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1. Background and the1. Background and the

Current Economic EnvironmentCurrent Economic EnvironmentCurrent Economic EnvironmentCurrent Economic Environment



City Has Enjoyed Strong GrowthCity Has Enjoyed Strong Growth

1999-2006 2007-2008

Property Tax Growth 15.1% <2%>

Sales Tax Growth 12.4% <6%>

►►Growth would not last (Measure A)Growth would not last (Measure A)

►►Created Reserve for Economic Uncertainty FundCreated Reserve for Economic Uncertainty Fund

►►Combination of increased labor costs, additional Combination of increased labor costs, additional 
positions, new programs/facilities coupled with positions, new programs/facilities coupled with 
revenue slow down results in structural budget revenue slow down results in structural budget 
deficitdeficit



San Joaquin, Stanislaus, & Merced CountySan Joaquin, Stanislaus, & Merced County
“Top 3 Counties in the Country”“Top 3 Counties in the Country”

for home foreclosuresfor home foreclosures

Flat home pricesFlat home prices
–– less property tax toless property tax to
cities and countiescities and counties



Economists project aEconomists project a
50% chance of recession 50% chance of recession 

in 2008in 2008



Spin off effects of real estate market being felt Spin off effects of real estate market being felt 
across industries across industries –– For Tracy For Tracy –– this has this has 

resulted in a decline in sales taxresulted in a decline in sales tax

Pain Street USA: ’08 housing outlook 
The forecast is for a longer, deeper home-price slump 
than previously expected, with double-digit declines in 
many markets.  By Les Christie, CNNMoney.com staff writer 

NEW YORK (CNNMoney.com) -- The United States
is deep in its worst housing slump since the Great
Depression, and according to a new report, it's not
going to get better any time soon.
In a new survey, Moody's Economy.com says many
metro areas will record losses of 20 percent or more
during the downturn, with the national median price
for single-family homes dropping 13 percent through
2009. Factoring in discount offers from sellers, the
actual price decline would be well over 15 percent.
Eighty of the 381 metro areas covered by the report
will record double-digit losses, according to the
report. Most of the worst-hit markets are in once
high-flying areas, such as California and Florida. Home prices are being pulled down by an even high-flying areas, such as California and Florida.
The steep losses were bound to arrive sometime.
Throughout the housing slump, which began in the
Spring of 2006, experts kept expecting prices to
tumble, but it wasn't until recently that they dropped
substantially according to Mark Zandi, chief
economist for Moody's Economy.com.
"There has been a sea change in seller psychology
since the subprime shock this summer," he said.
"Some now realize they have to drop their prices to
make a sale and prices are coming down very
rapidly in some markets.“

The housing slump will have a The housing slump will have a The housing slump will have a The housing slump will have a 
substantial impact on the overall substantial impact on the overall substantial impact on the overall substantial impact on the overall 
economy, according to Moody's, economy, according to Moody's, economy, according to Moody's, economy, according to Moody's, 
which will depress real gross which will depress real gross which will depress real gross which will depress real gross 
domestic product by more than a domestic product by more than a domestic product by more than a domestic product by more than a 
percentage point this year and by percentage point this year and by percentage point this year and by percentage point this year and by 
1.5 percentage points in 2008.1.5 percentage points in 2008.1.5 percentage points in 2008.1.5 percentage points in 2008.

Other metro areas expected to go through crushing price drops include: 

Stockton, Calif., where prices are forecast to drop 31.6 percent, Modesto, 

Calif. (-31.3 percent), Fort Walton Beach, Fla. (-30.4 percent) and Naples, 

Fla. (-29.6 percent).

Home prices are being pulled down by an even 

more severe decline in home sales, which Moody's 

expects to bottom out in early 2008, when unit sales 

will be down more than 40 percent from their peak. 

Home builders continued to add to inventory even 

as the slump got well under way, contributing to 

what an 11-month back-log of homes for sale, 

according to the National Association of Realtors. 

Many of these homes are sitting completely empty: 

The Census Bureau reported a total of 2.1 million v 

homes for sale. Vacant homes add pressure on 

prices because owners of these houses are usually 

more willing to slash prices to move the properties. 

They cost out-of-pocket cash each month while 

providing neither income nor shelter. Even though 

home construction has now contracted severely -

the Census Bureau reported Tuesday that housing 

starts were down to an annualized rate of 1.187 

million units in November, the lowest in 16 years yet 

it will take time to work through the excess 

inventory. 



