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I.
INTRODUCTION

For over 20 years, the City of Vallejo (“City”) promised its employees (“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. (First Amended Compl.
(“FAC”) q 1.) Relying on the City’s promises, Retirees gave wage and salary concessions,
gave up other employment opportunities, and dedicated their working years to the City to earn
those benefits. (Id.) Some Retirees worked in job classifications where the City was not
required to make contributions to Social Security and Medicare. (Id. 9 2.) These Retirees 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. (Id.) The City benefited from the
Retirees’ concessions and from not having to make Medicare contributions, yet now has taken
away what it promised — namely, earned, fully-funded, vested retiree health care benefits.
(1d.)

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 its active employees (“Actives”),
changed its system of providing retiree health care benefits and implemented drastic cuts in
those benefits. (/d. 4 3.) These changes have forced, and will continue to force, the Retirees
to pay much higher, and potentially increasing, amounts for their health care benefits — a cost
they were not prepared to pay. (/d.) The Retirees, most of whom live on fixed incomes, will
be unable to pay these costs or will be forced to forego other essential expenses to do so. (/d.)

The 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 them. (/d. §4.)
For example, some of them have now been forced to pay up to $872.58 or more per month for
health care costs when previously they had paid little to nothing for the same benefits. (Id.)

The City’s actions in divesting the Retirees of their constitutionally protected property

rights violate federal and state law.
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management, city council, and TAFF 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). (Id.) This additional
contribution, through the cafeteria plan, is, therefore, the City’s attempt, by subterfuge, to
avoid its obligations to Retirees. (/d.) The same is true with respect to the 20% cafeteria plan

contribution made to CAMP Actives and not to CAMP Retirees. (/d.)

H. The Effect of the City’s Actions on Retirees.

The City’s wholesale, unilateral changes to its retiree health care benefits system will
have a devastating impact on its Retirees. (/d. § 41.) 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 benefit
plans to select for themselves and their families. (/d. 42.) Many of them chose to continue
working for the City rather than moving to other, higher paying employment because of the
promise of lifetime retiree health care benefits. (Id. 43.) The Retirees have fully performed
their duties and are entitled to their earned, vested benefits, the benefits promised to them, and

the benefits of their bargain. (/d. q 44.)

II1.
STANDARD OF REVIEW

A motion to dismiss pursuant to Rule 12(b)(6) tests the legal sufficiency of a
complaint rather than the merits of the case.” Navarro v. Block, 250 F.3d 729, 732 (9th Cir.
2001). The court must decide whether the facts alleged, if true, would entitle plaintiff to some
form of legal remedy. Unless the answer is unequivocally “no,” the motion must be denied.
Conley v. Gibson, 355 U.S. 41, 45-46 (1957); De La Cruz v. Tormey, 582 F.2d 45, 48 (9th
Cir. 1978). The sufficiency of a complaint is subject to Rule 8(a)’s purposefully low

standard: “a short and plain statement of the facts” sufficient to put defendant on notice of the

? This standard also applies to the City’s standing argument based on Rule 12(b)(6). (Mot. at 9:5-9.)
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employment contracts and, thus, are enforceable. (Mot. at 31:9-11.) In light of these
allegations, the Complaint states sufficient facts to support the promises at issue. That is all it
is required to do.

In support of the Retirees’ Committee’s alternative theory, it also pled that the City
resolved to be bound by PEMHCA. (FAC 99 16-18.) The Complaint’s identification of one
such resolution as an example of evidence supporting this promise does not mean that
additional resolutions for the other bargaining units and non-bargaining unit employees do not
exist. In fact, the Complaint pleads the existence of additional resolutions and the City admits
such resolutions exist. (FAC 9 18; Mot. at 26 n.17.) Because PEMHCA is a state statute,
which the City agrees is sufficient to create a contractual right and which the City agrees it
resolved to comply with, the allegations in the Complaint are sufficient to demonstrate that
the City promised to be bound by PEMHCA'’s requirements. This obligation, contrary to the
City’s analysis, is entirely separate from the City’s promise to pay lifetime retiree health care
benefits. The PEMHCA claims are limited to the City’s promise to pay equal contributions
for the health care benefits of Retirees as it pays for those of Actives. It can also be construed
to require the City to pay equal contributions for all Retirees within the same classification.
(See infra Part VI.LE.1.a.) Therefore, the City’s argument that PEMHCA does not prohibit an
employer from changing its contributions on behalf of Retirees and Actives is irrelevant to
these alternative Contracts Clause claims.

