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Thomas M. Y oung, CPA We have audited the basic financial statements of the First 5 Kern Children and Families
AliciaMontgomery, CPA, MBA o mmission (the Commission) as of June 30, 2007 and 2006 and for the years then
Matthew Gilligan, CPA . . . . . Lo
Hanna J. Sheppard, CPA endgd, as Ilgted in the table of contents, whlch collectively comprise the Commission’s
Ryan J. Nielsen, CPA basic financial statements. These financial statements are the responsibility of the
Jian Ou-Yang, CPA Commission's management. Our responsibility is to express an opinion on these financial
Ryan S. Johnson, CPA statements based on our audit.

Micheel C. Olivares, CPA

Amanda Fedewa, CPA We conducted our audit in accordance with auditing standards generally accepted in the
Jidan Su, CPA United States of America and the standards applicable to financial audits contained in
Ariadne S. Prunes, CPA Government Auditing Standards, issued by the Comptroller General of the United States.

Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the First 5 Kern Children and Families Commission as
of June 30, 2007 and 2006, and the results of its operations for the years then ended in
conformity with accounting principles generally accepted in the United States of America.

The information identified in the table of contents as Management's Discussion and
Analysis is not a required part of the basic financial statements but is supplementary
information required by the Governmental Accounting Standards Board. We have applied
certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the supplementary
information. However, we did not audit the information and express no opinion on it.

REGISTERED with the Public Company Accounting Oversight Board and MEMBER of the American Institute of Certified Public Accountants
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In accordance with Government Auditing Standards, we have also issued our report dated August 31,
2007 on our consideration of the Commission’s internal control over financial reporting and our tests of its
compliance and other matters with certain provisions of laws, regulations, contracts and grants. That
report is an integral part of an audit performed in accordance with Government Auditing Standards and

should be read in conjunction with this report in considering the results of our audit.

BROWN ARMSTRONG PAULDEN
McCOWN STARBUCK THORNBURGH & KEETER
ACCOUNTANCY CORPORATION

Bakersfield, California
August 31, 2007
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FIRST 5 KERN
CHILDREN AND FAMILIES COMMISSION
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2007

This section of the First 5 Kern Children and Families Commission (Commission) annual financial report
presents our discussion and analysis of the Commission’s financial condition and results of operations for
the fiscal years ended June 30, 2007 and 2006.

In November 1998, California voters approved Proposition 10, which established the California Children
and Families Act (Act). The Act established the California Children and Families Commission as the lead
agency and required counties that wish to participate to establish a local county commission that
allocates funds to local service providers for programs that promote, support, and improve the early
development of children from prenatal through age five and promote children’s readiness to enter school.
To fund these programs, the Act imposed an additional excise tax on cigarettes and tobacco related
products.

On December 15, 1998, the Kern County Board of Supervisors enacted Ordinance G-6565, which
created the Kern County Children and Families Commission, established the membership and
commission, and authorized the establishment of the Kern County Children and Families Trust Fund. The
Commission is also known as First 5 Kern.

The Commission allocates funds for purposes including the Children’'s Health Initiative, School
Readiness, minigrants, and other programs that support early childhood development in Kern County.
Kern's Commission has been a leader at the state level and has served as a model for others. A unique
funding distribution process was established, whereby the Commission provides an advance to grantees,
if requested, and grantees submit quarterly claims with supporting documentation for reimbursement of
program costs. Grantees are held to strict standards of financial and program compliance. The
Commission also performs site visits to monitor how well providers comply with the requirements of their
contracts, and to assist in program evaluation and improvement.

As management of the First 5 Kern Children and Families Commission, we offer readers of the financial
statements this narrative overview and analysis of financial activities for the fiscal years ended June 30,
2007 and 2006.

Fiscal Year 2006-07 Financial Highlights

The Commission received $12,076,179 from the State for revenues collected under the California
Children and Families Act.

During fiscal year 2006-07, the Commission disbursed $11,815,821 to various contractors.

The assets of the Commission exceeded its liabilities at the close of the recent fiscal year by
$21,848,557 (net assets). Of this amount, $3,912,233 (unrestricted net assets) may be used to meet
the Commission’s ongoing obligation to stakeholders.

At the close of the current fiscal year, the Commission’s governmental funds reported combined
ending fund balances of $21,963,303, a decrease of $645,434 in comparison with the prior year. No
funds are available for spending at the Commission’s discretion (unreserved, undesignated fund
balance) due to a $5,000,000 reserve designated by the Commission as well as other reservations of
fund balance.
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Variances between the Commission’s budgeted and actual amounts included the following:

Actual operating revenues exceeded budgeted revenues by $532,033 due to higher than anticipated
monthly Proposition 10 distributions from the State.

Payroll was $135,336 more than budgeted due to the termination and related salary and benefits of
the Executive Director, which is further discussed in Note 10 of the financial statements.

Contributions to program contractors were $4,921,259 less than budgeted due to contractor initiatives
anticipated but not fully launched.

Publications and legal notices were $47,072 less than budgeted due to strict administrative oversight
and lower than anticipated production of publications.

Professional and specialized services were $157,097 less than budgeted due to strict administrative
oversight and lower than anticipated consultant and evaluation costs.

Overview of the Financial Statements

The Commission’s basic financial statements include (1) government-wide financial statements, (2) fund
financial statements, and (3) notes to the financial statements. In addition to the basic financial
statements, this report also contains other supplementary information and notes that explain some of the
information in the basic financial statements and provide more detailed data.

