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MEMORANDUM
April 27,2012
TO: Education Committee
. . . . . 6~
FROM: Essie McGuire, Senior Legislative Analys@}x%\}\

SUBJECT:  Worksession — FY13 Operating Budget, Montgomery County Public Schools,
and Supplemental Appropriation to the MCPS FY12 Capital Budget and
Amendment to the FY11-16 Capital Improvements Program, $1,339,200 for
Education Rate (E-Rate) Program for the Technology Modernization Project
(Source: Federal Funds)

Today the Education Committee will continue its review of the FY13 Operating Budget
for the Montgomery County Public Schools (MCPS). In addition, the Committee will consider a
Supplemental Appropriation to the MCPS FY 12 Capital Budget and Amendment to the FY11-16
Capital Improvements Program, $1,339,200 for Education Rate (E-Rate) Program for the
Technology Modernization Project as part of the Board of Education’s request for the
Technology Modernization Project in the FY13-18 CIP.

The following individuals are expected to participate in this worksession:

Shirley Brandman, President, Board of Education

Christopher Barclay, Vice President, Board of Education

Joshua Starr, Superintendent

Frieda Lacey, Deputy Superintendent

Larry Bowers, Chief Operating Officer

Sherwin Collette, Chief Technology Officer

Marshall Spatz, Director of Management, Budget, and Planning, MCPS

This packet is divided into four sections:
I. Technology Modernization
II. FY13 Compensation
II1. Employee Benefit Trust Funds
IV. State Legislative Update



1. TECHNOLOGY MODERNIZATION

1. FY12 Supplemental Appropriation ,

The Board requested this supplemental appropriation of Federal E-rate funds on
November 11, 2011. The County Executive recommended approval of the appropriation of
Federal funds and also recommended a transfer of current revenue from the Technology
Modernization project to the Relocatable Classrooms project. Council staff concurred with this
recommendation. The Committee met on February 6 to review this issue, and unanimously
recommended approval of the appropriation and transfer.

A full Council vote on this item was deferred because it was decided that more time was
needed to consider this transfer in the context of full CIP discussions and larger budget
affordability issues. Subsequently, on April 10 the Council approved a supplemental
appropriation of $4 million in current revenue to fund the Board’s FY12 request for the
Relocatable Classrooms project. This action was necessary to meet the pressing capacity needs
of the school system; approving the appropriation in the spring is critical to the school system’s
ability to have the relocatables in place in time for the start of the next school year.

The Council introduced a new FY12 supplemental appropriation resolution for E-rate
funds on April 24, and is tentatively scheduled to hold a public hearing and take action on May
15 (draft approval resolution is attached at circles 1-3). Council staff continues to recommend
approval of the appropriation of Federal funds to make the final payment on the
interactive technology initiative. The affordability question remains, however, of whether
there is sufficient current revenue in FY12 and FY13 to support the school system’s request
to add this amount to the FY12 appropriation, or whether the school system will need to
reprioritize technology expenditures between the two fiscal years to free up current
revenue resources.

2. FY13-18 CIP Request
Project: Technology Modernization
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The Board of Education’s request for FY'13-18 is a significant increase ($12.3 million) in
the six-year period, but is consistent with the approved funding assumptions for FY13-16 (circle
4). For FY10-12, the Council reduced the funding in this project to reflect a one-year increase to
the computer replacement cycle, from four to five years. At that time, the Council indicated its
intent to return to a four-year replacement cycle in FY13, contingent on improved fiscal
conditions, and programmed funding in FY 13-16 consistent with that approach.

The County Executive recommends level funding for the Technology Modernization
project across the six-year period in FY13-18, and states that this funding level assumes that
MCPS will maintain the project on the currently approved five-year cycle (circle 5). The table
below shows the Board’s request compared to the Executive’s recommendation.



FY13 | FYl4 FY15 FY16 FY17 FY18 | 6-year total
BOE Rgst 21,847 | 25456 | 26,805 | 26,358 | 23997 25277 149,740
CE Rec Red -3,129 -6,738 -8,087 -7,640 -5,279 -6,559 -37,432
CE Rec Total | 18,718 18,718 18,718 18,718 18,718 18,718 112,308

MCPS prepared a table on circles 6-7 that shows the breakdown of funding in the
Board’s request for FY13-14. The Board’s request primarily consists of funds related to the
replacement program, and resumes a four-year replacement cycle. It also supports 20.5 FTE to
implement the program.

On circle 7 MCPS states that even if the system remained on a five-year cycle, the
Executive’s recommendation would leave a deficit in each fiscal year, beginning with a nearly
$3 million deficit in FY13-14 combined.

The school system’s response identifies two additional technology efforts that it intends
to support through this project.

e The first (circle 8) is the installation of wireless networks in all schools. MCPS estimates
that it will cost $5.4 million to complete this effort at the remaining 126 schools without
these networks. MCPS further states that this effort is critical to support both current and
future classroom technologies.

¢ The second is the continued expansion of Promethean Board interactive systems to
elementary schools. MCPS anticipates dedicating future E-rate funds to continue to
support these purchases.

¢  MCPS staff emphasizes that these two efforts are closely related in increasing schools’
technology infrastructure and will form a critical foundation to support student access to
curriculum.

o Council staff notes that the Board’s request includes funding for the wireless network
installation effort, but does not reflect projected E-rate dollars for the Promethean Board
purchases.

Council staff is concerned that the Executive’s recommendation may reduce this project
below even the current level of effort, and would reduce the project’s ability to support a five-
year replacement cycle in conjunction with any other technology infrastructure priorities. While
E-rate funds could make up some of the difference, at the current rate of $1.2-$1.4 million per
year they would not sustain the program near the requested level.

In past years the Council has taken an approach to be generally consistent in funding
replacement cycles across the County agencies. The County Government received a funding
increase for its desktop modernization program in FY12 and is currently slated to receive a
funding increase again in FY13. Council staff understands that these funding adjustments are
intended to phase-in a return to a four-year cycle. The College received additional funding in
FY11-12 following previous reductions. At this time Council staff understands that the Council
is considering some funding for the College’s replacement program above the Executive’s FY13
recommendation and that the College has funds to carry over to support purchases in FY13.




Council staff also acknowledges that current revenue is at a premium as reflected in

the Executive’s recommendation for MCPS Technology Modernization, and that the Council
still has a funding gap to close relative to its CIP reconciliation. While the Board’s request is not
unreasonable and is consistent with the approved assumptions for FY13-16, it may not be
affordable in the current fiscal environment.

Council staff recommends the following approach for FY13-14:

That the Committee consider restoring some of the Executive’s reduction;

That in determining the amount of current revenue available for this project the
Committee assume that the school system will be able to add E-rate funds to the yearly
project appropriation each year in FY13-14; and

That the Committee not specify in FY13-14 whether the level of funding is associated
with a specific replacement cycle or technology initiative. This will allow the school
system to manage its competing technology infrastructure priorities in the next two years
within all available funds.

At this time, Council staff recommends that the Committee consider the following

funding:

Restore the full Board request by $3.13 million in FY13. To reach this level, assume
that $1.3 million of FY13 E-rate funds will be available during the year, and at this
time add $1.829 million in current revenue in FY13.

