
 
 TO:  HONORABLE MAYOR FROM: Debra Figone 
  AND CITY COUNCIL 
   
SUBJECT: Continued Suspension of SRBR  DATE: May 13, 2011 
 Payments    
              
        

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

 
 
REASON FOR ADDENDUM 
 
The suspension of the Supplemental Retiree Benefit Reserve (SRBR) payments for both 
retirement plans ends on June 30, 2011.  To continue this suspension for Fiscal Year 2011-2012, 
the City Council would need to approve and adopt an ordinance for the Police and Fire 
Department Retirement Plan and resolution for the Federated City Employees’ Retirement 
System prior to July 1, 2011.   
 
 
RECOMMENDATION  

 
It is recommended that the City Council: 
 

(a)  Approve an ordinance amending Section 3.36.580 of Part 4 of Chapter 3.36 of Title 3 of 
the San José Municipal Code to provide that there shall be no supplemental retiree benefit 
reserve distribution from the Police and Fire Department Retirement Plan during Fiscal 
Year 2011-12, upon a finding that is needed to adopt the ordinance within a time period 
which does not allow for a sixty day review period by the Board of Administration of the 
Police and Fire Department Retirement Plan under San José Municipal Code Section 
3.36.485.A.; and refer the ordinance to the Board for study and consideration pursuant to 
San José Municipal Code Section 3.36.485.B; and 

 
(b) Direct staff to forward for review by the Board of Administration of the Federated City 

Employees’ Retirement Plan a draft resolution amending and restating Resolution 
No. 75635 to provide that there shall be no supplemental retiree benefit reserve 
distribution from the Federated City Employees’ Retirement Plan during Fiscal Year 
2011-2012. 
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OUTCOME

Approval of the recommendation will continue to temporarily suspend the Supplemental Retiree
Benefit Reserve payments from the Police & Fire Department Retirement Plan and the Federated
City Employees’ Retirement System during Fiscal Year 2011-2012.

BACKGROUND

On October 26, 2010, the City Council discussed actions related to payments from the retirement
plans’ Supplemental Retiree Benefit Reserves (SRBR), and directed the City Attorney’ s Office
to draft ordinances to amend the San Jose Municipal Code to temporarily suspend distributions
from the SRBRs during Fiscal Year 2010-2011. Please refer to the attached Memorandum dated
October 22, 2010. On November 9, 2010, the City Council approved the first reading of the
ordinance for the Police and Fire Department Retirement Plan and approved sending a resolution
to the Federated City Employees’ Retirement System indicating that there would be no SRBR
distribution from the retirement plan during Fiscal Year 2010-2011.

The Police and Fire Department Retirement Plan and the Federated City Employees’ Retirement
System each have a Supplemental Retiree Benefit Reserve (SRBR) that provides a supplemental
"13th check" benefit under certain conditions as specified in the San Jose Municipal Code. The
13th check is in addition to the monthly pension payments, disability and survivor benefits,
annual 3% fixed cost of living adjustment (COLA) and retiree healthcare benefits eligible
retirees receive.

As of June 30, 2010, the plans’ unfunded liabilities for pension benefits totaled $1.43 billion. In
addition, the plans had a $1.53 billion unfunded liability for other post employment benefits
(OPEB). OPEB benefits include retiree healthcare benefits. Regardless of the unfunded liability
in each plan, the SRBR can still result in the distribution of SRBR payments (13th check) to
retirees.

In 2011, the City commenced negotiations with the majority of the bargaining groups and those
discussions included retirement reform, including the SRBR program. As of the date of this
memorandum, the City has reached agreements with five bargaining units1, and those agreements
include side letters to continue discussing the SRBR program. The remaining six bargaining
groups are still pending.

