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December 11, 2010 
 
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, 2010. 
 
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 82,107 and 23 
square miles in 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. 
 

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, 2010.  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 economic recovery is trying to gain traction along with the nation, despite an 
unemployment rate problem, and state and local budget problems that far outstrip those faced by 
the nation at large.  The California unemployment rate is still above 12% but there are signs of an 
improving economy.  Personal income levels are beginning to rise and consumer spending is up. 
 
Unemployment in San Joaquin County was 16.3% in October 2010.  Because agriculture still 
remains an important segment of the San Joaquin Valley economies, seasonal unemployment is 
always much higher that the national average.  Tracy however, historically has been much lower 
in unemployment than San Joaquin County as a whole, with unemployment typically closer to the 
national average.  Tracy’s unemployment stood at 10.3% in October 2010.  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 influences (housing market collapse) in the San Joaquin Valley.  
Certainly the East Bay economy is being held down by those influences negatively affecting the 
U.S. economy as a whole.  But this economy is more stable than that found in the San Joaquin 
Valley. 
 
The local economy has presented significant challenges to the City of Tracy during the past 
several years.  Because of declining real estate values, property tax to the City of Tracy has 
fallen 27% over three years.  It is hoped values have now stabilized since last year’s decline was 
just 2.5%.  Sales tax also fell for three years but the most recent two quarters have seen 
increases, the last quarter being a 7% increase.  Perhaps there is finally a light at the end of the 
tunnel to this dismal economic recession.  Due to these challenges the City made significant 
organizational changes which allowed the City to slash its General Fund budget from $54 million 
to $47 million.  But the new reality of General Fund revenue remains in the $42 million range.  
Rather than significantly cut essential services, the citizens of Tracy approved a half cent sales 
tax measure in November 2010.  This tax will begin April 1, 2011 and continue for 5 years.  This 
should provide additional funding of approximately $5 million a year.  This tax together with some 
additional minor budget cutting should provide a fiscally stable situation for the near term (5 
years).  The City will continue to examine the cost and methods of service delivery. 
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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 has significantly been impacted by the economic 
recession as evidenced in declining General Fund tax revenues and the draw on reserves.  The 
ending General Fund balance as of June 30, 2010 is $18,985,106 and the Economic 
Uncertainty Fund had a balance of $10,550,972.  Together, these two sources total 
$29,536,078.  While this is a decrease of $5,265,707 in reserves from the year before, it 
compares favorably to an original budget for FY 09-10 that expected reserves to be reduced by 
$7.4 million.   Furthermore reserves remain at about 63% of expected General Fund expenses. 
 
 

 
Major Initiatives 

 
Lowering City Operating Costs 
The City substantially completed it efforts to restructure and re-engineer City operations in order to make 
efficiencies while yet maintaining quality services.  In this regard the City has reduced its General Fund budget 
from $53.8 million (FY 09-10) to $47.2 (FY 10-11) - a 13% reduction while maintaining or improving services.  
 
Public Fiscal Presentations 
The City established a speakers bureau of 11 City officials to present information to community and business 
groups about the City’s fiscal situation (declining tax revenues) and what the City is doing to respond to such 
(see above).  A total of 33 presentations were made with an estimated 800 in attendance.  In 2011 the speakers 
bureau will continue with the presentation topic of how Tracy is a business friendly City. 
 
“Emerald Green” Program 
The City was selected as one of two pilot cities in the State Department of Conservation’s “Emerald City” 
Program.  To be selected for this pilot program the City committed to pursue sustainable development goals that 
incorporate those identified by the State of California to be characteristic of a sustainable community in 
California.  The City has developed a Sustainability Action Plan which is anticipated to be adopted in early 2011. 
 
Business Attraction Efforts 
The City continued its significant business attraction efforts.  The most notable effort concerned the successful 
attraction of Macy’s to occupy the former Gottschalks store in the West Valley Mall.  Through a unique and 
innovative loan program the City provided $2.7 million in funds which were used to rehabilitate the vacant store.  
The mall owner also put up funding for this effort.  The new Macy’s store in the West Valley Mall opened October 
15, 2010.  This effort was important as the West Valley mall provides close to 20% of the City’s entire sales tax 
base.   
 
Implementation of City Council Strategic Plans 
In February 2008 the City Council established six priority strategic plan areas.  Teams were organized to guide 
the implementation of the strategic plans.  Most plans had a 12-18 month timeline for implementation with some 
as long as 24 months.  Most work efforts toward these plans have now been completed.  The strategic plan 
areas are:  Public Safety, Land Use/General Plan, Economic Development/Revenue Enhancement, 
Infrastructure, Organizational Development and Leisure Services.  With 2 new City Council Members elected in 
November 2010, it is anticipated the Council will meet in early 2011 to update, revise and develop new strategic 
plans.   
 



 
 
 

xi 

 
The City enjoyed a 16 year long robust growth period in revenues from FY 91-92 thru FY 06-07 
and used this opportunity to build significant reserves including creation of the Economic 
Uncertainty Fund.  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.  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.  The City implemented most of these expense reduction plans during 
FY 09-10 with full annual savings expected for FY 10-11. 
 
In addition to expense reductions, the City also anticipated that new revenues would be 
necessary if additional cuts that could potentially disrupt the delivery of essential public safety 
services were to be avoided.  In this regard, Tracy voters approved Measure E (a half cent sales 
tax with a 5 year sunset) on the November 2010 ballot.  This tax will begin on April 1, 2011.  
This new revenue together with already implemented expense reductions should provide a 
stable fiscal period for the next 5 years.  During this time the City will continue to look for new 
opportunities to continue its commitment to provide efficient yet quality services to the 
community. 
 
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 during FY 09-10.  We are pleased the 
citizens of Tracy affirmed their confidence in the fiscal management of the City by approving 
Measure E.   
 

 
 

 GASB 45 
 
Much attention has been given to the unfunded liability of “Other Post Employment Benefits” (OPEB) of government 
employees.  In response the Governmental Accounting Standards Board (GASB) issued statement #45 which 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 implemented its GASB 45 requirement with the FY 06-07 financial report - two years before it would 
have been required.  The City took 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. 
 
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 (including spouse or family coverage) 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 retiree, 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 $310,883 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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