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UNITED STATES BANKRUPTCY COURT

EASTERN DISTRICT OF CALIFORNIA

SACRAMENTO DIVISION
In re: Case No. 2008-26813
City of Vallejo, California, Chapter 9

Debtor.

Official Unsecured Creditors Adv. No. 2010-02136

Committee of City of Vallejo FIRST AMENDED COMPLAINT
Retirees,

Plaintiff,
VS.

City of Vallejo, California,
Defendant.

INTRODUCTION

1. For over 20 years, the City of Vallejo (the “City”) promised its employees
(“Retirees” or “City Retirees”) that, in exchange for their dedicated service to the City, they
would receive retiree health care benefits for themselves and their dependents, funded by the
City. Relying on the City’s promises, City Retirees gave wage and salary concessions to earn

fully-funded retiree health care benefits, gave up other employment opportunities to earn
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fully-funded retiree health benefits, and dedicated their working years to the City for the same
reason.

2. Some Retirees worked in job classifications where the City was not required to
make contributions to Social Security and Medicare. These individuals are not eligible for
Medicare and, therefore, have relied, and will continue to rely, solely on the City’s system of
providing retiree health care benefits. The City benefited from not having to make Medicare
contributions for these Retirees, yet now seeks to take away their fully-funded, vested retiree
health care benefits through CalPERS.

3. Despite the Retirees’ loyalty and full performance of their public employment
obligations, and in the midst of the current nationwide health care crisis, the City has now,
either unilaterally or through negotiations solely with the active employees (“Actives”),
changed its system of providing retiree health care benefits and implemented drastic cuts in
those benefits. These changes have forced, and will continue to force, City Retirees to pay
much higher, and increasing, amounts for their health care benefits — a cost they were not
prepared to pay. City Retirees, most of whom live on fixed incomes, will be unable to pay
these costs, or may be able to pay them only by foregoing other essential expenses.

4. The City Retirees now face these increased health care benefit costs at a time
in their lives when they have neither the flexibility nor the capacity to earn wages to offset the
increasing costs. For example, some City Retirees have now been forced to pay up to $872.58
per month for health care costs when previously they had paid nothing for the same benefits.
Others have been forced to pay up to $1149.51 or $1218.75 for those same benefits when they
previously paid little to nothing for them.

5. On behalf of the City Retirees, the Official Unsecured Creditors Committee of
City of Vallejo Retirees (“Retirees’ Committee™), now seeks injunctive and declaratory relief
that would require the City to restore and honor its commitment to pay all of the cost of health
care benefits for Retirees and their dependents and, with respect to some Retirees, to pay
equal amounts of the cost for health care benefits for Actives and Retirees and for Retirees

within the same membership classifications.

10707301










10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

b. Effective January 1, 2010, the City breached its promise to these
Retirees and began to pay a contribution amount not to exceed 75% of
the Kaiser North basic plan rate offered by CalPERS;

C. Effective April 1, 2010, the City again breached its promise to these
Retirees by capping the contribution it paid at $300 for those who
retired on or after July 1, 2000 and by capping the contribution it paid
at $300 plus reimbursement up to 75% of the Kaiser North basic plan
rate offered by CalPERS for those who retired before July 1, 2000.

24, For decades the City performed on its promise and, until January 1, 2010, the
City continued to pay the cost of health care benefits for its Retirees, who were exempt
management employees and city council members at the time of retirement, and their
dependents. Specifically, the City paid the following:

a. Until February 1, 2010, the City paid up to 100% of the cost of the
offered health care benefit plan selected by each retiree;

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.

25. The City’s promise to pay equal amounts for the cost of health care benefits for
its Actives and Retirees, pursuant to its election to be subject to PEMHCA, and the
employees’ performance of services in exchange for this promise, created one or more vested
property rights as a matter of law.

26. For decades the City performed on its promise to comply with PEMHCA and,
until January 1, 2010, the City paid equal contributions for the health care benefits of CAMP
Retirees and their dependents as it did for CAMP Actives and their dependents at the same
level of coverage and/or complied with the exception to the equal pay rule under PEMHCA.

Specifically, the City paid the following:

increase in the monthly contribution each year thereafter until the contribution reached 100% of each retiree’s
health care plan, at which point the City paid for 100% of that plan from that date forward.
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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 CBAs governing the City’s CAMP and TAFF 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.

38. 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
$300 flat contribution amount for Actives and Retirees. These cafeteria plan contributions
were implemented on the same date that the reduced contributions went into effect, allowing
the two measures to impact the Actives’ paychecks simultaneously. The same principles hold
true for the cafeteria plan contributions provided to CAMP and TAFF Actives and not to
CAMP and IAFF Retirees.

/17
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39. The cafeteria plan contribution for Actives has been adopted by the City as a
way to cover the Actives’ health care benefit costs without having to pay equal health care
benefit contributions for the Retirees under PEMHCA. Each of the exempt management and
city council Actives, as well as IAFF Actives, regardless of salary level, receives the same
amount, which varies only based upon the plan type chosen (i.e., the difference between $300
and 75% of the cost for the Kaiser North basic plan rate for employee only, employee plus
one dependent, or employee plus two or more dependents). This additional contribution,
through the cafeteria plan, is, therefore, the City’s attempt, by subterfuge, to avoid its
obligations to the Retirees as promised under PEMHCA. The same is true with respect to the
20% cafeteria plan contribution made to CAMP Actives and not to CAMP Retirees, as
described above.