In addition, as part of the Mayor’s March Budget Message that was approved by the City
Council on March 22, 2011, the City Manager was directed to present recommendations on May
2, 2011, to achieve $216 million per year of cost reductions and/or new revenues for the General
Fund that will allow the City to restore services to the levels of January 1,2011, within five
years. The May 2, 2011, Fiscal Reform Plan, which is scheduled to be heard before the City
Council on May 24, 2011, includes a recommendation to continue the suspension of the SRBR
payments until January 1, 2012. However, to allow for sufficient time to complete the outreach

1 The City and the Association of Building, Mechanical and Electrical Inspectors (ABMEI) reached a Tentative
Agreement on April 29, 2011. This Tentative Agreement has been ratified by ABMEI and subject to approval by
the City Council.
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and meet and confer process, to the extent required, the City Administration is recommending
continuing the suspension through June 30, 2012.

Due to the plans’ significant unfunded liabilities, recent agreements with five bargaining groups
to continue the negotiations on the SRBR, to the extent required, and the recommendations set
forth in the Fiscal Reform Report, it is recommended that the SRBR distributions continue to be
suspended during Fiscal Year 2011-2012.

ANALYSIS

The SRBR in each retirement plan was established based on the concept that when the two
retirement plans have "excess" earnings a portion of these "excess" earnings are used to provide
a fund for additional benefits to retirees. Both the Federated City Employees’ Retirement
System and the Police and Fire Department Retirement Board currently assume a 7.75% rate of
return.

Federated Ci_ty Employees’ Retirement System

In 1986, the City Council established the Supplemental Retiree Benefit Reserve (SRBR) in the
Federated City Employees’ Retirement System to allocate investment income earned by
retirement fund assets that exceeds expected returns to an account that would fund new, or
supplemental benefits for retirees. The SRBR was patterned on State legislation that had been
adopted in 1983 to permit certain counties to do the same.

The San Jose Municipal Code sets forth a methodology for allocating funding to the SRBR and
in 2003; the City Council adopted a Resolution establishing the current distribution
methodology.

Under the section of the San Jose Municipal Code governing the Federated City Employees’
Retirement System (SJMC§3.8.340), the City Council can make recommendations to the Board
of Administration of the Federated City Employees’ Retirement System regarding the
distribution, if any from the Federated SRBR, and upon consideration of the recommendation of
the Board, the City Council can determine the amount, if any, of the distribution to be made from
the Federated SRBR.

The San Jose Municipal Code does not need to be amended to permit the City Council to
implement a suspension of Federated SRBR payments. However, the Municipal Code does
require the City Council to refer the recommendation for such suspension to the Board of
Administration of the Federated City Employees’ Retirement System, and to act after receipt of
the Federated Board recommendation of such change in the distribution. It is recommended that
the draft resolution be referred to the Board for its consideration at the June 16, 2011, board
meeting and that the City Council consider the comments, if any, from the Board on June 21,
2011, and decide whether or not to suspend the distribution.
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Police and Fire Department Retirement Plan

In 2001, the City Council adopted an ordinance establishing an SRBR program within the Police
and Fire Department Retirement Plan.

Under the Section of the San Jose Municipal Code governing the Police and Fire Department
Retirement Plan (SJMC§3.36.580), the Board of Administration for the Police and Fire
Department Retirement Plan is charged with developing the methodology for distribution from
the Police and Fire SRBR, and upon City Council approval of the methodology, the Police and
Fire Board is charged with making a distribution in accordance with the methodology.

The San Jose Municipal Code does not specify how much should be distributed from the Police
and Fire SRBR each year, but instead specifies limits on the amount that can be distributed.

In order to implement that there be no distribution from the Police and Fire SRBR during Fiscal
Year 2011-2012, it is recommended that the San Jose Municipal Code be amended to suspend
distribution until after June 30, 2011. Under San Jose Municipal Code Section 3.36.485, prior to
the City Council adoption of any ordinance amending the Police and Fire Department Retirement
Plan, the Board of Administration for the Police and Fire Retirement Plan is to be provided with
sixty (60) days for review and comment on the proposed ordinance, unless the City Council finds
that there is a need to adopt the ordinance within a time period which does not allow for a sixty
day review period, in which case the City Council can adopt an urgency ordinance or when the
ordinance is passed for publication of title, the City Council refers the ordinance to the Board for
study and consideration and upon the recommendation, if any, from the Board, the City Council
implements or disapproves the Board’s recommendation. Because the distribution of the SRBR
could occur before the sixty day review period, if the City Council wishes to ensure that no
distribution occur during Fiscal Year 2011-2012, a finding that there is need to adopt the
ordinance within a time period which does not allow for a sixty day review period should be
made and the ordinance referred to the Board of Administration for the Police and Fire
Department Retirement Plan for study and recommendation. If the Council receives a
recommendation if any, from the Board, it could decide to reconsider the matter taking the
Boards comments at such time.

