
 
 

 

DATE: August 28, 2012 
 

AGENDA ITEM # 10 

 
TO:    City Council 
 
FROM:   J. Logan, Assistant City Manager 
 
SUBJECT:   City of Los Altos Responses to 2011-2012 Santa Clara County Civil Grand Jury 

Report: “An Analysis of Pension and Other Post-Employment Benefits” 
 
RECOMMENDATION:   
  
A. Receive Memorandum of Responses to Findings and Recommendations in the Final Report by 

the 2011-2012 Santa Clara County Civil Grand Jury: “An Analysis of Pension and Other Post- 
Employment Benefits” 

B. Authorize the City Manager to send said Memorandum in Response to Findings and 
Recommendations to the Presiding Judge of the Santa Clara County Superior Court 

 
 
SUMMARY: 
 
Estimated Fiscal Impact: 
 
 Amount:  None 
 
 Budgeted:  N/A 
 
Public Hearing Notice:  Not applicable  
 
Previous Council Consideration:   July 30, 2010: “Cities Must Rein In Unsustainable Employee 

Costs”; August 23, 2011: “Rehiring Pensioners” 
 
CEQA Status:  Not applicable  
 
Attachments: 
 
1.    Memorandum in Responses to Findings and Recommendations in the Final Report by the 2011 
      2012 Santa Clara County Civil Grand Jury; “An Analysis of Pension and Other Post- 
      Employment Benefits” 
2.   2011-2012 Santa Clara County Civil Grand Jury Report; “An Analysis of Pension and Other  
      Post-Employment Benefits” 
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BACKGROUND 
 
On December 1, 2011, the 2011-2012 Santa Clara Civil Grand Jury sent a Benefit 
Questionnaire Survey to Santa Clara County agencies pertaining to employee pensions, 
Other Post-Employment Benefits (OPEB) and paid time-off policies.  The City of Los Altos 
responded to the Benefit Questionnaire Survey on December 19, 2011.  Members of the 
Civil Grand Jury then met with Finance Director Russell Morreale and Assistant City 
Manager J. Logan on February 18, 2012 for purposes of discussing the responses and 
requesting further information and materials.  All responses were completed and additional 
materials were sent as requested to the Grand Jury.  On June 13, 2012, the Grand Jury issued 
its Findings and Recommendations for Santa Clara County agencies in “An Analysis of 
Pension and Other Post-Employment Benefits” (Attachment 1) derived from survey 
responses and information gathered from interviews. 
 
California Penal Code Section 933(c) requires a governing body of an agency subject to a 
Grand Jury report to respond to the Presiding Judge of the Superior Court on the Findings 
and Recommendations.  The Memorandum of Responses (Attachment 2) is due on Friday, 
September 14, 2012. 
 
The City also previously received and responded to prior Findings and Recommendations 
from the Grand Jury directed at employee benefits and pension reforms as follows: 
 

1. Responses to the Findings and Recommendations in the Final Report by the 2009-
2010 Santa Clara County Civil Grand Jury; “Cities Must Rein In Unsustainable 
Employee Costs”  

2. Responses to the Findings and Recommendations to three 2010-2011 Civil Grand 
Jury Reports: 

a. Rehiring of Pensioners 
b. Emergency Dispatch in Santa Clara County 
c. Rethinking Fire Department Response Protocol and Consolidation 

Opportunities 
 

These responses were considered by Council at its regular meetings on July 27, 2010 and 
August 23, 2011, and were subsequently delivered to the Presiding Judges of the Santa Clara 
County Superior Court.   
 
DISCUSSION 
 
Consistent with the Findings and Recommendations commencing with the 2009-2010 and 
subsequent Civil Grand Jury reports, the City Council has embarked on actions consistent 
with the City’s responses to these reports.  Council’s actions demonstrate a commitment to 
reduce escalating pension costs as they impact the City’s current and future budgets and an 
effort to preserve current and future delivery of services to the community. Commencement 
of pension reforms and cost reductions were achieved through the collective bargaining 
process that resulted in successful labor negotiations and thereby enabled the City to 
implement significant pension reforms that include: 
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1. Implementation of a Two-Tier Retirement System for new employees to lower the 

retirement formula from 2.7% at 55 to 2.0% at 60 for miscellaneous employees and 
from 3.0% at 50 to 3.0% at 55 years for safety employees effective October 1, 2011.  