Restore half of the Executive’s reduction in each year FY14-18. Assume that in
FY14 MCPS will be able to add FY14 E-rate funds to the appropriation.

Council staft notes that this recommendation is subject to final CIP reconciliation on May

17. The table below shows the Council staff recommendation in comparison to the Board
request and Executive recommendation. It does not include projected E-rate dollars.

FY13 FY14 FY15 FY16 | FY17 FY18 6 year total
BOE Rgqst 21,847 | 25456 | 26,805 | 26,358 23,997 | 25,277 149,740
CE Rec Red -3,129 -6,738 -8,087 -7,640 | -5,279 -6,559 -37,432
CE Rec Total | 18,718 18,718 18,718 18,718 | 18,718 18,718 112,308
CS Rec Addtn | 1,829 3,370 4,040 3,820 | 2,640 3,280 18,979
CS Rec Total | 20,547 | 22,088 | 22,758 | 22,538 | 21,358 | 21,998 131,287

Council staff also recommends approval of the FY12 E-rate appropriation and a

corresponding reduction of $1.3 million in current revenue in FY12. This will leave the
total FY12 appropriation unchanged, and will require the school system to reprioritize
technology expenditures across FY12-13.



II. FY13 COMPENSATION

1. Salary increases

The Board’s budget identifies a total amount of $20.6 million in additional dollars over
the FY 12 base compensation level for increased employee compensation. The exact elements of
this compensation increase are not fully identified. As of April 11, the Board and the employee
associations state that they need to delay action on contract negotiations at this time due to
uncertainty about the State budget (circle 9).

While the budget indicates an increase of $20.6 million for this purpose, the total
budgeted expenditure for salary increases is $47 million. This total consists of the following
two elements:

o The Board’s budget states that employees will receive step and longevity increases,
which range on average approximately 2-3% per employee and are an addition to the
base salary going forward. The total cost to fund step increases is $35 million.

MCPS identifies that of this total cost, $6.2 million is for longevity increases and
$28.1 million is for step increases.

¢ The Board’s budget also includes $12 million as a placeholder to “offset costs of future
negotiated agreements with employee unions”. There has been no comment to date as to
how these funds might be allocated.

It is important to remember that of the 11 major appropriation categories, eight have
funds for positions. Personnel dollars are thus spread out among the largest categories (except
Category 12, Fixed Charges), and the marginal salary increase in any of these categories will be
a relatively small amount of the category total. As a result, the Board has a great deal of latitude
as to how to allocate personnel costs within categories.

Similarly, the Board is not required to finalize any element of its budget until after the
Council takes final action on the appropriation resolution. Thus, while the Board has
identified this $47 million (or net $20.6 million) amount for salary increases at this point,
the final outcome for employees could be higher or lower than what is stated at this time.

The amount MCPS has currently set aside for compensation increases in FY13 represents
3.2 percent of total tax-supported payroll costs.



2. Lapse and Turnover Savings

The Board’s FY 13 operating budget request assumes a net increase of only $20.6 million
for salary increases because it assumes that a $26.4 million surplus in FY 12 salary costs would
offset a portion of the FY13 cost of compensation increases. MCPS states the following about
its recent experience in lapse and turnover savings:

e Overall, the school system sees more savings in turnover than in lapse because it often must
use temporary or substitute dollars to fill position functions rather than hold positions totally
unfilled.

¢ Turnover savings, which result when more expensive, senior employees are replaced by less
expensive, newer employees, have been higher in recent years. MCPS reports a record
number of retirements (over 500) in FY11, and may be on pace to see a high number again in
FY12.

e MCPS states that the year-to-year lapse and turnover savings from FY12 to FY13 is a one-
time correction that does represent budget savings going into F'Y 13 but may not recur and
cannot easily be predicted.

Council staff notes the following:
¢ Savings in lapse and turnover or other personnel costs could be used toward any
purpose and do not in and of themselves reduce the total expenditure for personnel.

¢ This one-time correction in personnel costs is a savings that helps the school system
allocate funds toward part of the first year costs of step and longevity increases within a
Maintenance of Effort (MOE) budget request. However, step and longevity increases
add to the salary base going forward.

o  MCPS does not predict that these lapse and turnover savings will recur on this scale.
MCPS will not be able to fund future years’ costs without either exceeding MOE or
making reductions in the base budget to accommodate salary increases within future
MOE levels.

Council staff acknowledges that because negotiations are not complete this is a
preliminary budget assumption at this time; nonetheless, it is important to note that the current
structure of the MCPS budget in FY 13 accommodates these salary increases within MOE. The
Committee may want to ask MCPS to comment on how it anticipates supporting the future
costs of the step and longevity increases assumed in its budget.



III. EMPLOYEE BENEFIT TRUST FUNDS

As recommended in the November 2011 Office of Legislative Oversight (OLO) report
“A Review of Montgomery County Public Schools’ Budget Category 127, the Council requested
that the Board of Education provide a semi-annual report on key revenue and expenditure trends
in Category 12, Fixed Charges, related to the school system’s employee benefit trust funds. On
April 4, Board President Brandman transmitted the first report to the Council (circles 10-30).

Below Council staff highlights certain key aspects of this report. In sum, MCPS
anticipates a low funded ratio for its pension fund and high fund balances in its group
insurance funds. The Committee will want to understand from Board members and MCPS
staff how these recent trends will affect budgeted and anticipated Category 12 expenditures
in FY12 and FY13.

1. Pension Fund

MCPS makes an annual fund contribution to pay for cost of: (1) the “core” pension
benefit offered employees who do not participate in the State-run plan; and (2) the
“supplemental” benefit for all permanent employees. For FY13, MCPS must contribute
$70.5 million to meet its required pension fund contribution. This amount is projected to
increase to $81 million by FY15. The cost of future pension fund contributions will depend on
future Board of Education decisions regarding employee pay increases and workforce size.

The “funded ratio” of a pension plan is a term that describes the percentage of the plan’s
liabilities covered by the current actuarial value of the plan’s assets. As of the end of FY11, the
MCPS pension fund had a funded ratio of 70%. In other words, the MCPS pension fund
currently holds 70 cents of assets for every dollar of liability. Among the four County agencies,
MCPS currently has the lowest funded pension ratio, with the County Government the next
lowest at 77%.

The report states (circle 11) that the Board does not currently have another funding goal
to reach a specific ratio. To improve this ratio, MCPS would have to raise additional assets from
employer contributions, employee contributions, and/or investment income. For example, to
increase the funded ratio to 80% by FY 18, MCPS would have to raise its annual pension fund
contribution by an additional $7.5 million in each year from FY 14 through FY18.

2. Active and Retiree Group Insurance Funds
MCPS maintains separate fund accounts for active and retired employees.

For active employees: :

o MCPS ended FY11 with a fund balance of $21.6 million in its group insurance fund for
active employees; this amount is 8.6% of expenditures.

o  MCPS currently projects an FY12 year-end fund balance of $22.7 million or 8.7%, an
increase of $1.1 million from FY11.

e MCPS notes that claims in FY 12 are running below projections and there is a slight
increase in fund revenue.

e For FY13, the Board’s budget request includes an increase of $13.8 million in its
employer contribution to the active employee group insurance fund.