County Assessor County Assessor –– Warns that property tax Warns that property tax 
revenue will be flat or will fall due to declining revenue will be flat or will fall due to declining 

home valuationshome valuations



Neighboring cities have Neighboring cities have 
already experienced already experienced 
significant impactssignificant impacts

––––
taking serious measures to taking serious measures to 
address budget deficitsaddress budget deficits



2. General Fund Review2. General Fund Review

at Midat Mid--YearYearat Midat Mid--YearYear



FY 07FY 07--0808

BudgetBudget

MidMid--YearYear

EstimateEstimate

Beginning Fund BalanceBeginning Fund Balance $19,987,090$19,987,090 $19,111,270$19,111,270

Revenues exclusive of transfer inRevenues exclusive of transfer in $48,658,380$48,658,380 $46,821,130$46,821,130

Transfers in (Economic Uncertainty)Transfers in (Economic Uncertainty) $5,733,000$5,733,000 $5,733,000$5,733,000

ExpensesExpenses --$54,391,330$54,391,330 --$52,713,618$52,713,618

Ending Fund BalanceEnding Fund Balance $19,987,140$19,987,140 $18,951,782$18,951,782



Major Concerns for FY 07Major Concerns for FY 07--0808

►►Revenues are down $3 millionRevenues are down $3 million

►►Partially offset by one time GASB 31 Partially offset by one time GASB 31 
adjustmentadjustment

►►Expenses less than budget helpExpenses less than budget help►►Expenses less than budget helpExpenses less than budget help

►►Final result, City will spend $6 million more Final result, City will spend $6 million more 
than it takes in during FY 07than it takes in during FY 07--08 ($7.5 08 ($7.5 
million more if GASB 31 were not counted)million more if GASB 31 were not counted)

►►Economic Uncertainty will drop from $19 to Economic Uncertainty will drop from $19 to 
$13 million$13 million



3. Three Year Projection3. Three Year Projection

of General Fund Budgetsof General Fund Budgetsof General Fund Budgetsof General Fund Budgets



FY 08FY 08--0909 FY 09FY 09--1010 FY 10FY 10--1111

Beginning G. F. BalBeginning G. F. Bal $18,951,780$18,951,780 $18,951,780 $18,951,780 $11,005,077$11,005,077

Beginning E. U. Fund BalBeginning E. U. Fund Bal $13,300,000$13,300,000 $  3,651,600 $  3,651,600 $               0$               0

RevenuesRevenues $47,279,230$47,279,230 $47,846,500 $47,846,500 $48,749,400$48,749,400

ExpensesExpenses $56,927,630$56,927,630 $59,444,803 $59,444,803 $62,374,263$62,374,263ExpensesExpenses $56,927,630$56,927,630 $59,444,803 $59,444,803 $62,374,263$62,374,263

DeficitDeficit $  9,648,400$  9,648,400 $11,598,303 $11,598,303 $13,624,863$13,624,863

Ending G. F. BalEnding G. F. Bal $18,951,780$18,951,780 $11,005,077 $11,005,077 --$2,619,786$2,619,786

Ending E. U. Fund BalEnding E. U. Fund Bal $  3,651,600$  3,651,600 $               0    $               0    $             0$             0



►►Continuing with existing base City budget Continuing with existing base City budget 
results in structural budget deficitresults in structural budget deficit

►►Because revenues are flat structural budget Because revenues are flat structural budget 
deficit grows each yeardeficit grows each yeardeficit grows each yeardeficit grows each year

►►Both General Fund Reserve and Economic Both General Fund Reserve and Economic 
Uncertainty fund would be exhausted within Uncertainty fund would be exhausted within 
3 years3 years



FY 88FY 88--8989 FY 89FY 89--9090 FY 90FY 90--9191 FY 91FY 91--9292 FY 92FY 92--9393 FY 93FY 93--9494

PropertyProperty
TaxTax $2,295,047$2,295,047 $2,798,779$2,798,779 $3,545,389$3,545,389 $3,999,515$3,999,515 $3,944,625$3,944,625 $4,067,714$4,067,714

SalesSales
TaxTax $1,994,746$1,994,746 $2,314,591$2,314,591 $2,379,017$2,379,017 $2,213,747$2,213,747 $2,478,392$2,478,392 $2,598,885$2,598,885

Review of Property and Sales TaxReview of Property and Sales Tax

TaxTax $1,994,746$1,994,746 $2,314,591$2,314,591 $2,379,017$2,379,017 $2,213,747$2,213,747 $2,478,392$2,478,392 $2,598,885$2,598,885



Similar 90Similar 90--91 Rebound Not Likely91 Rebound Not Likely
►►In 90In 90--91 property tax growth came back as 91 property tax growth came back as 
a result of new residential constructiona result of new residential construction

►►Measure A limits will prevent similar Measure A limits will prevent similar 
reboundrebound

►►In 90In 90--91 new construction also resulted in 91 new construction also resulted in 
new commercial (sales tax) developmentnew commercial (sales tax) developmentnew commercial (sales tax) developmentnew commercial (sales tax) development

