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Transmitted via e-mail

May 17, 2024

Stephanie Sikkema, Finance Director
City of West Covina

1444 West Garvey Avenue

West Covina, CA 91790

2024-25 Annual Recognized Obligation Payment Schedule

This letter supersedes the California Department of Finance's (Finance) Recognized
Obligation Payment Schedule (ROPS) letter dated April 5, 2024. Pursuant to Health and
Safety Code (HSC) section 34177 (o) (1), the City of West Covina Successor

Agency (Agency) submitted an annual ROPS for the period July 1, 2024 through June
30, 2025 (ROPS 24-25) to Finance on January 31, 2024. The Agency requested a Meet
and Confer on one or more of the determinations made by Finance. The Meet and
Confer was held on April 25, 2024.

Based on a review of additional information and documentation provided to Finance
during the Meet and Confer process, Finance has completed its review of the specific
determinations being disputed.

* Item No. 11 - County deferral payments in the total outstanding amount of
$4,838,823. Finance continues to deny this item. This item was previously denied in
our ROPS determination letters dated from April 15, 2019 through April 5, 2024. It is
our understanding this item is for deferred County pass-through payments. Pursuant
to HSC section 34183 (a) (1), the County Auditor-Controller (CAC) shall make the
required pass-through payments for any pass-through agreement between the
former Redevelopment Agency (RDA) and a taxing entity entered into prior to
January 1, 1994 that would be in force during that fiscal year, had the RDA existed
at that fime. This pass-through agreement between the former RDA, the City, and
the County of Los Angeles, was entered into on June 19, 1990. Therefore, the CAC
is responsible for determining amounts owed and making payments under this
pass-through agreement. As such, it is not necessary to place this obligation on the
ROPS, and the requested amount of $4,838,823 from the Redevelopment Property
Tax Trust Fund (RPTTF) is not allowed.

e |tem Nos. 23 through 25 — City loan repayments in the total outstanding amount of
$21,844,242. Finance continues to deny these items. Finance initially denied these
City loans in its Oversight Board (OB) Resolution No. OB-0045 determination letter
dated March 9, 2016. In addition, these items were denied in our determination
letters dated from May 17, 2019 through May 17, 2023.
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Specifically, in February 1972, the RDA and the City entered into a Funding
Agreement where the City made periodic advances through the budgeting
appropriation process to the RDA for administrative, overhead, and capital
improvement expenses. Under dissolution law, reimbursements for City personnel
and use of City facilities are not considered a loan eligible for repayment.
Therefore, the 1972 Funding Agreement is not an enforceable obligation, and
the requested amounts of $728,141 in RPTTF on each line totaling

$2,184,423 ($728,141 x 3) are not allowed.

e |tem No. 26 — Sales Tax Reimbursement in the total outstanding amount of
$7.050,992. Finance continues to deny this item. This item was previously denied in
our determination letters dated from April 10, 2017 through May 17, 2023. Finance
denied this item because City loans for the sales and use tax revenue received by
the RDA per the 2005 Sales Tax Reimbursement Agreement (Agreement) are not
funds transferred from the City; therefore, they are not considered loans of moneys
in accordance with HSC section 34191.4 (b) (2) (A). In a letter from the Agency's
attorney, Jones & Mayer, dated November 18, 2016, the Agency contends the
Agreement is an obligation consistent with HSC sections 34171 (d) (2) and 34191.4
and requested Finance to reconsider the denial of the Agreement.

HSC section 34171 (d) (2) states RDA agreements with the City that created the
RDA are not enforceable unless issued within two years of the RDA's creation date;
is an indebtedness obligation entered into before December 31, 2010 at the time
of an indebtedness issuance, solely for the purpose of repaying the indebtedness;
is an agreement relating to state highway infrastructure improvements; oris an
agreement pursuant to loans or development obligations imposed by federal
agencies. The 2005 Agreement was to reimburse the City for the sales taxes used to
pay a 1989 bond debt issuance. Therefore, the 2005 Agreement was not made at
the time the bonds were issued and does not meet any of the other criteria of an
enforceable obligation pursuant to HSC section 34171 (d) (2).