Government-Wide Financial Statements. The government-wide financial statements are designed to
provide readers with a broad overview of the Commission’s finances in a manner similar to a private
sector’s business.

The Statement of Net Assets presents assets and liabilities, with the difference between the two reported
as net assets. Most of the fund balance was earmarked for Commission approved programs, existing
contractual obligations, and Commission approved sustainability funds as of June 30, 2007 and 2006.

Fund Financial Statements. A fund is a group of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. The Commission, like local
governments, uses fund accounting to ensure compliance with finance-related legal requirements. Fund
financial statements report essentially the same functions as those reported in the government-wide
financial statements. However, unlike the government-wide financial statements, fund financial
statements focus on near-term inflows and outflows of spending resources, as well as on balances of
spendable resources available at the end of the fiscal year. The Commission adopts an annual
appropriated budget for its governmental fund. A budgetary comparison statement has been provided for
this fund to demonstrate compliance with the budget.

Notes to Financial Statements. The notes provide additional information that is essential to a full
understanding of the data provided in the financial statements.

Commission-Wide Financial Analysis

Statement of Net Assets. Net assets may serve over time as a useful indicator of a commission’s
financial position. In the case of First 5 Kern, assets exceeded liabilities by $21,848,557 at the close of
the most recent fiscal year. However, financial statement users need to consider other factors, both
financial and non-financial, in assessing the Commission’s financial position. These factors include
changes in services, changes in state funding, and changes in the economy.
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Changes in the Commission’s net assets were as follows:
2007 2006 Change %

Assets

Current Assets $ 25,115,504 $ 25,035,665 $ 79,839 0.32%

Capital Assets 7,573 11,900 (4,327) -36.36%
Total Assets 25,123,077 25,047,565 75,512 0.30%
Total Liabilities 3,274,520 2,530,301 744,219 29.41%
Net Assets:

Invested in Capital Assets 7,573 11,900 (4,327) -36.36%

Restricted 17,928,751 15,475,959 2,452,792 15.85%

Unrestricted 3,912,233 7,029,405 (3,117,172) -44.34%
Total Net Assets $ 21,848,557 $ 22,517,264 $ (668,707) -2.97%

Net assets are reported in three different categories. Invested in capital assets relates to the portion of
the Commission’s equity that is comprised of capital assets. Restricted net assets represent resources
that are subject to restrictions on how they may be used. The remaining balance is unrestricted net
assets, consisting of $5,000,000 in reserves and $(1,087,767) that may be used to meet the
Commission’s ongoing obligations.

At the end of the current fiscal year, the Commission is able to report net positive balances in all three
categories of net assets. The same held true for the prior fiscal year.

Statement of Activities. A summary of the Commission’s revenues, expenses, and changes in net
assets for fiscal years 2006-07 and 2005-06 is as follows:

2007 2006 Change %
Program Revenues $ 12,478,379 $ 12,329,434 $ 148,945 1.21%
General Revenues 1,116,823 809,534 307,289 37.96%
Total Revenues 13,595,202 13,138,968 456,234 3.47%
Expenses 14,263,909 12,084,372 2,179,537 18.04%
Change in Net Assets (668,707) 1,054,596 (1,723,303) -163.41%
Net Assets - Beginning, July 1 22,517,264 21,462,668 1,054,596 4.91%
Net Assets - Ending, June 30 $ 21,848,557 $ 22,517,264 $ (668,707) -2.97%

Revenues. In addition to Proposition 10 revenues, the Commission has been successful at securing
ongoing funding from both public and private funders to diversify and strengthen its funding stream.

Changes in revenue from the prior year are briefly summarized as follows:

Other income was $77,200 more in 2006-07 due to a higher private foundation award amount
received in fiscal year 2006-07.
The Commission received $307,289 more in interest income in 2006-07 than in the prior year.

Expenditures. Changes in expenditures from the prior year are briefly summarized as follows:

Program contract expenditures in 2006-07 exceeded those of the prior year by $1,749,394.
Professional and specialized services were $143,175 more in 2006-07 than in the prior year due to
a forensic audit conducted during the year.

Office expense was $31,552 more in 2006-07 due to higher technology costs and timing differences
of First 5 Association of California membership fee payments.

Publication and legal notices were $37,801 more in 2006-07 due to increased community outreach
costs and higher employment recruitment adverting.

5
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Requests for Information

This financial report is designed to provide an overview of the Commission’s finances and to demonstrate
the Commission’s accountability for funds received. Questions concerning information provided in this
report or requests for additional financial information should be addressed to the Executive Director, First
5 Kern, 2724 L Street, Bakersfield, California 93301.


http://www.pdfcomplete.com/1002/2001/upgrade.htm

Click Here & Upgrade
Expanded Features
Unlimited Pages

PDF

&
Complete

FIRST 5 KERN
CHILDREN AND FAMILIES COMMISSION
STATEMENT OF NET ASSETS
JUNE 30, 2007 AND 2006

ASSETS

Current Assets
Cash
Accounts receivable
Interest receivable

Total Current Assets

Capital Assets
Equipment
Less accumulated depreciation

Total Capital Assets, Net of Depreciation

TOTAL ASSETS

LIABILITIES

LIABILITIES
Accounts payable and accrued expenses
Accrued payroll
Due to the State of California
Long Term Liabilities:
Due Within One Year
Due After One Year

Total Liabilities

NET ASSETS
Invested in capital assets
Restricted
Encumbrances
Obligations
First 5 California Initiatives

Unrestricted

Total Net Assets

2007 2006
$ 23,110,509 $ 22,674,535
1,843,948 2,160,846
161,047 200,284
25,115,504 25,035,665
21,636 21,636
(14,063) (9,736)
7,573 11,900

$ 25,123,077 $ 25,047,565
$ 2,597,293 $ 2,383,470
217,908 43,458
337,000 -
122,319 103,373
3,274,520 2,530,301
7,573 11,900
5,347,740 7,667,892
11,929,195 7,367,098
651,816 440,969
3,912,233 7,029,405

$ 21,848,557 $ 22,517,264

The accompanying notes are an integral part of these financial statements.