Finally, the City relies on International Association of Firefighters, Local 145 v. City
of San Diego, 34 Cal. 3d 292, 302 (1983), for its argument that because the City resolved to
be bound by PEMHCA, including section 22892(a), which states that the amount of employer
contributions shall be “fixed from time to time by resolution of the governing body of the
agency,” the City necessarily reserved the right and authority to change the amount of the
City’s contribution through resolution, up or down, which it did here. (Mot. at 26:21-24.)
The City’s argument is flawed because the case is not on point. In the case cited, the court
recognized that vested contractual pension rights may be modified prior to retirement only

for the purpose of keeping a pension system flexible to permit adjustments in accord with
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City of Benton, 513 F.3d 874, 881 (8th Cir. 2008). Every Retiree who worked for the City,
retired from the City, and met the PERS requirements for retirement, earned the benefit. They
did not simply earn lottery tickets which might or might not pay off someday, based on either
post-retirement agreements made with unions that no longer represented them or new health

benefit schemes unilaterally imposed by the City.

C. The City’s Promise to Provide Lifetime Emplover-Paid Retiree Health Care
Benefits Created a Constitutionally Protected Property Interest that Cannot Be
Taken Away Because It Is Protected by the Contracts Clause.

The purpose of the Contracts Clause is to protect the reasonable expectation of the
parties. California holds that a CBA imposes a binding obligation on public entities.'® As the
City admits, so do City Council resolutions. The CBAs and resolutions assure employees that
they may rely with confidence on promises of deferred compensation. The promises in this
case protected Retirees from unexpected premium charges and worries about health care
contributions post-retirement, allowing them to enjoy the benefits of retirement. (FAC 99 2-4,
15, 41-43.) That is until the City unilaterally reneged on them. (FAC 99 18-30, 32-41.)

Contracts “enable individuals [and public entities] to order . . . their affairs according
to their particular needs and interests. Once arranged, those rights and obligations are binding
under the law, and the parties are entitled to rely upon them.” Allied Structural Steel v.
Spannaus, 438 U.S. 234, 245 (1977). California courts have repeatedly held that “a pension
right may not be destroyed, once vested, without impairing a contractual obligation of the
employing public entity.” Claypool v. Wilson, 4 Cal. App. 4th 646, 661 (1992), quoting Betts,
21 Cal. 3d at 863; see also Wallace v. City of Fresno, 42 Cal. 2d 180, 183 (1954) (“[Vested
pension rights] cannot be constitutionally abolished by subsequent changes in the law”). This
same protection applies to retirement health care benefits. See Thorning v. Hollister Sch.
Dist., 11 Cal. App. 4th 1598, 1607, 1609-10 (1992) (holding that retired board members had a
vested right to retirement health benefits and that suspension of their benefit payments stated

a federal claim for deprivation of constitutional rights).

'¥ Cal. Gov’t Code § 3500 et seq.
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The Retirees accepted lower pay, and many retired earlier than they otherwise might
have, in exchange for and in reliance on the promise. (FAC 99 1-4, 17, 41-43.) Retirement
benefits are, in legal terms, “an indispensable part of the contract of employment . . .,
creating a right . . . as an integral part of compensation payable under such contract.” Abbott
v. City of San Diego, 165 Cal. App. 2d 511, 517 (1958). The City emphasized for decades
that this benefit was part of its overall compensation package, and it is the only post-
retirement benefit most Retirees receive from the City other than their PERS pension. (FAC
99 1-4, 17, 41-43.) Yet Retirees are now paying up to $1,149.00, or more, each month for
health care benefits. (FAC 994, 31.) For Retirees on fixed incomes, such as PERS pensions
(which is often a Retiree’s only income), these charges can be severe.'’

