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CITY OF TRACY   
 

City Manager’s Office 
333 Civic Center Plaza 
Tracy, CA 95376 
 

Telephone (209) 831-6000 
FAX (209) 831-6120 

  
October 20, 2007 
 
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, 2007. 
 
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 81,107 and 21 
square miles in 2007.   Furthermore, it is anticipated that employment in Tracy will increase from 15,000 
workers in 2005 to 35,285 in 2022. 
 

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. 
 



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, 2007.  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 and stable footing and is expected to lead the state in 
payroll growth over the next two years. Payroll growth has shot up to 2 percent in 2006.  This has forced the 
region’s unemployment rate below the state average for the first time since the dot-com bubble burst.  Better 
growth has helped the region surmount the economic challenges of a faltering house market, rising gas 
prices, and resetting mortgage rates.  A weak U.S. dollar and strong global demand is making the expansion 
of California’s high tech industry a reality once again.  Total high tech employment in the state has 
increased.  High-tech job gains in the Bay Area and San Jose confirm the statewide trend.  A significant 
number of Tracy residents work in the San Jose, East Bay, and Livermore Valley areas.    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 our side of the Altamont Pass – the great Central 
Valley of California.  There has been a dramatic slowdown in the economy in this region fueled by the 
collapse of the housing market.  Unemployment in the Stockton and Modesto regions now are at levels seen 
before the beginning of the housing boom.  

 
The high concentration of economic activity related to residential construction in recent years is proving a 
significant liability in the current economic environment.  Stockton is experiencing significant construction 
payroll losses, as builders see no end to the current period of depressed housing demand.  Adding to the 
glut of housing for sale is a large supply of foreclosed properties.  Merced, Stanislaus and San Joaquin 
counties have the distinction of being the top three counties in the nation for home foreclosures.  Job growth 
is expected to remain at modest rates for the region and home price declines are expected to be among the 
worst in the state before the dust settles on the financial and speculative excess.  

 
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 being heavily influenced by 
the downturn in home construction.  This strong reduction in all things related to housing is cause for 
concern in that the current real estate environment is expected to continue for several years.  Already, 
property tax revenue to the City has begun to slow and sales tax has fallen around 5% over previous years.  
The leading edge of the storm is upon us but the good news is that the City prepared for it.  Through the 
implementation of Measure A, the City’s slow growth measure approved by voters in 2000, it was projected 
that by FY 06-07 residential building would slow dramatically and by FY 07-08 there would be little if any 
residential construction.  Therefore, the City knew the building boom would end and began to prepare for 
this in the form of adding to the City’s reserves.  While the City will face slow or reduced revenues over the 
next several years, the City enjoys a strong reserve level position to weather the storm. 
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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, 2007 is $19,111,270.  In addition to the undesignated 
fund balance of the General Fund, the City also has an Economic Uncertainty Fund with a 
balance of $19,621,924.  Together, these two sources total $38,733,194 and represent 
approximately 72% of General Fund operating expenses budgeted for FY 07-08.  This is an 
excellent fiscal foundation as we approach new fiscal territory in a post-Measure A environment 
and uncertain times in the economy. 
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Major Initiatives 
 
 

Grand Theatre Center for the Arts 
Construction was substantially completed to renovating the Grand Theatre and adjoining buildings to provide a new 
cultural arts center for the City.  This state of the art facility opened to the public on September 14, 2007 and will be 
a beautiful addition to a revised downtown Tracy.  The center will offer both instructional programs in a variety of 
arts as well as offer musical and dance performances in the 550 seat main theatre.  Total project cost was $19 
million with the City’s Redevelopment Agency funding $18 million and donations $1 million. 
 

Civic Center Expansion 
The long awaited construction of a new City Hall and Council Chamber was finished.  The building was dedicated 
on July 3, 2007.   The new City Hall and Council Chambers features approximately 44,000 square feet of space.  In 
addition to the building, the entire Civic Center area is being redone including new landscaping, new parking lots, a 
history plaza and a new Civic Center park.   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 early 2008.  The City’s other plant project, improvement to the City’s Water Treatment 
Plant, is now completed.  The cost of this project was $44 million. 
 

Mayor’ Community Youth Support Network 
This new program is a collaborative effort involving residents, City County, State community-based organizations, 
faith based organizations, businesses, Youth Advisory Commissioners, schools parents, and local law 
enforcement.  The purpose of the program is to address and prevent issues of youth violence as well as reach out 
and reconnect youth and families to services in Tracy.  The program has been organized and both the policy team 
and service provider team have met and begun work.  Full development of the program is expected during FY 07-
08 
 

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 began on implementing the action items of the plan and will continue through FY07-08. 
 