Distribution Methodology

The distribution methodology for each plan is memorialized in Resolutions 71870 and 70822.
Under the Federated distribution methodology, all retired members and survivors receive a
disbursement when the plans’ investment returns exceed expected returns. Under the Police and
Fire distribution methodology, all retired members and survivors receive a disbursement, so long
as the SRBR principal balance would not be reduced by the distribution. For both plans, the
criteria for determining the payment amount is based on a "point" system. Retirees receive
points based on years of service, number of years retired and final average salary. Under this
methodology, the largest payments are made to retirees that have been retired the longest and
have rendered the longest service to the City.

As of June 30, 2010, the SRBR balance for the Federated City Employees’ Retirement System
was $28.3 million and $32 million for the Police and Fire Department Retirement Plan. If the
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current suspension of distribution payments were lifted after June 30, 2011, the funds that could
be distributed from the Police and Fire Department Retirement Plan are approximately $1
million and out of the Federated City Employees Retirement System, $5.6 million. This is a
significant amount of money to distribute from the retirement plans considering the plans’
significant unfunded liabilities.

The City will be engaged in retirement reform efforts with the bargaining units over the next
several months. It is recommended that the City Council continue the suspension of the
distribution of payments from the SRBR during Fiscal Year 2011-2012, while further
discussions regarding retirement reform, including the SRBR program continue.

PUBLIC OUTREACH/INTEREST

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

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)

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 report will be posted on the internet and a copy will be sent to the bargaining unit
representatives and the retiree associations as soon as the memo has been distributed.

COORDINATION

This memo has been coordinated with the City Attorney’s Office.

CEQA

CEQA: Not a Project, File No. PP 10-068(b), (Municipal Code or Policy, new or revised)

City Manager

For questions please contact Alex Gurza, Director of Employee Relations, at 535-8155.

Attachment: Memorandum dated October 22, 2011



 
 TO:  HONORABLE MAYOR FROM: Debra Figone 
  AND CITY COUNCIL 
   
SUBJECT:  Suspension of SRBR Payments DATE: October 22, 2010 
    
              
        

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

RECOMMENDATION  
 
It is recommended that the City Council direct the City Attorney to draft an ordinance amending 
the Municipal Code to provide that no distribution will be made from the retirement plans’ 
Supplemental Retiree Benefit Reserves (SRBR) during Fiscal Year 2010-2011.  

 
 

OUTCOME   
 
Approval of the recommendation will temporarily suspend Supplemental Retiree Benefit 
Reserve payments from the City’s Police & Fire Department Retirement Plan and the Federated 
City Employees’ Retirement System.   
 
 
EXECUTIVE SUMMARY 
 
On October 20, 2010, the Rules and Open Government Committee approved to agendize for the 
October 26, 2010, City Council meeting, discussion and action to amend the Municipal Code to 
temporarily suspend bonus payments from the retirement plans’ Supplemental Retiree Benefit 
Reserves (SRBR).   
 
The Police and Fire Department Retirement Plan and the Federated City Employees’ Retirement 
System each have a Supplemental Retiree Benefit Reserve (SRBR) that provides a supplemental 
“13th check” benefit under certain conditions as specified in the Municipal Code.  The 13th pay is 
in addition to the monthly pension payments, disability and survivor benefits, annual 3% fixed 
cost of living adjustment (COLA) and retiree healthcare benefits eligible retirees receive.  Based 
on the SRBR distribution provisions currently specified in the Code, it is anticipated that there 
will be a distribution of payments to retirees from both SRBRs later this year or early in 2011.   
 
