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October 15, 2006 
 
Honorable Mayor and City Council Members 
Citizens of the City of Tracy: 
 
The Tracy Municipal Code requires that all funds, accounts, and financial transactions of the 
City be subjected to an annual audit by an independent certified public accountant that is 
selected by the City Council.  The Municipal Code further specifies that after the close of the 
fiscal year, an annual financial report covering all funds and financial operations shall be 
prepared and submitted to the City Council.  This report is published to fulfill that requirement 
for the fiscal year ended June 30, 2006. 
 
Management assumes full responsibility for the completeness and reliability of the information 
contained in this report based upon a comprehensive framework of internal control that it has 
established for this purpose.  Because the cost of internal control should not exceed anticipated 
benefits, the objective is to provide reasonable, rather than absolute, assurance that the 
financial statements are free of any material misstatements. 

 

 
Profile of the Government 
 

Tracy is located on the western edge of the Central Valley in San Joaquin County.  The City is 60 miles east 
of San Francisco and 70 miles south of Sacramento.  The City is situated within a triangle formed by three 
interstate freeways: I-5, I-205 and I-580. 
 

Tracy was founded in 1878 as a railroad center.  It was incorporated as a city in 1910.  For many decades, it 
served both as a railroad center and farm market town.  Since World War II, it has been the location of a 
defense supply center.  By 1960, the City’s employment base included a few food-processing plants and 
small-related manufacturing operations.  A state correctional facility as well as a federal and a state water 
project facility are located nearby. 
 

During the 1980s, Tracy experienced a period of major growth influenced by the East Bay area of the San 
Francisco Bay region with its high cost of housing.  Tracy, with more affordable housing than the Bay area, 
continues to be an attractive residential location for many Bay area workers.  Tracy is now considered an 
outer suburb of the Bay area, rather than a small agricultural and industrial town.   
 

The population and size of Tracy has increased from 18,428 and 7.0 square miles in 1980 to 80,461 and 21 
square miles in 2006.   Furthermore, it is anticipated that employment in Tracy will increase from 9,500 
workers in 1987 to 45,000 by the year 2010. 
 

The City operates under the council-manager form of government.  Policymaking and legislative authority are 
vested in the City Council, which consists of a Mayor and a four member Council.  The City Council is 
responsible for, among other things, passing ordinances, adopting the budget, appointing committees, and 
hiring the City Manager and City Attorney.  The City Manager is responsible for carrying out the policies and 
ordinances of the City Council, for overseeing the day-to-day operations of the government, and for appointing 
the heads of the government’s departments.  The Council is elected on a non-partisan basis.  Council 
members are elected to four-year staggered terms, with two Council members elected every two years.  The 
mayor is elected every two years. 
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Moss, Levy and Hartzheim, Certified Public Accountants, have issued an unqualified (“clean”) 
opinion on the City of Tracy’s financial statements for the fiscal year ended June 30, 2006.  The 
independent auditor’s report is located at the front of the financial section of this report. 
 
Management’s discussion and analysis (MD&A) immediately follows the independent auditor’s 
report and provides a narrative introduction, overview, and analysis of the basic financial 
statements.  MD&A complement this letter and should be read in conjunction with it. 
 

 
Local Economy 
 

Northern California’s economy remains on a solid footing and job growth has continued in most sectors of 
the economy in the Bay Area.  There has been broad based payroll expansion and the labor market 
continues to tighten.  Even so, manufacturing job creation remains sparse at best with mergers, 
consolidation, and global competitive pressures continuing to hold down manufacturing payrolls in the Bay 
area, especially in computers and electronic manufacturing.   Telecommunication and publishing also 
remain soft spots as consolidation continues to reign.  A significant number of Tracy residents work in the 
San Jose, East Bay, and Livermore Valley areas.    As such, continued economic growth in these areas is 
important to the economy of Tracy.  With continued job stability, Tracy residents will continue to spend and 
shop locally for goods and services. 

 
While Tracy residents are more likely to work in the East Bay, San Jose, and Livermore Valley areas, the 
Tracy economy is also influenced by what is happening on this side of the Altamont Pass – the great Central 
Valley of California.  There has been no slowing down of the economy in this region to date.  Stockton area 
job growth has handily beat the State employment growth rate and Modesto leads the Central Valley region. 
However, there are some troubling signs, as the Central Valley economy remains highly skewed toward 
construction and housing market activity, which is already weakening.  