For retired employees:

e MCPS ended FY11 with an $8.8 million fund balance in its group insurance fund for
retired employees; this amount is 12.2% of expenditures.

e  MCPS currently projects an FY12 year-end fund balance of $13.6 million or 17.5%, an
increase of $4.8 million from FY11.

¢  MCPS reports that a factor in the projected FY12 fund balance increase is that under-65
retiree enrollment has decreased by 9%. When retirees reach age 65, Medicare becomes
their primary health plan and the MCPS plan becomes a supplement, reducing costs for
MCPS.

e For FY13, the Board’s budget request includes an increase of $1.2 million in its employer
contribution to the retired employee group insurance fund.

This report shows that both group insurance funds are anticipated to end FY12 with
healthy and increased fund balances. County Government is also experiencing this trend, and
includes in its FY13-18 Fiscal Projection for the group insurance fund a plan to draw down the
fund reserves over two years.

The Committee may want to discuss the following issues with Board members and
MCPS staff.

o Revised projection: The FY13 budget document was prepared in the fall of 2011, well
before the most recent FY'12 trend information on group insurance was available. Now that
MCPS has the benefit of the FY12 claim information and fund balance projection, does it
plan to revise its FY'13 group insurance fund contributions?

o Fund balance: In FY12, MCPS reduced its employer contribution to the group insurance
fund to meet the Council’s reduced Category 12 appropriation. How does MCPS anticipate
using the projected group insurance fund balance at this time? Does MCPS have a multi-
year plan to reduce the fund balance to a lower percent of total expenditures?

o Pension fund: As noted above, the pension fund has a low funded ratio, while the group
insurance funds have high fund balances at this time. Has the Board considered using any of
the FY'13 budgeted amount for the group insurance contribution to bolster pension fund
assets?



IV. STATE LEGISLATIVE UPDATE

It is too soon for the Committee and Council to make a final recommendation on the
MCPS FY 13 operating budget because significant funding factors remain outstanding as a result
of the inconclusive end to the General Assembly session. At this time, it appears there may be a
special session in May to resolve budget issues; however, as of this writing a date has not been
set. The Council will continue to monitor these developments carefully as they clearly have the
potential for significant impact on the FY13 budget for the County as a whole and MCPS in
particular. Below is a brief summary of two major outstanding funding issues related to MCPS.

1. Teacher Pensions

The General Assembly had reached a plan to shift a portion of the State’s teacher
retirement costs to local school boards; however, this plan did not pass before the Assembly
adjourned. At this juncture it is unclear whether pension costs will shift in FY'13 or if so, what
form the shift would take.

The most recent conference committee plan called for a four-year phase-in of the normal
costs only of teacher retirement, with the local board responsible for payment. This amount,
approximately $27 million in FY13, would then be an added requirement for counties to fund
above MOE for the phase-in period. Following the phase-in, the full amount of the shift,
currently estimated at $44 million, would be rolled into MOE, increasing the per pupil base
going forward.

2. “Doomsday” Budget Elements

If the General Assembly does not return or is otherwise unable to pass Budget
Reconciliation and Financing Act (BRFA), a set of “doomsday” budget reductions will go into
effect on July 1 for FY'13 in order to balance the State budget. For Montgomery County, the
bulk of these reductions would affect MCPS.

If the contingent budget reductions go into effect, MCPS would receive
approximately $41 million less in State Aid than currently anticipated in the Board’s
request. These reductions consist of:

¢ Elimination of GCEL -$32.7 million
¢ Reduce per pupil funding:  -$8.3 million

There appears to be some question as to whether the reduced per pupil funding could go
into effect as it may require additional statutory changes.
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Resolution No.:
Introduced: April 24, 2012
Adopted:

COUNTY COUNCIL
FOR MONTGOMERY COUNTY, MARYLAND

By: County Council

SUBJECT: Special Appropriation to the FY 12 Capital Budget and

L)

Amendment to the FY11-16 Capital Improvements Program
Montgomery County Public Schools

Technology Modernization (No. 036510) .

Federal Education Rate (E-Rate) Program, $1,339,200

Background

Section 308 of the County Charter provides that a special appropriation is an
appropriation which states that it is necessary to meet an unforeseen disaster or other
emergency, or to act without delay in the public interest. Each special appropriation shall
be approved by not less than six Councilmembers. The Council may approve a special
appropriation at any time after public notice by news release. Each special appropriation
shall specify the source of funds to finance it.

Section 302 of the County Charter provides that the Council may amend an approved
capital improvements program at any time by an affirmative vote of six Councilmembers.

The Board of Education requested a special appropriation for the Montgomery County
Public Schools’ Technology Modernization FY 12 capital project as follows:

Project Project Amount Source

Name Number ‘ of Funds

Tech Mod 036510 $1.339.200 Federal E-Rate Program
TOTAL $1,339,200 Federal E-Rate Program

The Board of Education requested a supplemental request of $1,339,200 in E-Rate funds
for the Technology Modernization Project. The E-Rate funds from the Federal
Communication Commission’s Schools and Libraries Program provide incentives for the
use of technology in schools by providing rebates on Internet and telecommunication
service costs. MCPS has been using these funds toward a lease/purchase agreement with
Dell Marketing, LP to acquire Promethean Boards and learning/response systems for



secondary schools. MCPS is planning to use this supplemental request to complete their
fourth and final payment for the interactive technology systems.

5. Notice of public hearing was given and public hearing was held.

6. The County Council declares this request is in the public interest to be acted upon
without delay as provided for under special appropriation requirements described in
Article 3, Section 308 of the Montgomery County Charter.

Action
The County Council for Montgomery County, Maryland approves the following action:
A special appropriation to the FY12 Capital Budget and an
amendment to the FY11-16 Capital Improvements Program are

approved for the Montgomery County Public Schools as follows
and as shown on the attached project description form. '

Project Project Amount Source

Name Number of Funds

Tech Mod 036510 $1.339.200 Federal E-Rate Program
TOTAL $1,339,200 Federal E-Rate Program

This is a correct copy of Council action.