HSC section 34191.4 (b) (2) (A) authorizes an OB to approve loans for money
entered intfo between the former RDA and the city that created the former RDA in
which the city loaned money to the former RDA to use for a lawful purpose, in
which the former RDA was obligated to repay the City pursuant to a required
repayment schedule. However, in this case, the RDA received the one percent
sales and use tax revenue pursuant to RDA Ordinance No. 1 and pursuant to an
agreement between the RDA and the Board of Equalization (BOE). The City was
not a party to the BOE agreement. It is our continued understanding this is a
reimbursement agreement, an agreement entered into outside of the issuance of
an indebtedness obligation, and there was no actual loan of moneys from the City
to the RDA. Therefore, the Agreement is not an enforceable obligation, and the
requested amount of $7,050,992 in RPTTF funding is not allowed.
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e Item Nos. 50 and 51 — Unfunded Pension Liabilities and Retirement Benefits in the
total outstanding amount of $2,191,306. Finance continues to deny these items.
These items were previously denied in our determination letters dated
April 10, 2017 through May 17, 2023. It is our understanding that the contracts
obligating the Agency for these costs are not in place. HSC section 34163 (b)
prohibits the RDA from entering into a contract with any entity after June 27, 2011.
Therefore, the requested amount totaling $2,191,306 ($1,073,575 + $1,117,731) in
RPTTF funding is not allowed.

¢ Item No. 76 — City Loan Agreement in the total outstanding amount of $1,226,433.
Finance continues to deny this item. This item was previously denied in our
determination letters dated April 10, 2017 through May 17, 2023. Per Finance's
OB-0030 and OB-0031 determination letter dated January 16, 2015, we continue to
deny the City loan agreement to reimburse the City for litigation fees incurred
during 2012 and claimed on ROPS Item Nos. 31 through 38, 73, and 101. The
Agency did not provide any additional documentation to support this request.
Therefore, the requested amount of $1,226,433 in RPTTF funding is not allowed.

e |tem No. 144 - Legal fees in the total outstanding amount of $20,000. Finance no
longer denies this item. During the Meet and Confer review, the Agency explained
that legal services pertaining to a commercial development project were required.
Based on additional documentation provided during the review, the requested
$20,000 in RPTTF funding is approved.

* On the ROPS 24-25 form, the Agency reported cash balances and activity for the
period July 1, 2021 through June 30, 2022 (ROPS 21-22). According to our review,
the Agency has approximately $493,016 from Other Funds available to fund
enforceable obligations on the ROPS 24-25. During the Meet and Confer, the
Agency contended Finance incorrectly calculated the available funds and
requested an additional review. However, during our review, the Agency
concurred the original calculation was correct. Therefore, Finance upholds its
original determination as follows:

o |tem No. 140 — 2017 Bond debt service in the amount of $1,295,156 is partially
reclassified. Finance approves RPTTF in the amount of $802,140 and the use of
Other Funds in the amount of $493,016, totaling $1,295,156.

In addition, per Finance'’s letter dated April 5, 2024 we continue to make the following
determinations not contested by the Agency during the Meet and Confer review:

¢ The claimed administrative costs exceed the allowance by $22,360.
HSC section 34171 (b) (3) limits the fiscal year Administrative Cost Allowance (ACA)
to three percent of actual RPTTF distributed in the preceding fiscal year or
$250,000, whichever is greater; not to exceed 50 percent of the RPTTF distributed in
the preceding fiscal year. As a result, the Agency’s maximum ACA is $250,000 for
fiscal year 2024-25. Although $272,360 is claimed for ACA, only $250,000 is
available pursuant to the cap. Therefore, as noted in the table below, $22,360 in
excess ACA is not allowed:
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Administrative Cost Allowance (ACA) Calculation