 
In Central California these days it seems as if everyone is a real estate agent, mortgage broker, 
homebuilder, or construction worker.  In Stockton, construction now represents 8.4 percent of total non-farm 
payrolls, up from 6.8 percent in 2001.  In Modesto, construction payrolls rose by more than 14 percent over 
the past year, comprising 32 percent of net new jobs.  Over-dependence on one sector for economic growth 
rarely ends well for a regional economy, and Central California will be no exception.  With signs of a turning 
in the residential housing cycle, the Central California economy appears the most vulnerable.  

 
The Tracy economy, therefore, has twin influences – that of a more diverse Bay area economy where many 
Tracy residents are employed, and that of the Central Valley economy currently over dependent upon 
construction.    Yet it is Tracy’s population growth that has lead to steadily increasing property tax and sales 
tax revenue for the City.  The I-205 commercial center in and around the West Valley Mall continues to 
prosper and expand.  The City of Tracy has positioned itself as a retail center and will attract shoppers from 
around the area. 

 
The City also continues to aggressively pursue industrial development.  Phase 1 of Northeast Industrial Area 
is underway and infrastructure is being designed for Phase 2.   In addition, the City is processing plans for 
Tracy Gateway, a large proposed business park designed for high tech companies.  The annexation of the 
land for Tracy Gateway has been completed, environmental reviews secured, and the City Council has 
approved a development agreement with the owners. 
 
 



x 

Long-term Financial Planning 
 
The Tracy Municipal Code requires that the City Council adopt a budget by no later than the 
close of the fiscal year.  This annual budget serves as the foundation for the City of Tracy’s 
financial planning and control.  The budget is prepared by fund, by department (e.g. Police), and 
by program (i.e. Patrol Services, Traffic Enforcement, etc).  Department heads may transfer 
resources within a department as they see fit with the approval of the City Manager.  Transfer 
between departments; however, need special approval from the City Council. 
 
As evidenced by this financial report, the City is in sound financial condition.  The ending 
General Fund balance as of June 30, 2006 is $20,499,134.  In addition to the undesignated 
fund balance of the General Fund, the City also has an Economic Uncertainty Fund with a 
balance of $16,618,812.  Together, these two sources total $37,117,946 and represent 
approximately 77% of General Fund operating expenses budgeted for FY 06-07.  This is an 
excellent fiscal foundation as we approach new fiscal territory in a post-Measure A environment. 
 
  
Major Initiatives 
 
 

Grand Theatre Center for the Arts 
A construction contract was issued and work is well underway renovating the Grand Theatre and adjoining 
buildings to provide a new cultural arts center for the City.  This state of the art facility will be a beautiful addition to 
a revised downtown Tracy.  The project is on target for an early Summer 2007 opening.  The project has been 
actively managed to insure it is completed within budget ($19 million) – always an extra challenge when dealing 
with the renovation of an old building. 
 

Civic Center Expansion 
The long awaited construction of a new City Hall and Council Chamber has begun.  The building is nearing 
completion with a move in date scheduled for March 5, 2007.   The building will have over 44,000 square feet of 
space.  In addition to the building, the entire Civic Center area is being redone including new landscaping and new 
parking lots.   Developer fees collected for this specific purpose during the past 19 years are funding 83% of the 
$25.7 million construction budget.  
 

Plant Improvements 
Work also continued throughout the year on two large capital projects.  In fact, one of the projects is the single 
most costly project in City history: the upgrade and expansion of the Wastewater Treatment Plant.  This project’s 
budget is approximately $75 million and will make substantial improvements to the treatment of wastewater.  It is 
scheduled for completion in late 2007.  The City’s other plant project, improvement to the City’s Water Treatment 
Plant, is also well underway.  This $44 million project will also be completed in late 2007. 
 

Fire Headquarters 
Construction was completed on the rehabilitation of the old downtown fire station.  Fire Station #1, as it was often 
called, was actually first constructed in 1917 as Tracy’s City Hall.  The building served as the municipal 
headquarters until 1947 when the City offices moved.  The old City hall building housed fire equipment and a fire 
crew was stationed in the building until the 1989 Loma Prieta Earthquake that caused significant damage.  This 
very special historical building received a new life with the completion of this $3 million renovation project.  In June 
2006 the “new” building opened as the headquarters for the Tracy Fire Department.   And since it is at the corner of 
Central and 9th Street in downtown Tracy, it is yet another investment in the downtown area. 
 

General Plan Update 
Many public meetings and workshops were held on components of the General Plan including an optional 
component regarding community character.  The General Plan was finished and was adopted by the City Council in 
July 2006.  Work can now begin on implementing the action items of the plan.  This will be a major work effort 
during 2007. 
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