Linda M. Lauer, Clerk of the Council



Technology Modernization -- No. 036510

Category Montgomery County Public Schools Date Last Modified June 03, 2011

Subcategory Countywide Required Adequate Public Facility Mo

Administering Agency MCPS Relocation Impact ~ Mone

Planning Area Countywids Status On-going

: EXPENDITURE SCHEDULE ({$000) ‘
. Theu Rem. Total Bayond
Cost Elemant , Total | Fy1o EY10 | § Years| FY11 Friz | Fvi3 FY14 | FY15 | FY16 | g Years
Planning, Design, and Supervision 216,756; ©60,407| 18.897| 137,451 - 18,878 181478] 21,847] 25313 26,393 26,842 0
Site Jmprovements and Utilities 9 g 0 0 0 0 0 0 ¢ g 0
Canstruction 0 0 0 0 Q 0 0 0 0 0 0
Other 0 Q 0 0 0 0 Q 0 0 3 0
Tatal 216,755 60,407 18,887| 137,451 14,878 18,178 21,8471 25,313} 25,383 25,842 0
FUNDING SCHEDULE {3000}

Current Revenye: General . 125,487] 11,780 5,525 108,182 2,328 5,578{ 21,730 25,313} 25,393} 26,842 0
Current Revenue: Recordation Tax 83,941f 48,627 11,572 23,742} 13,052 10.573 117 0 0 a 0
Federal Aid - 1.32TT 0} 1.800] 55277 3.500f 28871 334(8 i) ) ) 0

TTotal A 216,755} 60,407| 18,887{A37,451| 18,878 18,178 / 21,847| 25,313 26,333| 28,842 [

DESCRIPTION ' " Qlobf

f 194
The Technology Modernization {Tech Mod) project is a key component of the MCPS strategic techno!og; plan, r;ducatmﬂal Technology for 21st Century
Leaming. This plan builds upon the following four goals: students will use technology to become actively engaged in learmning, schools will address the digital

divide through equitable access to technology, staff will improve technology skills through professional development, and staff will use technology to improve
productivity and results.

An FY 2005 appropriation was approved to roll-out the implementation of the technology modernization program. This project will updatz schools' technology
hardware, software, and network infrastructure on a four-ysar replacement cycle, with a 5:1 computer/student ratio. The County Councll, in the adoptad FY
2008-2010 CIP reduced the Board of Education's request for the outyears of the FY 2005-2010 CIP by $10.845 milllop. An FY 2006 appropriation and
amendment to the FY 2005-2010 CIP was approved to continue the rolfout plan, An FY 2007 appropriation was approved to continue this level of effort
project. The expenditures for £ 2007 reflect three years of finance payments, as originally plannad, in addition to the cument year refreshment costs. The
expendituras in the cutyears represent the ongoing costs of a four-year refreshiment cycle. An FY 2008 appropriation was approved to continua this project.

The Board of Educalion, in the Requested FY 2008 Capital Budget and FY 2008-2014 CIP, included additional funding for new intiatives for the Technology
Modemization program. On May 22, 2008, the County Council approved an FY 2009 appropriation as requested by the Board of Education; howsaver, the .
Cotinty Councit reduced the expenditures earmarked for the Middle School Initiative program for FY 2010-2014. In FY 2009, MCPS purchased and installed
interactive classroom technology systems in approximately 2/3 of all secondary classrooms. The fotal cost is projected at $13.3 million, financed over a
four-year period {$3.4M from FY 2009-2012). The funding source for the initiative is anticipated to be Federal e-rate funds. The Federal e-ralé’ fufds
programmed in this PDF consist of availabie unspent e-rate balance: 31.8M in FY 2010, $1.8M In FY 2011, and $327K in FY 2012, In addition, MCPS
projects future e-rate funding of $1.6M each year (FY 2010-2012) that may be used to support the payment obligation pending receipt and appropriaion. No
county funds may be spent for the initiative payment obligation in FY 2010-2012 without prior Council approval.

This PDF reflects a decrease in the FY 2010 appropriation and FY 2010-2012 expenditures as requested by the Board of Education. The decrease in
expenditures will temporarily extend the MCPS desktop replacement cycle from four to five years. The County Council will reconsider how to resume the
four-year replacement cycle in a future CIP. An FY 2011 appropration was approved; however, it was $1.011 million less than the Board of Education's
request. The appropriation will continue the technology medernization project and retum to a four-year replacemant cycle starting in F 2013; as well as fund
one additional staff position for this project. During the County Coungil's reconciliation of the amended FY 2011-2018 CIP, the Board of Education’s requested
FY 2012 appropriation was reduced by $3.023 milliondueto a shattfall in Recordation Tax revenue.

APPROPRIATION AND COORDINATION -
EXPENDITURE DATA gQOQ} W FY i1  FYs12-18
Date First Appropriation E£YQ3 (3000) Fg:sagr;e;::eﬁt :ges. 1'380? ' iggg
First Cost Estimate orkvears: ;
Cument Scape Y00 . g || Waorky . 20.5 102.5
Last FY's Cost Estimate 219,773 ’
Apgropriation Request FY12 18,178 11
Supplemental Appropriation Request [ qgf? /aﬂ""'
Transfer
{ Cumuiative Appropriation 98182
| Expenditures / Encumbrances 24,043
+ Unencumberad Balance 14,133
Partial Closaout Thry FYo9 16,050
New Partial Clogaout Y1 a
Total Partial Clossout 16,050

Agency Request o 1112011 4:15:41PM
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" Technology Modernization -- No. 036510

Category Montgomery County Public Schools Date Last Modified November 22, 2011

Subcategory Countywide Required Adequate Public Facility No

Administering Agency MCPS Relocation impact None

Planning Area Countywide * - Status : On-going -

EXPENDITURE SCHEDULE ($000)
Thru Est. Total Beyond
Cost Eiement Total FY11 F¥12 | 6 vears| FY13 FY14 FY15 FY16 FY17 F¥18 | g Years
Planning, Design, and Supervision 266,100 98,182 18,1781 149,740 21,847 254561 26,805 26,358 23,997 25277 0
Land 0 0 0 0 0 1] .0 0 0 0 0
Site Improvements and Utilities 0 0 0 0 0 0 0 0 0 [¢] 4]
Construction 0 0 0 0 0 0 0 0 0 0 0
Other 0 0 0 0 0 0 0 0 0 0 0
Total 266,100] 98,182 18,1781 149,740 21,847 25,456 26,805 26,358 23,987] 25,277 0
FUNDING SCHEDULE {3000) . . = .

Current Revenue: General 174,832 19,631 5578] 145623 21730 25456, 26,805| 26,358 23,997 25277 0
Federal Aid 7.327 5,300 2,027 0 0 1] 0 0 1] 0 ]
Current Revenue: Recordation Tax 83,841} 73251} 10,573 117 117 ¢ 0 0 0 0 0
Total 266,100 98,182] 18,178] 149,740 21,847 25,456 26,805| 26,358 23,997 25,277 0

DESCRIPTION

The Technology Modernization (Tech Mod) project is a key component of the MCPS strategic technology plan, Educational Technoiogy for 21st Century
Learning. This plan builds upon the following four goals: students will use technology to become actively engaged in learning, schools will address the digital

divide through equitable access to technology, staff will improve technology skills through professional development, and staff will use technology to improve
productivity and results,

An FY 2005 appropriation was approved to roil-out the implementation of the technology modernization program. This project will update schools' technology
hardware, software, and network infrastructure on a four-year replacement cycle, with a 5:1 computer/student ratio. The County Council, in the adopted FY
2005-2010 CIP reduced the Board of Education's request for the outyears of the FY 2006-2010 CIP by $10.845 million. An FY 2008 appropriation and
amendment to the FY 2005-2010 CIP was approved to continue the rollout plan. An FY 2007 appropriation was approved to continue this level of effort
project. The expenditures for FY 2007 reflect three years of finance payments, as originally planned, in addition to the current year refreshment costs. The
expenditures in the outyears represent the ongoing costs of a four-year refreshment cycie. An FY 2008 appropriation was approved to continue this project.

