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SECTION |

Letter from the Chief Executive Officer




KERN COUNTY EMPLOYEES RETREMENT ASSOCIATION www kcera.org

. .- 11125 River Run Blvd
Bakersfield, CA 93311
661.381.7700

June 11, 2025
Members of the Board of Retirement:

| am pleased to present to you the proposed Operating Expense Budget for fiscal year 2025-26.
Highlights of the 2024-25 and 2025-26 budgets include:

e The largest budgetary category is staff, which comprises 60.4% of the total proposed
budget. The 2024-25 projected actual expense for staffing is $7.1 million, which is
$171,527 less than what was approved.

e The proposed 2025-26 Administrative Expense Budget of $7.5 million (8.75 basis points)
is $10.5 million (12.25 basis points) under the statutory limit of 21 basis points of the
actuarial accrued liability of the retirement system, pursuant to Government Code
Section 31580.2. See Section IV — Administrative Expenses.

e We are continuously improving the presentation of operating expenses to incorporate
non-administrative fees, including those for investment, legal, and actuarial consultants.
Additionally, we are providing a separate, detailed breakdown of administrative
expenses.

e For 2025-26, staff recommends a budget of $13.42 million, which is $0.46 million or

3.6% more than last year’s approved budget of $12.95 million. The most significant
increase is attributed to cost-of-living adjustments and incremental salary increases.

Key Events for Fiscal Year 2024-25

Throughout the past year, management has made significant progress in implementing the final
stages of the strategic staffing plan, as approved by the Board. The initiatives outlined in the
Strategic Plan are designed to advance the Board's objectives, including enhancing stakeholder
relations, strengthening the investment program, maximizing the use of technology in
operations, improving the effectiveness of KCERA staff, and ensuring the long-term
sustainability of the plan. The outreach program was further developed, effectively raising
awareness and providing valuable education to our members and plan sponsors. These
outreach events continue to see strong participation and receive positive feedback.
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During this fiscal period, we expanded the Investment unit by adding an investment analyst and
a paralegal to support the growing portfolio. Additionally, an Administrative Specialist was
brought on in Administrative Services to manage the increased administrative workload. KCERA
also recently welcomed a new Deputy Director of Compliance, and we are excited to continue
advancing the plan sponsor compliance project.

Future Expectations

As we move into fiscal year 2025-26, we anticipate fully realizing the benefits of the strategic
staffing plan, with the staffing additions playing a key role in our organizational development. A
continued focus will be placed on fostering a culture of accountability and operational
efficiency, contributing to an even more transparent organization. We will also remain
committed to building an organization that embodies its core values and focuses on exceeding
customer expectations, engaging team members, and nurturing effective leadership.

This year's budget includes a request for funds to support building renovations, which will
provide additional workspace and necessary bathroom facilities. Furthermore, an investment
accountant will be added to complete the investment team. These initiatives will enable your
Board to address challenges while maintaining a commitment to a culture of excellence, fiscal
responsibility, transparency, and prudent risk management. Through these efforts, your Board
will guide the organization’s future direction while fulfilling its fiduciary duties to the plan.

Management is very grateful to the Board for the support it has received over the last year, and
I am pleased to present you with KCERA’s budget for 2025-26.

Sincerely,

Dominic D. Brown
Chief Executive Officer
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Administrative Expense Budget

The administrative expenses incorporate the limits of Section 31580.2 of the County Employees
Retirement Act of 1937, whereby administrative expenses are “capped” at 0.21% of KCERA’s actuarially
accrued liabilities. The liability is calculated by KCERA's actuary. Pursuant to the relevant code sections,
certain costs are excluded from the expense cap, namely those associated with investment related costs,
expenditures for computer software, hardware and related technology consulting services.

Total actuarial accrued liabilities $7,918,848,000 $8,332,592,000 $8,597,000,000
Limit on expenses in basis points 21.00 21.00 21.00
Maximum allowed $16,629,581 $17,498,443 $18,053,700
Operating expenses budget*** $10,830,100 $12,954,348 $13,417,181
Less information technology
expenses $(482,701) $(788,882) $(807,095)
Less investment and legal
expenses*** $(3,735,453) S(4,848,927) $(5,089,607)
Administrative expenses $6,611,946 $7,316,539 $7,520,479

Over (Under) Maximum $(10,017,635) $(10,181,904) $(10,533,221)

Basis Points 8.35 8.78 8.75

*  Based on total actuarial accrued liabilities for pension as of June 30, 2023 (latest available actuarial
valuation).

