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As we discuss the memorandum brought forward by Vice Mayor Chavez and
Councilmember Campos regarding our military leave and benefits program for City
employees, I want to remind the City Council and City staff of our previous direction on
this matter.

The military leave and benefits program provides stability to City employees in the
National Guard and military reserves, whether they are serving our community or our
country, and it is a small price to pay in recognition of the difficult challenges city
employees face when they leave their families and their homes. I am confident we will
continue to address their concerns and further develop our city program to support
employees called to active duty.

Over the past five years, the City Council and I have worked together to improve and
update the military benefits program to eliminate red tape, provide a greater level of
support for our employees of city employees called to active duty and for their families,
and keep our employees whole while they serve the nation.

We also have addressed concerns raised by employees returning from active duty that are
specifically relevant to the memorandum submitted by Vice Mayor Chavez and
Councilmember Campos. On December 14, 2004, Council approved direction to staff to:

e Review the payroll policy that automatically provides 25% of an eligible
employee’s salary to be paid if the pay stub had not yet been submitted, and
develop alternatives to better represent the correct amount owed to the employee.

e Apply the extension of the benefits to all members of the Reserves or National
Guard who are called to active duty for more than 30 days for any reason.
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The attachments listed below also refer to the revisions made since 2001 to simplify our
process in order to ensure that employees on active duty can continue to receive the
portion of their City salaries needed to complement their compensation for military
service.

Last year, San Jos¢ was commended by the U.S. Department of Defense, through its
Employer Support Program for the National Guard and Reserves, for our effective efforts
to support City employees called to active duty. We were cited as a model employer for
our commitment to the men and women serving our nation, and San Jose is among a
select group of private companies and public agencies working together to address the
needs of employees called to active duty. We should be proud of all we have done so far
to support our city employees.

Attachments:

1. Memorandum from Mayor Gonzales and Councilmember Reed, approved by
Council on April 19, 2005

Memorandum from Mayor Gonzales and Councilmember Reed, approved by
Council on December 14, 2004

Staff Report for the May 23, 2006, Council Agenda

Staff report for the April 19, 2005, Council Agenda

Staff Report for the March 22, 2005, Council Agenda

Staff Report for the December 14, 2004, Council Agenda
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TO:. City Council FROM: Mayor Ron Gonzales,
) . : Councilmember Chuck Reed

SUBJECT: Benefits for City Employee DATE: April 18, 2005
~ Reservists called to Active Duty
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RECOMMENDATION

We recommend the following:
1. Accept staff’s report on Military Supplemental Salary calculation analysis.

2. Continue the City Council’s current policy under the Military Leave Program that
provides supplemental income to employees called up to active military duty to “keep
them whole” so that their total income while on active duty is equivalent to their
normal City pay.

3. Support the use of flex shifts and flex hours to ensure that members of the Reserves
and National Guard who have not been called to active duty have a supportive work
environment to balance. their jobs and the demands of military training when not on
active duty. We recommend that the Administration report to the Council in a year on
how supervisors are supporting flex-time as an option for employee/reservists.

4. Review the possibility of establishing the Military Leave Program under ordinance

versus a resolution to demonstrate the City’s support of this program and the benefits
it provides city employees called to active duty.

BACKGROUND

City employees in the National Guard and military reserves are critical contributors for -
nation’s security both home and abroad, and we are proud of their service to America.
The City Council has approved supplemental pay and benefits for these employees so
that they are not penalized for their service to the nation.
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We recommend that we continue this policy so that their total pay while on active duty is
equivalent to their regular City compensation. In determining supplemental pay, the City
should take into account direction from the Mayor and Council to keep our employees
whole while they are on active duty.

Our additional recommendations respond to the needs of our employees in the reserves or
National Guard who are not on active duty but must balance their obligations to the City
and to the reserves. The City should provide a work environment that is flexible and
supportive to help our employees meet their military training commitments. '

Our recommendations aim to keep our employees whole while on active duty and to
support their service commitments at home when they are not on active duty. The
extension of salary and benefits is a small price for the sacnﬁces of our employees and
their families as they serve our country.
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SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: City Council FROM: Mayor Ron Gonzales,
: ' Councilmember Chuck Reed
SUBJECT: Extension of Benefits for City DATE: December 13, 2004

Employees called to Military Duty
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RECOMMENDATION

Approve the staff recommendations with the following additional direction to the
City Manager:

1. Exclude compensation received as an allowance or reimbursement for expenses
incurred while on active duty from the calculation of military salary for purposes
of determining the amount of supplemental pay.

2. Meet with impacted employees who have returned from active duty and with
payroll/finance representatives of military forces to better understand how the
City interprets pay stubs received from the military.

3. Develop additional changes to the City’s supplemental pay policy, based on the
above meetings, to simplify paperwork requirements for city staff and reservists
alike.

4. Review the current payroll policy that automatically provides 25% of the
. employee’s salary to be paid if the eligible employee’s pay stub has not been
submitted yet and develop alternatives to better represent the correct amount
owed to the employee, with the goal of avoiding paybacks by reservists while still
providing bridge pay during transitions.

5. Work with the City’s bargaining units to develop a system that will allow
members of the Reserves and National Guard who have not been called to active
duty to use flex shifts and flex hours so they can better balance their jobs and the
demands of military training when not on active duty.

6. Report back to the City Council with a review of the recommendations above
including an analysis of potential savings or costs associated with these
recommendations.
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7. Apply the Resolution to all members of the Reserves or National Guard who are
called to active duty for more than 30 days for any reason prior to the expiration
of the Resolution. :

BACKGROUND

We should make it possible for our employees to serve our nation, especially during time
of war, with minimal red tape and disruption to their families. City employees in the
National Guard and military reserves are critical contributors for nation’s security both
home and abroad, and we are proud of their service to America. Over the past three years
many of our employees have be called up to serve active duty, including overseas
assignments in dangerous war zones for extended periods of time. For this reason the
City Council has approved supplemental pay and benefits for these employees so that
they are not penalized for their service.

In determining supplemental pay, the City should take into account the Mayor and

“Council direction to keep our employees whole while they are on active duty. The War
on Terrorism is not confined to any one country and some of our employees may be
called up to serve in many different ways and for extended periods of time on multiple
occasions. When these employees are called away from their families and their regular
jobs with the City, they also may incur expenses for housing, food and travel. When they
receive an allowance or reimbursement from the military for those added expenses, there
are some payments that should not be viewed as additional salary.

For example, they may be living in overseas military-approved living quarters, but they
also still need to pay the mortgage or rent for their family at home. A person on active
duty may also receive a military living allowance to assist their families back home,
which the city should include in its pay calculation. :

In addition, we should be flexible with employees” work schedules to support their
military commitments. Employees in the reserves or National Guard but not on active
duty may be facing increased time requirements to help support units that have been
deployed. The City should develop a system to support these employees so they can
continue. their commitments to their country during these challenging times.

Our recommendations aim to keei) our employees whole while on active duty. The
extension of salary and benefits is a small price for the sacrifices of our employees and
their families as they serve our country.



