academy of Actuaries, I certify these results are consistent with generally
accepted actuarial principles and practices. We based our results on the June 30, 2011 Actuarial
Valuation of the Federated City Employees’ Retirement System and the valuation census data provided
by the City.

Please call me (650-377-1601) with any questions about this information.
Sincerely, |

g R

John E. Bartel

President

¢ Alex Gurza, City of San Jose
Jennifer Schembri, City of San Jose

' SRBR will likely increase as % of pay.

411 Borel Avenue, Suite 101 @ San Mateo, California 94402
main: 650/377-1600 @ fax 650/345-8057 @ web: www.bartel-associates.com
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SAN JOSE | Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR - FROM: Leslye Corsiglia

AND CITY COUNCIL
SUBJECT: SEE BELOW DATE: April 9, 2012
7

Approved 7 y. Date
AL ftl-t

SUBJECT: FINAL PUBLIC HEARING AND APPROVAL OF THE 2012-2013
CONSOLIDATED ANNUAL ACTION PLAN

RECOMMENDATION

It is recommended that the“ City Council:

1. Hold a final public hearing regarding the approval of the City’s 2012-2013 Consolidated
Annual Action Plan (ConPlan) and take public comment;

2. Adopt the 2012-2013 Consolidated Annual Action Plan, including the FY 2012-2013
funding recommendations for the Community Development Block Grant (CDBG)
Program, the HOME Investment Partnership Program (HOME), the Housing
Opportunities for People with HIV/AIDS (HOPWA) Program, and the Emergency
Shelter Grant (ESG) Program.

3. Adopt a resolution authorizing the Director of Housing to negotiate and execute all non-
capital agreements and contracts not requiring CEQA review and to negotiate all capital
project agreements and contracts, including any amendments or modifications, for the
expenditure of CDBG, ESG, HOME and HOPWA funds on behalf of the City. -

4. Authorize the Housing Department to submit the 2012-2013 Consolidated Annual Action
Plan to the U.S. Department of Housing and Urban Development (HUD).

OUTCOME

The Mayor and City Council’s approval of the 2012-2013 Consolidated Annual Action Plan will
enable the City to finalize and submit to HUD these federally-mandated documents by the May
15, 2012, deadline. By approving the Annual Action Plan, the City will be eligible to receive
and distribute approximately $12,000,000 in entitlement funds in F'Y 2012-2013.
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BACKGROUND

In 2010, the City adopted a Five-Year Consolidated Plan for the period FY 2010-2015. The
Consolidated Plan assesses the City’s current housing market; analyzes demographic, ethnic, and
socio-economic conditions; and identifies populations within the City who have the greatest
community and housing needs, including seniors, families, persons who are homeless or at risk
of homelessness, and persons with disabilities. It also defines the City’s priority needs,
strategies, and objectives for reducing the most prevalent barriers to housing and services in our
community. For each year of the Five-Year Consolidated Plan, the jurisdiction must submit an
Annual Action Plan outlining the jurisdiction’s one-year plan for achieving the goals outlined in
the Five-Year Plan.

The City of San José participated in a countywide collaboration to develop this cycle’s Five-Year
Consolidated Plan. From a broader set of shared regional objectives developed through the
collaboration, the City subsequently refined and prioritized six major goals to meet both regional
and local priorities:

1) Assistin the creation and preservation of affordable housing for lower-income and special
needs households;

2) Support activities to end homelessness;

3) Support activities that assist with basic needs, eliminating blight, and/or strengthening
neighborhoods;

4) Expand economic opportunities for low-income households;

5) Promote fair housing choice; and, :

6) Promote environmental sustainability.

Because the amount of CDBG funding available for projects is smaller than in previous years, no
funding is being recommended in this Annual Action Plan for economic development activities.

In order to meet these goals, the City provides federal funding to local agencies and community-
based organizations that work in these priority areas. The Annual Action Plan contains a list of
most of the agencies that are recommended for federal funding in FY 2012-2013 and an outline
of the process used to develop these recommendations. The one exception is for school
readiness/third-grade literacy services in the three Place-Based Strategy neighborhoods (Mayfair,
Santee and Five Wounds/Brookwood Terrace) for the RFP process will not be completed by the
time that the Plan is to be approved by the Council. Recommendations on the agency or
agencies to provide these services will be made to the Council prior to the end of June.