7
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FIRST 5 KERN
CHILDREN AND FAMILIES COMMISSION
STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2007
Net (Expense)
and Revenue
and Changes
Program Revenues in Net Assets
Operating Capital Grants
Charges for Grants and and Governmental
Functions/ Programs Expenses Services Contributions  Contributions Activities
Child Development Services  $14,263,909 $ - $12,478,379 $ - $ (1,785,530)
Totals $14,263,909 $ - $12,478,379 $ - (1,785,530)
General Revenues:
Interestand investment earnings 1,116,823
Change in Net Assets (668,707)
Net Assets Beginning of Year 22,517,264
Net Assets End of Year $ 21,848,557

The accompanying notes are an integral part of these financial statements.
8
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FIRST 5 KERN
CHILDREN AND FAMILIES COMMISSION
STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

Net (Expense)
and Revenue
and Changes

Program Revenues in Net Assets
Operating Capital Grants

Charges for Grants and and Governmental

Functions/ Programs Expenses Services Contributions  Contributions Activities
Child Development Services  $12,084,372 $ - $12,329,434 $ - $ 245,062
Totals $12,084,372 $ - $12,329,434 $ - 245,062

General Revenues:

Interestand investment earnings 809,534
Change in Net Assets 1,054,596
Net Assets Beginning of Year 21,462,668
Net Assets End of Year $ 22,517,264

The accompanying notes are an integral part of these financial statements.

9
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FIRST 5 KERN
CHILDREN AND FAMILIES COMMISSION
BALANCE SHEET
GOVERNMENTAL GENERAL FUND
JUNE 30, 2007 AND 2006
ASSETS 2007 2006
Current Assets
Cash $ 23,110,509 $ 22,674,535
Accounts receivable 1,843,948 2,160,846
Interest receivable 161,047 200,284
TOTAL ASSETS $ 25,115,504 $ 25,035,665
LIABILITIES AND FUND BALANCE
LIABILITIES
Accounts payable and accrued expenses $ 2,597,293 $ 2,383,470
Accrued payroll 217,908 43,458
Due to the State of California 337,000 -
Total Liabilities 3,152,201 2,426,928
FUND BALANCE
Reserved
Reserved for encumbrances 5,347,740 7,667,892
Resened for obligations 11,929,195 7,367,098
Reserved for First 5 California Initiatives 651,816 440,969
Unreserved
Designated for local initiatives and program sustainability 5,000,000 5,000,000
Unresenved undesignated (965,448) 2,132,778
Total Fund Balance 21,963,303 22,608,737
TOTAL LIABILITIES AND FUND BALANCE $ 25,115,504 $ 25,035,665

The accompanying notes are an integral part of these financial statements.

10
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FIRST 5 KERN
CHILDREN AND FAMILIES COMMISSION
RECONCILIATION OF GOVERNMENTAL GENERAL FUND BALANCE
SHEET TO THE STATEMENT OF NET ASSETS
JUNE 30, 2007

Total Fund Balance - Governmental Fund

Amounts reported for governmental activities in the statement
of net assets are different because: $ 21,963,303

Capital assets used for governmental activities are not
reported as assets in the governmental fund. 7,573

Compensated absence liability is not reported in the
governmental fund. (122,319)

Total Net Assets - Governmental Activities $ 21,848,557

The accompanying notes are an integral part of these financial statements.
11
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FIRST 5 KERN
CHILDREN AND FAMILIES COMMISSION
RECONCILIATION OF GOVERNMENTAL GENERAL FUND BALANCE
SHEET TO THE STATEMENT OF NET ASSETS
JUNE 30, 2006

Total Fund Balance - Governmental Fund $ 22,608,737

Amounts reported for governmental activities in the statement
of net assets are different because:

Capital assets used for governmental activities are not
reported as assets in the governmental fund. 11,900

Compensated absence liability is not reported in the
governmental fund. (103,373)

Total Net Assets - Governmental Activities $ 22,517,264

The accompanying notes are an integral part of these financial statements.
12
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FIRST 5 KERN
CHILDREN AND FAMILIES COMMISSION
STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE
GOVERNMENTAL GENERAL FUND
FOR THE FISCAL YEARS ENDED JUNE 30, 2007 AND 2006