The Board of Education, in the Requested FY 2009 Capital Budget and FY 2009-2014 CIP,\included additional funding for new intiatives for the Technology

Modernization program. On May 22, 2008, the County Council approved an FY 2009 appropriation as requested by the Board of Education; however, the

County Council reduced the expenditures sarmarked for the Middle School Initiative program for FY 2010-2014. In FY 2009, MCPS purchased and instalied

interactive classroom technology systems in approximately 2/3 of all secondary classrooms. The total cost is projected at $13.3 million, financed over a
four-year period ($3.4M from FY 2009-2012). The funding source for the initiative is anticipated to be Federal e-rate funds. The Federal e-rate funds

programmed in this PDF consist of available unspent e-rate balance: $1.8M in FY 2010, $1.8M in FY 2011, and $327K in FY 2012. In addition, MCPS

projects future e-rate funding of $1.6M each year (FY 2010-2012) that may be used to support the payment obligation pending receipt and appropriation. No

county funds may be spent for the initiative payment obligation in FY 2010-2012 without prior Council approval.

This PDF reflects a decrease in the FY 2010 appropriation and FY 2010-2012 expenditures as requested by the Board of Education. The decrease in
expenditures will temporarily extend the MCPS desktop replacement cycle from four to five years. The County Council will reconsider how to resume the
four-year replacement cycle in a future CIP. An FY 2011 appropriation was approved; however, it was $1.011 million less than the Board of Education’s
request. The appropriation will continue the technology modernization project and fund one additional staff position for this project. During the County
Council's reconciliation of the amended FY 2011-2016 CIP, the Board of Education’s requested FY 2012 appropriation was reduced by $3.023 million due to a

shorifall in Recordation Tax revenue. An FY 2013 appropriation is requested to continue the technology modernization pro;ect and retun fo a four»year
replacemem cycle starting in FY 2013.

APPROPRIATION AND : COORDINATION
EXPENDITURE DATA . ($000) - FY13  FYs14-18
- - Salaries and Wages: 1893 9485
S:s g::: 2:::;;"3"0" _FYos (8000) || Fringe Benefits: 807 ' 4035
o ) ‘ " .

Current Scope ‘ EY00 o | | Workyears: 205 102.5
Last FY's Cost Estimate- 216,755

Appropriation Request FY13 21,847

Appropriation Request Est. FY14 25,456

Supplemental Appropriation Request 0

Transfer 0

Cumulative Appropriation 116,360

Expenditures / Encumbrances 38,105

Unencumbered Balance 17,255

Partial Closeout Thru FY10 16,080

New Partiai Closeout FY11 0

Total Partial Closeout 16,050

Agency Reqqest . 1142212011 10:12:00AM @



MCPS Affordabiﬁty Reconciliation -~ No. 056516

Category Montgomery County Public Schools Date Last Modified January 10, 2012
B Subcategory Miscellaneous Projects Required Adequate Public Facility No
Administering Agency Public Schoois Relocation Impact None,
Planning Area Countywide Status On-going
EXPENDITURE SCHEDULE ($000)
To
Cost Element Total | oo | Bt | | FY13 | Fvia | Fris | Evis | P | Fris | ogen
Planning, Design, and Supervision 0 0 g 0 0 0 0 0 0 0 0
Land 0 0 0 0 0 0 [y 0 0 0 g
Site Improvements and Ulilities 0 0 g 0 0 0 0 ] 0 0 0
Construction 0 0 0 0 0 Q 0 0 0 0 g
Other -57,645 0 0] 133,923 -6.873 -19,068| -50,131] -37,118]{ -17,130! -3,603] 76,278
Total -57,645 0 0] «133,923 -6,873| -19,068! .50,131| -37,118| 17,430 -3,603| 76,278
FUNDING SCHEDULE (5000}

Current Revenue: General -51,522 Y 0] -51,522| -4,532 -6,733] -20,884 -7,653 -5,2201 -6,500 0
Current Revenye: Recordation Tax 64,555 0 0] ©64,555] -2,094 -3,258| 14,050 -438| 27,354 28,941 0
G.0. Bonds -128,257 0 7.335] -212,910] -1,186] -17,171] -49,455| -36,299| -59,619| -49,180| 76,278
Schools Impact Tax . 58,619 0 -7,335| 65,954 939 8,094 6,158 7,272] 20,355] 23,136 0
Total -57,645 Q 0/ -133,923! -§873 -19.068, -50,13%1] -37,118] -17,130| .3603| 76,278

DESCRIPTION

This project reconciles the Board of Education request with the Executive's recommendation.

The Executive's priarity of educational excellence has resulted in his recommending maintaining 898.7 percent of the amended FY 11-16 capital program in the
next six-year period. Fiscal constraints lead the Executive to adjust the annual amounts to be affordable within the CIP. The Executive recommends staying
within the Spending Affordability Guidelines approved by the County Council in October 2011. The Executive reached the FY13-18 funding level by
recommending a two year recpening delay of Richard Montgomery Elementary School #5 to accommodate the relocation of the Children's Resource Center
and avoid $3.45 million in temporary relocation cost as well as a one year delay for two current high scheol modemizations, and future modemizations for two
middle schools and two high schools. The Executive also recommends deleting the Transportation Depot project until we can study altemative options for bus
depot operations to ensure that expensive investments in stand alone depots are warranted; maintaining the Technology Modemization project on the cumently
approved five year cycle; maintaining the Facility Planning project funding at the currently approved FY12 level; and using current revenue funds currently
allocated in the Technology Modemization project to help fund the Relocatable Classrooms project’s FY 13 requested increase.

FISCAL NOTE R
FY12 adjustment figures reflect a FY 12 amendment to switch school impact tax funds to general obligation bonds in light of the expected Impact of 8ill 26-11.

APPROPRIATION AND COORDINATION
EXPENDITURE DATA
Date First Apgropriation FYo1 {3000}
First Cost Estimate
Current Scope FYo1 0
Last FY's Cost Estimate 0
Appropriation Request FY13 -4,532
Appropriation Request Est. FY14 -6,733
| Supplemental Appropriation Request 0
Transfer 4]
Cumulative Agpropriation
Expenditures / Encumbrances
Unencumbered Balance
Partial Closeout Thiy FY10 0
New Partial Closeout FY11 0
Total Partiat Closeout 0
' 37-11

Recommaended



Question #1:

Please provide a breakout of the anticipated expenditures in the BOE request for FY13-
14, including the replacement cycle payments and any multi-year initiatives or efforts.