40. On or about December 22, 2009, the City Council passed a resolution to adopt
a workout plan for use in negotiating its bankruptcy debt. This plan contemplates a further
reduction in the Retirees’ health care benefits. Specifically, it contemplates reduction in
health care contributions for all Actives and Retirees to $300 per month.

41. The City’s wholesale, and largely unilateral, changes to its retiree health care
benefits system will have a devastating impact on the City’s Retirees, many of whom
dedicated their lives to public service, by serving in the capacity of police officers,
firefighters, utility workers or administrators, and/or are elderly individuals who live on fixed
incomes and will be required to pay many hundreds of additional dollars a month toward their
health care premiums. Many will have to spend large portions of their monthly income on
medical premiums and others will have to choose between medical care and other necessities.
In fact, a number of these individuals do not qualify for Medicare such that the City’s retiree
health care benefits system is their only health care option after retirement.

42. In reliance on the City’s promises, its Retirees made numerous life decisions
regarding, among other things, whether and for how long to work for the City, how much to
save for retirement, and which health care benefits to select for themselves and their families.

117/
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71. 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
Retirees’ Committee, in exchange for the performance of their services as active employees of
the City.

72. 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 City’s public employees’ compensation and constitute vested benefits that
are earned compensation.

73. 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.

74. By passing and 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.

75. 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.

76. 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.

SIXTH CLLAIM FOR RELIEF

DUE PROCESS — CALIFORNIA CONSTITUTION

(Against City and DOES 1-50)
77. Plaintiff incorporates by reference paragraphs 1-72 set forth above as though

fully set forth herein.
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78. 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
Retirees’ Committee, in exchange for the performance of their services as active employees of
the City. City Retirees have performed their duties as promised.

79. City Retirees have a vested property right in the City’s payment of all, or
substantially all, of the cost of health care benefits for them and their dependents as promised
because, inter alia:

a. The City promised to provide those benefits after retirement in
exchange for services the City Retirees rendered during active
employment;

b. City Retirees reasonably, detrimentally relied on the City’s promise to
pay their full health care premiums as part of their total compensation;

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.

80. By passing and implementing a decrease in contribution amounts toward the
Retirees’ health care benefits, the City has violated its constitutional obligations to the
Retirees.

81. 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.

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

83. Under Article 1, § 7 of the California Constitution, the City may not take away
this vested property right without compensating the City Retirees for the value that it
represents.

/117
/117
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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.

108. 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.

109. 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.

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

111. 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)

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

113. 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.

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

that:
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143.

As a direct and proximate cause of the City’s adoption of resolutions providing

different contributions and/or reimbursements for the health care benefits of some [AFF

Retirees than for those of other TAFF Retirees, some TAFF Retirees risk losing their health

care benefits and/or foregoing making other necessary payments in order to pay for their

health care benefits.

monetarily.

They also have been, and will increasingly continue to be, damaged

PRAYER FOR RELIEF

WHEREFORE, the Retirees pray for judgment as follows:

1.

On the First Claim for Relief:

a.

That this Court declare that the City has a mandatory duty pursuant to
California Government Code section 22892 to provide a system of
providing health care benefits to Retirees, 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, violated the City’s mandatory duty to provide a
system of health care benefits to Retirees, 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 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
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2.

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.

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

following:

1. 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

1ii. Compensate the Retirees for this amount with interest.
f. That this Court award reasonable attorneys’ fees and costs.
g. That this Court award such additional or alternative relief as may be

just, proper, and equitable.

On the Second and Fourth Claims for Relief:

a. That this Court declare that the City Retirees have a constitutional right
to, and vested property interest in, the City’s system of providing health
care benefits, which includes the obligation to pay all of the cost of
health care benefits for Retirees and their dependents.

b. 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, deprived the Retirees of a vested property interest
and impaired the City’s contractual obligations to the Retirees under

the United States and California Constitutions.

10707301

32










10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

7.

f.

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

just, proper, and equitable.

On the Eleventh Claim for Relief:

a.

b.

C.

d.

That this Court declare that the City Retirees have reasonably and
detrimentally relied on the City’s promise to provide a system of health
care benefits, which includes the obligation to pay all of the cost of
health care benefits for Retirees and their dependents, and were induced
by those promises to, among other things, accept employment, remain
employed, and forego other employment benefits.

That this Court declare that the City estopped from carrying out,
implementing, or continuing to implement its recent changes to the
retiree health care benefits system, including but not limited to the
changes formalized by the City Resolutions of November 17, 2009, and
December 15, 2009.

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:

1. 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

1ii. Compensate the Retirees for this amount with interest.
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117/
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cost of health care benefits for all TAFF Retirees, including any
reimbursements provided.

That this Court declare that the City’s violation of this mandatory duty
was a proximate cause of injury to the IAFF Retirees, which consists of
the City’s implementation of its decision to pay a lesser portion of the
cost of health care benefits for some IAFF Retirees than the City pays
for other IAFF Retirees, including any reimbursements provided.

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 Resolution of March 23, 2010, or pay an
equal amount for the health care benefit costs for all IAFF Retirees,
including the amount of any reimbursements provided, retroactive to
April 1, 2010.

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

following:

1v. Review its records of health care benefit premium costs and
payments;

V. Ascertain the difference between what the City has paid toward

Retiree premium costs since the City Resolution of March 23,
2010, was implemented, including the amount of any
reimbursements provided; and

Vi. Compensate the post-June 30, 2000, IAFF Retirees for this
amount with interest.

That this Court award reasonable attorneys’ fees and costs.
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