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August 25, 2021  
 
 
Via U.S. Mail and E-mail 
Presiding Judge  
Kern County Superior Court  
1415 Truxtun Avenue, Suite 212  
Bakersfield, CA 93301  
 
Foreperson 
Kern County Grand Jury 
1415 Truxtun Avenue, Suite 600 
Bakersfield, CA 93301 
 
Subject:  KCERA Response to Grand Jury Report  
 
On May 18, 2021 the Kern County Grand Jury published a report (“Report”) regarding the 
Kern County Employees’ Retirement Association (KCERA).  An amended version of the 
Report was released to the public on May 26, 2021, updated on June 14, 2021, and July 
7, 2021.  Below is KCERA’s response to the Report (“Response”). 
 
KCERA appreciates the role of the Grand Jury and believes that an independent review 
of KCERA by the Grand Jury should serve to inform and educate the community about 
KCERA and potential areas of concern regarding its administration and management. 
However, to do so requires factually accurate information, free from bias and 
sensationalism.  Unfortunately, the Report contains numerous factual inaccuracies, 
findings that lack foundation, and recommendations that either don’t pertain to KCERA or 
would be illegal to implement. 
 
GENERAL BACKGROUND COMMENTS ABOUT KCERA: 
 
KCERA is a multi-employer cost sharing defined benefit plan (“Plan”).  The KCERA Board 
of Retirement was created by the Board of Supervisors and is a unique entity, separate 
and apart from the County of Kern or any other plan sponsor.  The KCERA Board of 
Retirement is statutorily obligated to administer the benefits agreed upon by plan 
sponsors and employee groups through collective bargaining and as allowed by law.  
KCERA does not participate in collective bargaining. 
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KCERA COMMENTS ON THE REPORT: 
 
Before responding to the findings and recommendations, KCERA is compelled to identify 
factual inaccuracies presented in the body of the Report. Some, but not all, such 
inaccuracies are addressed below: 
 Inaccurate Statement #1 – Summary Section, Page 1.  The last paragraph of this 

section states, “The benefit is for full time County employees and retirees whereas the 
pension liability is paid by the employer, Kern County.”     

o Accurate Statement: KCERA is a multi-employer, cost-sharing plan consisting 
of 15 plan sponsors (employers), one of which is the County.  The service 
retirement benefit offered by the County can be earned by full-time and eligible 
part-time employees after performing 5 or more years of service and only after 
making 5 or more years of contribution payments through payroll deductions.  
The County pays employer costs associated with the pension benefit and 
employees pay the bargained-for employee share of the benefit. All County 
employees make bi-weekly payroll contributions to KCERA toward their future 
pension. Costs associated with the unfunded liability are borne solely by the 
plan sponsors.   

 
 Inaccurate Statement #2 – Summary Section, paragraph 3, states, “… the current UPL 

will not go away soon and is projected to progressively worsen over the next decade.”  
o Accurate Statement: The Unfunded Actuarially Accrued Liability is projected to 

improve significantly over the next decade. As the unfunded liability is fully 
amortized, the funded ratio is projected to steadily climb to 100% over the next 
15 years. See Exhibit A attached to this Response. 

 
 Inaccurate Statement #3 – The Purpose of Inquiry section cites Cal. Penal Code 

section 925(a) for the Grand Jury’s authority to investigate the County’s defined 
benefit plan and states that its expenses are then “passed on to taxpayers.”   

o Accurate Statement: The cost of plan benefits is borne solely by plan sponsors 
and their employees.  Tax rates are determined by applicable statues and other 
legal provisions.  Taxes are assessed by the County Assessor, collected by the 
County Treasurer-Tax Collector, and apportioned by the County Auditor-
Controller.  There is no correlation between County tax rates and KCERA 
contribution rates.  Tax rates did not increase when the unfunded liability was 
created, and tax rates are not expected to decrease when the unfunded liability 
is fully amortized. 