While the City’s tax base in the two key areas of property and sales taxes enjoyed double digit 
increases for many years, much of the City’s fiscal prosperity can also be linked to the local 
robust construction environment.  Residential construction has recently come to a virtual halt 
due to the restrictions of Measure A and the weak housing market.  In the seven years since the 
passage of the Measure A, vested developers continued to build under the previous residential 
limits.  During that time, the City has had the opportunity through sound financial planning and 
budgeting to prepare for the change when the stricter residential building limits were fully 
implemented.  The City did not make the mistake of aggressively expanding services during the 
boom years.  The number of full time equivalent (FTE) City employees per 1,000 population was 
6.91 in 2000 and has remained relatively constant as there are 6.80 FTEs per 1,000 population 
today.  So the City has kept up with demand, but not used one time building boom revenue to 
finance expansion of services.  Instead, the City has been prudent in its expenditures with an 
eye toward creating additional reserves to enable a smooth transition to post Measure A limits 
on building and hence on revenue growth. 
 

While the City has prudently managed its resources and built reserves for the future, there 
nevertheless remain several significant fiscal challenges for the City in the future.  First, during 
2006 and 2007 the City entered into new long term labor contracts with all of its employee 
groups.  New labor agreements call for annual wage increases that will help to keep the City of 
Tracy as an employer of choice.  Personnel expenses are the single largest expense of the 
City’s operating budget.  It is estimated that additional labor expenses for the General Fund will 
increase by approximately $3 million per year over the next several years.  In addition, the City, 
through its capital investment in the Grand Theatre Center for the Arts, has also committed to a 
new program area of cultural arts.  Currently the City is examining alternatives for the 
construction of a large sports complex and the development of an aquatics center.  Both of 
these facilities would require significant annual operational costs.  As such, it is projected the 
City will spend more than it takes in over the next several years.  As noted previously, the City 
created additional reserves for this period of time.  The art will be to manage available reserves 
over an unknown period of time until revenues once again are equal to expenses.  
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City Implements GASB 45 Early 
 

The Governmental Accounting Standards Board (GASB) statement #45 requires that governments account for other post 
employment benefits (OPEB).  This new requirement has various implementation dates based upon the size of revenues of 
the government.  The larger governments have the earliest implementation dates followed by medium size, followed by 
smaller governments.  The City of Tracy has chosen to implement its GASB 45 requirement with this FY 06-07 report two 
years before it would have been required.  The City is taking this step because it believes GASB 45 to be an important 
component of judging the financial position of any governmental unit.  Also, the City has a tradition of early implementation 
of significant GASB requirements.  The City was one of the first in the nation (including being one of only 3 cities in 
California) to implement GASB 34, several years before the requirement to do so. 
 

GASB 45 is an effort for governments to identify their obligations for expenses associated with post employment other than 
pensions.  Governments have pension obligations to their current and retired employees and these are calculated and 
accounted for.  However, other post employment benefits such as health insurance have not been accounted for by most 
governments.  As these expenses can represent a huge future liability of the government, identification of their costs is 
essential.  GASB 45 requires the government to have an actuarial study done in order to identify the cost of other post 
employment benefits. 
 

The City of Tracy does not provide for the payment of health insurance for its retired employees.  As such it does not have a 
significant GASB 45 liability that many governments have.  However, retired employees are allowed to purchase the City’s 
health insurance for both themselves and their spouses or dependents either through direct payment or from the employee’s 
medical insurance bank.  The ability of a retired employee to obtain coverage at an active employee rate constitutes a 
significant economic benefit to the retirees, called an “implicit subsidy” under GASB 45.  The City obtained the firm of 
Demsey, Filliger & Associates to perform an actuarial valuation of this “implicit subsidy”.  The results of this actuarial 
valuation can be found in note 11 to the financial statements in this report.  Suffice to say, the City’s liability in this regard is 
not significant and the ongoing annual required contribution to address this liability is just $220,771 per year.  An 
insignificant GASB 45 liability is a great benefit to the City’s true and long term financial strength. 
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Awards and Acknowledgements 
 
The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement 
for Excellence in Financial Reporting to the City of Tracy for its comprehensive annual financial 
report (CAFR) for the fiscal year ended June 30, 2006.  This was the 19th consecutive year that 
the government has received this prestigious award.  In order to be awarded a Certificate of 
Achievement, the government had to publish an easily readable and efficiently organized CAFR 
that satisfied both generally accepted accounting principles and applicable legal requirements. 
 
A Certificate of Achievement is valid for a period of one year only.  We believe that our current 
CAFR continues to meet the Certificate of Achievement Program’s requirements and we are 
submitting it to the GFOA to determine its eligibility for another certificate. 
 
In addition, the government also received the GFOA’s Distinguished Budget Presentation Award 
for its annual budget document for FY 06-07.  In order to qualify for the Distinguished Budget 
Presentation Award, the government’s budget document had to be judged proficient as a policy 
document, a financial plan, an operations guide, and a communications device. 
 
The preparation of the Comprehensive Annual Financial Report was made possible by the 
dedicated service of the entire Finance and Administrative Services Department staff.  Each 
member of the Department has my appreciation for the contributions made in the preparation of 
this report. 
 
I also would like to express special appreciation to Accounting Officer Linda Biscocho whose 
long hours, dedication, and attention to detail made possible the successful completion of the 
annual audit.   
 
Respectfully submitted, 
 
 
 
Maria Hurtado      Zane H. Johnston 
Interim City Manager     Finance & Administrative Services Director 
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