Response:

The total FY 2013 Tech Mod funding request of $21.8 million and $25.5 million for FY 2014,

fall into three categories:

FUNDING CATEGORIES FY 2013 FY 2014
Number of schools 81 48
Number of computers 19,088 9,199

Funding required to pay for computers and printers purchased for
schools in prior years, software licensing fees, and telecommunication
networking hardware to connect schools to the network and the Internet

$12.1 million

$19.1 million

. Annual finance payments for computers and printers
purchased in previous fiscal years and paid over four years

$7.5 million

$143
million

o Software licensing fees for instructional, productivity, and
operating system software

$1.2 million

$1.3 million

e Telecommunications networking refreshment to provide

connectivity of MCPS sites and access to enterprise applications, | $0.5 million | $0.5 million
internet-based phones, and the Web
o Staff to plan, implement, and support the Tech Mod program $2.9 million | $3.0 million

Funding required to purchase new computers, printers, and new
software for the schools scheduled for the FY 2013 Tech Mod
refreshment

$9.1 million

$5.7 million

e First-year finance payments for computers, servers, projection

devices, printers, and network infrastructure equipment $6.9 million* | $3.3 million
o Instructional software, such as MSOffice Suite, Math Type,
17 S 1 idspirati jrati . vy
Geometers Sketchpad, martview, Kidspiration/ Inspiration, $0.7 million | $0.7 million

Adobe, and other titles, and the purchase of updated web-base
versions of selected software titles

e Supplies, materials, and services, such as cables, surge
protectors, server installation, hand-held scanners for media
centers, and temporary part-time staff to repair and upgrade
usable equipment, and disposal of old equipment from schools

$1.5 million

$1.7 million




Funding to refurbish five and six-year-old computers out of warranty for
schools whose refreshment schedule was extended to five years | $0.6 million &= $0.6 million
| beginning in FY 2010

*The county executive proposes reducing funding by $9.561 million in FY 2013 and FY
2014 combined. And, if we remain on a S year cycle, $6.914 would be reduced, still leaving
a deficit of $2.953 million. Please remember that FY 2015 through FY 2018 remains highly
problematic in terms of the massive cuts that are assumed in the county executive’s
recommendation. In FY 2018 alone there will be a $4 million deficit.

Question #2:

How does the BOE anticipate using future e-rate funds?

Response:

Future E-rate funds are projected to be used to provide elementary schools with the similar
Promethean interactive technology that has been available across all secondary schools.
Minimally, the objective would be to ensure that the Promethean interactive technologies are
implemented in at least two-thirds (2/3) of all elementary school classrooms—mirroring the
initial secondary implementation.

These interactive technologies are essentially the classroom portal to the world—video
conferencing with experts and students in the classroom, engaging in interactive simulations that
support STEM fields, participating in virtual fieldtrips to museums around the world, and
bringing multimedia presentations and student-centered learning experiences into the classroom.

Question #3:

The BOE request for FY13 assumes resumption of a 4 year replacement cycle, while the
County Executive’s recommendation assumes continuation of a 5 year replacement cycle.
Please show the funding adjustment for FY13-14 that would be necessary fo be consistent
with the CE recommendation.

Response:
Please see note below table in response to Question #1.
Question #4:

In the February Committee discussion of the e-rate appropriation, MCPS indicated that a
corresponding reduction in current revenue would delay and reduce installation of
wireless networks at elementary schools. Please provide additional information about
this initiative, including the longer term timeframe and plans for completing the work.

@



Response:

The ability to teach and learn in mobile, wireless networked learning environments is a key
strategy in the district’s ongoing efforts to enable staff and student access to content and
curriculum that are either already digital or rapidly moving to digital media. Portable and mobile
technologies give students better access to their teachers and classmates, enables greater
differentiation to meet student learning outcomes, and supports teachers in implementing
pedagogical strategies that empower student-centered environments in which technology enables
students to be collaborative, self-directed learning leaders.

Although all MCPS middle schools had wireless networks installed to support middle school
improvement efforts, currently only six of our comprehensive high schools and 30 elementary
schools have wireless networks installed. Implementing this needed learning and fechnoiogy
infrastructure across the remaining 126 schools is estimated to cost $5.4 million. The $1.3
million reduction scuttled plans to move up plans to install wireless networks in 23 high impact
elementary schools in FY 2012 (enabling the district to leverage substantial discounts available
through the E-rate program for these qualifying schools). Without this effort, these 23 schools
will be delayed until the year they are scheduled to receive wireless as part of the Technology
Modernization (Tech Mod) project in FY 2015. Because of the critical link between building this
wireless network infrastructure and maintaining a relevant and competitive instructional
program, funding was included in the Board’s request that would enable MCPS to complete this
build out through FY 2013.



Update
April 11,2012

As you have no doubt heard, the failure of the Maryland General Assembly late Monday evening,
April 9, 2012, to finish the work on all of the bills necessary to complete the state budget and avoid a
drastic cut in state aid to education has created uncertainty in the county budget process. There is a
serious risk of a reduction of more than $40 million in state aid to Montgomery County Public
Schools (MCPS). We are hopeful that Governor Martin O’Malley will quickly reconvene the
Maryland General Assembly for a special session to complete the budget process that was started
more than two months ago.

The Board of Education’s $2.13 billion budget request for Fiscal 2013 includes funding for salary
increases within the rebased Maintenance of Effort (MOE) budget approved by the Board in
February 2012 and recommended by the county executive last month. MOE, which requires the
county to spend at least the same amount per student next year as it does this year, increases the
budget by $22 million due to enrollment increases. MCPS also expected $28 million of additional
state aide. Montgomery County Executive Isiah Leggett has recommended full funding of the
Board’s budget based on the projected revenue.

The Montgomery County Board of Education and the three employee associations—the
Montgomery County Education Association (MCEA), the Service Employees International Union
(SEIU) Local 500, and the Montgomery County Association of Administrators and Principals
(MCAAP)—have been engaged in contract negotiations for the past five months. The uncertainty of
the state aid amount makes it necessary to delay action at this time. The Board of Education and the
employee associations are committed to salary increases for our employees next year. MCPS
employees have not received cost-of-living adjustments for the past three years and have not received
their scheduled step increases or longevity increments for the past two years. There is agreement that
we need to recognize our employees for their contributions to our students each and every day. We
believe that this is the year to provide some stability for our employees, but we need to have greater
clarity about the state budget.

We urge the Maryland General Assembly to move forward as quickly as possible to resolve the
budget process, in the interest of our students and our staff. We encourage all employees to contact
the Governor (http://www.governor.maryland.gov/mail/), the Senate president (thomas.v.mike.miller
(@senate.state.md.us) and the Speaker of the House (michael buschi@house.state.md.us) to urge a
special session to be convened to complete the state budget.

B i ozt
President, Montgomery County Education Association President, Montgomery County Association of
Administrators and Principals

p%é;%ﬁ \4'/ /QMMWI

President, Service Employees International Union Presid@f,‘k{o)mtgome/y Fou}ity Board of Education

Local 500
,W

Superintendent of Schools
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Jryiad
April 4,2012

The Honorable Roger Berliner, President
Montgomery County Council
Stella B. Werner Office Building

100 Maryland Avenue 0677643
Rockville, Maryland 20850

Dear Mr. Berliner: ‘ R
e ‘

& PR
As requested in your memorandum of January 18, 2012, this letter provides ‘the information
regarding State Expenditure Category 12, an area continually monitored by the Board’s Fiscal
Management Committee. I look forward to working with you, other County Council members, Board

of Education members, and the superintendent of schools to address the fiscal challenges we face.