By nullifying the Retirees’ contractual expectations, the City defeated an integral part
of the CBAs and the resolutions, and contradicted innumerable communications, that Retirees
would never have to pay premiums for their earned benefits. This did not just violate a
promise. As for unilateral changes imposed on unionized employees, it “injure[d] the process
of collective bargaining itself,”*" and told the Retirees they should not have trusted the City
and settled for less in wages decades ago. Those lost potential wage increases cannot now be
recouped — the Retirees are no longer employees, have no bargaining rights, and have no
union representation, as the City readily admits. (Mot. at 16:21-17:11.) A public employee
who accepted inducement of a no-premium retirement benefit “gains nothing if the state has a
retained power to periodically modify the agreement.” California Teachers’ Ass’n v. Cory,
155 Cal. App. 3d 494, 509 (1984).

The City also gave the unions power to impose even larger contribution increases on
Retirees, although it had no authority to do so because the unions admittedly do not represent
Retirees after they retire. Retirees now live with uncertainty. Because the City unilaterally

realigned the contract rights of its Retirees after they retired, ignored the binding nature of its

'% Retiree health care contributions are based on plan rates, not pension amount, impacting lower-pension earners
the hardest.

 NLRB v. McClatchy Newspapers, 964 F.2d 1153, 1159 (J. Edwards) (D.C. Cir. 1992).
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CBAs and adopted resolutions, violated state policy on binding labor agreements and vested
rights, and disrupted its Retirees’ expectations, its actions are a substantial impairment of the
Retirees’ vested rights.

Having fully performed their obligations, Retirees are entitled to this benefit. Wallace
v. City of Fresno, 42 Cal. 2d 180, 183 (1954). Retirees were neither asked to nor did they
consent to the changes. “Under established contract principles, vested retirement rights may
not be altered without the pensioner’s consent. Allied Chem., 404 U.S. at 181. Hence, for the
City to prevail, it must show in the CBAs and resolutions under which Retirees’ rights were
created that it had unequivocally reserved the right to impose additional contributions on
Retirees after they had earned their benefits and retired. There are no allegations in the
Complaint, nor does the City point any out, that show the City had actually reserved the right
to impose additional contributions on Retirees through future negotiations.

Having alleged the City promised fully-paid, or substantially paid, lifetime benefits,
and has impaired that promise, the Complaint is sufficient to state a claim that the City is
under a legal and ministerial duty to restore the previous contribution payments and to
approve and issue warrants to reimburse Retirees for money taken from them for their
benefits. 4.B.C. Fed’n of Teachers v. A.B.C. Unified Sch. Dist., 75 Cal. App. 3d 332 (1977);
Coan v. State of California, 11 Cal. 3d 286, 291 (1974); Eureka Teachers’ Ass’n v. Bd. of
Educ., 202 Cal. App. 3d 469, 475 (1988); Sweesy v. Los Angeles Co. Peace Officers’ Ret. Bd.,
17 Cal. 2d 356 (1941).

1. Decreasing  Vested Property Rights in  Retirement Benefits Is Never
Reasonable and Necessary to Serve an Important Public Purpose.