2007 2006
Operating Revenues
Aid from governmental agencies $ 11,252,720 $ 11,278,678
Other state income 823,459 725,756
Grant awards and other income 402,200 325,000
Total Operating Revenues 12,478,379 12,329,434
Operating Expenditures
Payroll 912,235 738,018
Employee benefits 163,990 140,707
Office expense 78,610 47,058
Insurance 9,699 8,786
Professional and specialized services 1,060,732 917,557
Administrative cost (County of Kern) 33,649 29,497
Publications and legal notice 52,928 15,127
Contribution to agents 11,815,821 10,066,427
Rental and lease 54,802 53,978
Travel and transportation 25,174 22,861
Utilities 14,335 12,823
Telephone 16,327 14,024
Miscellaneous 2,334 3,270
Total Operating Expenditures 14,240,636 12,070,133
Operating Gain (Loss) (1,762,257) 259,301
Nonoperating Revenues
Interest income 1,116,823 809,534
Total Nonoperating Revenues 1,116,823 809,534
Excess (Deficiency) of Revenues over Expenditures (645,434) 1,068,835
Fund Balance, Beginning of Year 22,608,737 21,539,902
Fund Balance, End of Year $ 21,963,303 $ 22,608,737

The accompanying notes are an integral part of these financial statements.
13
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FIRST 5 KERN
CHILDREN AND FAMILIES COMMISSION
RECONCILIATION OF THE CHANGES IN FUND BALANCE
TO THE CHANGES IN NET ASSETS
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

Net Change in Fund Balance - Governmental General Fund $ (645,434)

Amounts reported for governmental activities in the statement of
activities are different because:

Capital outlays are reported in the governmental fund as

expenditures. However, in the statement of activities, the cost

of those assets is allocated over their estimated useful lives

as depreciation expense. This is the amount of depreciation

expense in the period: (4,327)

In the statement of activities, compensated absences are

measured by the amounts earned during the year. In the

governmental fund, however, expenditures for these items

are measured by the amount of financial resources used

(essentially the amounts paid). This year amounts earned

exceeded the vacation used by: (18,946)

Total Change in Net Assets - Governmental Activities $ (668,707)

The accompanying notes are an integral part of these financial statements.
14
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FIRST 5 KERN
CHILDREN AND FAMILIES COMMISSION
RECONCILIATION OF THE CHANGES IN FUND BALANCE
TO THE CHANGES IN NET ASSETS
FOR THE FISCAL YEAR ENDED JUNE 30, 2006

Net Change in Fund Balance - Governmental General Fund $ 1,068,835

Amounts reported for governmental activities in the statement of
activities are different because:

Capital outlays are reported in the governmental fund as

expenditures. Howeer, in the statement of activities, the cost

of those assets is allocated over their estimated useful lives

as depreciation expense. This is the amount of depreciation

expense in the period: (4,327)

In the statement of activities, compensated absences are

measured by the amounts earned during the year. In the

governmental fund, however, expenditures for these items

are measured by the amount of financial resources used

(essentially the amounts paid). This year amounts earned

exceeded the vacation used by: (9,912)

Total Change in Net Assets - Governmental Activities $ 1,054,596

The accompanying notes are an integral part of these financial statements.
15
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CHILDREN AND FAMILIES COMMISSION

FIRST 5 KERN

STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE — BUDGET AND ACTUAL (GAAP)
GOVERNMENTAL GENERAL FUND
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

Operating Revenues
Aid from governmental agencies
Other state income
Grant awards and other income

Total Operating Revenues

Operating Expenditures
Payroll
Employee benefits
Office expense
Insurance
Professional and specialized services
Administrative cost (County of Kern)
Publications and legal notice
Contribution to agents
Rental and lease
Travel and transportation
Utilities
Telephone
Miscellaneous

Total Operating Expenditures
Operating Gain (Loss)

Nonoperating Revenues
Interest income

Excess (Deficiency) of Revenues
over Expenditures

Fund Balance, Beginning of Year

Fund Balance, End of Year

Variance with

Budgeted Amounts Final Budget
Actual Positive

Original Final (GAAP Basis) (Negative)
$10,629,346  $10,629,346  $ 11,252,720 $ 623,374
817,000 817,000 823,459 6,459
500,000 500,000 402,200 (97,800)
11,946,346 11,946,346 12,478,379 532,033
776,899 776,899 912,235 (135,336)
195,024 195,024 163,990 31,034
79,670 79,670 78,610 1,060
9,662 9,662 9,699 (37)
1,217,829 1,217,829 1,060,732 157,097
50,200 50,200 33,649 16,551
100,000 100,000 52,928 47,072
16,387,080 16,737,080 11,815,821 4,921,259
80,100 80,100 54,802 25,298
33,000 33,000 25,174 7,826
16,618 16,618 14,335 2,283
18,380 18,380 16,327 2,053
19,200 19,200 2,334 16,866
18,983,662 19,333,662 14,240,636 5,093,026
(7,037,316) (7,387,316) (1,762,257) 5,625,059
635,940 635,940 1,116,823 480,883
(6,401,376) (6,751,376) (645,434) 6,105,942
22,608,737 22,608,737 22,608,737 -
$16,207,361  $15,857,361  $ 21,963,303 $ 6,105,942

The accompanying notes are an integral part of these financial statements.

16
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FIRST 5 KERN
CHILDREN AND FAMILIES COMMISSION
NOTES TO FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A.

Reporting Entity

In November of 1998, California voters approved Proposition 10, which levied a 50-cent tax on each
pack of cigarettes sold. Revenues generated from the tobacco tax are used to fund local health, child
care and education programs that promote early childhood development. These programs target
children during their first five years of life and focus on anti-tobacco education programs.

