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SUBJECT: SUMMARY OF BUDGET HEARING PROCEEDINGS

The Kern County Board of Supervisors heard and considered the FY 2015-16 Recommended Budget
presented by the County Administrative Office on Tuesday, August, 18, 2015. The Board made no
revisions to the recommended budget and all budgets were adopted by resolution as printed. The County
Budget totals $2,867,467,597 and funds 9,303 authorized positions.
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Board of Supervisors

Kern County Administrative Center
1115 Truxtun Avenue

Bakersfield, CA 93301

FISCAL YEAR 2015-16 RECOMMENDED BUDGET

The proposed FY 2015-16 Recommended Budget is submitted for your consideration. The recommended
budget is the product of thorough deliberation by the County’s department and Administrative Office staff
regarding the impacts, consequences and alternatives of various budgetary actions. The budget was
prepared in accordance with statutory requirements of the County Budget Act, the Board’s approved
budget development guidelines and with consideration of the County’s vision “to create and maintain a
customer-centered County government designed to garner the confidence, support and trust of the people
we serve.” The FY 2015-16 Recommended Budget is submitted balanced with concurrence from
department heads and is consistent with the strategic budget plan approved by your Board.

This document includes the FY 2015-16 Recommended Budgets for the County, Board Governed Special
Districts and Other Agencies governed by the Board of Supervisors. The County departments have
provided performance measures based on goals and objectives identified in the County’s Strategic Plan.

The FY 2015-16 Recommended Budget of $2.87 billion is balanced and is consistent with policy
direction received from the Board of Supervisors. Carefully planned and controlled expenditures as well
as set-asides of one-time funds for future use over several years have enabled the County to maintain
services to the public despite economic instability and unforeseen major fiscal impacts. The years ahead
will continue to challenge the County budget, which must absorb the loss of property tax revenue from oil
and gas properties, increased retirement costs and new jail facility staffing.

The primary goals in developing the recommended budget have been to: 1) keep most discretionary and
public protection programs as intact as possible; 2) appropriate resources to quality of life programs; 3)
provide funding to prevent further deterioration of the physical infrastructure on which many services
depend, and 4) maintain reserves that meet the County’s known cost increases and liabilities. Although
achieving this balance continues to be a challenge, the budget and staffing levels recommended by the
County Administrative Office are consistent with the relative budget priorities identified by the
department heads. County department heads, both appointed and elected alike, have worked diligently
and cooperatively with County Administrative Office staff to forge a balanced budget that minimizes
adverse impacts on direct services to the public.

THE BUDGET IN BRIEF

The FY 2015-16 Recommended Budget for all funds totals $2.87 billion, a decrease of $61.5 million, or
2.14% from the FY 2014-15 Adjusted Budget. The General Fund, which funds many County operations,
totals $858.4 million, an increase of $3.3 million, or .38%. The budget in total supports a workforce of
9,303 authorized positions and reflects a net increase of eight positions.

County of Kern 2015-16 Recommended Budget
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All Funds FY 2014-15 FY 2015-16 Change From
($ millions) Adjusted Budget Recommended Budget | FY 2014-15
General Fund $ 855.1 | $ 858.4 | $ 3.3
Special Revenue Funds 1,220.3 1,219.9 (0.4)
Capital Project Funds 128.5 3.2 (125.3)
Enterprise Funds 465.0 469.7 4.7
Internal Service 194.7 253.0 58.3
Special District Funds 21.9 20.7 (1.2)
Employment Grant Programs 23.7 22.5 (1.2)
Community Development Programs 19.7 20.0 0.3
Total All Funds| $ 29289 | $ 2,867.4 | $ (61.5)
Authorized Staffing 9,295 9,303 8

The recommended budget includes funding to provide mandated and essential services, meet debt service
obligations, maintain a minimum level of infrastructure and capital funding, and adhere to the Board’s
financial management policies. The budget seeks to balance spending between services and capital needs
and was developed with emphasis on isolating one-time resources for application to one-time
expenditures or reserves wherever possible to promote long-term fiscal stability.

COUNTYWIDE DISCRETIONARY RESOURCES

Countywide discretionary revenue for the General Fund is budgeted at $372 million, which is $26.9
million or 7.23% less than the FY 2014-15 Adjusted Budget. A significant portion of discretionary
revenue is comprised of property taxes and sales and use taxes.

Total property tax assessments decreased by 8.9% from FY 2014-15 contributing to a decrease in
property related revenue of $18.3 million. The reduction is the result of a decline in assessed value of oil
and gas properties associated with the decline of the market price of oil. Sales and use tax and sales
tax/property tax swap base revenue estimates for FY 2015-16 total $44.3 million, which is $8 million less
than the FY 2014-15 Adjusted Budget. The County received approximately $6 million in unanticipated
one-time use taxes last fiscal year, generated primarily by the construction of major wind energy and solar
projects. As anticipated, this construction activity has substantially slowed and revenues are stabilizing to
normal levels. Petroleum products and equipment, in addition to automobile sales, continue to produce
strong base receipts for the County; however, the local economy is anticipated to be negatively impacted
by job losses in the petroleum industry.

