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11. Venue is proper within this District pursuant to 28 USC § 1409(a) because the
bankruptcy court where the bankruptcy case is pending is located within this District. In
addition, it is proper because the City is located in this District. 28 U.S.C. § 1391(b); 28 USC
§ 1409(e).

PARTIES

12.  Plaintiff Retirees’ Committee is partially comprised of retired City employees
who were formerly members of the following bargaining units during their employment with
the City: Confidential, Administrative, Managerial & Professional Association of Vallejo
(“CAMP”); International Association of Firefighters, Local 1186 (“IAFF”); International
Brotherhood of Electrical Workers, Local 2376 (“IBEW”); and Vallejo Police Officers’
Association (“VPOA”). It is also comprised of one retired City employee who was formerly
an unrepresented exempt management employee. The Bankruptcy Court created the Retirees’
Committee to protect the interests of the Retirees described herein in the bankruptcy
proceeding filed by the City. The Retirees’ Committee will fairly and adequately protect the
interests of the Retirees in prosecuting this action.

13. The Retirees’ Committee is comprised of nine members who represent the
interests of at least 464 retired City employees and 53 surviving spouses of retired City
employees.

14.  Defendant City of Vallejo (“City” or “Defendant”) is a municipal corporation
and charter city formed under the laws of the State of California and located in the County of
Solano. The City maintains a health care benefits system for current and retired City of
Vallejo employees through CalPERS. The City has participated in CalPERS since September
1, 1988 —over 20 years. In order to be eligible to continue to receive health care benefits after
retirement, the Retiree must retire directly from the City and meet CalPERS’ eligibility
requirements.

GENERAL ALLEGATIONS
15.  The City has provided health benefits for retirees since at least 1988. Prior to

the City filing for bankruptcy, and at least since July 1, 2000, the Collective Bargaining
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Agreements (“CBAs”) between the City and each of the labor groups represented by the
Retirees’ Committee committed the City to pay up to 100% of the health care premiums for
Actives and Retirees. On information and belief, these commitments were formalized by the
City’s adoption of resolutions approving the CBAs and reflecting the same. During the same
time period, the City also adopted resolutions reflecting health care benefits for the
unrepresented Actives and Retirees. Those were the promises made and in effect at the time
each of those persons whose interests are represented by the Retirees’ Committee retired from
service with the City.

16. The City promised to continue to pay up to the full cost of post-retirement
health care benefits for its employees and their dependents and, as of September 1, 1988, to
do so pursuant to California’s Public Employees Medical and Hospital Care Act
(“PEMHCA”), a system that requires equal contribution on behalf of Retirees and Actives.
For over 20 years, the City’s promise to fully-fund health care benefits for Retirees has been
conditioned on CalPERS eligibility requirements, which consider age, years of service, and
disability, and compliance with PEMHCA.

17.  These promises did not contain any limitation on the duration of such benefits.
To the contrary, the City promised that the benefits would continue for the Retirees and their
dependents for their lifetimes. The Retirees accepted these benefits in lieu of other benefits,
such as wage and salary increases. In fact, they earned these benefits as part of their
compensation from the City in exchange for their services.

18. The City’s promises, as described above, were written, implied and conveyed
orally in the following ways:

a. Resolutions, Charter, Ordinances, CalPERS health care plan
documents, job announcements, CBAs;

b. The City’s election, by passing Resolution No. 88-489 N.C,, to be
subject to California Government Code section 22892, as contained in
PEMHCA, which requires the City to pay equal contributions on behalf

of Retirees and Actives;
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b. Effective January 1, 2010, the City breached its promise to the Retirees
and began to pay a contribution amount of up to a maximum of 80% of
the Kaiser North basic plan rate for each level of coverage for CAMP
Retirees while promising to pay, and paying, CAMP Actives up to a
maximum of 80% of the Kaiser North basic plan rate for each level of
coverage plus 20% of the Kaiser North basic plan rate for each
level of coverage through an IRS 125 (“cafeteria”) plan payment.

