
 

 
 

 
 
 
 
October 28, 2009 
 
Hon. Mayor & City Council 
200 E. Santa Clara Street 
San Jose, CA 95113 
 

Re: Item 3.5 Annual Summary of Labor Negotiations 
 
Dear Mayor and City Council: 
 
In light of your conversation yesterday regarding the City Manager’s “Annual Summary of Labor 
Negotiations” memorandum, we have attached a brief overview on retiree medical benefits from a 
retiree’s perspective.   
 
We understand that the Council is grappling with many tough economic decisions, thus we want to be 
sure that you are fully informed on the potential impacts (both intended and unintended) that can come as 
a result of your negotiations with active employee unions with regard to medical benefits. We ask that 
when you evaluate changes to the health care plan, you take into consideration the impact on 
retirees, especially the majority of us who retired prior to the increased pension benefits granted in 
recent years.  
 
We understand that the City Council will be holding a special meeting to discuss potential strategies 
contained in the Manager’s memo, in the fuller context of the City’s budget.  We also understand that the 
Council may request stakeholders to participate in that process.  We respectfully request that our 
Association have a formal role in that discussion so that the Council can be fully informed on how 
different proposals may affect retirees, and so we may offer ideas on efficiencies and cost savings.  Your 
consideration of this request is greatly appreciated. 
 
We respectfully ask that you consider the impacts on retirees, their families and survivors when you make 
the very difficult decisions ahead of you.  
 
Sincerely, 

 
 
Bruce DeMers 
President 
 
Cc: City Manager 

 
 
 
 



 
 

 
 

Impact of Health Care Plan Changes on Retirees 
 

As the City Council considers potentially changing the health care plans for active employees, the 
Association of Retired San Jose Police Officers & Firefighters wish to inform the City Council of the 
negative impacts many of those changes may have on retirees.  It is important to note, retirees have no 
official role in the bargaining process, thus making us subject to whatever agreements the City and 
the active unions reach with regard to health care benefits.  We would appreciate the Council being 
mindful of this fact as it gives direction to its negotiators as part of the collective bargaining process.    
 
The following is a cursory overview of retiree medical benefits and how a change in the medical benefits 
for actives could negatively impact retirees.  To be sure, there is far more detail that can be discussed 
relative to the various health care plans, their costs and funding mechanisms, and potential cost saving 
steps.  We certainly want to participate in those discussions.  For now, the purpose of this document is to 
provide you with a synopsis of the health care impacts we face. 
 
Understanding the Current Benefit 
The basic health care benefit for retired police officers and firefighters provides them with 100% of the 
cost of the City’s “lowest cost plan” provided to active employees.  This means the health care trust fund 
contained within the Police and Fire pension fund pays the full cost of the premium for retired members 
for the policy that has the lowest cost to the City.  A retiree may select a more expensive plan, just as 
actives may, but the retiree is responsible for the difference in cost between the “lowest cost plan” and the 
more expensive plan. 
 
What this means in practice is that if the retiree chooses the “lowest cost plan” that has no co-pays for 
doctor visits, then the retiree would not have to make co-pays for doctor visits.  Likewise, if the “lowest 
cost plan” requires a $30 co-pay for doctor visits, the retiree would be required to make that co-pay.  The 
same would apply for all other co-pays dictated by the plan (i.e. hospital stays, emergency room visits, 
prescription drugs, etc.).   
 
The City’s lowest cost plan for employees is provided by Kaiser and requires a $10 co-pay for doctor 
visits and $50 for emergency room visits. It is important to understand, however, that many retirees end 
up moving out of the area to more affordable parts of the country, where Kaiser does not provide service.  
As a result, those retirees have no choice but to select a plan other than Kaiser—which can be 
considerably more expensive.   
 
Audit of Employee Medical Benefits 
Changes to Health Care Plans 
The City Auditor made several recommendations aimed at reducing the City’s share of the cost of health 
care benefits.  However, many of these recommendations would be financially devastating to the retirees 
and survivors living on fixed incomes.  For example, the Auditor’s example of pursuing a “deductible 
plan,” requiring retirees to pay 100% of the out of pocket medical expenses for the first ($1,500 for 
individuals, $3,000 for families), would be prohibitively expensive.   
 
Imagine what would happen to your family budget if you changed from paying $10 a doctor visit to the 
first $3,000 in actual medical expenses—this equates to $250 per month.  As it stands now, over 56% of 
retirees’ pension benefits would qualify them for as “Low Income” or below according to the City’s 



Department of Housing income eligibility requirements.1  Thus, even an increase from $10 co-pays to 
$50 co-pays would have a serious affect on some retirees.   
 
