


About the Cover: 
 
In September 2007, the City of Tracy opened the fabulous Grand Theatre Center for the Arts.  
Although the grand marquee may look like a painting or an artists rendering, this budget cover is 
an actual photograph.  The Grand Theatre Center was a $20 million project funded by the City’s 
Community Development Agency (redevelopment).  The facility is actually comprised of the 5 
historic buildings, the original Grand Theatre, and 2 old hotels, storefront and the City’s old jail.  As 
part of the construction project, the buildings were completely renovated and linked together with a 
modern atrium interior /exterior lobby.  Also new was the construction of a new “black box” theatre 
for small stage performance in place of the old firehouse.  
 
The Grand Theatre Center for the Arts boasts 37,000 square feet of space.  Today the Center 
operates 3 main types of programs - performance, art exhibition, and arts instruction.   Musical and 
theatrical performances can take place in either the 547 seat EKT Theatre or the 110 seat studio 
theatre.  The City offers an annual performance series and either theater may be rented.  Art 
exhibition is offered in the Grand Galleries with 1800 square feet of exhibit space.  A variety of arts 
instruction takes place in the Center within the music, art, ceramics and dance studios as well as 
the children’s art studio. 
 
The Grand Theatre Center for the Arts is the cornerstone of the City of Tracy’s ongoing 
commitment to keep its historic downtown district alive and vibrant. 
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December 9, 2008 
 
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, 2008. 
 
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 81,548 and 21 
square miles in 2008.   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. 
 

CITY OF TRACY         
Office of City Manager 
333 Civic Center Plaza 
Tracy, CA  95376 

Telephone:  (209) 831-6000 
Fax:  (209) 831-6120 
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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, 2008.  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 
 

California’s economy including Northern California and Tracy has not been immune to the dismal national 
economy.   The already slowing economy was rocked by continued upheaval in the financial markets.  This 
in turn has lead to an economy headed for a deep recession and all that comes with that – reduced 
consumer spending and increased unemployment.  Over the past few months, consumer spending has 
pulled back substantially.  Notably, sales of automobiles and light trucks collapsed in October.  Would-be 
buyers appear to have discouraged by tight credit standards.  Household purchases were likely curtailed by 
declines in stock market wealth, low levels of consumer sentiment, and a deteriorating labor market.  
Nationally employment fell 240,000 jobs last month with major declines in all sectors.  So far in 2008 the 
economy has last 1.2 million jobs, and almost half of the past two months. 
 
Nationally the unemployment rate jumped to 6.5 percent in October and this is already higher than the peak 
unemployment in the last recession.  It appears unemployment will likely climb in even higher.    The Federal 
Reserve Bank forecasts the economy will continue to be dragged down by a variety of factors over the next 
few quarters:  the credit crunch, the turmoil in financial markets, lower equity and residential wealth, and the 
weakening outlook for the global economy.  

 
Unemployment in San Joaquin and Stanislaus counties is now in double digits.  Because agriculture still 
remains an important segment of these economies, seasonal unemployment is always much higher than the 
national average.  Tracy however, historically has been much lower in unemployment that San Joaquin 
County as a whole, with unemployment typically mirroring national averages and not the average for San 
Joaquin County.    This is true because Tracy residents are more likely to work in the East Bay, San Jose, 
and Livermore Valley areas, where the economy is not greatly influenced by seasonal agriculture production 
or the more recent negative economic influence in the San Joaquin Valley, the virtual halt to residential 
construction and the resulting collapse of the housing market.  Certainly the East Bay economy is also being
pulled down by those influences negatively affecting the U.S. economy as a whole.   But this economy is 
currently more stable than that found in the San Joaquin Valley.  

 
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 decreased as the County Tax Auditor has indicated property tax for the 
City of Tracy in FY 08-09 will be approximately 5% less than FY 07-08.  In addition, sales tax has fallen for 
two straight years and could be as much as 10% less in FY 08-09 than FY 07-08.  As a result the City is 
moving quickly to implement budget and other cost cutting steps to keep the City in a sound financial 
position during the next several years which by all indications will be extremely challenging financial times. 
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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, 2008 is $18,578,589.  In addition to the undesignated 
fund balance of the General Fund, the City also has an Economic Uncertainty Fund with a 
balance of $17,938,924.  Together, these two sources total $36,517,513 and represent 
approximately 68% of General Fund operating expenses budgeted for FY 08-09.  This is an 
excellent fiscal foundation as we approach new fiscal territory during uncertain times in the 
economy. 
 