►►Gruen and Gruen Economic Report notes Gruen and Gruen Economic Report notes 
link between nonlink between non--growing community and growing community and 
commercial investmentcommercial investment

►►City has to compete with surrounding City has to compete with surrounding 
communities for sales taxcommunities for sales tax



4. Short and Long Term Strategy4. Short and Long Term Strategy

to Address City’sto Address City’s

Structural Budget DeficitStructural Budget Deficit



►►Every action taken today has a beneficial Every action taken today has a beneficial 
ripple effect in years to comeripple effect in years to come

►►Steps taken today do not have to be Steps taken today do not have to be 
draconiandraconian

Benefit of StrategyBenefit of Strategy

draconiandraconian

►►Without action taken at present will mean Without action taken at present will mean 
far more draconian actions necessary laterfar more draconian actions necessary later



►►Inflation and labor costs drive base budget Inflation and labor costs drive base budget 
at faster pace than increase to revenuesat faster pace than increase to revenues

►►Available reserves exhausted within 3 yearsAvailable reserves exhausted within 3 years

AssumptionsAssumptions

►►Property tax remains static for next 3 yearsProperty tax remains static for next 3 years

►►Limited sales tax growth potentialLimited sales tax growth potential

►►Real estate and related mortgage issues Real estate and related mortgage issues 
and foreclosures and their effects are and foreclosures and their effects are 
unknownunknown



►► 11stst priority priority -- existing services and service levelsexisting services and service levels

►►No new programs and no expansion of existing No new programs and no expansion of existing 
programs or new full time staffingprograms or new full time staffing

�� Unless corresponding reduction is madeUnless corresponding reduction is made

Short Term StrategyShort Term Strategy

�� Unless corresponding reduction is madeUnless corresponding reduction is made

►►Historical spending averages (i.e. vacancies) may Historical spending averages (i.e. vacancies) may 
be consideredbe considered

►►City Manager to manage personnel resourcesCity Manager to manage personnel resources

�� Case by case basis for nonCase by case basis for non--public safety public safety 
positionspositions

�� Public safety positions continued to be filledPublic safety positions continued to be filled



WithoutWithout implementing short term budget strategy measures:implementing short term budget strategy measures:

FY 08FY 08--0909 FY 09FY 09--1010 FY 10FY 10--1111

DeficitDeficit --$ 9,648,400$ 9,648,400 --$11,598,303$11,598,303 --$13,624,863$13,624,863

Ending E.U. Fund BalEnding E.U. Fund Bal $ 3,651,600$ 3,651,600 $               0$               0 $              0$              0

Ending G.F. BalEnding G.F. Bal $18,951,780$18,951,780 $11,005,077$11,005,077 --$ 2,619,786$ 2,619,786

WithWith implementing short term budget strategy measures:implementing short term budget strategy measures:

FY 08FY 08--0909 FY09FY09--1010 FY 10FY 10--1111

Deficit (estimated/actual)Deficit (estimated/actual) --$ 5,748,530$ 5,748,530 --$ 7,519,908$ 7,519,908 --$9,304,688$9,304,688

Ending E.U. Fund BalEnding E.U. Fund Bal $ 7,551,470$ 7,551,470 $      31,562$      31,562 $             0$             0

Ending G.F. BalEnding G.F. Bal $18,951,780$18,951,780 $18,951,780$18,951,780 $9,678,654$9,678,654



►►Revenue strategies such as fee studiesRevenue strategies such as fee studies

►► Examine current service delivery modelsExamine current service delivery models

►►Review high cost, low participatory programmingReview high cost, low participatory programming

Long Term StrategyLong Term Strategy
Internal Budget Committee will Internal Budget Committee will 

examine:examine:

►►Review high cost, low participatory programmingReview high cost, low participatory programming

►►Review capital improvement projects for future Review capital improvement projects for future 
operating costsoperating costs

►►Review expenditure controls and fundingReview expenditure controls and funding
►►Use Reserve for Economic Uncertainty Fund first Use Reserve for Economic Uncertainty Fund first 
over next 3 years minimizing any impact to over next 3 years minimizing any impact to 
General Fund ReservesGeneral Fund Reserves

►► Establish a minimum General Fund ReserveEstablish a minimum General Fund Reserve



CONCLUSIONCONCLUSION

►►Long term actions will be necessary to Long term actions will be necessary to 
address the General Fund structural budget address the General Fund structural budget 
deficit and to address new community deficit and to address new community 
needs such as public safetyneeds such as public safetyneeds such as public safetyneeds such as public safety

►►Short term actions will be necessary to Short term actions will be necessary to 
avoid potential draconian actions later avoid potential draconian actions later 