COUNCIL AGENDA: 05-23-2006
ITEM: 3.5

CITY OF % ) :
SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR FROM: Alex Gurza
AND CITY COUNCIL Scott P. Johnson
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Eligibility for City Employees Called
To Active Militalﬁ)uty
/

V/i ,
Approved ﬁ %:- Date f: /I'? /6 y

COUNCIL DISTRICT: City-Wide

RECOMMENDATION

1. Adoption of a resolution extending the enhanced military leave program to City
employees who are called to active military duty during the period from January 1, 2003
to December 31, 2007, for reasons related to terrorist attacks or impending or actual
armed conflict. (These eligible employees will receive supplemental pay and benefits for
the entire time of active duty pursuant to Council action on December 16, 2003.)

2. That, as part of the resolution, the City Council continue to delegate authority to the City

- Manager or designee to sign agreements with the eligible employees detailing the
requirements for those employees who apply to receive the supplementary benefits as
outlined in the resolution. '

3. Acceptance of Staff’s report regarding questions related to the Military Leave Program.

OUTCOME

If the above recommendations are approved, City employees called to active military duty during
the period from January 1, 2003 to December 31, 2007, for reasons related to terrorist attacks or
impending or actual armed conflict will receive supplemental pay and benefits for the entire time
of active duty.

BACKGROUND

Eligible City employees who are military reservists receive their full salary and benefits
continuation for thirty (30) calendar days per fiscal year when engaged in specific military duty,
including active military training, encampment, naval cruises, special exercises, or like activity.
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BACKGROUND (cont’d.)

In situations of significant military action, such as the war on terror following September 11,
2001, the City Council has enhanced the benefits for reservists who are called to active duty
beyond thirty (30) calendar days. Specifically, the City has paid the difference between the
employee’s military pay and the pay they would have received as a City employee (military
supplemental pay). If the military pay (including base pay and allowances which constitute
additional compensation) is more than the City would have paid the employee, then the
employee is not eligible to receive the military supplemental pay. In addition to the salary
supplement, the City continues the employee’s health and dental benefits, and continues the
employee’s vacation and sick leave accruals. Upon the employee’s return to City service, the
City pays the retirement contributions owed by both the City and the employee.

On April 19, 2005, Staff provided a report to Council on the City’s Military Leave Program
which included a cost analysis of the supplemental pay calculation method that was approved by
Council on March 22, 2005, compared to a base salary-to-base salary calculation method.

Staff’s report recommended that the supplemental method approved by Council on March 22,
2005 remain in effect. The City Council approved this recommendation with direction to staff to
report back in one (1) year on how supervisors are supporting the use of flex shifts and flex hours
and to review the possibility of establishing the Military Leave Program under ordinance verses a
resolution to demonstrate the City’s support of this program and the benefits it provides City
employees called to active duty.

'ANALYSIS

The City Council has extended supplemental compensation and benefits for employees who
become eligible during the period from January 1, 2003 to December 31, 2005, to include the
entire time employees are called to active duty as a result of terrorist attacks or impending or
actual armed conflict, whether the recall is partial or full mobilization, Presidential Recall,
Additional Duty for Special Work, Annual Duty or Additional Duty. The most recent instances
are as follows:

1. October 2, 2001: After the September 11, 2001, terrorist attacks on the United States, the
Council adopted a Resolution extending salary and benefits to reservists who are called to
active duty between September 11, 2001 and December 31, 2002, During that time,
approximately twenty-four (24) City employees were called for duty and were eligible for
the enhanced benefits. The end date for that Resolution was December 31, 2002.

2. March 18, 2003: As a result of reservists and National Guards being called to active duty
related to terrorist attacks or impending or actual armed conflict, the Council adopted a
Resolution extending the military supplemental pay and benefits for those employees
who became eligible during the period from January 1, 2003 to December 31, 2004, for a
maximum of twenty-six (26) full pay periods, in addition to continued accrual of vacation
and sick leave. During this time, approximately thirty-two (32) City employees were
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ANALYSIS (cont’d.)

called for duty and eligible for the enhanced Benefits. The end date for that Resolution
was December 31, 2004.

3. December 16, 2003: The Council adopted a Resolution extending the military
supplemental pay and benefits for the entire time of active duty including such active
duty that may extend beyond twenty-six (26) pay periods for employees who became
eligible during the period from January 1, 2003 to December 31, 2004.

4. December 14, 2004: The Council adopted a Resolution extending the military
supplemental pay and benefits for the entire time of active duty including such active
duty that may extend beyond twenty-six (26) pay periods for employees who became
eligible during the period from January 1, 2003 to December 31, 2005.

The Resolutions granting additional benefits covered employees who:
1. Were members of the reserves and/or National Guard; and
2. Were called to active duty as a result of the specific military action; and

3. Returned to City employment within sixty (60) days after the end of active duty status;
and '

4. Remained as active employees for at least six (6) months following their return to City
employment.

As part of the Resolutions authorizing additional benefits, the City Manager or his designee was
delegated the authority to sign agreements detailing the requirements for those employees who
applied to receive the supplemental benefits. The employees were required to sign the
agreement that detailed their rights and obligations pursuant to these supplemental benefits prior
to initial receipt of benefits beyond the mandatory provision of thirty (30) days full pay and
benefits while on military leave. Employees were notified that should they elect not to return to
City service, they would be required to repay the City for the costs of the supplemental salary
and benefits plus interest (at the rate earned on the City’s pooled investments) for the periods that
exceeded the thirty (30) days of military leave. The return to work requirement is consistent
with the San Jose Municipal Code sections regarding retirement contributions.

Extending the Eligibility for the Enhanced Military Leave Program through December
2007

The resolution granting employees the enhanced military leave program expired in December of
2005, however several City employees remain on active duty in relation to terrorist attacks and it
is anticipated that employees will continue to be called. For that reason it is recommended that
the eligibility for the Enhanced Military Leave Program be extended from January 1, 2003
through December 31, 2007.
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ANALYSIS (cont’d.)

If the City Council accepts the recommendation of continuing to provide supplemental pay for
the entire time of active duty, those employees that become eligible through the period ending

December 31, 2007, will be eligible for military supplemental pay under the same parameters
approved by the Council in 2003.

Eligible employees will continue to receive pay from the City in an amount equal to their City
salary less military pay in accordance with previous Council direction.

Use of tlex shifts and flex hours

Supervisors in all departments are encouraged to support the use of flex shifts and flex hours
whenever possible in an effort to aid members of the Reserves and National Guard in balancing
their jobs and military training when not on active duty. The use of flex shifts or flex hours must
be handled as a case by case basis as supervisors must consider workload and staffing issues
when determining if flex shifts or flex time can be utilized in a particular instance. This is
especially important in those operations which have minimum staffing requirements such as the
Police and Fire departments.

Communication was sent to departments which explained the intent of flex shifts and flex hours
and encouraged departments and supervisors to allow flex shifts and flex hours when possible in
consideration of operational and staffing needs.

Staff is not aware of any employee concemns within the last year pertaining to the denial of the
use of flex shifts or flex hours related to military training.