On December 15, 1998, the County of Kern Board of Supervisors, in accordance with Proposition 10,
passed and adopted an urgency ordinance, which created the First 5 Kern (the Commission),
established the membership and commission, and authorized the establishment of the Kern County
Children and Families Trust Fund.

Basis of Presentation

The Commission’s basic financial statements consist of government-wide statements, including a
statement of net assets and a statement of activities, and fund financial statements, which provide a
more detailed level of financial information.

1. Government-wide Financial Statement

The statement of net assets and the statement of activities display information about the
Commission as a whole. The statement of net assets presents the financial condition of the
governmental activities of the Commission at fiscal year end. The statement of activities presents
a comparison between direct expenses and program revenues for each program or function of
the Commission’s governmental activities. Direct expenses are those that are specifically
associated with a service, program, or department and, therefore, clearly identifiable to a
particular function. Program revenues include charges paid by the recipient of the goods or
services offered by the program and grants and contributions that are restricted to meeting the
operational or capital requirements of a particular program. Revenues, which are not classified
as program revenues are presented as general revenues of the Commission, with certain limited
exceptions.

2. Fund Financial Statement

The Commission’s governmental fund is accounted for using a flow of current financial resources
measurement focus. With this measurement focus, only current assets and current liabilities are
generally included on the balance sheet. The statement of revenues, expenditures, and changes
in fund balance reflects the sources (i.e., revenues and other financing sources) and uses (i.e.,
expenditures and other financing uses) of current financial resources. This approach differs from
the manner in which the governmental activities of the government-wide financial statements are
prepared. Governmental fund financial statements, therefore, include a reconciliation with brief
explanations to better identify the relationship between the government-wide statements and the
fund financial statements for the governmental fund.

General Fund
The General Fund is the general operating fund of the Commission and accounts for all revenues

and expenditures of the Commission.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C.

Basis of Accounting

Basis of accounting determines when transactions are recorded in the financial records and reported
on the financial statements. Government-wide financial statements are prepared using the accrual
basis of accounting. Governmental funds use the modified accrual basis of accounting. Differences
in the accrual and the modified accrual basis of accounting arise in the recognition of revenue, and in
the presentation of expenses versus expenditures. Revenues from grants and donations are
recognized in the fiscal year in which all eligibility requirements have been satisfied.

Accounting Policies

Non-exchange Transactions

Non-exchange transactions, in which the Commission gives or receives value without directly
receiving or giving equal value in exchange, include Proposition 10 tax increments and other grants.
On an accrual basis, revenue from taxes is recognized in the fiscal year for which the taxes are levied
or assessed. Revenue from grants and donations is recognized in the fiscal year in which all eligibility
requirements have been satisfied.

Change In Accounting Principle

In June 1999, The Governmental Accounting Standards Board (GASB) unanimously approved
Statement no. 34, Basic Financial Statements — and Management’s Discussion and Analysis — for
State and Local Governments. GASB 34 significantly changes the way state and local governments
report their financial information to the public. As a result of GASB 34, state and local governments
are required to report financial information using both fund-based and government-wide financial
statement presentations. Fund-based statements continue to use the modified accrual basis of
accounting, but the government-wide statement uses full accrual basis of accounting. In addition to
the change in the financial statement presentation, GASB 34 requires the reporting of capital assets
and long-term obligations on the government-wide financial statements. The preparation of a
Management Discussion and Analysis to clarify the Commission’s financial activities is also required
by GASB 34. The Commission also adopted GASB Statement No. 38 (GASB 38), Certain Financial
Statement Note Disclosures.

These and other changes are reflected in the accompanying financial statements (including notes to
financial statements). The Commission implemented the general provisions of the statement in fiscal
year ended June 30, 2004.

Net Assets

Net assets represent the residual interest in the Commission’s assets after liabilities are deducted. In
accordance with GASB Statement No. 34, the Fund Equity section on the Statements of Net Assets
was combined to report total net assets and present it in three broad components: invested in capital
assets, net of related debt; restricted; and unrestricted. Net assets invested in capital assets, net of
related debt include capital assets net of accumulated depreciation and outstanding principal
balances of debt attributable to the acquisition, construction, or improvement of those assets. The
Commission did not have any outstanding debt at June 30, 2007. The Commission’s policy is to first
apply restricted resources when an expense is incurred for purposes for which both restricted and
unrestricted net assets are available. Net assets are restricted when constraints are imposed by third
parties or by law through constitutional provisions or enabling legislation. All other net assets are
unrestricted.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

G.

Fund Balance Reserves

Reservations of the ending fund balance indicate the portions of fund balance not appropriable for
expenditure or amounts legally segregated for a specific future use. The reserves are shown in the
governmental fund balance sheet. These amounts are not available for appropriation and expenditure
at the balance sheet date.

Budgeting Procedures

Each year management of the Commission prepares a proposed budget which is presented to the
Commission’s Board of Commissioners. The annual budget is legally enacted through adoption of the
budget by the Commission. It is then entered in the County of Kern Auditor Controller's Financial
Management System.

Budgets are prepared on the modified accrual basis of accounting. Operating budgets that have not
been encumbered lapse at the end of the fiscal year.

Compensated Absences

Accumulated unpaid employee vacation benefits are recognized as liabilities of the Commission. The
current and non-current portion of the liabilities are not reported in the Commission general fund. The
entire compensated absences liability is reported on the government-wide financial statements.