As of June 30, 2009, the plans’ unfunded liabilities for pension benefits totaled $1.1 billion.  In 
addition, the plans had a $1.4 billion unfunded liability for other post employment benefits 
(OPEB).  OPEB benefits include retiree healthcare benefits.  Regardless of the unfunded liability 
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in each plan, the SRBR can still result in the distribution of SRBR payments (13th check) to 
retirees. 
 
In recognition of the significant cost implications of pension and retiree healthcare and the 
importance of retirement reform to the long-term sustainability and availability of retirement 
benefits for City employees, the City has reconvened the General Fund Structural Deficit 
Elimination Plan (GFSDEP) Stakeholder Group.  This group is charged with providing input to 
the City Council regarding major considerations and concerns with the existing retirement 
systems and priority elements for reform.  In addition, the City will be commencing negotiations 
with the majority of the bargaining groups in 2011 to discuss the issue of retirement reform. 
 
Due to the plans’ significant unfunded liabilities, it is recommended that the SRBR distributions 
be suspended while retirement reform discussions continue. 
 
BACKGROUND  
 
On October 20, 2010, the Rules and Open Government Committee approved to agendize for the 
October 26, 2010, City Council meeting, discussion and action to amend the Municipal Code to 
temporarily suspend bonus payments from the retirement plans’ Supplemental Retiree Benefit 
Reserves (SRBR).  This memorandum is intended to provide additional background information 
on the program.   
 
Federated City Employees’ Retirement System 
 
In 1986, the City Council established the Supplemental Retiree Benefit Reserve (SRBR) in the 
Federated City Employees’ Retirement System to allocate investment income earned by 
retirement fund assets that exceeds expected returns to an account that would fund new, or 
supplemental, benefits for retirees.  The SRBR was patterned on State legislation that had been 
adopted in 1983 to permit certain counties to do the same.   
 
The Municipal Code sets forth a methodology for allocating funding to the SRBR but does not 
set forth a methodology for distributing the money in the SRBR to the Federated retirees1.  
(Attachment A)  In 2003, the City Council adopted a Resolution establishing the current 
distribution methodology.2 (Attachment B) 
 
Police and Fire Department Retirement Plan 
 
In 2001, the City Council adopted an ordinance establishing an SRBR program within the Police 
and Fire Department Retirement Plan.3  (Attachment C)   
 
In 2002, the Council adopted a Resolution approving the methodology for distribution of moneys 
from the Police and Fire SRBR to all retired members and survivors. 4  (Attachment D) 
   

                                                           
1 San Jose Municipal Code Section 3.28.340B 
2 Resolution No. 71870 
3 San Jose Municipal Code Section 3.36.580 
4 Resolution No. 70822 
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Distribution Methodology 
 
The distribution methodology for each plan is memorialized in Resolutions 71870 and 70822.  
Under the Federated distribution methodology, all retired members and survivors receive a 
disbursement when the plans’ investment returns exceed expected returns.  Under the Police and 
Fire distribution methodology, all retired members and survivors receive a disbursement, so long 
as the SRBR principal balance would not be reduced by the distribution.  For both plans, the 
criteria for determining the payment amount is based on a “point” system.  Retirees receive 
points based on years of service, number of years retired and final average salary.  Under this 
methodology, the largest payments are made to retirees that have been retired the longest and 
have rendered the longest service to the City. 
 
Retirement Benefits 
 
The City’s two retirement systems provide defined retirement benefits to eligible employees.  
Both retirement plans use investment income and employer and employee contributions to 
provide eligible retirees with pensions based on years of service and highest average annual 
salary.  The plans also provide a 3% guaranteed annual cost of living adjustment for all retirees, 
retiree healthcare benefits, survivor benefits, and permanent disability benefits to eligible 
members and beneficiaries. 
 