Proposition 172 Local Public Safety Funds have significantly increased since FY 2012-13 from
construction activity as well, as this revenue source is generated by a statewide half-cent sales tax. This
revenue continues to be pivotal in meeting the increased budget requests from public safety departments.
In FY 2015-16, public safety departments are estimated to receive $79.5 million, which is $2.6 million
more than in FY 2014-15. The increase in allocation is attributable to one-time carry-forward from FY
2014-15. The revenue levels for this funding source are anticipated to return to normal levels over the
next two years. A portion of the one-time fund balance carry-forward at June 30, 2015 for this fund was
recommended to be set aside to mitigate the anticipated decline in future revenue.

The General Fund’s fund balance carry-forward available from the fiscal year ending June 30, 2015 was
$77.4 million, which is $40 million more than the prior fiscal year. Included in the fund balance carry-
forward is a release of $23 million of non-spendable fund balance associated with the Kern Medical
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fund balance carry-forward, which excludes the re-budget of Budget Incentive Savings credits and capital
and major maintenance projects, was $55.3 million. As fund balance carry-forward is a one-time source,
these funds were recommended for one-time projects and specific purpose designations.

NET COUNTY COST

For FY 2015-16, departments that receive an allocation of Net County Cost were requested to submit
budgets with up to a 2.4% reduction of Net County Cost from FY 2014-15 in order to mitigate a reduction
in property tax revenue from the decline in oil and gas property assessments and to set aside funds for the
operation of the new jail facility as part of a fiscal strategy approved by the Board of Supervisors in
January 2015. These net adjustments to allocations to departments generated $6.1 million in savings that
helped balance the budget.

Reserves, designations and contingencies are a vital component of Net County Cost that mitigate future
known and unknown liabilities and capital needs. The recommended budget for the General Fund isolates
approximately $7.7 million in the Appropriation for Contingencies to earmark funds against unexpected
future costs or costs that are identified after the County budget is adopted. In addition, $30 million in
contributions to reserves and designations brings General Fund reserve balances to nearly $159 million.

The most significant contribution to a designation is $14.6 million for the KMC Working Capital to set
aside funds for the ongoing cash flow needs of the hospital. Other contributions towards reserves and
designations are as follows:

> Reserve for Tax Litigation: $6.6 million ($1 million increase) — The County maintains a
reserve for tax litigation associated with contingent liability for assessment appeals. The reserve
sets aside 10% of the most recent contingent liability calculation. At June 30, 2014, the liability
identified was $66.2 million. The current balance in the reserve is $5.6 million. Increasing the
reserve by $1 million for a new balance of $6.6 million achieves a 10% reserve target.

> Designation for Department of Human Services: $20.4 million ($4 million increase) — The
designation for the Department of Human Services (DHS) sets aside funds to stabilize future
contributions to DHS that cover mandated local matching funds and serve as working capital for
an ongoing cash advance from the General Fund due to time lags of State and federal receipts.
With this contribution, the balance is $20.4 million.

> Designation for Retirement Contributions: $17.6 million ($1.2 million decrease) — This
reserve earmarks funds to mitigate known increases to the County’s retirement contribution for
employees including pension obligation bond payments in future years. The Board of Supervisors
approved a fiscal strategy in January 2015 to fund 60% of pension escalation through this
designation. The projected increase in pension costs for General Fund departments for FY 2015-
16 is $13.4 million.

> Designation for East Kern Revitalization Area $1.5 million ($1.1 million increase) — This
designation supports the Renewable Energy Neighborhood Enhancement Wind Business
Investment Zone (RENEWBIZ) approved by the Board in December 2012. The program is
intended to encourage and promote economic reinvestment and revitalization in communities
within the Second Supervisorial District impacted by wind energy property. The program is
funded through the set-aside of a percentage of property tax increment generated from the wind
energy properties.
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> Designation for Countywide Blight Remediation $1.2 million ($328,000 increase) — This
designation supports costs associated with the County-wide Blight Remediation Program
performed by the Code Compliance Department to assist communities with addressing blight and
the associated problems that are a result of deteriorated and abandoned properties. The Board of
Supervisors approved the designation of $1.2 million annually for this program. The amount of
$328,000 added to the current balance of the account accommodates the funding need.

