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City of
Danielle Garcia

= Management Services/Finance
MANAGEMENT SERVICES Director

DEPARTMENT
FINANCE DIVISION Incorporated 1888 James Garland
35 Cajon Street, Redlands, CA 92373 Assistant Finance Director

December 18, 2024

To the Members of the City Council and Citizens of the City of Redlands:

It is the policy of the City of Redlands to annually publish a complete set of financial statements
presented in conformity with accounting principles generally accepted in the United States of
America (U.S. GAAP) and audited in accordance with auditing standards generally accepted in
the United State of America by a firm of certified public accountants. Pursuant to that
requirement, we hereby issue the annual comprehensive financial statements of the City of
Redlands (the City) for the Fiscal Year ended June 30, 2024.

This report consists of management’s representations concerning the finances of the City.
Consequently, management assumes full responsibility for the completeness and reliability of
all the information presented in this report. To provide a reasonable basis for making these
representations, management of the City has established a comprehensive internal control
framework that is designed both to protect the City’s assets from loss, theft, or misuse and to
compile sufficient reliable information for the preparation of the City’s financial statements in
conformity with U.S. GAAP. Because the cost of internal controls should not outweigh their
benefits, the City’s comprehensive framework of internal controls has been designed to provide
reasonable rather than absolute assurance that the financial statements will be free from
material misstatement. As management, we assert that, to the best of our knowledge and
belief, this financial report is complete and reliable in all material respects.

The City’s financial statements have been audited by The Pun Group, LLP, an independent firm
of certified public accountants. The goal of the independent audit was to provide reasonable
assurance that the financial statements of the City for the Fiscal Year ended June 30, 2024, are
free of material misstatement. The independent audit involved examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements; assessing the
accounting principles used and significant estimates made by management; and evaluating the
overall financial statement presentation. The independent auditor concluded, based upon the
audit, that there was a reasonable basis for rendering an unmodified (“clean”) opinion that the
City’s financial statements for the Fiscal Year ended June 30, 2024 were fairly presented in
conformity with U.S. GAAP. The independent auditor’s report is presented as the first
component of the financial section of this report.

The independent audit of the financial statements of the City is typically part of a broader,
federally mandated “Single Audit” designed to meet the special needs of federal grantor
agencies. The standards governing Single Audit engagements require the independent auditor
to report not only on the fair presentation of the financial statements, but also on the audited
City’s internal controls and legal requirements involving the administration of federal awards.
These reports are available in the City’s separately issued Single Audit Report.

U.S. GAAP requires that management provide a narrative introduction, overview, and analysis
to accompany the basic financial statements in the form of Management’s Discussion and
Analysis (MD&A). This letter of transmittal is designed to complement the MD&A and should be
read in conjunction with it. The City’'s MD&A can be found immediately following the
independent auditor’s report.



PROFILE OF THE CITY OF REDLANDS

The City of Redlands, incorporated in 1888, is located 63 miles east of Los Angeles, 110 miles
north of San Diego, and 500 miles southeast of San Francisco. It lies within the San Bernardino
Valley in the southwestern portion of San Bernardino County, covering an area of 36 square
miles, within the heart of the Inland Empire. It serves a population of 72,692.

The City was incorporated under the general laws of the State of California and enjoys all the
rights and privileges applicable to a General Law City. It is a municipal corporation governed by
a five-member city council in which all policy-making and legislative authority is vested. The
City Council is responsible, among other things for passing ordinances, adopting the budget,
appointing committees, and hiring both the City Manager and City Attorney. The City Manager
is the chief administrative officer of the City and as such is responsible for carrying out the
policies and ordinances of the City Council, for overseeing the day-to-day operations of the City,
and for appointing department heads. The Council is elected on a non-partisan basis. Council
members serve four-year staggered terms, with elections occurring every two years. The mayor
is currently elected by a majority vote of the Council. Adopted in 2017, Ordinance No. 2848,
amended the Redlands Municipal Code to change the City’s electoral system for City Council
Members from at-large to by-district elections.

The City provides a full range of services, including police and fire protection, animal control,
emergency medical aid, building safety regulation and inspection, street lighting, landscaping,
sewer and water utilities, solid waste collection and disposal, land use planning and zoning,
recreation and community services, maintenance and improvement of streets and related
structures, traffic safety maintenance and improvement, and a full range of recreational and
cultural programs for citizen participation, as well as being the home of the historic A. K. Smiley
Public Library.