  
 Inaccurate Statement #4 – The Background section, subsection A at page 4 states 

that the Board of Retirement of KCERA “…establishes the key parameters of the plan 
benefits…”     

o Accurate Statement: Plan sponsors, not KCERA, determine the plan benefits 
through collective bargaining and adoption of optional statutes within the 
County Employment Retirement Law of 1937 (CERL).  KCERA’s responsibility 
is to merely administer such benefits in accordance with applicable law and 
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Memorandums of Understanding (“MOU”) created through collective 
bargaining.  KCERA does not participate in collective bargaining. 

 
GRAND JURY FINDINGS AND KCERA RESPONSE: 
           
F1. Kern County Net Pension Liability for its share of the pension fund is 

$1,804,165,000 and, based off current data for FY 2019-2020, will continue to 
increase.    

 
RESPONSE: KCERA partially disagrees with the finding.  The Net Pension Liability 
(NPL) is projected to decrease, not increase.  The Grand Jury Report glossary 
defines the NPL as “The difference between the total pension liability (the present 
value of projected benefit payments to employees based on their past service) and 
the assets (mostly investments reported at fair value) set aside in a trust and 
restricted to only paying benefits to current employees/retirees.”  Although the 
overall Actuarially Accrued Liability is projected to increase as the value of the 
benefits increase in future years, the assets are also projected to increase.  The 
NPL is projected to steadily decrease over the next 15 years as the Plan 
approaches 100% funding and the unfunded liability is fully amortized.  See Exhibit 
A attached to this Response. 
 

F2.  The Board of Retirement is the exclusive governing and policy making body of 
KCERA and controls the investments of pension assets.  However, the investment 
returns do not perform as well as other counties of similar demographics. 

 
RESPONSE: KCERA wholly disagrees with the finding related to KCERA’s 
investment returns.  The return data included in the Report is inaccurate.  
According to the respective Comprehensive Annual Financial Reports for the fiscal 
year ended June 30, 2020, KCERA outperformed comparison peers: 

 
 Kern – 3.0%     
 Ventura – 2.5% 
 Fresno – 1.0% 

 
Defined benefit pension plans are very long-term systems. In order to effectively 
evaluate a pension plan, long-term data should be favored because any 
investment portfolio can experience short-term volatility.  This was especially true 
for the fiscal year ended June 30, 2020, when the effects of COVID-19 and the 
global economic shut-down significantly impacted financial markets.  In addition, 
see response to Finding 5. 

 
F3.   KCERA uses a Tier 1, Tier 2, and Tier 3 pension formula policy that is directed by 

the plan sponsors.  This tier level system is costly to the taxpayers. 
 

RESPONSE: KCERA wholly disagrees with this finding.  Tiers are statutory benefit 
adoptions that were enacted by plan sponsors or the California legislature, not 
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“policies.”  Each plan sponsor received actuarial analysis about the future cost of 
the elected benefit before executing the MOU or adopting the related statute.  
KCERA expresses no opinion about the appropriateness of the benefits defined in 
MOUs or the costs related thereto.  KCERA’s role is to administer benefits, collect 
and invest funds, and calculate contribution rates.   
 

F4.  In 2002, County public safety employees had their multiplier increased from 2% to 
3% when the Board of Supervisors decided to retroactively increase pensions to 
the highest levels allowed by law (Senate Bill 400) without developing a viable plan 
to pay for the increased cost.  This increase, awarded retroactively, was possibly 
the biggest single factor as to why pension contributions have become an 
unaffordable burden on County taxpayers. 
 
RESPONSE: KCERA expresses no opinion as to this finding, as the finding does 
not relate to any action taken by KCERA. Each plan sponsor received actuarial 
analysis about the future cost of the elected benefit before executing the MOU or 
adopting the related statute.  KCERA’s role is to administer benefits, collect and 
invest funds, and calculate contribution rates.   KCERA expresses no opinion about 
the appropriateness of the benefits defined in MOUs or the costs related thereto.  
Moreover, there is no correlation between County tax rates and KCERA 
contribution rates. 
 

F5.  KCERA has a full-time investment officer as well as professional consultants to 
manage all 12 classes of asset investment.  However, they have not achieved their 
investment goal of 7.25% over the past five years. 