Review of Establishing the Military Leave Program under Ordinance verses Resolution

Staff reviewed the possibility of establishing the Military Leave Program under ordinance verses
a resolution. Staff noted that since the original resolution passed on October 2, 2001, several
changes have been made to the Military Leave Program’s guidelines and benefits. For example,
the resolution passed on March 18, 2003, granted leave for a maximum of twenty-

six (26) pay periods, however the resolution passed on December 18, 2003, and resolutions since
grant that reservists are covered for the entire amount of time they are called to active duty.

One of the advantages of approving and implementing changes to the Military Leave Program by
resolution is that resolutions can be easily updated and amended to incorporate necessary
changes immediately upon adoption by the City Council. On the other hand, program changes
by ordinance require a more formal process including a thirty (30) day period before the changes
or improvements are effective. Given the nature of the Military Leave Program and the history
of changes that have been made to the Program, it is recommended that the Military Leave
Program be continued to be approved and amended by City Counci! resolution.
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ALTERNATIVES

The City is not required to continue providing enhanced military leave benefits. As an
alternative to extending the military benefits eligibility for City employees called to active
military duty, the City Council could provide only the military benefits provided by law and City
policy. This alternative would provide up to thirty (30) days of pay continuation and benefits.

PUBLIC OUTREACH

Not applicable.

COORDINATION

This memorandum was coordinated with the City Manager’s Budget Office, the City Attorney’s
Office and the Department of Employee Services.

COST IMPLICATIONS

The adopted budget already provides full salary and benefits for these employees. Therefore, no
additional appropriations will be required to fund the recommendation since these personnel
costs are currently budgeted. However, direct costs result from lost productivity and any
overtime or backfilling required to fill the positions of employees called to active duty.

If Council adopts the recommendation, as a part of the Resolution the City Manager or his
designee would be delegated the authority to sign agreements detailing requirements similar to
the prior Resolutions for those employees who apply to receive the supplementary pay and/or
benefits for the entire time they are on active duty.

e —

Alex Gurza Scott P. Johnso
Director, Office of Employee Relations /' Director, Department of Finance

For questions please contact Alex Gurza, Director of Employee Relations, at 408-535-8155.
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SUBJECT: Staff Report on Military Supplemental DATE: April 13, 2005
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RECOMMENDATION

Acceptance of Staff's report on Military Supplemental Salary calculation analysis.

BACKGROUND

On March 22, 2005, Staff provided a report to Council on the City’s Military Leave Program and
recommended Council approval to modify the original method of the calculation of supplemental
salary. The original method for determining the supplemental salary paid to reservists was calculated
by subtracting total military pay from total City pay. Staff’s recommendation was to modify the
supplemental salary calculation to exclude all military compensation received by the employee that
was intended as reimbursement for expenses incurred while away from the City on active duty.

Staff recommended that military Base Pay, Basic Allowance for Housing and Special Pays be
considered Regular Military Compensation for the purposes of calculating the City’s supplemental
salary. In addition, staff recommended that military Basic Allowance for Subsistence, Family
Separation Allowance and Basic Allowance for Housing (when intended as a reimbursement for
expenses), not be considered Regular Military Compensation for the purposes of calculating the City’s
supplemental salary.

The City Council approved this recommendation with direction to staff to calculate the maximum
fiscal impact of providing supplemental pay for the ten (10) current City employees serving on active
duty if the supplemental salary calculation was further modified to compare only City base salary to
Military base salary (base-to-base method.) City Council further directed staff to analyze the potential
costs of this base-to-base method of calculating supplemental salary based on the number of reservists
called to active duty in past years. '

ANALYSIS

Currently there are ten (10) City employees serving on active duty. Of the ten (10) employees, six (6)
are receiving the supplemental salary from the City in accordance with the extended Military Leave
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Benefits program. Of the four (4) employees who are not currently receiving the supplemental salary,
three (3) have voluntarily elected not to receive the supplemental salary and one (1) earns more total
income in the military than in his City capacity.

A cost analysis was done by reviewing the City and Military salaries of the ten (10) employees who are
currently serving on active duty. Using this information, staff was able to calculate the average
monthly and annual costs of various supplemental salary calculations; including the original
calculation implemented in 2001 (Total City Pay minus Total Military Pay), the current calculation as
approved by Council on March 22, 2005 (Total City Pay minus Partial Military Pay), and the base pay-
to-base pay method of calculation (City Base Pay minus Military Base Pay).

The following table illustrates the differences in the annual costs of the supplemental salary using the
three (3) methodologies. The calculations are based on the ten (10) employees that are currently out on
active duty and use the number of employees who qualify for supplemental salary under each type of
methodology. In prior years, up to sixty-two (62) City employees were active reservists during the
course of one calendar year. Although not all were called to active duty, staff has calculated the
potential annual cost if all 62 were to receive the supplemental salary. In addition, staff has computed
the estimated annual costs for each type of calculation assuming there were 15 or 30 employees who

qualified for the program.

Calculations Based on Current Original Method Current Method Base-to-Base Method

Qualifying Employees City Pay - MIL Pay City Pay — Partial MIL. | City Base — MIL Base

(6 employees qualify) (6 employees qualify) (7 employees qualify)
Average Monthly Cost per $1358 $1894 $2,728
Employee
Average Annual Cost per $16,297 $22,728 $32,736
Employee
Total Estimated Annual Cost $97,776 $136,368 $229,152
Estimated Annual Costs

15 Employees (25%) 5244,455 340,920 $5491,040
30 Employees (50%) $488,910 3681,840 $982,080
62 Employees (100%) 51,010,414 51,409,136 32,029,632

On March 22, 2005, Council approved modifying the supplemental salary calculation to exclude
military income intended as a reimbursement for expenses from the supplemental salary calculation,
which is the “Current Method” listed in the table above. As a result, the supplemental salaries paid to
reservists on active duty increased. If Council were to modify the calculation further by using the base
to base calculation, the supplemental salaries paid to reservists on active duty would be increased
significantly as the table above illustrates.

COST IMPLICATIONS

The 2004-2005 adopted budget already provides full salary and benefits for these employees.
Therefore, no additional appropriations will be required to fund a modification to the supplemental
salary calculation since these personnel costs are already budgeted. However, direct costs result from
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lost productivity and any overtime or backfilling required to fill the positions of employees called to
active duty.

PUBLIC OUTREACH

Not applicable.

COORDINATION

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

Approval of changes to the supplemental military pay calculation is subject to the meet and confer
process under the Meyers-Milias-Brown Act. If the City Council modifies the supplemental salary
calculation, the changes to the calculation would have to be contingent upon the approval of the City
labor organizations.

CONCLUSION

The City has provided supplemental military leave in specific situations such as the Persian Gulf War
and the Kosovo Conflict, and most recently related to military action stemming from terrorist acts.
Council direction in these circumstances has been to provide a supplemental income to reservists
called to active duty in order to bridge any gap between an employee’s City income and their military
income. This results in the employee earning the same total income while on active duty that they earn
while working in their City capacity. The supplemental salary calculation as approved by Council on
March 22, 2005, demonstrates the City’s support of employees on active duty by ensuring that
employees suffer no loss of pay.