Budgets are adopted on a basis consistent with U.S. GAAP. While annual appropriated budgets
are adopted for all departments within the general, special revenue, and capital project funds,
the City operates on a biennial budget cycle to guide its financial planning and control.

Every two years, during the period from February through May, department heads prepare
estimates of required appropriations for the upcoming two-year budget cycle. These estimates
are compiled into a proposed operating budget, which includes a summary of projected
expenditures, financial resources, and historical data from the preceding budget cycle. The City
Manager’s Recommended Budget is then presented either to the full City Council or to the
Budget Subcommittee (comprised of two members of the City Council and the City Treasurer)
at a public meeting noticed in accordance with the Brown Act. Following a series of two to
three budget presentations during regular and special Council meetings, the biennial budget is
formally adopted by the City Council at a regular meeting prior to June 30th of the second year
in the current cycle.

The City Manager is legally authorized to transfer budgeted amounts between divisions and
accounts within the same department. Transfer of appropriations between departments or
funds and increased appropriations must be authorized by the City Council. Expenditures may
not legally exceed budgeted appropriations within a fund. All appropriations shall lapse at the
end of the fiscal year to the extent they have not been expended or lawfully encumbered, in
which case they are automatically carried over into the following fiscal year as part of the
biennial budget resolution of City Council.
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The City maintains budgetary controls to ensure compliance with provisions embodied in the
annual appropriated budget approved by the City Council. Activities of the general fund,
special revenue funds, debt service funds, capital projects funds, enterprise funds and internal
service funds are included in the annual budget. Formal budgets are not employed for debt
service funds because debt indenture provisions specify payments. The permanent fund is not
budgeted. The level of control (level at which expenditures may not exceed budget) is the fund
level. The City also maintains an encumbrance accounting system as one technique of
accomplishing budgetary control. Encumbered amounts are carried forward into the next fiscal
year of a biennial budget by resolution of the City Council that is adopted at the same time the
budget is adopted. Budget-to-actual comparisons are provided in this report for each individual
governmental fund for which an appropriated annual budget has been adopted. For the general
fund and major special revenue funds, this comparison is presented as part of the required
supplementary information in the accompanying financial statements. For governmental funds
that have appropriated annual budgets, other than the general fund and major special revenue
funds, this comparison is presented in the supplementary section of the accompanying financial
statements.

ECONOMIC CONDITION AND OUTLOOK

The information presented in the financial statements is perhaps best understood when it is
considered from the broader perspective of the specific environment within which the City
operates.

Local economy. Throughout fiscal year 2024, economic indicators reflected a mixed
performance, showcasing both growth and challenges. Property tax revenue experienced
robust growth of 8% compared to the prior fiscal year, with nearly 1.7% of this increase
attributed the annual adjustment for CPl. New residential and commercial construction
contributed 1.7% to this growth, while prior-year property sales accounted for an additional
3%.

Conversely, sales tax revenue contracted by 2%, driven by a decline in consumer spending.
While inflation has begun to cool, the prolonged period of elevated prices in recent years has
left many Americans financially strained, contributing to reduced discretionary spending.
Despite these challenges, the City’s economic foundation remains strong, buoyed by continued
development and a growing property tax base.

The City of Redlands’ economy is based largely in the service and trade sectors (health care,
retail trade, logistics, technology, and education). The region has a varied manufacturing and
industrial base that has added to the relative stability of the unemployment rate over the years.
Redlands’” unemployment rate remains lower than its neighboring communities. Since 2002,
the annual unemployment rate for the City has ranged from a low of 2.9% in 2021 to a high of
10.5% in 2010, which surpasses the 2020 pandemic-related peak of 7.4%.

Major industries within the City’s boundaries or in proximity include computer software
manufacturers, higher education institutions, light manufacturing, regional distribution centers
and several financial and insurance institutions. Major employers in the City, or within the
vicinity, include the Redlands Unified School District, Esri (Environmental Systems Research
Institute), Redlands Community Hospital, Amazon Fulfillment Center, Beaver Medical Group,
the City of Redlands, the University of Redlands, Burlington Coat Factory Distribution Center
and Loma Linda University Behavioral Medical Center.