1. Estimates of the amount of the annual employer contributions to the MCPS pension fund
for the next five fiscal years.

The estimated annual required contributions are expected to be the following amounts:

FY 2013* $70.5 million 5.42 percent of payroll
FY 2014 $77.0 million 5.81 percent of payroll
" FY 2015 $81.0 million 6.02 percent of payroll
FY 2016 $80.0 million 5.85 percent of payroll
FY 2017 : $79.8 million 5.69 percent of payroll
FY 2018 $81.1 million 5.64 percent of payroll

*FY 2013 provided as a point of reference

2. A description of the major factors (e.g., salary adjustments, changes in workforce size,
investment performance, plan modifications, actuarial assumptions) that affect estimated
pension fund contributions over the next five years.

The calculation of the annual employer contribution above is based on actuarial work performed by
the Montgomery County Public Schools (MCPS) actuary, Mercer, and submitted to
Mrs. Susanne G. DeGraba, chief financial officer, on February 15, 2012 (Attachment A). An
addendum was submitted by Mercer (Attachment B) that incorporates the updated market value of
assets as of February 14, 2012. The actuary’s estimate of the percentage of salary that is required to
be contributed each year is applied to the anticipated salaries to be paid from the MCPS operating
budget. The percentage contribution is based on actuarial assumptions as follows:

1. Salary Adjustments: Aggregate salaries for continuing emplovees will increase one percent
overall over the next three years, reflecting the current economic realities, returning to two
percent after three years.

Phone 301-279-3617 ¢ Fax 301-279-3860 # boe@mcpsmd.org « www.montgomeryschoolsmd.org
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2. Changes in Workforce Size: The number of employees will increase by one percent each year,
with salaries adjusted to .57 percent to reflect the lower salaries paid to new employees.

3. Investment Performance: MCPS will achieve its actuarial assumed rate of return on its pension
fund of 7.5 percent in all future years. Pension fund investment performance is included through
February 14, 2012.

4. Plan Modifications: The pension plan changes effective July 1, 2011, are amortized over a 30-
year closed period, the same method used to incorporate the impact of the July 1, 2006, changes.

5. Actuarial Assumptions: Current assumptions of mortality, age at retirement, marital status, and
payment option selected will remain the same.

Staff applied the percentages supplied by the actuary to the Fiscal Year (FY) 2013 Board of
Education-adopted budget request to calculate the amount of the future required pension
contributions. '

3. A written summary of the Board’s current strategy to achieve a desired pension funding

level (“funded ratio”) and the short- and long-term effects of this strategy on the Category
12 budget. :

On February 17, 2012, the MCPS actuary, Mercer, provided a letter (Attachment C) to

' Mrs. DeGraba about the funded ratio of the MCPS Employees Retirement and Pension Systems. The
letter describes the actuarial methodology used to reach 100 percent funding. However, it states that
“in the absence of plan changes, assumption changes, or future actuarial gains/losses, the Unfunded
Actuarial Accrued Liability will never reach zero” because of the re-amortization process. It is
important to note that MCPS continues to fund 100 percent of the actuarially determined
contribution.

The Board of Education, the superintendent of schools, and MCPS staff have been working with our
actuary to identify strategies that focus on improving the funding level. The actuary letter outlines
possible strategies. Strategies that have already been implemented include the following:

e Reduced retiree benefits for newly hired employees as of July 1, 2011.
¢ Reduced the maximum cost-of-living increases on benefits earned after July 1, 2011.
¢ Maintaining the contribution level even when projections indicate a reduced percentage.

The Board of Education currently does not have another funding goal to reach a specific funded ratio
within a certain period of time. However, the Fiscal Management Committee continues to evaluate
possible options. If the Board decided on a funded ratio goal of 80 or 90 percent, the following
strategies could be considered:

~ & Making additional contributions when the funded ratio falls below a certain percentage of
the obligation.
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s Shortening the amortization period when the funded ratio falls below a certain percentage

of the obligation.

» Setting policy to not reduce the contribution level in the future when the funding ratio is
below a certain percentage of the obligation, even when the projections calculate a
reduced percentage.

There are a number of challenges with any of these strategies. As indicated in the response to #1
above, the operating budget is projected to increase by $11.5 million over the next five years based
on all of the current assumptions and methodology. In addition, the legislature is considering shifting
more than $40 million of state pension costs to MCPS. These increases, along with other financial

pressures, will make it difficult to contribute more to the pension each year. If the decision was made

to increase the funded ratio to 80 percent by 2018, an additional $7.5 million would have to be
contributed each year for FY 2014 through FY 2018.

4. A comparison of current fiscal year budgeted versus actual revenues and expenditures to
date for the Active Employee and Retiree Group Insurance Funds.

The comparison is attached for active employees (Attachment D) and retirees (Attachment E).

5. The projected year-end balance for the Active Employee and Retiree Group insurance
funds. This should include an accompanying explanation of the factors causing the
variation (e.g., claims experience, plan enrollment) if the projected balance in either Fund
differs from what was assumed at the beginning of the year.

These figures are based on revenues and expenses as of February 29, 2012.

Active employees

Beginning fund balance . $21.6 million

Anticipated change to fund balance 1.1 million

Projected ending fund balance $22.7 million
Retirees ‘

Beginning fund balance $ 8.8 million

Anticipated change to fund balance 4.8 million

Projected ending fund balance $13.6 million

The active fund balance is projected to increase slightly, by only $1.1 million. It was expected that
the fund balance would be reduced by several million dollars, but claims are running below
projections and there is a slight increase in revenue.

The projected retiree fund balance increase is lower than expected because revenues are lower.
While there has been a 2 percent increase in the number of retirees, there has been a decrease in the
under-65 retiree enrollment of approximately 9 percent, which has reduced claims. When retirees
reach age 65, Medicare becomes their primary health plan and the MCPS plan becomes a
supplement, reducing MCPS claims exposure.
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Members of the Board of Education, the superintendent of schools, and MCPS staff are prepared to ,‘
work with the County Council and Council staff to provide additional clarification as needed.

Sincerely,

A

President

SB:sgd

Copy to:
Members of the County Council
Members of the Board of Education
Dr. Starr
Mr. Bowers
Mrs. DeGraba
Mr. Ikheloa



Attachment A

Douglas L. Rowe, FSA, MAAA, EA

Principal .
Ore South Streei Suite 1001
Baftimore, MD 21202
+1 410 347 2808

‘Fax+1 410727 3347
douglas. rowe@mercer.com
WAL EICEr,Com

Via Electronic Mail

Ms. Susanne DeGraba

Chief Financial Officer

Montgomery County Public Schools
850 Hungerford Drive

Rockville, MD 20850- 1?’47

February 18, 20?2
Subject: Six-Year Projection of Board Contributions to MCPS's Pension Plans
Dear Sue:

We estimated Board contri butions to the Msntgomery Couniy Pukilic Schoo s Employees’
Retirement and-Pension Systems (the “Plan )\fm the next six yearsunder the investmenit
return/contribution assumbt}ons used for the July 1, 2011 valuation. As & teminder, this
assumes assets will e&m 7.5%. gmss (before investment expenses aré su racted) The.
actual contiibution percentage will vary and may vary sighificantly from the results of this
projection dueto actuarial gainsflosses and demographic changes..