It is recommended that the current supplemental salary calculation, which excludes all military income
intended as a reimbursement to reservists and includes military income intended as compensation,
remain in effect as approved by Council on March 22, 2005.

OUTCOME

The recommended outcome is that the current supplemental salary calculation as approved by Council
on March 22, 2005, remain in effect and that no further modifications to the calculation be made.

Alex Gurza | Scott P. Johnson
Director, Office of Employee Relations Director, Department of Finance



COUNCIL AGENDA: 03-22-05
ITEM: 3.4
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TO: HONORABLE MAYOR AND FROM: Alex Gurza
CITY COUNCIL Scott P. Johnson
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Military Leave Supplemental Benefits
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RECOMMENDATION

1.) Approval to modify the calculation of supplemental salary to exclude military
compensation intended as a reimbursement for expenses incurred while on active duty
in the City’s supplemental salary calculation.

2) Approval to modify the calculation for payment of supplemental salary when an eligible
employee's pay stub has not been received.

BACKGROUND

On December 14, 2004, Staff provided an update to Council on the City’s Military Leave Program and
recommended Council extend the Program through December 2005. The City Council adopted
Resolution No. 72451, extending the enhanced Military Leave Program to employees called to active
military duty during the period from January 1, 2003 to December 31, 2005, for reasons related to
terrorist attacks or impending or actual armed conflict. In addition, Council provided direction to Staff
to report back to Council in sixty to ninety days regarding the following items:

(1) Exclude compensation received as an allowance or reimbursement for expenses incurred
while on active duty from the calculation of military salary for purposes of determining the
amount of supplemental pay.

(2) Meet with impacted employees who have returned from active duty and with
payroll/finance representatives of military forces to better understand how the City
interprets pay stubs received from the military.

(3) Develop additional changes to the City’s supplemental pay policy, based on the above
meetings, to simplify paperwork requirements for City staff and reservists alike.

(4) Review the current payroll policy that automatically provides 25% of the employee’s salary
to be paid if the eligible employee’s pay stub has not been submitted yet and develop
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BACKGROUND (cont’d.)

alternatives to better represent the correct amount owed to the employee, with the goal of
avoiding paybacks by reservists while still providing bridge pay during transitions.

(5) Work with the City’s bargaining units to develop a system that will allow members of the
Reserves and National Guard who have not been called to active duty to use flex shifts and
flex hours so they can better balance their jobs and the demands of military training when
not on active duty. '

(6) Report back to the City Council in a sixty to ninety day timeline, with a review of the
recommendations above including an analysis of potential savings or costs associated with
these recommendations, and also obtaining customer service feedback from the families as
part of this process.

(7) Apply the Resolution to all members of the Reserves or National Guard who are called to
active duty for more than thirty (30) days for any reason prior to the expiration of the
Resolution; and,

(8) In order to continue providing military benefits to those reservists who will remain beyond
the 26 pay periods, and to those who may be called to active duty in the future, Staff was
further directed to extend the military benefits for City employees from December 31, 2004
to December 31, 2005.

The purpose of this memo is to provide City Council with information and staff recommendations
related to the items noted above.

ANALYSIS

In situations of significant military action, such as the war on terror following September 11, 2001, the
City Council has enhanced the benefits for reservists who are called to active duty beyond thirty (30)
calendar days to include supplemental salary and continuation of employees’ benefits. Please refer to
Attachment I, Council Memo dated 12-14-04, for further background on the benefits provided to

employees.

On December 14, 2004, City Council adopted Resolution No. 72451 which extended supplemental
compensation and benefits for employees who become eligible during the period from January 1, 2003
to December 31, 2005, to include the entire time employees are called to active duty as a result of
terrorist attacks or impending or actual armed conflict, whether the recall is partial or full mobilization,
Presidential Recall, Additional Duty for Special Work, Annual Duty or Additional Duty.

The City Council also directed Staff to review the above recommendations and report back to the City
Council including an analysis of potential savings or costs associated with the recommendations and to
obtain customer service feedback from the families and employees who have participated in the
Program. '
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ANALYSIS (cont’d.)

Military pay consists of several types of pay including basic pay, allowances and reimbursements.
Each of these pay types is dependent on an individual’s particular situation. Please refer to Attachment

1L, Chart of Military Pays.

The Enhanced Military Leave Benefits program is meant to ensure that City employees who are called
to active duty receive the same total amount of pay while they are on active duty as they would
receive if they were working their normal City jobs. Employees who earn more income in their City
position than in their military position are eligible to receive a supplemental salary to make up the
difference in income. To calculate an employee’s supplemental salary, the employee’s total military
salary including allowances, such as Basic Allowance for Housing or Family Separation Allowance is
subtracted from the employee’s City salary (including premium pays such as Holiday-in-Lieu or Anti-
Terrorist pay.) The difference in pays is what is paid to an employee as supplemental salary.

The following items are staff recommendations regarding the follow-up items from the December 14,
2004 Council Meeting:

1. Exclude military compensation received as an allowance or reimbursement for expenses
incurred while on active duty from the calculation of military salary for purposes of
determining the amount of supplemental pay.

Staff has researched the many types of military pay to determine which pays are intended as a
reimbursement to reservists for expenses incurred as a result of being called to active duty and which
pays are intended as additional compensation. Please refer to Attachment I1, Chart of Military Pays
for military pay explanations and staff recommendations.

It is recommended that any changes made to the supplemental salary calculation take effect on March
26, 2005 (beginning of a pay period), and that the changes not be retroactive. Recommendations to
exclude a pay from the supplemental salary calculation will result in a higher City supplemental salary
than is currently paid.

Below is a summary of the intent of the most common military pays:

Basic Pay

Military Basic Pay is based on a reservist’s rank and years of service.

Basic Allowance for Subsistence (BAS)

Basic Allowance for Subsistence is meant to offset costs for a reservist’s meals and is not intended to
offset the costs of meals for family members. BAS is based on the price of food and is adjusted each
year based upon the increase of the price of food as measured by the USDA food cost index. As of

January 1, 2002, all members of the military receive full BAS as part of their pay; however they are
required to pay for their meals, including those provided by the government.
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It is recommended that BAS be excluded from the City’s supplemental salary calculation as BAS is
intended as a reimbursement for expenses incurred.

Basic Allowance for Housing (BAH)

According to the Office of the Secretary of Defense Military Compensation website, Basic Allowance
for Housing is considered to be part of an enlisted member’s Regular Military Compensation (RMC).

RMC is considered to be the military equivalent of private sector salaries. BAH is intended to offset
the cost of housing when a member of the military does not receive government housing.

The BAH is calculated using the reservist’s rank and zip code, and whether or not the reservist has
dependents. The BAH calculation is not affected by how many dependents the reservist may have. For
example, a reservist would receive the same BAH if he had one (1) dependent or five (5) dependents.
Below is an example of a BAH calculation for a reservist living in Santa Clara County:

Basic Allowance for Housing Calculation

Rank: E-5

Zip Code: 95112
Monthly Allowance:

With Dependents: $2207.00

Without Dependents: | $1808.00

Ovrders Under Title 10

Because reservists are typically called to duty under Title 10 of the United States Code (more
commonly known as Presidential Recall), they are usually provided with government housing.
However, these reservists still receive BAH as part of their RMC based on their dependency status, pay

grade and permanent zip code.