Cash

The Commission maintains its cash account with the County of Kern Treasurer — Tax Collector. This
is an interest bearing account.

Accounts Receivable

Accounts receivable are considered to be fully collectable, accordingly, no allowance for doubtful
accounts is required.

Capital Assets

The Commission's policy is to capitalize purchases of property and equipment above $5,000.
Purchases of furniture and equipment under $5,000 are expensed as incurred. The Commission
maintains an inventory list to track furniture and equipment purchased with a value of less than
$5,000. Depreciation expense is calculated using the straight-line method and accumulated
depreciation at year-end is included in capital assets. The Commission capitalizes equipment over 5
years.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the
date of the financial statements, and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Reclassification

Certain amounts in the financial statements have been reclassified to be consistent and comparable
from year to year.
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NOTE 2 - CASH

Cash as of June 30, 2007 consisted of the following:

Cash in County of Kern Treasury

Total Interest Income from County of Kern

Cash on Hand and in Banks

2007 2006
$ 23,110,509 $ 22,674,535
$ 1,049,016 $ 720,350

Investments Authorized by the California Government Code and the Commission’s Investment
Policy

The table below identifies the investment types that are authorized for the Commission by the California
Government Code (or the Commission’s investment policy, where more restrictive). The table also
identifies certain provisions of the California Government Code (or the Commission’s investment policy,
where more restrictive) that address interest rate risk, credit risk, and concentration of credit risk.

Disclosures Relating to Interest Rate Risk

Authorized
Investment Type

Local Agency Bonds

U.S. Treasury Obligations

U.S. Agency Securities

Banker's Acceptances
Commercial Paper

Negotiable Certificates of Deposit
Repurchase Agreements

Reverse Repurchase Agreements
Medium-Term Notes

Mutual Funds

Money Market Mutual Funds
Mortgage Pass-Through Securities
County Pooled Investment Funds

Local Agency Investment Fund (LAIF)

Maximum
Maturity

5 years
5 years
5 years
180 days
270 days
5 years
1 year
92 days
5 years
N/A
N/A
5 years
N/A
N/A

Maximum

Percentage
of Portfolio

None
None
None
None
None
None
None
None
None
None
None
None
100%
None

Maximum
Investment

in One Issuer

None
None
None
None
None
None
None
None
None
None
None
None
None
None

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an
investment. Generally, the longer the maturity of an investment, the greater the sensitivity of its fair value
to changes in market interest rates.
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NOTE 2 — CASH (Continued)

Disclosures Relating to Interest Rate Risk (Continued)

Information about the sensitivity of the fair values of the Commission’s investments to market interest rate
fluctuations is provided by the following table that shows the distribution of the Commission’s investments

by maturity:

Remaining Maturity (in Months)

12 Months 13to 24 25 to 60 More Than
Investment Type Amount or Less Months Months 60 Months
County Investment Pool  $23,110,509 $23,110,509 $ - % - % -

Investments with Fair Values Highly Sensitive to Interest Rate Fluctuations

The Commission’s investments were not considered to be highly sensitive to interest rate fluctuations as
of June 30, 2007 or 2006.

Cash on Hand and Cash in Banks

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of
the investment. This is measured by the assignment of a rating by a nationally recognized statistical
rating organization. Presented below is the minimum rating required by (where applicable) the California
Government Code, the Commission’s investment policy, and the actual rating as of year end for each
investment type. The column marked “exempt from disclosure” identifies those investment types for which
GASB No. 40 does not require disclosure as to credit risk:

Minimum Exempt Rating as of Year End
Legal From Not
Investment Type Amount Rating Disclosure AAA Aa Rated
County Investment Pool  $23,110,509 N/A $ - $ - $ - $23,110,509

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial
institution, a government will not be able to recover its deposits or will not be able to recover collateral
securities that are in the possession of an outside party. The custodial credit risk for investments is the
risk that, in the event of the failure of the counterparty (e.g., broker-dealer) to a transaction, a government
will not be able to recover the value of its investment or collateral securities that are in the possession of
another party. The California Government Code and the Commission’s investment policy do not contain
legal or policy requirements that would limit the exposure to custodial credit risk for deposits or
investments, other than the following provision for deposits: The California Government Code requires
that a financial institution secure deposits made by state or local governmental units by pledging
securities in an undivided collateral pool held by a depository regulated under state law (unless so waived
by the governmental unit). The market value of the pledged securities in the collateral pool must equal at
least 110% of the total amount deposited by the public agencies.

GASB Statement No. 40 requires that the following disclosure be made with respect to custodial credit

risks relating to deposits and investments: none of the Commission’s deposits with financial institutions in
excess of federal depository insurance limits were held in uncollateralized accounts.
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NOTE 2 — CASH (Continued)

Investment in County Investment Pool

The Commission is a participant in the Kern County Investment Fund. The fair value of the Commission’s
investment in this pool is reported in the accompanying financial statements at amounts based upon the
Commission’s pro-rata share of the fair value provided by the County for the entire County portfolio (in
relation to the amortized cost of that portfolio). The balance available for withdrawal is based on the
accounting records maintained by the County, which are recorded on an amortized cost basis.