27.  For decades the City performed on its promise to comply with PEMHCA and,
until February 1, 2010, the City paid equal contributions for the health care benefits of exempt
management and city council Retirees and their dependents as it did for exempt management
and city council Actives and their dependents at the same level of coverage. Specifically, the
City paid the following:

a. Until February 1, 2010, the City paid 100% of the cost of the offered
health care benefit plan selected by each of these Retirees and Actives;

b. Effective February 1, 2010, the City breached its promise to these
Retirees and reduced its payment to a flat contribution amount of $300
per month for exempt management and city council Retirees while
promising to pay, and paying, these Actives a contribution amount of
$300 per month plus the difference between $300 and 75% of the
Kaiser North basic plan rate for each level of coverage through an
IRS 125 (“cafeteria”) plan payment.

28. The monthly Kaiser North basic plan rate for each level of coverage for 2010
is: $532.56 for employee or annuitant only; $1,065.12 for employee or annuitant plus one
dependent; and $1,384.66 for employee or annuitant plus two or more dependents.

29. The City filed Chapter 9 bankruptcy in May 2008. Since filing its bankruptcy
petition, the City has operated under a series of “Pendency Plan” departures from its
obligations to its employees, retirees, and certain other creditors. However, the City has not

presented and the Court has not approved a Final Plan of Adjustment in that matter.
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33. The City also resolved on December 15, 2009, to reduce its contributions for
exempt management and city council Retiree health care benefits effective February 1, 2010,
and, in fact, reduced them to an amount lower than that contributed toward health care
coverage for Actives.

34.  On or about December 15, 2009, the City Council passed a resolution adopting
the City of Vallejo Cafeteria Plan, designating the City Manager as the Plan Administrator,
and authorizing the City Manager to execute the Adoption Agreement amending the flexible
spending account as a full cafeteria plan. According to the City, it decided to adopt a full
cafeteria plan, effective January 1, 2010, to provide its employees more pre-tax options to pay
for their share of the benefits sponsored by the City. In reality, the Cafeteria Plan is a ruse for
the City to pay the full cost, or a substantial portion of the full cost, of the health care plans
for its Actives while leaving the Retirees hanging out to dry. While the Cafeteria Plan
documents provide that the City may make a contribution to help fund one or more of an
employee’s accounts, the amount of which will allegedly be determined by the City at the
time the contribution is made, the CBA governing the City’s CAMP employees and the two
resolutions passed on December 15, 2009, reducing the health care benefits for retired exempt
management and city council employees require the City to make contributions to the
Cafeteria Plan in a specific amount to be used to pay only the Actives’ costs for health care
benefits in excess of the total amount of contributions provided for the Retirees’ health care
benefits.

35.  For example, as of February 1, 2010, exempt management and city council
Retirees began to receive a flat amount of $300 per month toward their health care benefit
costs while Actives in these categories received 75% of the cost for health coverage under the
Kaiser North basic plan rate for themselves and their dependents. On information and belief,
the City’s contribution to the cafeteria plan accounts of exempt management and city council
Actives above the $300 flat contribution amount was created to offset the increased costs of
health care benefits for those Actives due to the reduced direct contribution amount. The City

voted on this cafeteria plan contribution for these Actives on the same date as it voted on the

1045520.5

11




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

53.  Retiree health care benefits were an integral part of the total compensation
received by City Retirees, including members of the Retirees” Committee, in exchange for the
performance of their services as active employees of the City.

54.  Public employment which provides for post-employment benefits gives rise to
certain legal obligations on the part of the public employer, which are subject to the Contract
Clause of the California Constitution. The promised post-employment benefits are an integral
part of the City’s public employees’ compensation and constitute vested benefits that are
earned compensation.

55.  The City is legally bound, under PEMHCA, to provide health care benefits to
its Retirees and their dependents and to pay the same amount for those benefits as the City
pays for its Actives’ health care benefits.

56. By implementing health care contributions for Actives that are higher than
those paid for Retirees, including contributions made to a cafeteria plan as described above,
the City has violated its obligations to the Retirees under PEMHCA.

57. City Retirees, including those individuals whose interests are represented by
the Retirees’ Committee, have been, and will increasingly continue to be, damaged
monetarily. They also risk losing their health care benefits and/or foregoing other necessary
payments in order to pay for their health care benefits.

58.  The City’s actions were neither reasonable nor necessary to fulfilling an
important public purpose and were not, therefore, justifiable. The City’s actions unlawfully
impair a contractual obligation, in violation of Article I, § 9 of the California Constitution.