2. Newly hired employees are required to pay the full CalPERS (California Public 
Employees’ Retirement System) employee member retirement contribution of 7% 
for miscellaneous employees and 9% for safety employees. 

3. The revision of single highest year compensation to the three-year compensation 
formula to reduce pension costs related to two-tier employees. 

4. Miscellaneous and safety employees hired prior to implementation of the two-tier 
system are now contributing 2% of the Employer-Paid Member Contribution 
(EPMC).  Safety will contribute an additional 1% in FY 2013/14 to a total 3% of the 
Employer-Paid Member Contribution. Prior to these pension reforms, said 
employees were not contributing to the employee member contribution.   

 
The City of Los Altos continues to take actions to implement the Civil Grand Jury’s 
Findings and Recommendations as stated in its responses and agrees that, in order to 
address the costs of employee pensions and benefits, employees must continue to share in 
the escalating benefit costs.   
 
In addition, State-wide legislative efforts to reform the CalPERS Retirement System are 
needed to enact pension reform initiatives that are currently precluded from implementation 
by CalPERS-contracting agencies such as the City of Los Altos.  
 
FISCAL IMPACT 
 
None  
 
PUBLIC CONTACT 
 
Posting of the meeting agenda serves as notice to the general public. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
M E M O R A N D U M  

 

   

 
 
DATE: August 28, 2012    
 
TO: Honorable Richard J. Loftus, Jr., Presiding Judge, Santa Clara County Superior Court 
 
FROM: Governing Body, City of Los Altos, CA 
 
SUBJECT: RESPONSES TO FINDINGS AND RECOMMENDATIONS IN THE 

FINAL REPORT BY THE 2011-2012 SANTA CLARA COUNTY CIVIL 
GRAND JURY: “AN ANALYSIS OF PENSION AND OTHER POST- 
EMPLOYMENT BENEFITS” 

 
 
Findings and Recommendations 
 
When the term Cities is used below, it includes the following Santa Clara County the cities of 
Campbell, Cupertino, Gilroy, Los Altos, Milpitas, Monte Sereno, Morgan Hill, Mountain View, Palo 
Alto, San Jose, Santa Clara, Saratoga, Sunnyvale; and the towns of Los Altos Hills and Los Gatos.  
 
Finding 1:  
Public sector employees are eligible for retirement at least 10 years earlier than is common for 
private sector employees.  
 

Response 1: 
Respondent, City of Los Altos, agrees with the Finding. 

 
Recommendation 1:  
The Cities should adopt pension plans to extend the retirement age beyond current retirement plan 
ages.  
 

Response 1:  
The recommendation has been implemented.  The City has adopted second-tier plans for all 
new safety and all new miscellaneous employees to extend the retirement age beyond the 
current ages of the tier-one retirement plans.   

 
Finding 2:  
Campbell, Gilroy, Los Altos Hills, Los Gatos, Milpitas and Palo Alto have adopted second tier plans 
that offer reduced Benefits, which help reduce future costs, but further changes are needed to 
address today’s unfunded liability. Santa Clara County and the cities of Cupertino, Los Altos, Monte 
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Sereno, Morgan Hill, Mountain View, San Jose, Santa Clara, Saratoga and Sunnyvale have not 
adopted second tier plans.  
 

Response 2: 
Respondent, City of Los Altos, disagrees partially due to the second sentence in the Finding 
that states that the City of Los Altos has not adopted second tier plans.  On October 1, 2011, 
the City of Los Altos adopted its second tier plans for all new safety and new miscellaneous 
employees that include reduced benefits in an effort to address rising costs and unfunded 
liabilities.   

 
Recommendation 2A:  
Santa Clara County and the cities of Cupertino, Los Altos, Monte Sereno, Morgan Hill, Mountain 
View, San Jose, Santa Clara, Saratoga and Sunnyvale should work to implement second tier plans.  
 