The intent of BAH 1s to provide reservists with equitable housing compensation based on local housing
costs. Because reservists called to active duty under Title 10 are typically provided with government
housing when they are called to active duty, the BAH that they receive is intended as a part of their
total Regular Military Compensation and not as reimbursement for expenses incurred as a result of
being called to active duty.

It is recommended that BAH be included in the City’s supplemental salary calculation when
government housing is either provided or out-of-pocket housing expenses are reimbursed.

Orders other than Title 10

When reservists are called to active duty under orders other than Title 10, there may be instances in
which government housing is not provided and the reservist may incur out of pocket housing expenses.
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ANALYSIS (cont’d.)

In such situations, the reservist would receive their regular military compensation including BAH
which is intended to help maintain their permanent residence. However, they may not receive
reimbursement for housing expenses at the location at which they are serving.

The approximate out of pocket expense for housing that a reservist would incur if government housing
were not provided could be calculated using the BAH for the zip code to which the reservist will be:

stationed.

For example:
' Basic Allowance for Housing Comparison

Permanent Zip Code BAH: | $2,207
Duty Zip Code BAH: 51,207

In this case, the $1,207 Duty Zip Code BAH received would be subtracted from the reservist’s total
military pay, therefore increasing the reservist’s City supplemental salary by $1,207 to cover housing
expenses incurred from being called to active duty.

It is recommended that a portion of the BAH (based on the reservist’s duty location) be excluded from
the City’s supplemental salary calculation when government housing is not provided and out-of-pocket
expenses are not reimbursed.

Family Separation Allowance (FSA)/Family Separation Housing (FSH)

There are two types of Family Separation Allowance (sometimes referred to as Family Separation
Housing) payable to members of the military. FSA Type I is intended to pay for added housing
expenses resulting from separation of a reservist from their dependents and is only payable when the

reservist is on permanent duty in Alaska or outside of the United States.

FSA Type Il is intended to provide compensation for added expenses incurred because of a family
separation and is payable in instances in which the reservist is separated from their family for more

than thirty (30) days.
It is possible that a reservist may be eligible to receive both types of FSA during the same period.

It is recommended that the FSA/FSH be excluded from the City’s supplemental salary calculation as
FSA/FSH is intended as a reimbursement for expenses incurred.

Per Diem, Travel and Transportation Allowances

Per Diem, Travel and Transportation Allowances are intended to reimburse a member of the military.
for expenses associated with travel or temporary duty, including lodging, meals, airfare, etc.
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ANALYSIS (cont’d.)

It is recommended that Per Diem, Travel and Transportation Allowances be excluded from the City’s
supplemental salary calculation, as they are intended as a reimbursement for expenses incurred.

Special Pays

There are over forty (40) types of special pay for which members of the military may qualify. The
most common include Flight Pay, Diving Pay, Sea Pay, Submarine Duty Pay, Imminent Danger Pay,
Hardship Duty Pay for Location and Hazardous Duty Incentive Pay.

Flight Pay, Diving Pay, Sea Pay and Submarine Duty Pay, as well as a professional bonus for medical
personnel, are among the pays designed to compensate service members with certain skills and to

retain them in the military.

Pays such as Imminent Danger Pay (IDP) and Hardship Duty Pay for Location (HDP-L) are based on
the reservist’s duty location. Through additional compensation, IDP recognizes service members on
duty in foreign areas who, because of their role and visibility as a uniformed member, are subject to the
threat of physical harm or imminent danger because of civil insurrection, civil war, terrorism, or
wartime conditions.

HDP-L is additional compensation paid to service members assigned to locations where living
conditions are substantially below those conditions encountered in the contiguous United States.

Hazardous Duty Incentive Pay (HDIP) is paid to reservists for certain assignments including
demolition work, flight duty, parachuting, and exposure to certain toxic items.

There are many different types of special pays all of which are intended as additional compensation
and not as reimbursement for expenses incurred. It is recommended that these special pays be
included in the City’s supplemental salary calculation.

2. Meet with impacted employees who have returned from active duty and with
payroll/finance representatives of military forces to better understand how the City
interprets pay stubs received from the military.

There are currently ten (10) City employees on active duty. Staff met with four (4) reservists, one (1)
from each of the branches of the military including the Army, Marines, Air Force and Navy who have
returned from active duty. The meetings were helpful in allowing staff to gain a better understanding
of the intent of the many pays offered by the military and to review the Leave and Earning Statements
issued by the military. The meetings also allowed reservists to explain the different situations that

each reservist may face with respect to orders, pay, housing, dependents, and ability or lack of ability
to access tools needed to communicate necessary information to City staff with regards to payroll

1ssues.
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ANALYSIS (cont’d.)

3. Develop additional changes to the City’s supplemental pay policy, based on the above
meetings, to simplify paperwork requirements for City staff and reservists alike.

Essentially, the employee will need to fill out three (3) forms: (1) a Leave of Absence form with the
Department, (2) an Agreement between the City and the employee outlining the conditions and
parameters of the Program that enables the employee to receive supplemental benefits and/or salary
and (3) a Benefits Continuation form. These forms are necessary when an employee is called to active
duty to ensure that their salary and benefits are handled correctly. Enhanced communication between
departments and the Office of Employee Relations will help to ensure that employees are aware of the

steps necessary to sign up for their extended benefits. *Jé ” é
- 72’«

4. Review the current payroll policy that automatically provides 25% of the employee’;ﬁ
salary to be paid if the eligible employee’s pay stub has not been submitted and develop<Z, -
alternatives to better represent the correct amount owed to the employee, with the goal of
avoiding paybacks by reservists while still providing bridge pay during transitions.

The “twenty-five percent” calculation guideline was established in 2003. This requires the City to pay
twenty-five percent of an eligible employee’s City pay (for a maximum period of ninety (90) days)
until a pay stub is received by the Finance Department from the eligible employee. Administering this
rule requires active manual monitoring. Although this was established to prevent overpayments to
employees until sufficient documentation was received by the City, administering this aspect of the
Program is challenging since many of these employees have been in active combat zones, thus posing
difficulties for them to transmit this information to the City in a timely fashion. As aresult,
Finance/Payroll staff has continued paying these employees beyond the 90-day period, and in many
cases the documentation is not received until after the employee returns back to the City. This may
result in an over or under payment to the employee.

As an alternative to using 25% of the employee’s City salary as the supplemental salary when an
employee’s military pay stub is not received, it is possible to more accurately calculate the employee’s
military pay by utilizing the following information:

Employee’s rank in the military

o Employee’s years of service in the military

e Employee’s permanent zip code

e Whether or not the employee has dependents

This information would be available to staff when the employee is signing up for Military Leave
Benefits and will allow staff to look up the employee’s military base pay based on rank and years of
service, and the employee’s BAH based on rank, zip code and dependent status. Because these two
items make up a majority of a reservist’s military pay, the estimated supplemental salary paid to the
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ANALYSIS (cont’d.)

employee will be considerably more accurate than a flat 25% guideline. It is important to note that
staff will not be able to account for special pays such as flight pay, imminent danger pay, etc. and that
changes in a reservist’s military status and pay may change from one pay period to the next; therefore
some level of reconciliation may be needed upon the reservist’s return to City employment.