3% COLA 
 
The COLA benefit was changed to a guaranteed 3% COLA in 2002 in the Police and Fire 
Department Retirement Plan and in 2006 for the Federated City Employees’ Retirement System.   
The 3% COLA is guaranteed to all retirees in the plans every year, regardless of the actual 
change in the consumer price index.  Therefore, when inflation is less than 3% the retirees will 
continue to receive an annual 3% increase in their pension.  The 3% COLA is in addition to the 
SRBR (13th check) 
 
Liabilities and Funding Status  
 
The difference between the pension liability and the value of plan assets is called the unfunded 
liability.  The unfunded liability is calculated two ways: (1) based on the market value of assets, 
and (2) based on the actuarial value of assets.   
 
The current unfunded liability under both calculations is detailed below. 
 

Pension Unfunded Liability 
 Federated Police and Fire Total 
Market Value $1.1 billion $1.0 billion $2.1 billion 
Actuarial Value $0.7 billion $0.4 billion $1.1 billion 

 
Retiree Healthcare (OPEB) Unfunded Liability 

 Federated Police and Fire Total 
Market Value $0.7 billion $0.7 billion $1.4 billion 
Actuarial Value $0.7 billion $0.7 billion $1.4 billion 
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The San Jose Municipal Code provides that the City is responsible for 100% of the unfunded 
liability for the pension benefit.   
 
As a result of this significant unfunded liability, funding ratios for both plans have fallen 
significantly. 
 
 

Pension Plans Federated Police and Fire 
Market Value of Assets 55% 66% 
Actuarial Value of Assets 71% 87% 

 
Retiree Healthcare 

(OPEB) Plans 
Federated Police and Fire 

Market Value of Assets 11% 6% 
Actuarial Value of Assets 11% 7% 

 
 
Retirement Reform 
 
In recognition of the significant cost implications of pension and retiree healthcare and the 
importance of retirement reform to the long-term sustainability and availability of retirement 
benefits for City employees, the City has reconvened the General Fund Structural Deficit 
Elimination Plan (GFSDEP) Stakeholder Group.  This group is charged with providing input to 
the City Council regarding major considerations and concerns with the existing retirement 
systems and priority elements for reform.  The Stakeholder Group is expected to provide a 
summary to the City Council in November 2010. 
 
 
ANALYSIS  
 
The SRBR in each retirement plan was established based on the concept that when the two 
retirement plans have “excess” earnings a portion of these “excess” earnings are used to provide 
a fund for additional benefits to retirees.  The Police and Fire Department Retirement Plan 
assumes an 8% rate of return and the Federated City Employees’ Retirement System assumes a 
7.75% return.  When the plans actual investment returns exceed the expected returns, a portion of 
these “excess earnings” is transferred into the SRBR.  
 
However, the Board’s actuaries have numerous assumptions including economic and non-
economic factors such as salary growth, expected retirements, and mortality rates.  When the 
Plans do not meet these assumptions, it results in an unfunded liability.  As previously indicated, 
the City, and ultimately taxpayers are responsible for 100% of any unfunded pension liability.  
This is also the case when the investment returns do not meet the assumed rate of return adopted 
by the boards.  The City has been experiencing significant increases in retirement contributions.  
This is due to investment losses in prior years, granting of retroactive benefit enhancements and 
the assumptions used by the plans’ actuaries to calculate liabilities and contributions rates not 
holding true.  According to the City Manager’s Office’s Five-Year Economic Forecast and 
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Revenue Projections for the General Fund and Capital Improvement Program future rates are 
expected to rise to around 75% of payroll for Police and Fire and more than 45 percent for 
Federated, causing the projected annual retirement contribution paid out of the City’s General 
Fund to be more than $270 million in Fiscal Year 2014-15.   
 
The Plans’ had investment returns for Fiscal Year 2009-2010 that exceeded the assumed rate of 
return for each plan.  As a result, it is anticipated that SRBR distributions will be made to retirees 
even though the Plans have a significant unfunded liability.  The following chart provides the 
balance in the SRBR as of June 30, 2009.   
 