** Based on projected valuation value of assets and actuarial accrued liabilities (ASOP 51 Risk Report
updated estimate
April 4, 2024).

*** Includes prior period adjustments for non-admin custodial services.
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Operating Expense Budget

KCERA’s mission is to expertly administer retirement benefits, prudently invest the assets of the
Association, and provide quality membership services to eligible public employees, retirees and
their beneficiaries. The annual Operating Expense Budget is a detailed plan established to
estimate the anticipated costs of carrying out that mission.

The Board annually adopts the operating budget for the administration of KCERA. Each month,
the Board reviews year-to-date actual expenses to ensure budget compliance.

Important assumptions in the fiscal year 2025-26 budget include:

» Staffing expenses have increased in line with cost-of-living adjustments and annual step
increments.

e Expenses for disability claim review professional services have decreased as KCERA
continues to streamline the disability claim process and reduce the backlog of cases.

e The multi-year expansion of the Investment Unit to enhance KCERA’s capacity to
effectively boost investment returns and manage a complex, diverse portfolio has led to
higher expenses in the following areas:

o Investment consultants

o Due diligence and education
o Legal expenses

* Areduction in expenses due to the completion of the Triennial Study and actuarial audit
in the prior year.

* Ongoingincreases in computer software licensing and support costs are also noted.

e KCERA is utilizing an external vendor to manage Board Elections, including both General
and Retiree member elections for the 2025-26 fiscal year.

e Finally, office renovations are underway, adding four new workspaces and bathroom
facilities to accommodate the growing staff.

KCERA’s requested fiscal year 2025-26 Operating Expense Budget may be viewed on the
following pages.



Operating Expense Budget Summary

Staffing $ 7,301,695 §$ 8,102,299 S 800,604 60.40 %
Staff Development 124,600 152,200 27,600 1.13 %
Professional Fees 3,695,275 3,180,500 (514,775) 23.70 %
Office Expenses 532,410 620,919 88,509 4.63 %
Insurance 198,410 199,594 1,184 1.49 %
Systems 710,502 728,715 18,213 5.43 %
Board of Retirement 145,500 187,000 41,500 1.39 %
Depreciation 245,956 245,954 (2) 1.83 %

* Includes prior period adjustments for non-admin custodial services.

Proposed Budget

Depreciation 1.83%
Board of Retirement 1.39%———
Systems 5.4

3%
Insurance 1.49%/

Office Expenses 4.63%

Professional Fees 23.70%——

Staff Development 1.13%

B staffing B staff Development Professional Fees
B Office Expenses Insurance B systems
Board of Retirement B Depreciation



Personnel Costs
Salaries
Benefits

Total Personnel Costs

Staff Development
Education & professional development
Staff recognition

Total Staff Development

Professional Services
Actuarial fees

Audit fees
Consultant fees
Custodial fees
Disability services
Investment consultants
Legal fees

Total Professional Services *

Office Expenses
Building expenses
Communication platforms
Equipment lease & maintenance
Member engagement
Subscriptions & memberships
Office supplies & misc. admin.
Payroll & accounts payable fees
Postage
Other services - Kern County
Utilities

Total Office Expenses

Insurance

Information Technology Systems
Audit-security & vulnerability scan

Business continuity expenses
Hardware

Licensing & support
Software

Website design & hosting

Total Information Technology Systems

Board of Retirement
Board compensation
Board conferences & training
Board elections
Board meetings
Total Board of Retirement