It is recommended that the current payroll policy of automatically providing 25% of the employee’s
salary to be paid if the eligible employee’s pay stub has not been received, be modified to the above

mentioned method of calculation.

5. Work with the City’s bargaining units to develop a system that will allow members of the
Reserves and National Guard who have not been called to active duty to use flex shifts
and flex hours so they can better balance their jobs and the demands of military training

when not on active duty.

Flex Time is defined as, on an occasional basis, allowing an employee to work less than the scheduled
hours on one day and more on other days in order to complete a 40-hour workweek. To the extent that
Flex Time can be used under an employee’s applicable Memorandum of Agreement and no overtime
will be incurred, Flex Time shifts are an option that supervisors can utilize to help employees balance
their jobs and military training. Flex Time shifts should not be used in situations in which overtime
may occur as a result of the Flex Shift. It should be noted that not all job functions within the City
have schedules that are suitable for using Flex Time.

In situations in which Flex Time is not feasible, it may be possible for the employee to adjust their
shifts or days worked within the same workweek so that they may change their days off in accordance
with their military training. Adjusting shifts or days worked should not be used in instances in which it

- would cause the employee to incur overtime. For example, an employee who normally works four (4)
days, ten (10) hours per day, Monday through Thursday, and has military training on Saturday and
Sunday, could request to adjust their Monday shift following the training to work a Friday shift
instead. This would allow the employee to attend training on the weekend, have a day off, and then
work their normal forty (40) hours, Tuesday through Friday. However, not all positions within the
City will be able to accommodate adjusting or changing shifts or days worked due to departmental
staffing situations or job function necessity.

It is recommended that supervisors and employees consider departmental staffing needs when trying to
accommodate an employee’s work and military training schedule and that adjustments of workdays be

utilized if possible.

6. Report back to the City Council in a sixty to ninety day timeline, with a review of the
recommendations above including an analysis of potential savings or costs associated with
these recommendations; and also obtaining customer service feedback from the families

as part of this process.
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The reservists that met with staff expressed their sincere gratitude for the Military Leave Salary and
Benefits that were provided to them by the City. Many reservists stated that other members of the
military with whom they served did not have the same level of benefits or supplemental salary and that
they and their families were grateful to the City for providing the benefits.

Suggestions that were made to improve the Military Leave Benefits program included:

e (lanfying to the employee how much supplemental salary they would receive if their military
pay stub were not received by Finance/Payroll.

¢ Developing together an information packet for the employee’s family with all of the
information regarding the Military Leave Benefits Program.

« Having one point of contact for the employee and their families to contact.

Staff has developed an information packet to distribute to reservists and their families that contains
copies of the Military Leave Policy, the Agreement between the reservist and the City, contact
information, an example of how the employee’s supplemental salary will be calculated, and a list of all
benefits that will be continued. In addition, Mark Burton, Deputy Director of Finance — Accounting
Division, has been identified as the “one point of contact” for employees to go to with questions or

concems. uUPL(:S .)

COST IMPLICATIONS

The 2004-2005 adopted budget already provides full salary and benefits for these employees.
Therefore, no additional appropriations will be required to fund the above recommendations since
these personnel costs are already budgeted. However, direct costs result from lost productivity and any
overtime or backfilling required to fill the positions of employees called to active duty.

The costs of excluding the BAS and FSA from the supplemental salary calculation for the reservists
who are currently on active duty are estimated to be approximately $18,000 for the remainder of

Calendar year 2005.

It is difficult to quantify the total additional supplemental pay costs of the recommendations since per
diem allowances will vary and only some reservists will qualify for the partial BAH calculation.
Additionally, we have no way of knowing how many reservists will be called to active duty in the

coming year.

PUBLIC OUTREACH

Not applicable.
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COORDINATION

This memorandum was coordinated with the City Attormey’s Office.

The approval of the changes to the supplemental military pay calculation is subject to the meet and
confer process under the Meyers-Milias-Brown Act. Communication was provided to the bargaimning
unit representatives. If the City Council adopts the recommendation, the approval would have to be
contingent upon the approval of the City labor organizations.

CONCLUSION

It 1s recommended that the supplemental salary benefit extended to reservists by Resolution No. 72451
be modified to exclude those military pays that are intended as reimbursement to reservists for
expenses incurred as a result of being called to active duty as defined in this memo and the Chart of
Military Pays attached. It is also recommended that the supplemental salary calculation when a
reservist’s military pay stub is not received be modified.

:"//\, -
Alex Gurza /Scott P.Jo n

Director, Office of Employee Relations Director, Department of Finance

Attachments
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COUNCIL AGENDA: 12-14-04
ITEM: 3.6

CITY OF M -
SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR AND FROM: Alex Gurza
CITY COUNCIL Scott P. Johnson

SUBJECT: Extension of the Military Benefits DATE: December 9, 2004

Eligibility for City Ermployees Called
To Active Military Duty

Approved /2 4/ . | Date /2 //,0 /0 %
_ —7 —_—

RECOMMENDATION

1. Adoption of a resolution extending the enhanced military leave program to City
employees who are called to active military duty during the period from January 1,
2003 to December 31, 2005, for reasons related to terrorist attacks or impending or
actual armed conflict. (These eligible employees will receive supplemental pay and
benefits for the entire time of active duty pursuant to Council action on December 16,
2003.) .

2. That, as part of the resolution, the City Council continue to delegate authority to the

~ City Manager or designee to sign agreements with the eligible employees detailing the
requirements for those employees who apply to receive the supplementary benefits as
outlined in the resolution.

BACKGROUND

Under City policy and State and Federal law, City employees who are military reservists are
eligible for their full salary for thirty (30) calendar days per fiscal year when engaged in
specific military duty, including active military training, encampment, naval cruises, special
exercises or like activity. :

In situations of significant military action, such as the war on terror following September 11,
2001, the City Council has enhanced the benefits for reservists who are called to active duty
beyond thirty (30) calendar days. Specifically, the City has paid the difference between the
employee’s military pay and the pay they would have received as a City employee (military
supplemental pay). If the military pay (including base pay and all allowances received) is
more than the City would have paid the employee, then the employee is not eligibie to
receive the military supplemental pay. In addition to the salary supplement, the City
continues the employee’s health and dental benefits, and continues the employee’s vacation
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and sick leave accruals. Upon the employee’s return to City service, the City pays the
retirement contributions owed by both the City and the employee.

Due to the City’'s commitment and support of its military reservists and National Guard
employees, in March 2004 the Secretary of Defense nominated the City of San Jose for the
prestigious Secretary of Defense Employer Support Freedom Award. As a result of the War
on Terrorism, the military continues to activate large numbers of reserves and mernbers of
the National Guard. Many reservists continue to be called to active duty. The City of San
Jose continues to support employees called to active duty by providing an enhanced military
leave program.