Actual RPTTF distributed for fiscal year 2023-24 $2,583,344
Less distributed Administrative RPTTF (250,000)
RPTTF distributed for 2023-24 after adjustments $2,333,344
ACA Cap for 2024-25 per HSC section 34171 (b) $250,000
ACA requested for 2024-25 272,360
ACA in Excess of the Cap ($522,360)

Pursuant to HSC section 34186, successor agencies are required to report differences
between actual payments and past estimated obligations (prior period adjustments)
for the ROPS 21-22 period. The ROPS 21-22 prior period adjustment (PPA) will offset the
ROPS 24-25 RPTTF distribution. The amount of RPTTF authorized includes the PPA resulting
from the CAC's review of the PPA form submitted by the Agency.

The Agency’'s maximum approved RPTTF distribution for the reporting period is
$2,131,817, as summarized in the Approved RPTTF Distribution table (see Attachment).

RPTTF distributions occur biannually, one distribution for the July 1, 2024 through
December 31, 2024 period (ROPS A period), and one distribution for the January 1, 2025
through June 30, 2025 period (ROPS B period), based on Finance's approved amounts.
Since this determination is for the entire ROPS 24-25 period, the Agency is authorized to
receive up to the maximum approved RPTTF through the combined ROPS A and B
period distributions.

The ROPS 24-25 form submitted by the Agency and this determination letter will be
posted on our website:

http://dof.ca.gov/Programs/Redevelopment/ROPS/

This determination is effective for the ROPS 24-25 period only and should not be
conclusively relied upon for future ROPS periods. All items listed on a future ROPS are
subject to Finance's review and may be adjusted even if not adjusted on this ROPS or a
preceding ROPS. The only exception is for items that have received a Final and
Conclusive determination from Finance pursuant to HSC section 34177.5 (i). Finance's
review of Final and Conclusive items is limited to confirming the scheduled payments as
required by the obligation.

The amount available from the RPTTF is the same as the amount of property tax
increment available prior to the enactment of the redevelopment dissolution law.
Therefore, as a practical matter, the ability to fund the items on the ROPS with property
tax increment is limited to the amount of funding available to the Agency in the RPTTF.
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Please direct inquiries to RedevelopmentAdministration@dof.ca.gov.

Sincerely,

Original signed by:

Cheryl L. McCormick, CPA
Chief, Office of State Audits and Evaluations

cc: Paulina Morales, Assistant City Manager, City of West Covina
Linda Santillano, Property Tax Apportionment Division Chief, Los Angeles County
Cesar Hernandez, Countywide Oversight Board Representative
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Attachment
Approved RPTTF Distribution
July 2024 through June 2025
ROPS A ROPS B Total
RPTTF Requested $ 17,903,724 $ 2445403 $ 20,349,127
Administrative RPTTF Requested 136,180 136,180 272,360
Total RPTTF Requested 18,039,904 2,581,583 20,621,487
RPTTF Requested 17,903,724 2,445,403 20,349,127
Adjustment(s)
[tem No. 11 (4,838,823) 0 (4,838,823)
ltem No. 23 (728,141) 0 (728,141)
ltem No. 24 (728,141) 0 (728,141)
ltem No. 25 (728,141) 0 (728,141)
ltem No. 26 (7,050,992) 0 (7,050,992)
ltem No. 50 (1,073,575) 0 (1,073,575)
ltem No. 51 (1,117,731) 0 (1,117,731)
ltem No. 76 (1,226,433) 0 (1,226,433)
ltem No. 140 0 (493,016) (493,016)
(17,491,977) (493,016) (17,984,993)
RPTTF Authorized 411,747 1,952,387 2,364,134
Administrative RPTTF Requested 136,180 136,180 272,360
Excess Administrative Costs (0) (22,360) (22,360)
Administrative RPTTF Authorized 136,180 113,820 250,000
ROPS 21-22 prior period adjustment (PPA) (482,317) 0 (482,317)

Total RPTTF Approved for Distribution S

65,610 $ 2,066,207

2,131,817