On April 3, 2012, the Council conducted its first public hearing on the draft 2012-2013
Consolidated Annual Action Plan.
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ANALYSIS

This Memorandum requests the Council to approve the Annual Action plan as presented. As of
the date this Memorandum was submitted, no public comments had been received on the draft
Plan other than the three speakers at the Council’s April 3™ public hearing.

The total amount of CDBG, HOME, HOPWA and ESG entitlement grants available to the City
inFY 2012-13 is $11,968,975. This represents a 19% decrease from what was made available to
San José in the cutrent fiscal year, with the individual programs expetiencing varying
differentials from oné year to the next: '

HOME - 41% decrease
CDBG — 14% decrease
HOPWA — No change
ESG —22% increase

EVALIJATION AND FOLLOW-UP

Since the public comment period for the 2012-2013 Consolidated Annual Action Plan closes on
April 30, 2012, which is after the submission deadline for this memorandum, a summary of all
public comments, the City’s responses, and any recommended amendments to the draft Plan will
be distributed to the Council in the form of a Supplemental Memorandum prior to the May 1,
2012 meeting in which the Council will consider approval of the final Plan documents. In the
fall of 2013, the City will use the Consolidated Annual Performance and Evaluation Report
(CAPER) to report on its progress in achieving the goals identified in this 2012-2013
Consolidated Annual Action Plan.

PUBLIC OUTREACH/INTEREST

v Criteria 1: Requires Council action on the use of public funds equal to $1 million or
greater. (Required: Website Posting)

Ol Criteria 2: Adoption of a new or revised policy that may have implications for public
health, safety, quality of life, or financial/economic vitality of the City. (Required: E-
mail and Website Posting) '

[l Criteria 3: Consideration of proposed changes to service delivery, programs, staffing
that may have impacts to community services and have been identified by staff, Council
or a Community group that requires special outreach. (Required: E-mail, Website
Posting, Community Meetings, Notice in appropriate newspapers)

Federal regulations stipulate that jurisdictions hold at least two public hearings to receive public
comment for the Consolidated Plan’s Annual Action Plan. The City of San José routinely holds
more public hearings than required by the federal government. This year, the City planned a



HONORABLE MAYOR AND CITY COUNCIL
April 9,2012

"Subject: Final Public Hearing on the 2012-2013 Consolidated Annual Action Plan
Page 4

total of three public hearings on the 2012-2013 Plan. The City sent individual announcements of
these public hearings to over 400 organizations and individuals concerned about affordable
housing and community-development issues, as well as placing an announcement in the San Jose
Mercury News. These notices were also translated into Spanish, Viethamese, and Chinese and
published in the La Oferta, Thoi Bao and China Press newspapers.

The City’s three planned public hearings are as follows:

1. San José City Council meeting — April 3, 2012

2. Housing and Community Development Advisory Commission (HCDC) meeting — April
12,2012

3. San José City Council meeting — May 1, 2012

All public comments provided to the City either vefbally or in writing will be included in the
appendices of the documents when submitted to HUD.

COORDINATION

Preparatibn of this report has been coordinated with the City Attorney’s Office.

FISCAL/POLICY ALIGNMENT

The timely submittal of the Consolidated Annual Action Plan to HUD enables the City to
become eligible to receive and distribute approximately $12,000,000 in entitlement funds for FY
2012-13

COST SUMMARY/IMPLICATIONS

With an approved Consolidated Annual Action Plan, the City will be eligible to receive housing
and community development funds--including CDBG, HOME, HOPWA and ESG funds--from
the federal government in the amount of approximately $12,000,000 for FY 12-13.

CEQA

Not a Project, File No.PP10-069(a) Annual Report. Specific development projects that are
funded as a result of the Consolidated Annual Action Plan are subject to project-specific CEQA
clearance. .

/s/
LESLYE CORSIGLIA

Director of Housing

For questions please contact Leslye Corsiglia, Director of Housing at (408) 535-3851.