The City reviews a variety of indicators during the fiscal year as a part of the evaluation of the
economic conditions impacting the City and to analyze trends and patterns therein.
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Unemployment Rate — The City’s unemployment rate has experienced significant fluctuations
over the past four vyears, reflecting broader regional and national trends. In 2020,
unemployment reached its highest level since the Great Recession, driven by pandemic-induced
economic disruptions. By 2021, the rate had recovered to a pre-pandemic low of 2.9%, a
testament to the resilience of the City’s labor market. However, in 2022, unemployment rose to
5.5% as labor force participation outpaced job creation. In 2023, this trend moderated, with
unemployment declining to 3.6%, a near 2% improvement from the prior year, signaling that
the economy successfully generated jobs to support the expanding workforce.

This recovery aligns with the Inland Empire’s broader economic rebound, where industries such
as logistics, healthcare, and professional services have driven job growth. Southern California as
a whole has experienced steady hiring, with demand for skilled workers increasing in
technology, education, and advanced manufacturing. Redlands has benefited from these
regional trends, leveraging its diverse economic base and strategic location to foster job
creation and economic stability.
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UNEMPLOYMENT RATE
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Assessed Value — The City’s assessed property values experienced remarkable growth in FY
2024, increasing by 9% over the prior fiscal year. This significant growth is attributable to a
variety of factors that underscore the strength of the local real estate market. Nearly 1.7% of
this increase resulted from new residential and commercial construction, while 3% was
attributed to prior-year property sales at prices above assessed value. Another 1.7% of this
growth stemmed from the standard 2% Consumer Price Index (CPl) adjustment allowed under
California property tax law, further boosting the City’s revenue base.

The sustained rise in assessed value highlights the appeal of Redlands as a destination for both
residential and commercial investment. The City's strategic location within the Inland Empire,
coupled with state legislation encouraging housing development, has supported ongoing
construction and property transactions. This growth also reflects broader trends in Southern
California, where rising demand for housing and commercial spaces continues to push property
values higher despite challenges in the broader economy.
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Housing Market - The local real estate market in Redlands demonstrated continued strength in
FY 2024, with median home sale prices remaining well above pre-pandemic levels. Although
increased borrowing costs from interest rate hikes beginning in May 2022 eventually slowed
housing sales in September 2022, home prices remained resilient, with the median price
increasing approximately 4% between 2022 and 2023. This sustained demand for housing,
combined with favorable state legislation, has spurred ongoing residential development across
the City, with several projects currently in the entitlement process.

Assessed property values in Redlands grew by nearly $1.1 billion in FY 2024, driven largely by
prior-year transfers of ownership, which contributed 3% of the total increase, higher than the
2% average seen over the past decade. The assessed values for non-single-family residential
(non-SFR) properties more than doubled as a result of these sales, reflecting strong demand for
commercial and multifamily properties. These trends underscore the strength of Redlands’ real
estate market as a key component of its fiscal health.

Regional and national economic conditions continue to shape the City’s outlook. While
inflationary pressures have eased and unemployment remains low, rising interest rates pose
potential challenges for the housing market in the medium term. However, Redlands’
strengthening tax base, fueled by a robust real estate market and investments in multiuse and
transit-oriented developments, positions the City to remain a key participant in the Inland
Empire’s long-term housing demand growth.

The budget for fiscal year 2024 was part of the City’s first biennial budget adopted by the City
Council, covering fiscal years 2023 & 2024. This biennial budget builds on the City’s continuing
recovery from the pandemic and the significant addition of Measure T sax revenue beginning in
April 2021 while investing in enhancements to services, infrastructure and programs that
address deferred maintenance, homelessness, and other community priorities. In the General
Fund, City revenue from combined sales tax sources increased from roughly $17,510,000 in
2020 to $47,629,600 million in 2024 (an increase of 172%). Property tax has continued to
perform well as home prices remain high and new development that has occurred in years
passed is added to the tax rolls. During the same time frame from 2020 to 2024, the City’s
revenue from property tax grew from roughly $32,000,000 to approximately $41,700,000 (an
increase of almost 30%).

ix



In residential construction, the City has continued to expand its housing stock with several
major projects. At the close of FY 2024, there were over 2,400 apartment units and 1,400
single-family dwelling units in various stages of planning, entitlement, and construction. These
include:

e The Tennessee Village Project: A mixed-use development featuring 460 apartments
(with 5% designated as very low-income units) and 18,000 sq. ft. of commercial space
on Tennessee Street.

e Lugonia Village Project: A high-density residential development with 436 apartments, 56
condominium townhomes, and 19 single-family residences on 25 acres near
Pennsylvania Avenue.

e The State Street Village Project: A transformative transit-oriented development to
redevelop the former Redlands Mall site into a mixed-use district with up to 700
apartments/condominiums and 65,468 sq. ft. of retail and commercial space.