ANALYSIS

The City Council has extended supplemental compensation and benefits for employees who
become eligible during the period from January 1, 2003 to December 31, 2004, to include the
entire time employees are called to active duty as a result of terrorist attacks or impending or
actual armed conflict, whether the recall is partial or full mobilization, Presidential Recall,
Additional Duty for Special Work, Annual Duty or Additional Duty. The most recent instances
are as follows:

1. October 2, 2001: After the September 11, 2001, terrorist attacks on the United States,
the Council adopted a Resolution extending salary and benefits to reservists who are
called to active duty between September 11, 2001 and December 31, 2002. During
that time, approximately twenty-four (24) City employees were called for duty and were
eligible for the enhanced benefits. The end date for that Resolution was December
31, 2002.

2. March 18, 2003: As a result of reservists and National Guards being called to active
duty related to terrorist attacks or impending or actual armed conflict, the Council
adopted a Resolution extending the military supplemental pay and benefits for those
employees who became eligible during the period from January 1, 2003 to December
31, 2004, for a maximum of twenty-six (26) full pay periods, in addition to continued
accrual of vacation and sick leave. During this time, approximately thirty-two (32) City
employees were called for duty and eligible for the enhanced Benefits. The end date
for that Resolution is December 31, 2004.

3. December 16, 2003: The Council adopted a Resolution extending the military
supplemental pay and benefits for the entire time of active duty including such active
duty that may extend beyond twenty-six (26) pay periods for employees who became
eligible during the period from January 1, 2003 to December 31, 2004.

The Resolutions granting additional benefits covered employees who:

1. Were members of the reserves and/or National Guard; and

2. Were called to active duty as a result of the specific military action; and
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3. Returned to City employment within sixty (60) days after the end of active duty status;
and :

4. Remained as active employees for at least six (6) months following their return to City
employment. _

As part of the Resolutions authorizing additional benefits, the City Manager or his designee
was delegated the authority to sign agreements detailing the requirements for those
employees who applied to receive the supplemental benefits. The employees were required
to sign the agreement that detailed their rights and obligations pursuant to these
supplemental benefits prior to initial receipt of benefits beyond the mandatory provision of
thirty (30) days full pay and benefits while on military leave. Those who elected not to return
to City service were notified that they would be required to repay the City for the costs of the
supplemental salary and benefits plus interest (at the rate earned on the City's pooled
investments) for the periods that exceeded the thirty (30) days of military leave. The return to
work requirement is consistent with the San Jose Municipal Code sections regarding
retirement contributions.

Extending the Eligibility for the Enhanced Military Leave Program through December
2005

In developing the recommendation, the following consideration was made:

e That a Resolution be adopted providing supplemental salary and/or benefits for the
entire time on military leave, beyond the initial thirty (30) days of military leave, for
those employees who are called to active military duty related to terrorist attacks or
impending or actual armed conflict with an end date for eligibility of December 31,
2005. '

If the City Council accepts the recommendation of continuing to provide supplemental pay for
the entire time of active duty, those employees that become eligible through the period
ending December 31, 2005, will be eligible for military supplemental pay under the same
parameters approved by the Council in 2003.

Eligible employees will continue to receive pay from the City in an amount equal to their City
salary less military pay. The military supplemental pay will be calculated using the
employee’s City salary at the time of the employee’s call to active duty, including any
premium pay, and will be compared to the military pay, including any military allowances
received. The military pay is estimated on the basis of the employee’s military rank, years of
service, and the information on the military orders, if available. In determining the
supplemental pay, the City takes into account all taxable and non-taxable military pay
including the basic pay and all extra pay or allowances received including, but not limited to,
dependent allowances, housing, hazardous duty, flight pay, hardship duty pay, Hostile Fire,
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COLA, Family Separation Allowances, Subsistence Aliowances, and Basic Housing
Allowance.

Eligible employees are required to provide copies of their military pay stubs for reconciliation
purposes. The supplemental payments are calculated by the Finance Department upon
receipt of the initial military pay stub and reconciled by the Finance Department at the time
the employee returns, or soon after receiving the final documentation from the employee.
Employees receive 25% of their City salary for the first ninety (20) days, unless military pay
stubs are received to determine the actual amount of the supplement pay, if applicable. After
ninety (90) days, if the military check stubs are not received, the supplemental pay is
terminated until the stubs are received. It should be noted that payroll staff have continued to
pay beyond the ninety-day period and staff is recommending a modification to this calculation
guideline extending the twenty-five percent of City pay until the employee submits a military
pay stub to allow the calculation of the supplemental pay. This may result in employees
needing to reimburse the City for any overpayment.

Benefits Administration Under the Military Supplemental Pay Prbgram

Below is a summary of how the City’s benefits are administered under this program:

Medical Insurance

Employees and their eligible dependents continue to receive benefits through the City’s
health plans as long as the City and employees continue to pay the premiums in the same
ratio as for other active employees. This allows our employees and their dependents to
continue to use their current doctors and hospitals.

In addition, the United States government provides a health plan for active military personnel
and their dependents. Benefits include prescription and vision coverage. If the City
continues to pay the employees’ health care prerniums, the City’'s plans are the primary
provider for the employees’ benefits and the federal plan is the secondary provider, except
that the federal plan is primary for injuries and illnesses that are suffered in the line of duty.
For all dependents, the insurance industry’s standard “coordination of benefit” rules continue

to apply.

Employees who elect to continue benefits are required to submit payment to the City or agree
to submit payment for any owed amounts upon release from active duty.

Dental Insurance

The City continues to provide dental coverage for the employee and dependents. The United
States government provides coverage for its members' and dependents’ dental care. If the
City continues to pay the employee's dental care premiums, the City’s plans are the primary
provider for the employee’s benefits and the federal plan is the secondary provider, except
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that the federal plan is primary for injuries and illnesses that are suffered in the line of duty.
For all dependents, the insurance industry’s standard “coordination of benefit” rules continue

to apply.
Life Insurance

The City continues to pay the Standard Life Insurance Policy that is provided to benefited City
employees. That Policy provides continuation of basic coverage for up to 180 days after the
date of activation in accordance with our allowable Leave of Absence period provided in our
Group Life Insurance Policy.

Retirement

Sections 3.28.630 and 3.36.620 of the San Jose Municipal Code provide that, following return
.to active employment after active military duty, the city shall pay the portions of the
contribution rates owed by both the City and the employee. Following return from active duty
within the guidelines of Sections.3.28.630 and 3.36.620, the City will pay the applicable
retirement system the amount of City and employee contributions that are due.

Vacation/Sick Leave Accruals

Eligible employees shall continue to accrue leave balances such as sick leave and vacation
while on active military duty. Employees receiving payment of supplemental compensation
and/or benefits are not eligible to use these accrued balances while on active duty.