Depreciation

Total Proposed Budget

4,531,471 4,585,166 53,695 5,184,129 652,658
2.770.224 2,545,002 (225.222) 2.918.170 147,946
7,301,695 7,130,168 171,527 8,102,299 800,604
120,000 117,864 (2,136) 147,000 27,000
4,600 3,889 (711) 5,200 600
124,600 121,753 2,847 152,200 27,600
250,000 218,957 (31,043) 157,250 (92,750)
202,875 151,580 (51,295) 53,300 (149,575)
115,000 75,630 (39,370) 90,000 (25,000)
465,000 462,556 (2,444) 562,000 97,000
575,000 310,898 (264,102) 250,000 (325,000)
1,657,400 1,650,483 (6,917) 1,602,950 (54,450)
430.000 429.922 (78) 465.000 35,000
3,695,275 3,300,026 395,249 3,180,500 514,775
158,000 126,143 (31,857) 232,000 74,000
60,110 52,173 (7,937) 60,939 829
22,100 18,724 (3,376) 25,100 3,000
44,200 32,561 (11,639) 50,000 5,800
35,000 22,032 (12,969) 36,200 1,200
100,000 51,820 (48,180) 83,700 (16,300)
25,000 16,569 (8,431) 25,000 —
30,000 21,620 (8,380) 30,000 —
40,000 35,426 (4,574) 40,000 —
18.000 34,490 16.490 37,980 19.980
532,410 411,558 120,853 620,919 88,509
198,410 185,772 12,638 199,594 1,184
15,000 7,200 (7,800) 4,000 (11,000)
16,050 12,327 (3,723) 10,000 (6,050)
78,211 121,924 43,713 51,114 (27,097)
252,523 198,691 (53,832) 288,158 35,635
335,518 261,884 (73,634) 356,243 20,725
13.200 17.485 4,285 19.200 6.000
710,502 619,511 90,991 728,715 18,213
12,000 14,329 2,329 16,000 4,000
50,000 36,204 (13,796) 50,000 —
75,000 36,696 (38,304) 112,500 37,500
8.500 5201 (3.299) 8.500 —
145,500 92,430 53,070 187,000 41,500
245,956 245,954 2 245,954 2

* Includes prior period adjustments for non-admin custodial services.

10.96 %

22.15 %

13.93)%

16.62 %

0.60 %

2.56 %

28.52 %

I
X



Proposed Administrative Budget

Staffing
Salaries 3,279,049 3,230,380 (48,669) 3,793,751 514,702
Benefits 2,052,691 1,847,087 (205,604) 2,156,200 103,509
Staffing Total 5,331,740 5,077,467 (254,273) 5,949,951 618,211 11.59 %

Staff Development

Education & professional 105,000 80,618 (24,382) 97,600 (7,400)
development
Staff recognition 4,600 3,111 (1,489) 4,160 (440)

Staff Development Total 109,600 83,729 (25,871) 101,760 (7,840) (7.15)%

Professional Fees

Audit fees 202,875 151,580 (51,295) 53,300 (149,575)

Consultant fees 115,000 75,630 (39,370) 90,000 (25,000)

Disability —administration 575,000 310,898 (264,102) 250,000 (325,000)

Legal & actuarial (non-admin) fees — 76,923 76,923 77,750 77,750
Professional Fees Total 892,875 615,031  (277,844) 471,050 (421,825) (47.24)%

Office Expenses

Building expenses 138,250 100,914 (37,336) 185,600 47,350
Communication platforms 38,675 41,738 3,063 40,000 1,325
Equipment lease & maintenance 20,838 14,979 (5,859) 20,080 (758)
Member engagement 44,200 32,561 (11,639) 50,000 5,800
Subscriptions & memberships 30,625 17,626 (13,000) 28,960 (1,665)
Office supplies & misc. admin. 87,500 41,456 (46,044) 66,960 (20,540)
Other services - Kern County 40,000 35,426 (4,574) 40,000 —
Payroll & accounts payable fees 25,000 16,569 (8,431) 25,000 —
Postage 30,000 21,620 (8,380) 30,000 —
Utilities 15,750 27,592 11,842 30,384 14,634
Office Expense Total 470,838 350,481 (120,358) 516,984 46,146 9.80 %

Insurance 198,410 148,618 49,792 159,675 38,735) (19.52)%

Board of Retirement

Board compensation 12,000 14,329 2,329 16,000 4,000
Board conferences & training 50,000 36,204 (13,796) 50,000 —
Board elections 75,000 36,696 (38,304) 112,500 37,500
Board meetings 8,500 5,201 (3,299) 8,500 —
Board of Retirement Total 145,500 92,430 (53,070) 187,000 41,500 28.52 %

Depreciation 167,576 108,702 (58,874) 134,059 (33,517)