 
Major Initiatives 
 
 

Grand Theatre Center for the Arts 
This state of the art facility opened to the public on September 14, 2007 and has three major programming efforts, 
performing arts, arts education, and gallery and exhibitions.    While the $20 million facility was primarily completed 
with funding from the City’s Redevelopment Agency, the operational costs are paid from the City’s General Fund.  
In its first year of operations, the Grand Theatre Center required a General Fund subsidy of $1.5 million.  The 
required subsidy will likely be addressed in relationship to the City’s ongoing budget management process. 
 

New City Manager 
Tracy’s previous City Manager left the City in October of 2007.  The City’s Assistant City Manager stepped in and 
guided the City as Acting City Manager until May of 2008 when the City hired Leon Churchill, Jr. to become Tracy’s 
new City Manager.  Mr. Churchill was selected as a result of a comprehensive national search and comes to Tracy 
with 20 years of experience in municipal management.   His most recent experience was the Managing Director for 
the City of Reading Pennsylvania.     
 

Waste Water Treatment Plant Improvements 
The upgrade and expansion to the City’s Waste Water Treatment Plant was completed.  This project was the single 
most costly project in City history with a total price tag of about $75 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 became fully implemented during FY 07-08 
 

Long Term Budget and Fiscal Goals 
The dramatic downturn in the economy has affected the City on a number of fronts but most notably by reducing 
property tax and sales tax to the City.   Fortunately, the City has strong reserves to bridge budget gaps.   FY 07-08 
required a nominal draw of approximately $2.2 million from reserves.  However, with the economy now in a deep 
recession, the City cannot rely on its reserves.   Action must be taken now to stem any structural budget deficit due 
to declining City revenues.  To the end the City has already implemented short term budget cutting measures and 
hired an outside consulting firm to guide the City in developing long term fiscal management measures.  The 
consulting report is due to be presented to the City Council in December 2008 and implementing measures will 
considered in FY 08-09 and beyond. 
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The City enjoyed a 16 year long robust growth period in revenues from FY 91-92 thru FY 06-07.  In FY 07-08 City of 
Tracy tax revenues leveled off resulting in a need to draw upon reserves for the first time since the 90-91 recession.  
Typically cities use reserve funds to bridge minor periods of economic cycles in which city revenues fluctuate.  Under 
normal circumstances the small draw on reserves in FY 07-08 could be viewed this way.  However, the City noted the 
dramatic downturn in the housing market and resulting fall in home values as highly unusual and therefore, decided 
that this was not going to be a minor economic down cycle.  The City began developing plans in the spring of 2008 to 
deal with a long term and significant negative economic environment.   At the cornerstone of this effort was hiring the 
firm of Management Partners to assist the City in developing budget savings ideas, as well as an examination of 
alternative methods of service delivery that may be more efficient.  The firm would also identify potential revenue 
enhancements including new tax revenues that the community would have to approve via the ballot box.   
 
The City has a long reputation for excellent fiscal management.  It had the wherewithal to add to its reserve levels 
during the boom years instead of unwisely using these non-sustainable revenues to fund new programs or services.  
And noting unusual trends, the City began its long term strategy before the economy deteriorated further in 
September and October 2008.  It is evident the nation is in a recession that will likely be prolonged and significant.  
Even in the economy starts to improve in 2010, the City will not see improvement until about two years later due to 
time lags in property tax valuation and timing of tax rolls.   As such, the City is looking at a period of 4 to 5 years of 
economic malaise and planning accordingly.   The City is aware that it cannot rely on its reserves to itself during this 
period.  The Management Partners report will be presented to the City Council in December 2008 and the City will 
consider these recommendations for implementation.   
 
  

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 implemented its GASB 45 requirement with the FY 06-07 financial 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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TRACY, CALIFORNIA 
 

Located in Northern California, 60 miles east of San Francisco, 70 miles south of 
Sacramento, 20 miles south of Stockton, and 343 miles north of Los Angeles 

 
Located within a triangle formed by Interstate 5, Interstate 205, and Interstate 580 

 