 
RESPONSE: KCERA wholly disagrees with the finding that KCERA’s investments 
have not achieved the assumed rate of return set by its Board of Retirement.  
KCERA is a long-term investor.  Therefore, analyzing performance over a short 
time-frame can be very misleading because of short-term market volatility.  For the 
10-year period ended June 30, 2020, KCERA had an investment return of 7.20%, 
which is very close to the assumed rate of return of 7.25%.  In addition, the 
performance figures have now been updated as of June 30, 2021, and actual 
returns now exceed the assumed rate of return for the following time intervals: 
 

 1 year – 23.9% 
 5 year – 9.8% 
 10 year – 7.6% 

 
F6.  The UAAL and bond obligations create a significant financial strain on the County. 
 

RESPONSE:  KCERA expresses no opinion as to this finding, as each plan 
sponsor received actuarial analysis about the future cost of the elected benefit 
before executing the MOU or adopting the related statute.   
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F7.  KCERA’s income is derived from the County and employee contributions as well 
as investment income.  However, there is still a deficit that is passed to all 
taxpayers. 

 
RESPONSE:  KCERA expresses no opinion as to this finding, as the finding does 
not relate to any action taken by KCERA.  Each plan sponsor received actuarial 
analysis about the future cost of the elected benefit before executing the MOU or 
adopting the related statute.  Moreover, there is no correlation between County tax 
rates and KCERA contribution rates. 

 
F8.  Paying off pension debt or UAL, “unfunded accrued liability,” is owed by the 

County, the major payer, along with the other 14 Plan Sponsors.  This debt 
continues to be a burden on taxpayers. 

 
RESPONSE:   KCERA expresses no opinion as to this finding, as the finding does 
not relate to any action taken by KCERA. Each plan sponsor received actuarial 
analysis about the future cost of the elected benefit before executing the MOU or 
adopting the related statute.  KCERA expresses no opinion about the 
appropriateness of the benefits defined in MOU’s or the costs related thereto.  
Moreover, there is no correlation between County tax rates and KCERA 
contribution rates. 
 

F9.   FY 2019-2020, KCERA had a 2.5% COLA whereas nationally the COLA was 1.3%.  
This increase in the COLA benefit adds to County liabilities. 
 
RESPONSE: KCERA wholly disagrees with the comparison of its statutory COLA 
with a national COLA.  Per Government Code 31870, KCERA is statutorily 
obligated to utilize a Cost-of-Living Adjustment (COLA) that corresponds to the 
Kern region and KCERA has no legal ability to utilize a national COLA.  
 
It is important to note that the statutory COLA for KCERA members who retired 
between April 2, 2020 and April 1, 2021 was 1.5%.  In addition, future projected 
COLAs are included in the Annual Actuarial Valuation.  Therefore, the realization 
of the COLA does not add to the liability because it is already included in the 
liability. 

 
F10.  KCERA’s investment income goal is 7.25%, however, in FYE 2020 the actual 

income on assets was 3.2%, with the past five years averaging 5.58%.  The 
underperforming assets will continue to increase costs to the taxpayers.  

 
RESPONSE: KCERA wholly disagrees with this finding.  See KCERA response to 
Finding 5 and Inaccuracy #3. 

 
F11.  National Association of Counties’ survey indicated that 60% of counties had an   

increase in expenditures during the 2020 budget due to COVID-19.  Kern County 
anticipates a similar increase in expenditures, with a trickle-down increase in 
pension debt. 
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RESPONSE: KCERA expresses no opinion as to this finding, as the finding does 
not relate to any action taken by KCERA.  Each plan sponsor received actuarial 
analysis about the future cost of the elected benefit before executing the MOU or 
adopting the related statute.  KCERA expresses no opinion about the 
appropriateness of the benefits defined in MOU’s or the costs related thereto.  In 
addition, see Inaccuracy #3 above regarding how taxes are assessed, collected, 
and apportioned.  Moreover, there is no correlation between County tax rates and 
KCERA contribution rates. 

 
F12.  Paying off pension debt is one of the factors that have increased employer 

contributions during the last decade and it is anticipated to continue. 
 