Retirement Plan SRBR Balance 

Federated $19.78 Million 

Police & Fire $32.3 Million 
 
It is estimated that roughly $1.6 million could be available for distribution to retirees in the 
Federated plan and at least $700,000 could be available for distribution in the Police and Fire 
Plan.  The Department of Retirement Services has indicated that this preliminary information 
will be provided to the Retirement Boards in November 2010, and that a declaration of excess 
earnings could be approved by the Retirement Boards as soon as audited financial statements are 
received.  Under the Municipal Code and the current SRBR distribution resolutions, distributions 
automatically occur after the Boards’ declaration of “excess” earnings. 
 
The SRBR “13th check” is above and beyond the monthly pension benefit retirees receive.  
Retirees receive a monthly pension check and a 3% guaranteed cost of living increase each year.  
In addition, eligible retirees receive lifetime retiree healthcare benefits. 
 
The following chart provides the average annual pension received by retirees for each plan.5 
 
 

Federated City Employees’ Retirement System 
Average Annual Pension 

Time Retired 
Base COLA 

Total 
Pension* 

Average Age 
at 

Retirement 

Average 
Years of 
Service 

Last 5 Years $41,302.28 $3,548.51 $44,850.79 58.50 21.09 
Last 10 Years $39,161.78 $5,212.33 $44,374.10 58.44 21.13 
Last 15 Years $36,659.50 $6,118.16 $42,777.66 58.37 20.78 
ALL $31,556.75 $8,505.83 $40,062.58 58.33 20.35 
 
 

                                                           
5 Federated:  Data includes approved retirements as of June 10, 2010.  Excludes Deferred Vested and Disability 
Retirements that do not meet the Service Retirement Eligibility Requirements (55 yrs old with 5 years of service or 
30 years of service at any age)   
Police and Fire:  Data includes approved retirement as of June 3, 2010.  Excludes Deferred Vested and Disability 
Retirements that do not meet the Service Retirement Eligibility Requirements (50 yrs old with 25 years of service, 
55 yrs old with 20 years of service or 30 years of service at any age) 
* Does not include the value of Retiree Healthcare benefits. 
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Police and Fire Department Retirement Plan 
Average Annual Pension 

Time Retired Base COLA Total 
Pension* 

Average Age 
at 

Retirement 

Average 
Years of 
Service 

Last 5 Years $96,884.63 $7,039.94 $103,924.57 55.01 27.97 
Last 10 Years $89,508.69 $12,187.86 $101,696.55 54.95 28.29 
Last 15 Years $80,283.78 $14,995.54 $95,279.33 54.76 28.31 
ALL $70,101.60 $18,127.47 $88,229.06 54.67 28.42 
 
Due to the rising increases in retirement costs, the City is currently engaged in retirement reform 
efforts.  It is recommended that the City Council suspend distribution of payments from the 
SRBR until further discussions regarding retirement reform continue and the City Council takes 
action on retirement reform.  As part of the discussions, the issue of the SRBR program can be 
discussed.   Currently the General Fund Structural Deficit Elimination Plan (GFSDEP) 
Stakeholder Group is having discussions on the City’s Retirement Plans and will be providing 
considerations and input to the City Council in November 2010.  Negotiations with the majority 
of the bargaining groups will commence in early 2011 and the issue of retirement reform will be 
discussed.     
 
 
EVALUATION AND FOLLOW-UP  
 
Approval of the City Administration recommendation to suspend distribution of payments from 
the SRBR would require an ordinance to amend the San Jose Municipal Code.  Ordinances 
amending the San Jose Municipal Code would be prepared by the City Attorney’s Office, in 
coordination with the City Manager’s Office.  Such ordinances would be placed on a future City 
Council agenda for approval and adoption.   
 
 
PUBLIC OUTREACH/INTEREST  
 

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

 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) 

 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 report will be posted on the internet and a copy will be sent to the bargaining unit 
representatives and the retiree associations as soon as the memo has been distributed. 
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COORDINATION

This memo has been coordinated with the City Attorney’s Office.

Not a project.

Debr~
City Manager

For questions please contact Alex Gurza, Director of Employee Relations, at 535=8155.

Attachment A: San Jose Municipal Code Section 3.28.340B
Attachment B: Resolution No. 71870
Attachment C: San Jose Municipal Code Section 3.36.580
Attachment D: Resolution No. 70822








