The City further contends that laws substantially impairing local contractual

obligations are nevertheless valid if they are “reasonable and necessary to serve an important

9521

public purpose. (Mot. at 24:1-7.) However, this argument ignores a long line of case law

' The City cites San Diego Police Officers’ Association v. San Diego City Employees’ Retirement System, 568
F.3d 725 (9th Cir. 2009), as authority for this rule. However, that case is inapplicable as it only analyzes the
Contracts Clause as it applies to an employee’s employee benefits — not a retiree’s retirement benefits.
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any future open enrollment period without discrimination as to premium rates or benefits
coverage. Cal. Gov’t Code § 22831(a). Therefore, PEMHCA was intended to protect
Retirees from paying more out of pocket for retiree health care coverage than Actives.

b. PERL.

Section 20479 has a similar purpose to section 22892. It is designed to prevent
discrimination in the provision of all retirement benefits, including retiree health care benefits,
as explained above. As such, it is intended to protect Retirees who did the same job, and
therefore were classified within the same membership organization, from paying more than

one another for health care benefits.

3. Breach of the Mandatory Duties Imposed by Those Enactments Was a
Proximate Cause of the Plaintiff’s Injury.

Finally, the Retirees’ Committee is required to plead that the City’s breach was a
proximate cause of the Retirees’ injuries. Whether proximate cause exists is generally a
question of fact unless the facts are undisputed. 2 Witkin, Summary of California Law,
Insurance §§ 192-195, 209. Here, in deciding this issue, the Court must accept as true all
material factual allegations in the Complaint. Bell Atl. Corp., 550 U.S. at 556.

a. PEMHCA.

The City breached its duty under PEMHCA, particularly section 22892, by entering
into CBAs and passing resolutions that required the City to pay unequal contributions toward
the health care benefits of Actives and Retirees, as well as IAFF Retirees. This breach caused
the Retirees to pay increased contributions in excess of those paid by the Actives. Therefore,
the Complaint sufficiently alleged proximate cause.

b. PERL.

The City’s breach of its duties under section 20479 by providing different amounts
toward the health care benefits of TAFF Retirees depending upon their date of retirement
caused some of those Retirees to pay more than others, including more than they were
previously paying prior to the City’s breach. Therefore, the City’s breach was the proximate

cause of the Retirees’ injuries.
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was provided here. For example, although the City filed a motion to reject its CBAs with
IBEW and IAFF and now claims that such proceeding provided all of the procedure due, it
did not. In fact, the City argued in its reply to the Retirees’ Committee’s opposition the
motion that the Committee’s argument that the City was seeking the power and the authority
to modify the rights of retirees to vested health care benefits by rejection of the collective
bargaining agreements was “addressing a non-issue.” (Dkt. 378 at 1:10-11.)*

Therefore, the City’s unilateral changes to the Retirees’ health care benefits occurred
without the City first seeking permission from the bankruptcy court by noticed motion to
modify those benefits. The Retirees were also not represented by the unions in renegotiating
the CBAs that affected their rights and reduced the City’s contributions toward their benefits
according to the City because they were already retired. Thus, the Retirees were deprived of
their property interests in the City’s retiree health care benefits contributions without
procedural due process.

Finally, the City has reached beyond the allegations of the Complaint in its attempt to
defeat this claim. (See Mot. at 40:27-41:19.) The Court should disregard that portion of the
City’s argument.

Therefore, the allegations in the Complaint are sufficient to state a claim for

procedural due process violations.

1. Plaintiff’s Request for Attorney’s Fees Must Be Plead as a Separate Claim.

Bankruptcy Rule 7008(b) requires a request for attorney’s fees to be pled as a claim in
a complaint. Because this claim is tied to the Retirees” Committee’s properly pled

constitutional and state law government code claims, it is proper and should not be dismissed.

J. If the Court Finds Any of the Claims in the Complaint Deficient, the Retirees’
Committee Should Be Granted Leave to Amend to Cure the Defect.

Leave to amend should be granted unless a court “determines that the pleading could

*2 1t further went on to state, among other things: “If it were to become necessary to address the City’s
obligations to retirees, any such action would need to be addressed at an appropriate time in the future in a
concrete context.” (Dkt. 378 at 1:11-13.)
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