KCERA partially disagrees with the finding.  Actuarial analysis was performed in 
2002, before plan sponsors implemented the retroactive benefit enhancement.  
Plan sponsors had full knowledge that contribution rates would increase, an 
unfunded liability would be created, and that the funded ratio of the pension plan 
would decrease due to the change in benefits.  However, the unfunded liability is 
projected to be fully amortized in the future and contribution rates will decrease 
significantly when the unfunded liability is fully amortized.  See Exhibit A attached 
to this Response.  

 
F13.  Kern County has 13 expired or extended MOUs, leaving the Grand Jury wondering 

why there has been no mutual agreement reached. 
 

RESPONSE: KCERA expresses no opinion on the current status of MOUs as 
KCERA does not participate in employee bargaining.  
 

GRAND JURY RECOMMENDATIONS AND KCERA RESPONSE: 
 
R1. Kern County Board of Supervisors should establish a pension reform Ad Hoc 

Committee consisting of third-party consultants to study alternative pension plans 
to be put in place by FYE 2024.   (Findings 1, 8, and 12) 
 
RESPONSE: The recommendation will not be implemented by KCERA because 
the recommendation is directed to a KCERA plan sponsor, not KCERA. 

 
R2. The Board of Supervisors should consider using the general Tier 2 category 

retirement policy for all employees by FYE 2024.   (Finding 3 and 4) 
 

RESPONSE:  The recommendation will not be implemented by KCERA because 
the recommendation is directed to a KCERA plan sponsor, not KCERA. 

 
R3. KCERA’s COLA should not exceed the national yearly COLA increase. (Finding 9) 

 
RESPONSE:  The recommendation will not be implemented by KCERA because 
KCERA does not have the legal authority to alter the statutory COLA.  See also 
response to Finding 9.  
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R4. Kern County Board of Supervisors and Union Collective Bargaining 
Representatives should update all expired County MOUs no later than FYE 2022.  
If the Board of Supervisors and Union Collective Bargaining Representatives are 
unable to reach viable agreements, in the best interest of the public, then the Board 
of Supervisors should implement the Impasse provisions of collective bargaining.  
(Finding 13)   
 
RESPONSE:  The recommendation will not be implemented by KCERA because 
the finding is directed to a KCERA plan sponsor, not KCERA.   

 
KCERA values the role that the Grand Jury could provide in increasing accountability and 
transparency with the public regarding KCERA.  However, accurate and sound reasoning, 
along with well-supported conclusions are essential to achieve those goals.  It is the hope 
of KCERA that the information provided in this Response will aid the citizens of Kern 
County in understanding KCERA’s statutory obligations and demonstrate KCERA’s 
unwavering commitment to fulfill its fiduciary duty and abide by all applicable statutes. 
 
Respectfully submitted, and on behalf of the Board of Retirement of KCERA, 
 
 
 
Dominic D. Brown 
Executive Director 
 
 
cc: Board of Retirement 
Clerk of the Board of Supervisors 
Each Member of the Board of Supervisors 
County Administrative Office 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 

Exhibit A 
 
The following charts were created by KCERA’s actuary, Segal Consulting, and were 
presented to the Board of Retirement on September 11, 2019 and to the Board of 
Supervisors on February 4, 2020.  The first chart shows the projected Actuarially Accrued 
Liability (AAL) by Tier, and projected value of assets (VVA) from 2018-2048.  The second 
chart shows projected employer (ER) and employee (EE) contribution rates, as well as 
projected benefit payments.  The chart shows how contribution rates are projected to fall 
significantly once the current unfunded liability is fully amortized. 
 

 
 

 



 

 

Exhibit A (continued) 
 
The following charts were created by KCERA’s actuary, Segal Consulting, and were 
submitted to the Board of Retirement on December 9, 2020, and to the Board of 
Supervisors on March 9, 2021.  The first chart shows the projected amortization of the 
Unfunded Actuarially Unfunded Liability (UAAL).  The second chart shows projected 
contribution rates over the same time period and demonstrates how contribution rates will 
fall significantly once the current unfunded liability is fully amortized. 
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