* Increased cost for personnel, due to the addition of an investment
accountant, and regular increases in salaries and benefits consistent with
COLA and annual step increments 800,604

¢ Increased investment due diligence travel and education 27,600

Professional services
e Decrease in actuarial fees and no triennial study (92,750)
¢ No actuarial audit (149,575)
e Human Resources - no outside consultants expected (25,000)
¢ Increase in separately managed investment accounts 97,000
e Anticipated decrease in MMRO service fees, legal fees and medical
examiners related to disability claim review services (325,000)
e Recategorization of investment consultant fees to ITS (54,450)
¢ Increase in legal fees for new investment accounts 35,000

e Expected construction for Training Room and Bathroom renovations 74,000
¢ Decreased office expenses while moving to increased electronic (16,300)
processes !

¢ Increased utility costs until KCERA can analyze a full year of solar/PG&E

costs 19,980
e Decrease due to modified year to year contracts (11,000)
e Decreased expenses related to hardware purchases (27,097)
¢ Increased expenses for licensing and support 35,635
¢ Increased costs for new investment and financial reporting software 20,725

e Elections for trustees 37,500
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e Savings in permanent positions not filled 100% of the time during the

fiscal year (171,527)
e Savings in other actuarial fees (31,043)
e Savings in other audit services (51,295)
e Decrease in consulting services (39,370)

e Decrease in MMRO service fees, legal fees and medical examiners related
to disability claim review services (264,102)

¢ Decreased building and property management expenses (31,857)
¢ Decrease in anticipated office and member engagement expenses (11,639)
e Decrease in memberships and subscriptions (12,969)
e Savings in office supplies and expenses moving to electronic data (48,180)
e Full solar utilization not yet realized due to partial year 16,490

¢ Net decrease in insurance expenses (12,638)

¢ Applied savings from other IT expenses to purchase hardware 43,713
¢ Deferred implementation of new accounting software (53,832)
e Savings from security audit and other IT expenses (73,634)

e Decrease in trustees' attendance at conferences/training (13,796)

e Board Election appointed in lieu of election (38,304)

12
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Budget Policies and Process

KCERA’s budgeting policies and guidelines are based on the County Employees Retirement Law
of 1937 (“CERL”), and the policies and charters of the Board of Retirement (“Board”). The
California Government Code Section 31580.2 that governs the Kern County Employees’
Retirement Association (“KCERA”) specifies that the Board of Retirement “... shall annually
adopt a budget covering the entire expense of administration of the retirement system, which
expense shall be charged against the earnings of the retirement fund...”

The retirement system’s administrative expenses are limited to 0.21% (21 basis points) of the
Actuarial Accrued Liability. Government Code Sections 31522.6 and 31580.2(b) indicate that
KCERA should exclude actuarial fees, investment-related expenses and technology from that
portion of the operating expense budget subject to the statutory limit.

The Board annually adopts the operating budget for the administration of KCERA. Each line
item is budgeted based on Board initiatives, past costs, vendor proposals, and estimates of
anticipated expenses. The Board also reviews year-to-date actual expenses for budget
compliance on a monthly basis. The budget may be amended throughout the fiscal year, if
necessary. Budgeted amounts may be reallocated between categories at the discretion of the
Chief Executive Officer. These reclassifications do not result in increases or decreases to the
total approved budget. Increases or decreases to the total approved budget must be approved
by the Board of Retirement. Action items to increase or decrease the approved budget are
introduced by KCERA staff to the Finance Committee. If the Finance Committee deems the
action item necessary, it will recommend approval to the Board of Retirement.

The Budget Team consists of the Chief Executive Officer, Chief Operations Officer, Chief
Financial Officer, and the division managers of KCERA. The team members review the
requirements of their respective divisions for the balance of the current fiscal year and the
upcoming budget year. The Chief Financial Officer projects the current year-end actual
expenses and the projected expenses for the budget year and finalizes the proposed budget.

The proposed budget is presented to the Finance Committee for review and feedback. Any
revisions to the proposed budget recommended by the Finance Committee are incorporated
to produce the final version the Committee recommends to the Board of Retirement for final
adoption.

KCERA prepares the budget on an accrual basis in accordance with Generally Accepted
Accounting Principles (GAAP) and consistent with KCERA’s audited financial statements.
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Board of Retirement
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