FOURTH CLAIM FOR RELIEF
IMPAIRMENT OF CONTRACT —U.S. CONSTITUTION

(Against City and DOES 1-50)
59.  Plaintiff incorporates by reference paragraphs 1-58 of the Complaint as set
forth above as though fully set forth herein.
60.  Retiree health care benefits were an integral part of the total compensation

received by City Retirees, including those individuals whose interests are represented by the
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Retirees” Committee, in exchange for the performance of their services as active employees of
the City. City Retirees have fully performed their duties as promised.

61.  Public employment which provides for post-employment benefits gives rise to
certain legal obligations on the part of the public employer, which are subject to the Contract
Clause of the United States Constitution. The promised post-employment benefits are an
integral part of the compensation of the City’s public employees and constitute vested benefits
that are earned compensation.

62.  The City is legally bound to continue to provide health care benefits to its
Retirees and their dependents and to pay all, or substantially all, of the premium cost as
promised. It is also legally bound not to take away those vested benefits by decreasing
contributions after retirement.

63. By passing and implementing a decrease in contribution amounts toward the
Retirees’ health care benefit plans, the City has impaired its contractual obligations to the
Retirees.

64. City Retirees, including those individuals whose interests are represented by
the Retirees’ Committee, have been, and will increasingly continue to be, damaged
monetarily. They also risk losing their health care benefits and/or foregoing making other
necessary payments in order to pay for their health care benefits.

65.  The City’s actions were neither reasonable nor necessary to fulfilling an
important public purpose and were not, therefore, justifiable. The City’s actions unlawfully
impair a contractual obligation, in violation of Article I, § 10 of the United States
Constitution.

FIFTH CLAIM FOR RELIEF
IMPAIRMENT OF CONTRACT — U.S. CONSTITUTION

(Against City and DOES 1-50)
66.  Plaintiff incorporates by reference paragraphs 1-65 set forth above as though

fully set forth herein.
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C. City Retirees decided to forego other benefits, while employed, in lieu
of retiree health care benefits; and
d. City Retirees have performed their duties as promised.

104. By passing and implementing health care contributions for Actives that are
higher than those paid for Retirees, including cafeteria plan contributions, and by passing and
implementing resolutions to decrease health care benefits, including the amount of
contributions to be paid by the City, for Retirees without approval of a final plan of
adjustment by the Bankruptcy Court, the City has violated its constitutional obligations to the
Retirees.

105. The City Retirees have been, and will increasingly continue to be, damaged
monetarily. They also risk losing their health care benefits and/or foregoing making other
necessary payments in order to pay for their health care benefits.

106. The City’s actions were neither reasonable nor necessary to fulfilling an
important public purpose and were not, therefore, justifiable.

107.  Under the Fifth and Fourteenth Amendments of the United States Constitution,
and 42 U.S.C. § 1983, the City may not take away this vested property right without due
process.

ELEVENTH CLAIM FOR RELIEF
PROMISSORY ESTOPPEL — CALIFORNIA LAW
(Against City and DOES 1-50)

108.  Plaintiff incorporates by reference paragraphs 1-107 set forth above as though
fully set forth herein.

109. Retiree health care benefits were an integral part of the promises of total
compensation made by the City to the City Retirees. The City promised the Retirees that it
would pay all, or substantially all, of their and their dependents’ health care benefit costs
during retirement.

110. The City Retirees reasonably and detrimentally relied on the City’s promises in

that:
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FIFTEENTH CLAIM FOR RELIEF
BREACH OF THE COVENANT OF GOOD FAITH AND FAIR DEALING
UNDER CALIFORNIA LAW
(Against City and DOES 1-50)

128.  Plaintiff incorporates by reference paragraphs 1-127 of the Complaint set forth
above as though fully set forth herein.

129.  Under the laws of the State of California, a covenant of good faith and fair
dealing is implied by law in all contracts to ensure that neither party will do anything that
hinders the right of the other party to receive the benefits of the agreement. The covenant is
designed to effectuate the intentions and reasonable expectations of the parties reflected by
the promises in the contract. The essence of the covenant is that the parties must conduct
themselves in an objectively reasonable manner. In the employment context, the implied
covenant prevents the employer from frustrating the employee’s enjoyment of any rights
provided in the contract.

130. By virtue of its existence, the contract between the City and the City’s Retirees
at the time they retired contained a covenant of good faith and fair dealing. The covenant
imposes on the City a duty to refrain from taking any action that would frustrate the City’s
Retirees’ rights to, at a minimum, the health care benefit contribution amounts promised
therein and the same benefit contribution amounts as the City provides for its Actives in the
same classifications.