NOTE 3 — CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2007 was as follows:

Balances Balances
June 30, 2006 Additions Deletions June 30, 2007
Capital assets, being depreciated
Vehicles $ 21,636 $ - $ - $ 21,636
Less accumulated depreciation for:
Vehicles (9,736) (4,327) - (14,063)
Total Capital Assets, Net $ 11,900 $ 4,327) % - $ 7,573
Balances Balances
June 30, 2005 Additions Deletions June 30, 2006
Capital assets, being depreciated
Vehicles $ 21,636 $ - $ - $ 21,636
Less accumulated depreciation for:
Vehicles (5,409) (4,327) - (9,736)
Total Capital Assets, Net $ 16,227 $ 4,327) % - $ 11,900

Depreciation expense at June 30, 2007 and 2006 was $4,327 and $4,327, respectively.

NOTE 4 — CHANGES IN COMPENSATED ABSENCES

A schedule of changes in long-term debt for the year ended June 30, 2007 was as follows:
Due
Within
June 30, 2006 Additions Deletions June 30, 2007 One Year

Compensated Absences, Net $ 103,373 $18,946 $ - $ 122,319 $ -
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NOTE 5 - OPERATING LEASE

On January 1, 2006, the Commission entered a lease agreement to lease approximately 5,700 gross
square feet consisting of a building, parking area and landscaping located at 2724 L Street, Bakersfield,
California. The lease expires on December 31, 2008 with monthly payments in the amount of $4,600 from
January 1, 2006 through December 31, 2006; $5,050 from January 1, 2007 through December 31, 2007;
and $5,300 from January 1, 2008 through December 31, 2008. During fiscal year 2006-07, the
Commission made tenant improvements, and as agreed upon in the Lease Agreement, reduced the
rental consideration paid by the amount expended for such improvements. The amount reported as lease
expense was $46,137 and $48,059 for the years ended June 30, 2007 and 2006, respectively. Future
minimum lease payments are as follows:

Year Ending
June 30,
2008 $ 62,100
2009 31,800
Total $ 93,900

NOTE 6 — CONTRACTED PROGRAMS

The Commission has agreements with various contractors for the child development program. The
Commission is obligated to reimburse the contractors for all necessary and reasonable expenses incurred
in accordance with the project budget for providing the services on behalf of the Commission. The
remaining balance of the contracts as of June 30, 2007 and 2006 was $17,276,935 and $15,034,990,
respectively.

NOTE 7 — PENSION PLAN

On February 15, 2000, the Commission established a deferred compensation plan administered by
CalPERS. The plan covers substantially all of its employees. The Commission contributes up to 15% of
gross pay per year. Contributions for the years ended June 30, 2007 and 2006 were $84,709 and
$82,337, respectively.

NOTE 8 - COMMITMENTS AND CONTINGENCIES

The Commission entered into a thirteen-month agreement with the Applied Research Center (ARC) of
California State University, Bakersfield on May 1, 2001 to provide evaluation research and associated
consulting services in support of the Commission’s Proposition 10 responsibilities. The services focus on
developing comprehensive baseline information on a wide range of child and family public health issues,
and then clear measures of agency performance and their resultant impact on the children and families
they serve. For the year ended June 30, 2007, $650,000 was budgeted for professional and specialized
services under this agreement. On July 1, 2007 the agreement was extended for a term ending October
31, 2007 at an estimated cost of $160,000.

The Commission entered into a one-year agreement with Corporation for Standards and Outcomes
(CS&O) on July 1, 2001. CS&O offers an Outcomes Collection, Evaluation and Reporting Service that
combines an array of secure and confidential Internet application “modules”, expert consultation services,
and a variety of computer hosting services into a customized, perspective, outsourcing service for
customers. CS&O designed a system that enables service providers designated by the Commission to
input information regarding children (age birth to 5 years) into a centralized, secure and confidential
database. The database allows expert consultation that enables the Commission to analyze the impact
of funded projects as determined from the available database information. On July 1, 2007, the
Commission entered into a three-year agreement with CS&O for data management services at an
estimated cost of $228,905, $229,791, and $229,384 for the years ended June 30, 2008, 2009, and 2010,
respectively. Also on July 1, 2007 the Commission entered into a three-year agreement with CS&O for
program evaluation and reporting at an estimated cost of $617,560, $621,446 and $642,177 for the years
ended June 30 2008, 2009, and 2010, respectively.
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NOTE 8 - COMMITMENTS AND CONTINGENCIES (Continued)

The Commission maintains a $5M reserve in its Six Year Financial Plan to provide for contingencies such
as:

Cushion against unanticipated revenue losses

Increase support for successful programs

Fund new programs or initiatives

Use as matching funds

Honor contractual obligations during closeout in the event of a repeal of Proposition 10

In addition to the above, the Commission had outstanding encumbrances of $5,347,740 and $7,667,892
at June 30, 2007 and 2006, respectively.

NOTE 9 — EXCESS EXPENDITURES OVER APPROPRIATIONS

For the year ended June 30, 2007, expenditures exceeding appropriations are indicated as negative
variances in the Statement of Revenues, Expenditures and Changes in Fund Balances - Budget and
Actual - on page 15.

The over expenditures were funded from current year Proposition 10 and other current year revenue.