Personal Leave and Executive Leave

Employees are eligible for either Executive Leave or Personal Leave (varies by bargaining
unit). Personal Leave and Executive Leave are not accrued benefits. They are “use it or lose
it" benefits based on the payroll calendar year. Employees receiving payment of
supplemental compensation and/or benefits are not eligible to use this leave while on active

duty.
Uniform Allowance

Uniform Allowance is calculated as a pro-rated amount based on hours worked. Employees
receiving payment of supplemental compensation and/or benefits are not eligible to receive a
Uniform Allowance.

Challenges Experienced in Calculating, Monitoring and Reconciling Military
Supplemental Pay

The City continues to encounter challenges in reconciling military supplemental pay since
calculating, monitoring and reconciling these benefits is fully dependent on manual processes
that are not automated features in the City's HR/Payroll system.
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Some of the challenges that Finance payroll staff has experienced are due to the lack of
sufficient documentation received from eligible employees at the time these payments are
processed in the payroll system. Lacking the receipt of military pay stubs or changes in
reported military pay from one pay period to the next results in under or over payments that
must be reconciled when the necessary documentation is received by the City from the
Reservist. Below are some examples that have resulted in the need to reconcile over and
under payments of military supplemental pay.

One challenge is the “twenty-five percent” calculation guideline established in 2003. This
requires the City to pay twenty-five percent of an eligible employee’s City pay (for a maximum
period of ninety (90) days) until a pay stub is received by Finance from the eligible employee.
Administering this rule requires active manual monitoring. Although this was established to
prevent overpayments to employees.until sufficient documentation was received by the City,
the challenge in administering this is due to the fact that many of these employees have been
in active combat zones; therefore posing difficulties for them to transmit this information to the
City in a timely fashion. As a result, payroll staff has continued paying these employees
beyond the 90 day period and in many cases the documentation is not received until after the
employee returns back to the City. This may result in an over or under payment to the
employee because when we finally receive the needed pay stubs, we have found that the
military pay has been either more or less than the estimated amount that payroll used to
make the military supplemental pay calculations. It should be noted that payroll staff have
continued to pay beyond the ninety-day period and staff is recommending a modification to
the 25% calculation guideline extending the twenty-five percent of City pay until the employee
submits a military pay stub to allow the calculation of the supplemental pay.

Another situation that can result in over or under payments is where the City receives a
military pay stub, calculates the military supplemental pay based on this information, and then
later finds out that future pay stubs show additional pay that the employee has received from
the military that were not included on the initial pay stub used to make the supplemental pay
calculations.

Finally, we have also experienced situations in which the supplemental pay calculation is
based on information from the military pay stubs and the military later makes significant
adjustments, retroactively to the eligible employee’s military pay. This results in an over or
under payment of military supplemental pay from the City.

Annual Reconciliation Process

Finance payroll staff are currently in the process of the annual reconciliation of military
supplemental pay. Within the past two calendar years, there have been approximately forty
(40) City employees that have been active. Ten (10) Reservists are currently on active duty.
The remaining employees have returned to City employment within the past two years.
Payroll staff is currently in the process of reconciling all active duty and non-active duty
Reservists who have been on active duty and have since returned to work at the City. Payroll
staff has determined that some of the employees eligible for this program did not meet the
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criteria to receive military supplemental pay (their military pay exceeded their City pay). As of
November 1, 2004, the City has paid over $438,000 for military supplemental pay over the
past two years to twenty-four (24) City employees.

Finance payroll staff is currently in the process of requesting additional information from
many of the employees who have been on active duty at some time during the past two years
to reconcile the supplemental pay they have received to date or that may be due to them.
After the reconciliations are complete, in the event that the employee may have been
overpaid, the City's practice has been to work out a re-payment schedule with the employee
in mutually acceptable terms to the City and the employee that will not cause undue hardship
on the employee. In the event that it is determined that the City owes the employee -
additional military supplemental pay, an adjustment is made in the payroll process to pay the
employee.

Additional Administrative Procedures Implemented in Finance - Payroll

Due to the reconciliation challenges noted above, the Finance Department is in the process
of making changes to the administrative procedures regarding calculating, monitoring and
reconciling military supplemental pay.

Given the extensive manual processes required to administrate this program, additional
review procedures have been implemented in the administration of military supplemental pay
benefits. Additional supervisory and management staff is assisting in tracking information
and verifying calculations of the supplemental pay. This supervisory review and sign-off step
has been implemented to take place prior to final processing through the payroll system.
Finance staff is also in the process of automating part of this process into an application
database to provide support in calculating military supplemental pay and to track the various
limits and parameters in the program as defined by the Council resolutions.

Wage Reporting/Taxation

Currently the City has calculated all supplemental compensation for eligible employees as
regular wages that would normally be reported on a W-2. Recent new interpretation of the
Internal Revenue Service (IRS) regulations (October 2004) by the IRS has determined that
reservists who are called to active duty in the armed forces can no longer be treated as
employees by their employers, in this case the City. Because of this ruling, the supplemental
wages paid in 2004 must be considered Miscellaneous Income to the reservist. Since these
payments are considered Miscellaneous Income and not wages, the City cannot withhold
Federal Taxes and must refund to the employee any withholding back to the beginning of the
calendar year.

Also, the City will be required to report these wages on IRS form 1099 as miscellaneous
income rather than on a wage statement W-2. Those employees who have received this
benefit will be advised to consult with a tax professional about making an estimated tax
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payment in January of 2005. Finance anticipates implementation of this new IRS
interpretation will be made on the affected employee’s final paycheck for 2004. The IRS
interpretation also specifies that the imputed income portion of Life Insurance premiums, if
applicable, should also be reported on the 1099.

Staff is currently in the process of analyzing this new IRS interpretation to determine the
proper treatment of retirement and other benefits provided to eligible employees under the
City’'s military supplemental pay program.

COST IMPLICATIONS

The 2004-2005 adopted budget already provides full salary and benefits for these
employees. Therefore, no additional appropriations will be required to fund the
recommendation since these personnel costs are currently budgeted. However, direct costs
result from lost productivity and any overtime or backfilling required to fill the positions of
employees called to active duty.

If Council adopts the recommendation, as a part of theé Resolution the City Manager or his
designee would be delegated the authority to sign agreements detailing requirements similar
to the prior Resolutions for those employees who apply to receive the supplementary pay
and/or benefits for the entire time they are on active duty.

PUBLIC OUTREACH

Not applicable.

COORDINATION

This memorandum was coordinated with the Offices of the City Manager, Employee
Relations, and the City Attorney and the Departments of Employee Services and Finance.

The extension of supplemental paid military leave and/or benefits is subject to the meet and
confer process under the Meyers-Milias-Brown Act. Communication was provided to the
bargaining unit representatives. If the City Council adopts the recornmendation, the approval
would have to be contingent upon the approval of the City labor organizations.
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CONCLUSION

Our Reserves and National Guard continue to be called to active duty to serve their country.
It is recommended that a Resolution be adopted extending the Military Benefits eligibility to
December 31, 2005, for City employees who are called to active military duty related to
terrorist attacks or impending or actual armed conflict.

Alex Gurza Scott P. Jo on

Director, Office of Employee Relations Director, Department of Finance