131. By passing and implementing resolutions that provide for less than the health
care benefit contributions provided for at the time of retirement (100% of any CalPERS
offered health care plan) and that provide for Active employees to receive higher benefit
contributions than Retirees through a cafeteria plan payment, the City has breached its
obligations to the Retirees and has frustrated the Retirees’ rights.

132.  The City’s actions were not objectively reasonable in light of the contracts it
had with the Retirees. In addition, the City’s attempts to make the contributions to Actives

and Retirees appear equal by providing additional contributions to Actives through a cafeteria
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2.

to pay the same portion of the cost of health care benefits for Retirees
as the City pays for Actives, including any cafeteria plan payments.
That this Court declare that the City’s violation of this mandatory duty
was a proximate cause of injury to the Retirees, which consists of the
City’s implementation of its decision to pay a lesser portion of the cost
of health care benefits for Retirees than the City pays for Actives,
including any cafeteria plan payments.

That this Court issue an injunction ordering the City to either reinstate
its health care benefit system for Retirees that existed prior to the City’s
implementation of the City Resolutions of November 17, 2009, and
December 15, 2009, or pay an equal amount for the health care benefit
costs that it pays for Actives, including the amount of any cafeteria plan
payments, retroactive to the date it was effective for Actives.

That the Court issue an injunction ordering the City to do the

following:

i Review its records of health care benefit premium costs and
payments;

il Ascertain the difference between what the City has paid toward

Retiree premium costs since the City Resolutions of November
17, 2009, and December 15, 2009, were implemented and the
amount it pays for the health care benefit cost for Actives,
including the amount of any cafeteria plan payments; and

iil. Compensate the Retirees for this amount with interest.

That this Court award reasonable attorneys’ fees and costs.

That this Court award such additional or alternative relief as may be

just, proper, and equitable.

On the Second and Fourth Claims for Relief:
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10.

That this Court issue an injunction ordering the City to reinstate its
health care benefit system for Retirees that existed prior to the City’s
implementation of the City Resolutions of November 17, 2009, and
December 15, 2009.

That the Court issue an injunction ordering the City to do the

following:

i Review its records of health care benefit premium costs and
payments;

il Ascertain the difference between what the City has paid toward

Retiree premium costs since the City Resolutions of November
17, 2009, and December 15, 2009, were implemented and what
the City would have paid toward Retiree premium costs had
they not been implemented; and

iil. Compensate the Retirees for this amount with interest.

That this Court award reasonable attorneys’ fees and costs.

That this Court award such additional or alternative relief as may be

just, proper, and equitable.

On the Fourteenth Claim for Relief:

a.

That this Court declare that the City Retirees have a contractual right
to, and vested property interest in, the City’s system of providing health
care benefits, which includes the obligation to pay the same portion of
the cost of health care benefits for Retirees as the City pays for Actives,
including any cafeteria plan payments.

That this Court declare that the City’s recent changes to the retiree
health care benefit system, including, but not limited to, the changes
formalized by the City Resolutions of November 17, 2009, and
December 15, 2009, breached the contract the City has with the

Retirees and deprived the Retirees of a vested property interest.
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12.

the covenant of good faith and fair dealing in the contract between the
Retirees and the City.

C. That this Court issue an injunction ordering the City to either reinstate
its health care benefit system for Retirees that existed prior to the City’s
implementation of the City Resolutions of November 17, 2009, and
December 15, 2009, or pay an equal amount for the health care benefit
costs that it pays for Actives, including the amount of any cafeteria plan
payments, retroactive to the date it was effective for Actives.

d. That the Court issue an injunction ordering the City to do the
following:

i Review its records of health care benefit premium costs and
payments;

il Ascertain the difference between what the City has paid toward
Retiree premium costs since the City Resolutions of November
17, 2009, and December 15, 2009, were implemented and the
amount it pays for the health care benefit cost for Actives,

including the amount of any cafeteria plan payments; and

iil. Compensate the Retirees for this amount with interest.
e. That this Court award reasonable attorneys’ fees and costs.
f That this Court award such additional or alternative relief as may be

just, proper, and equitable.
On the Sixteenth Claim for Relief:

a. That this Court award reasonable attorneys’ fees and costs.
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