NOTE 10 - TERMINATION BENEFITS

On October 6, 2004, the Commission entered into an Agreement for Professional Services with the
Executive Director. On April 4, 2007, the Commission entered into an Addendum to the Agreement with
the Executive Director and exercised its authority to terminate the Agreement in accordance with
Paragraph 4.b.ii., Termination and Severance By Commission Without Cause. Pursuant to this section
and the Addendum to Agreement, the Executive Director will be paid severance pay, in an amount equal
to twelve months of salary and other benefits as stipulated in the contract, on or after January 19, 2008.
The total salary and benefits in the amount of $173,950 is recognized as a liability and expense as of
June 30, 2007.
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Harvey J McCown, CPA FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
Steven R. Starbuck, CPA BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
Aileen K. Kester, CPA ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Chris M. Thornburgh, CPA
Eric H. Xin, MBA, CPA
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Lynn R. Krausse, CPA, MST
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Connie M. Perez, CPA Chi ren an qul |Qs Commission
Sharon Jones, CPA, MST Bakersfield, California

DianaH. Branthoover, CPA

Thomas M. Y oung, CPA

AliciaMontgomery, CPA, MBA  We have audited the financial statements of the First 5 Kern as of and for the year ended
Matthew Gilligan, CPA June 30, 2007, and have issued our report thereon dated August 31, 2007. We
Hanna J. Sheppard, CPA conducted our audit in accordance with auditing standards generally accepted in the
Ryan J. Nielsen, CPA United States of America and the standards applicable to financial audits contained in

Jian Ou-Yang, CPA o . ;
Ryan S. Johnson, CPA Government Auditing Standards, issued by the Comptroller General of the United States.

Michadl C. Olivares, CPA

Amanda Fedewa, CPA Internal Control Over Financial Reporting
Jialan Su, CPA In planning and performing our audit, we considered the Commission’s internal control
Ariadne S. Prunes, CPA over financial reporting as a basis for designing our auditing procedures for the purpose

of expressing our opinions on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Commission’s internal control over
financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
Commission’s internal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions,
to prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the
Commission’s ability to initiate, authorize, record, process, or report financial data reliably
in accordance with generally accepted accounting principles such that there is more than
a remote likelihood that a misstatement of the Commission’s financial statements that is
more than inconsequential will not be prevented or detected by the Commission’s internal
control.

A material weakness is a significant deficiency, or combination of significant deficiencies,
that results in more than a remote likelihood that a material misstatement of the financial
statements will not be prevented or detected by the Commission’s internal control.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all
deficiencies in internal control that might be significant deficiencies or material
weaknesses. We did not identify any deficiencies in internal control over financial
reporting that we consider to be material weaknesses, as defined above.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Commission’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit and, accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of the Board of Commissioners, the State of
California First 5 Children and Families Commission, and management and is not intended to be and
should not be used by anyone other than these specified parties. However, this report is a matter of
public record and its distribution is not limited.

BROWN ARMSTRONG PAULDEN

McCOWN STARBUCK THORNBURGH & KEETER
ACCOUNTANCY CORPORATION

Bakersfield, California
August 31, 2007
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Andrew J. Paulden, CPA

Eitr?ogHBfmstg)ig CPA, MST INDEPENDENT AUDITOR’S REPORT ON STATE COMPLIANCE
Harvey J. McCown, CPA

Steven R. Starbuck, CPA

Aileen K. Keeter, CPA

Chris M. Thornburgh, CPA

Eric H. Xin, MBA, CPA

Board of Commissioners

First 5 Kern
EQS&;L?”&SEA’ MST Children and Fa_milie_s Commission
Connie M. Perez, CPA Bakersfield, California
Sharon Jones, CPA, MST
DianaH. Branthoover, CPA
Thomas M. Young, CPA We have audited the basic financial statements of the First 5 Kern County Children and
AliciaMontgomery, CPA, MBA  Families Commission (the Commission), as of and for the year ended June 30, 2007, and
Matthew Gilligan, CPA have issued our report thereon dated August 31, 2007.

Hanna J. Sheppard, CPA
Ryan J. Nielsen, CPA
Jian Ou-Yang, CPA
Ryan S. Johnson, CPA

Our audit was conducted in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in

Michael C. Olivares, CPA Government Auditing Standards, issued by the Comptroller General of the United States;
Amanda Fedewa, CPA and the State of California’s Standards and Procedures for Audits of California Counties
Jialan Su, CPA Participating in the California Children and Families Program, issued by the State
Ariadne S. Prunes, CPA Controller's Office. Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether the financial statements are free of material
misstatements. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and the significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

The Commission’s management is responsible for the Commission’s compliance with
laws and regulations. In connection with the audit referred to above, we selected and
tested transactions and records to determine the Commission’s compliance with the laws
and regulations applicable to the following items:

Procedures
Description Performed
Administrative Costs 3 Yes
Conflict of Interest 3 Yes
Contracting and Procurement 6 Yes
County Ordinance 10 Yes
Long-range Financial Plans 2 Yes
Financial Condition of the Commission 1 Yes
Program Evaluation 3 Yes
Salaries and Benefit Policies 2 Yes
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Based on our audit we found that, for the items tested, the First 5 Kern County Children and Families
Commission complied with the laws and regulations of the items referred to above. Further, based on our
examination, for items not tested, nothing came to our attention to indicate that the Commission had not
complied with the laws and regulations of the California Children and Families program.

This report is intended solely for the information of the Board of Commissioners, Management of First 5
Kern, the State Commission, and the State Controller's Office and is not intended to be and should not be
used by anyone other than these specified parties. However, this report is a matter of public record and
its distribution is not limited.

BROWN ARMSTRONG PAULDEN

McCOWN STARBUCK THORNBURGH & KEETER
ACCOUNTANCY CORPORATION

Bakersfield, California
August 31, 2007
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