Response 2A:  
The recommendation has been implemented by the City of Los Altos with the adoption of 
second-tier pension plans for new safety and new miscellaneous employees. 

 
Recommendation 2C: 
All Cities’ new tier of plans should close the unfunded liability burden they have pushed to future 
generations. The new tier should include raising the retirement age, increasing employee 
contributions, and adopting pension plan caps that ensure pensions do not exceed salary at 
retirement.  
 

Response 2C:  
The recommendation has been implemented with the adoption of second-tier plans for new 
safety and new miscellaneous employees within the requirements of CalPERS regulations.  
The adoption of the second-tier plans raises the retirement age and increases employee 
contributions.  The City of Los Altos, as a contracting agency of the CalPERS pension system, 
does not have the ability to adopt pension caps beyond those set by CalPERS, which currently 
caps Safety Pension Plans at 90%. 

 
Finding 3:  
Retroactive Benefit enhancements were enacted by Cities using overly optimistic ROI and actuarial 
assumptions without adequate funding in place to pay for them.  
 

Response 3: 
Respondent, City of Los Altos, agrees with the Finding. 

 
Recommendation 3:  
The Cities should adopt policies that do not permit Benefit enhancements unless sufficient monies 
are deposited, such as in an irrevocable trust, concurrent with enacting the enhancement, to prevent 
an increase in unfunded liability.  
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Response 3:  
The recommendation has not yet been implemented, but will be implemented in the future 
conditioned on economic trends, direction from City Council and future labor collective 
bargaining negotiations. 

 
Finding 4 
The Cities are making an overly generous contribution towards the cost of providing Benefits.  
 

Response 4: 
Respondent, City of Los Altos, agrees with the Finding.   

 
Recommendation 4A 
The Cities should require all employees to pay the maximum employee contribution rate of a given 
plan.  
 

Response 4A: 
The recommendation has been implemented on a partial basis in the current labor agreements 
and it is anticipated this recommendation will be fully implemented conditioned on future 
labor collective bargaining negotiations.  The City has implemented maximum employee 
contribution rate in the second-tier plans.   

 
Recommendation 4B 
The cities should require employees to pay some portion of the Past Service Cost associated with 
the unfunded liability, in proportion to the Benefits being offered.  
 

Response 4B:  
The recommendation has not yet been implemented, but will be implemented in the future 
conditioned on economic trends, direction from City Council and future labor collective 
bargaining negotiations. 

 
Finding 5 
The Cities are not fully funding OPEB benefits as evidenced by large unfunded liabilities and small 
funded ratios.  
 

Response 5: 
Respondent, City of Los Altos, agrees with the Finding. 

 
Recommendation 5:  
The Cities, should immediately work toward implementing policy changes and adopting measures 
aimed at making full OPEB ARC payments as soon as possible.  
 

Response 5:  
The recommendation has been partially implemented by establishment of an OPEB Reserve 
Account in 2009/10 with annual contributions.  An evaluation regarding creation of a formal 
trust will be initiated later this fiscal year.   
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Finding 7:  
The Cities’ defined benefit pension plan costs are volatile. Defined contribution plan costs are 
predictable and therefore more manageable by the Cities.  

 
Response 7: 
Respondent, City of Los Altos, agrees with the Finding.  The ability of cities contracting with 
CalPERS Pension System to implement a defined contribution pension plan is now precluded 
under CalPERS law.   

 
Recommendation 7: 
The City should transition from defined benefit pension plans to defined contribution plans as the 
new tier plans are implemented. 
 

Response 7:  
The recommendation will not be implemented because it is not warranted or is not reasonable 
due to current requirements of CalPERS regulations. The evaluated financial impact on the 
ability of the City to withdraw from the CalPERS Pension System, along with future labor 
collective bargaining negotiations and future Council Policy will condition what the City of 
Los Altos may accomplish in this area.  Should CalPERS offer a defined contribution plan in 
the future, the City would consider this option based upon on Council direction and labor 
collective bargaining negotiations.   
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