> Designation for Infrastructure Replacement $16.4 million ($2.5 million increase) — This
designation earmarks funds for capital asset replacement and was established primarily with the
temporary rise in construction sales tax receipts in FY 2012-13. In addition, 50% of the increment
from property taxes attributable to wind energy property valuations is deposited to this account
annually.

> Designation for Road Improvements $400,000 ($400,000 increase) — This designation was
established to set aside funds for road improvements as part of a mitigation agreement with Clean
Harbors, Inc. It requires that $400,000 of Hazardous Waste taxes that are paid by the business be
used for designated road improvements in a specific area until the improvements are complete.

| 2 Designation for Lost Hills Economic Opportunity Area $125,000 ($125,000 increase) — This
designation was established to set aside funds for the Lost Hills EOA to encourage and promote
economic reinvestment and revitalization by providing needed resources for ongoing maintenance
of improvements within the EOA boundary, assist in funding capital projects and potentially help
support local community programs. The designation is limited to an annual maximum of
$500,000. With this set-aside, the balance of the designation will be $125,000.

> Designation for WESTARZ Economic Opportunity Area $147,705 ($101,705 increase) — This
designation was established to set aside funds for the Westside Economic Stability and Tourism
Area Reinvestment Zone (WESTARZ) EOA to promote economic stability and growth in the
specific area. The zone is funded by the entire property tax and sales tax increments in the
specified area for a ten year period which ends in FY 2024-25. With this set-aside, the balance of
the designation will be $147,705.

> Designation for New Jail Operations $7.5 million ($6 million increase) — A designation of $6
million is recommended as part of the fiscal strategy to fund the operations of the new jail in FY
2017-18. This is the first year of a five-year plan to set aside ongoing Net County Cost to achieve
the $20.5 million necessary to staff and operate the facility. With this set-aside, the balance of the
designation will be $7.5 million.

WORKFORCE CHANGES AND EMPLOYEE COSTS

Budgeted staffing recommended for FY 2015-16 is 9,303 positions, an increase of eight positions from
the FY 2014-15 Adjusted Budget. General Fund staffing is decreasing by 11 positions, primarily because
departments are deleting positions that have been vacant and unfunded for the past several years. This
decrease is offset by a total of 19 positions that result primarily from the Aging and Adult Services
Department reclassifying previously temporary positions to permanent positions. The General Fund
budget includes seven new positions for various departments under the General Government function.
The County’s overall cost for employees’ salaries and benefits is projected to be $1.1 billion, an increase
of approximately $71 million from the FY 2014-15 Adjusted Budget that is reflected in each department’s
budget. The increase is comprised of multiple components: $21 million in salaries and benefits for Kern
Medical Center funded through various non-General Fund sources; $4 million in salaries and benefits for
Mental Health funded through State Aid; $12.4 million in salaries and benefits for the Department of
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Human Services funded through State/federal Aid; and the remaining $34 million is primarily increases in
pension and health benefit costs across other departments. The position changes tied to the salaries and
benefits increase for Mental Health (44 positions) and Department of Human Services (89 positions) were
approved in FY 2014-15.

KERN MEDICAL CENTER

KMC experienced significant operational and financial changes in FY 2014-15 due to improvements in
payer mix spurred by expanded Medi-Cal eligibility under the Affordable Care Act, streamlined revenue
cycle processes yielding enhanced patient cash collections, and labor expense reductions stemming from
daily monitoring and resizing of the hospital’s labor force to match fluctuating patient census. The need
for cash advances from the General Fund has declined. The outstanding General Fund loan to the hospital
enterprise fund as of June 30, 2015 was $5.8 million, a decrease of $55.5 million from the prior year.
Despite these changes, it is anticipated that KMC will continue to need cash advances in FY 2015-16 if
the State and federal government do not agree to extend or approve a new Section 1115 Waiver. In
addition, it is anticipated that KMC will need to pay approximately $52 million in Disproportionate Share
Hospital overpayments and other funding sources in future years.

In FY 2015-16, the County General Fund will contribute $7.4 million to Kern Medical Center to support
the hospital’s day-to-day operations and capital needs. By comparison, KMC received a $9.9 million
contribution to fund day-to-day operations in FY 2014-15. The FY 2015-16 General Fund contribution is
reduced by 2.4% as a result of the NGFC reduction for all departments and is further offset by the
unexpected retention of approximately $2.3 million in 1991 Health Realignment funds derived from sales
taxes and vehicle license fees. In total, $9.7 million in revenue is recommended in FY 2015-16 to support
the hospital's day-to-day operations. Finally, the recommended budget includes approximately $2 million
in capital project re-budgets and $2.4 million to cover the 2006-07 Disproportionate Share Hospital
Safety Net Care Pool payment to the State.