The uptick in residential projects has been supported by compliance with the Regional Housing
Needs Allocation (RHNA) targets and favorable state legislation. These developments continue
to meet the growing demand for housing in Redlands and contribute to the City's expanding tax
base.

In terms of commercial growth, Redlands saw several new developments completed or
underway, including:

e Packing House District Phase 2: Two commercial buildings on 3.9 acres for retail and
restaurant uses.

e Redlands Railway District: Multiple retail and restaurant buildings, including a 7,968 sq.
ft. multi-tenant structure and a 3,898 sq. ft. bank facility, alongside historic preservation
projects.

e The MOD Packinghouse Food Hall: Adaptive reuse of a historic structure into a vibrant
multi-tenant retail and dining destination.

These projects illustrate Redlands’ strong commitment to mixed-use and transit-oriented
developments, ensuring a balanced approach to housing and economic growth. The City
remains poised to address the challenges of rising interest rates while continuing to attract
residential and commercial investment.

Other notable business openings in fiscal year 2023-24 include the following:

e Sojo Industries, founded in 2021, expanded its operations to Redlands, California, in
April 2024. Sojo Industries is an industrial automation company that utilizes robotics,
mobility, and modularity to deliver efficient packaging and assembly solutions to the
food and beverage industry.

e Finney's Crafthouse & Kitchen, a family-owned American tavern known for its globally
inspired, made-from-scratch menu, expanded into the Inland Empire with the opening
of its Redlands location on September 25, 2023.

e The Three Stags Irish Pub and Restaurant opened in November 2023 in downtown
Redlands. They offer a warm and inviting atmosphere, serving traditional Irish food and
live music.

e R Burgers Drive Thru opened in summer 2024. Located at 1280 Alabama Street, the
establishment operates seven days a week from 5:00 AM to 11:00 PM.



e Zoom Room, a dog training, agility and obedience facility opened in March 2024. They
offer a variety of classes, including obedience training, agility, puppy classes, and
enrichment workshops, all using positive reinforcement methods.

e D-BAT Redlands, a premier baseball and softball training facility, opened in spring of
2024 and offers a range of training services, from developmental youth camps to private
lessons.

e Cornerstone BBQ, a Texas-style barbeque fast-casual restaurant, opened in
November 2023. This is the business’ second location.

e Le Chat Noir Bookstore & Cat Lounge opened its doors in January 2024. This unique
establishment combines a bookstore, café, and cat lounge, offering visitors the
opportunity to enjoy coffee, browse books, and interact with adoptable cats. Since its
opening, Le Chat Noir has facilitated the adoption of over 70 cats.

Successor Agency. The City of Redlands Redevelopment Agency — and all redevelopment
agencies in California — were dissolved under AB1X 26 (and subsequently AB1484), effective as
of February 1, 2012, and the City of Redlands, as “Successor Agency,” assumed responsibilities
for winding down the operations of the Successor Agency.

On September 8, 2015, the DOF approved the Successor Agency’s Long-Range Property
Management Plan (LRPMP). As of April 2019, the City has disposed of all remaining properties
not specified for a governmental purpose in accordance with the LRPMP. In addition, all
outstanding liabilities of the Successor Agency were satisfied as of the end of Fiscal Year 2023.

In order for the Successor Agency to dissolve, HSC Section 34187(b) requires the following:

A. All enforceable obligations have been retired or paid off;

B. All real property has been disposed of pursuant to HSC Section 34181 or 34191.4;
and,

C. All outstanding litigation has been resolved

With all enforceable obligations paid in full, all land disposed of, and all litigation settled, there
is no need for the Agency to continue to exist and the criteria to proceed with formally
dissolving has been met. On June 10, 2024, the Countywide Oversight Board approved a
resolution to formally dissolve the Successor Agency to the Redevelopment Agency of the City
of Redlands. July 2, 2024, the state Department of Finance acknowledged the end of the
Agency's existence. Final dissolution of the Successor Agency of the Former Redevelopment
Agency of the City of Redlands took place in the fiscal year ended June 30, 2024.

Further discussion about the Successor Agency can be found in Note 17 of the Notes to the
Basic Financial Statements.