Further, the Auditor’s findings clearly state that the medical benefits and co-payments provided by the 
City are consistent and comparable with other public agencies.  Thus, the City is not being “overly 
generous” as some may criticize, but is in-line with the market realities for health care benefits.2 

 
The impact to retirees is not just cost, however.  One of the consequences to increasing co-pays or out of 
pocket expenses is to decrease the number of times an individual visits.  As referenced in the Auditor’s 
report, “as co-pays increase, insureds tend to more carefully evaluate the necessity for medical visits.  
Decreased use of medical services improves the providers’ “Experience Rating” of the City, which could 
also yield lower premiums.”3   
 
While this may be good for the City’s costs, a large increase in out of pocket expenses will be bad for 
retiree’s health.  The City would effectively create a financial disincentive for older retirees to not go to 
the doctor for preventive care.  The older retirees, who need the preventive care the most, also happen to 
be those surviving off of the smallest pensions.  The long-term cost of older retirees skipping preventive 
check-ups will be an increase in more serious, costly procedures.  This certainly will affect the City’s 
rates over time, but more importantly, will likely result in severe negative health impacts for retirees.   
 
Implementing other Health Care Changes 
The Auditor did recommend some items that would produce cost savings to the City and provide a 
positive benefit for retirees.  Specifically, the recommendation to eliminate barriers to implementing an 
in-lieu program for retirees shows promise.  Under this recommendation, the Auditor recommends that 
the City staff explore ways to provide retirees who elect to use insurance provided by a source other than 
the City of San Jose, with in-lieu payments that pay qualified medical expenses.  This would provide a 
financial incentive for retirees to utilize the outside insurance through reducing their out-of-pocket 
expenses, while at the same time providing an overall cost savings to the City.  The Auditor estimates 
that if just 50 retirees participated in an in-lieu program, the City could save $250,000 annually.  If 
200 participated, the city could save over $1 million annually.   
 
Further, the Auditor recommended providing guarantees to retirees that they could re-enroll in the City’s 
plan at a later date: “Any retiree in-lieu program needs to be accompanied by clear enrollment/suspension 
procedures, so that prospective participating retirees are assured that if they suspend their medical 
benefits, they can re-enroll at any time.   
 
Retiree Health Care is a “Vested Benefit” 
Because retiree medical benefits are contained within the City’s Municipal code, retiree’s health care 
benefits are “vested,” meaning we have a property right to those benefits.  This opinion is shared by the 
City’s legal counsel who advised the City Attorney of such in 2008.4 As such, it is our position that those 
benefits cannot be cut in any way.  We believe this to be an important point for the Council to understand 
as additional proposals may come forward advocating for a cut, or an effective cut, to our medical 
benefits.  Further, we think it is important for the Council to understand that as active employees, we 
contributed to 50% of the cost of these benefits.  Thus, it is our money that is invested in paying for these 
benefits as well.    
 
 

                                                        
1 San Jose Police & Fire Department Retirement Plan, Comprehensive Annual Financial Report, 2007-2008, pg. 95. 
2  Audit of the Employee Medical Benefits, Sharon Erickson, Pg. 35 
3 Audit of the Employee Medical Benefits, Sharon Erickson, Pg. 36 
4 Mark Danaj, Director of Human Resources Retiree Health Care Memorandum, May 27, 2008, Agenda Item 3.7. 



Retirees Missing from the “Solution” Process on Retiree Health Care 
One of the most troubling facets of the City Manger’s efforts to address health care, and specifically 
retiree health care costs, is the complete absence of retirees in the process.  To be clear, we are invited to 
“stakeholder” meetings periodically.  Up until this point, however, those meetings have effectively been a 
one-way conversation, with representatives of the City Manager telling us what is going to happen.  This 
certainly is not a collaborative process—nor will it ultimately be a successful process.   
 
Our desire to be included in the process goes beyond simply wanting to be informed on what is about to 
happen.  Rather, our leadership and members have tremendous experience in working on pension and 
health care issues.  We believe we will bring a solutions-oriented approach to the process, and can assist 
the Manager and Council in identifying ways to improve the efficiency of the City’s programs.  If there is 
an intent to find “Win-Win” solutions, we must be included in the process.   
 
 
 

 
 
 
 
 
 
 
 
 
 