STATE BUDGET IMPACT

On June 24, 2015 Governor Brown signed a $167.5 billion FY 2015-16 budget, which includes $107.8
billion in State General Fund expenditures, a 7% increase over last year, and a $2 billion reserve. The
budget represents a modest surplus that allows for some restoration of prior year reductions and further
loan repayment opportunities as well as payment of longstanding mandate reimbursements owed to
counties.

The Governor's budget plan contains an estimated statewide increase of $127.6 million in Assembly Bill
(AB) 109 Public Safety Realignment base funding available to county Community Correction
Partnerships in FY 2015-16. Also available to counties is an estimated $54.6 increase in growth funding
which will be allocated during FY 2015-16. Based on the current methodology, the County's FY 2015-16
share of AB 109 funding will increase by nearly $3 million in base funding and $3.6 million in growth
funding. In addition, the County's SB 678 incentive funding for reducing recidivism will grow by
$596,000.

State implementation of the optional Medi-Cal expansion under the federal Affordable Care Act will
further reduce Health Realignment allocations since the State assumes counties will achieve savings from
the expanded eligibility. In FY 2014-15, the State reduced the County's Health Realignment by $3
million. In FY 2015-16, the reduction will be $13 million. The reduction reflects the efforts of Kern
Medical Center, the Department of Human Services and other local entities to enroll newly eligible
individuals in Medi-Cal. The recommended budget includes sufficient resources to carry out health
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programs and services for County residents, including state resources to fund the state-mandated
expansion of full-scope Medi-Cal services to the children of undocumented adults.

The State budget includes a one-time $3 million augmentation for veterans’ services to the $2.6 million
that was in the Governor’s January Budget, resulting in $5.6 million total funding for county veterans’
service offices. This will yield an additional $94,000 for Kern County veteran outreach services.

The budget reflects a continued decline in state gasoline taxes. Based on this decreased rate, the County
stands to lose $3.5 million in funds available for the Roads Fund. The department has indicated that it
anticipates fewer transportation projects will be completed in FY 2015-16.

An additional $1.8 billion in one-time resources is included in the State budget to continue the State's
response to drought impacts. This includes $783 million for projects to prevent or cleanup contamination
of potable groundwater, $175 million for safe drinking water projects, primarily in smaller disadvantaged
communities, and $158 million for small communities such as South Shafter to upgrade wastewater
systems.

Finally, the State budget includes full repayment to local agencies of remaining amounts owed for
mandated services performed prior to 2004. Of the remaining $765 million in statewide pre-2004
mandate obligations, the County received more than $9.8 million in late June 2015. The County General
Fund was reimbursed $4 million that is being used to fund FY 2015-16 Net General Fund Cost. The
balance of $5.8 million was allocated as direct program revenue to other funds that incurred the costs.

FEDERAL BUDGET IMPACT

The County receives revenue from the federal government’s Payment in Lieu of Taxes (PILT) program.
PILT program eligibility is reserved to local governments that contain non-taxable federal lands and
provide vital services, such as public safety, housing, social services and transportation. Using a formula
provided by statute, the annual PILT payments to local governments are computed based on the number
of acres of federal entitlement land within each county or jurisdiction and the population of that county or
jurisdiction. The funding for this program is considered each year within the federal budget. The County
has received about $2.4 million each year from this program since 2008. However, due to fiscal
constraints at the federal level, this funding is projected to decline. The County expects to receive a small
payment in October 2015 that was designated in the FY2015 federal budget, but a FY2016 allocation has
not yet been authorized.

MAJOR PROGRAM HIGHLIGHTS

The recommended budget categorizes departments into functional areas by the services that they perform.
Most departments are funded through direct program revenues, such as State and federal aid or fees,
and/or an allocation of Net General Fund Cost (NGFC). Countywide discretionary resources, comprised
mainly of property taxes and sales and use taxes, funds NGFC. As NGFC is a limited resource, it is
helpful to put into prospective the budget for these functional areas as compared to the County’s total
budget of $2.87 billion and the General Fund budget of $858 million.

The highlights of departmental budgets by functional area are discussed below.

General Government

Budgets for general government departments total $336 million, or 12% of the County’s total budget, and
they receive 18% of the total NGFC allocation. Within the General Fund, appropriations for general
government departments total $129 million, or 19.3% of the General Fund budget. Staffing for these
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departments totals 590 positions, a net increase of seven positions from FY 2014-15. Three of the seven
positions are for the Human Resources Division, two positions are for Information Technology Services
and the County Administrative Office and County Counsel are each adding one position.

General government departments handle the administration of the government and include departments
such as the Board of Supervisors, County Administrative Office, Clerk of the Board, Human Resources,
Auditor-Controller-County Clerk, Treasurer-Tax Collector, Assessor-Recorder, etc. The FY 2015-16
Recommended Budget includes the re-organization of the Human Resources Division under