Long-term financial outlook/planning. As the economy transitions into a post-pandemic
phase, the City continues to experience stability bolstered by a diversified tax base, growing
reserves, and a steady pipeline of residential and commercial developments. However, new
economic dynamics, shaped by higher interest rates, evolving labor market conditions, and
persistent inflation, will influence long-term financial planning. These factors, coupled with
global and national economic trends, present both opportunities and challenges for maintaining
fiscal resilience.
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Provided the significant growth in assessed value seen in FY 2024 of 9%, growth in assessed
property values remains a cornerstone of the City's fiscal health, providing consistent revenues
despite broader economic uncertainties. However, with the Federal Reserve maintaining a
higher interest rate environment, the housing market is likely to experience slower price
appreciation and reduced transaction volumes in the coming years. Housing affordability and
borrowing constraints may temper growth in property tax revenues, necessitating careful
monitoring and prudent fiscal forecasting.

The City continues to benefit from a robust labor market, characterized by low unemployment
and steady workforce expansion. However, labor market dynamics are shifting as employers
compete for talent in a constrained labor pool, driving up wages. While this has supported
consumer spending, a key piece of economic stability, it also imposes cost pressures on local
businesses. The City's proactive approach to attracting diverse industries and supporting
workforce development will play a critical role in sustaining economic growth.

Inflation has been a significant concern nationally, reaching levels not seen in decades. While
there are signs of moderation due to monetary policy interventions, inflation remains elevated.
Despite higher interest rates intended to temper economic activity, consumer spending and
business investments have remained robust. This resilience suggests that the economy may
avoid a severe downturn, aligning with projections of a "soft landing" where growth slows but
does not contract sharply.

Global supply chain disruptions and geopolitical uncertainties have affected economic
conditions locally and nationally. While these factors pose challenges, they also present
opportunities for local businesses to adapt and innovate. The City's diverse economic base
positions it to navigate these global headwinds more effectively, leveraging local strengths to
maintain economic momentum.

Despite these challenges, the City is well-positioned for long-term financial sustainability. Key
strengths include:

e Diversified Revenue Base: Continued growth in assessed property values and
development activities have expanded the City's fiscal foundation.

e Business Resilience: New and expanding businesses provide a reliable source of tax
revenue and employment opportunities.

e Infrastructure Investments: Strategic use of Measure T funding supports critical
infrastructure and enhances the City's appeal to residents and businesses alike.

e Workforce Adaptability: Efforts to address labor market constraints and support
workforce development strengthen the City's economic base.

The long-term financial outlook for the City reflects cautious optimism amid a complex and
evolving economic landscape. While external factors such as inflation, interest rates, and global
dynamics will continue to pose challenges, the City's fiscal management and strategic planning
provide a foundation for resilience. By investing in infrastructure, supporting workforce growth,
and fostering economic development, the City is prepared to navigate uncertainties and secure
a sustainable future for its residents.

The graph below provides an at-a-glance view of the City’s ability to prioritize spending and
facilitate investment in long-term capital needs. In fiscal year 2024, the City’s General Fund
reserves for capital projects included: $994,000 for parking improvements in the downtown,
roughly $6 million in parks, equipment, facilities, sidewalks and building capital, $24.6 million
for future city facilities, $2.5 million for public safety/homelessness, and $2 million for
unfunded mandates.
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To the Honorable Mayor and Members

of the City Council of the City of Redlands
Redlands, California
Page 2

Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our opinions.
Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a guarantee that an
audit conducted in accordance with auditing standards generally accepted in the United States of America and
Government Auditing Standards will always detect a material misstatement when it exists. The risk of not detecting a
material misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control. Misstatements are considered
material if there is a substantial likelihood that, individually or in the aggregate, they would influence the judgment
made by a reasonable user based on the financial statements.

In performing an audit in accordance with auditing standards generally accepted in the United States of America and
Government Auditing Standards, we:

e Exercise professional judgment and maintain professional skepticism throughout the audit.

o Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error,
and design and perform audit procedures responsive to those risks. Such procedures include examining, on a
test basis, evidence regarding the amounts and disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
City’s internal control. Accordingly, no such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluate the overall presentation of the financial statements.

o Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise
substantial doubt about the City’s ability to continue as a going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit, significant audit findings, and certain internal control-related matters that we identified during
the audit.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management’s Discussion
and Analysis, Budgetary Comparison Schedules, Schedule of Changes in Net Pension Liability and Related Ratios,
Schedules of Contributions — Pension Plans, and Schedule of Changes in Total OPEB Liability and Related Ratios, as
listed in the accompanying table of contents, be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental Accounting Standards
Board who considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.
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