The results aré summarized in the table below,

Fiscal Year (FY}  Board Contribution % Funded % Funded

Valuation Date Ending. - a5 % of Payroll AVA Bagis MVA Basis
July 1, 2011  June 30,2013 - 5.42 701 68.5
July 1,2012 June 30, 2014 5,85 874 847
July.1, 2013 June 30,2015 : 667 66.5
July 7,2014  June 30, 2016 695 887
July 1,2015 . June 30,2017 719 710
July 1, 2016 June 30, 2018 730 - 730
July 1, 2017 - June 30, 2019 -

74.9 749

The confribution increases as a percentage of payroil through FY2015 are due to past asset
losses (inciuding these from July 1, 2011 to December 31, 2011) being recognized in the
actuarial value of asséts. As an offset to the contrsbutzon increases due o these losses, the
contrivution savings are increasing @ver timeé as moré and more pasﬁcipants are covered by me
néw plan featires for new hires descr bed in the July 1, 201 1 ac{ﬁanal v uatxon report:

' MARSH& MCLENNA%“I
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Fetruary 15, 2012

Ms. Susanne DeGraba
Montgormery County Public Schools

For a historical perspective, the table be?ow shows the Board confnbu’uaﬂs frorh Ju!y 1, 1994
until now. A

Board Centnbutmn

Valuation Date Fiscal Year Ending as % of Payroll

July 1, 1894 Juned0,1896 0 292
July 1, 1895 June 30,1997 - 3.30
July 1, 1998 June 30, 1998 2.83
July 1, 1997 Juné 30, 1999 ‘ 2.53
“July 1, 1898 - June 30,2000 R
July 11899 - Jisfie 30, 2601 - 1.98
' 'Juty@ 2000 - - ‘Juneae 2002 1.89
L2001 0 . Tk - 1,88

Tay T, 2002~ 30 2.08 _
July 1,2003 June 30 2005" _ 2.74

July 1, 2004 June 30, 2006 330
July 1, 2005 June 30, 2007 4,85
 July 1, 2006 _June30, 2008 459
+July 1, 2007 Jurie 30, 2009 _ 453 -
July 4, 2008 June30, 2010 4.53*
July 1, 2009 Junie 30, 2011 4.87
July 1, 2010 June 30, 2012, . 5.12°

~The valugtior fesulted In 2 4.37% Bcard cont fhution rate, but MCPS cantxmzecf with the same coritribution rafe as the
previous. valuation to avaid a. larger§ mcrease from fiscal year 2010 to fiscal year 2011, ;

+ Beginning with the July 1, 2010 valualda regert, the contributiof was ifereasad with interest frum July 110 Octoter 1
“pased on expattad tzmmg of the actual Contribution, Thé FY2012 Board contrbutipn.was Ister revisad 16 5, 12%; as
described in pur May 13, 2011 lstter, toreflect the plen changes gffective Juy 1, 2011, Pridr {6 refiecting the plan
changes, the Board confribution would have besh 5.57% of pay. f‘

The last half of ’chf—\ 19963 was charactaﬂzed by hi gh asset :etumes allowing a drop inthe
Board contnbwons T he chaiiengmg matket environment durmg 2001-2003 caused Board
contributions to increase. The plan dmendment associated with Housé Bill 1737 caused the
spike in Board contribution for the fiscal year ending June 30, 2007. All§ increases in cost
sharing from the amendment (i.e. phased increase In employee contributions) were reflected
fully in the conéribution for the fiscal year ending June 30, 2009. MCPS's favorable refurns
on assets-during 2004»20{)7 helped {o lower conmbu’clors in FY2008 & 2008, However, the

MARSH & MGLENNAN
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February 15, 2012

Ms. Susanne DeGraba
Montgomery County Public Schools

FY2008-09 investment losses versed these, ga;ns and, will cause hzgher future
contributions as the assef josses are réflestad in the' smcc‘hed assst valte,

Thete has besn a great deal of votatility in the contr bution raté in the past,and the causes
of this volatility will coptinue into the future, One of the main causes of this volatility is the.
asset returns the fund generates, To caley] late contnbufwns MCPS Uses an actuarial valie
of assets which smoofhes market returns over a 5-year period, but &ven with this smoothing
technique, contributions and funded ratios can be volatile. The following table ilustrates a
distributjen of financial outcomes over the coursg of a one-year time period including the
potential.change in the plan’s funded status and the correspandmg impact on.the.
contribution required for the fiscal year ending in 2014.assuming-that all. actuarial
assumptions are met. Please note that at the 50th percentile the Board contribution is lower
than the corresponding contribution in the 8-year projection table above because it
incorpotates an expected 7.50% investment return, while the B-year pragectmn incorporates
actual unfavorable investment perfemaﬂce thmugh Decembef 31, 2011

" Biscal Y’ear(?‘ﬁ' l " Board Cantrifiufum Sy Fundad " % Funded

Ending = Percehtile as% of Pagro!! Aw& Basus M".& Basis
PR T ey S T T R
June 30,2014  A0th 882 .. 887
June 30, 2014 - 25th 873 . . B42.

_ Jurre 30,2014 " 50th B85 - 703
June30,2004  75th 69.8 ‘ 76.4
“June 30,2014 @ 80th 709 . 820
June 30, 2014 95th 715 853

The follewing statement can be used to interprét the fiest row of this ehart: therels a 5% -
chance (or 1 change.in. 20) that asset returns will be bad enough to resylt in a furided status
of 65.6% orfower, and a Board-contribution of 6.05% of payroll or higher. Similarly, there'is
a possibility that higher than expected returns will actually decrease the future board
coniribittions rieeded to fund the plan. These peréentagss assurrie a normal distribution of

refurns around the mean. There is a school of thought that a normat distribution understales .

the portion of retums in the tails (€. below 10% or above 90%) of the curve.

MARSH & MCLENNAN
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February 15,2012 -

Ms. Susanie DeGraba
Montgamery County Public Schools

@

Assu mptions and Method‘s foF Contributich Projection

Inorderto complete this pro;ect;on we usecf the fcﬂcw ing methods and assumpttons

.
2011 assets to June 30, 2012 ‘and 2l future years. Reflecting the updated asset amount as of
Decembef 3, ?.Oﬁ resui {s'in an $88 million foss compared to the 7.5% assumption

A7.5% amuai reiurri off the mazket valug of a_ssets {gross) from the gctual December 31,

Payroll a&d employée contri buﬁcms for the curmérit number of sitive participants are assuined
to incréase by 1.00% for three years affer 2012°to refléct | ower 8¢ross the boatd increases.
After thige years we assume that payro Iwﬁ? retum to an ultgmate ra’fe of2% annual

R creasea.

T Based cynf‘gﬁida‘ncef»:frem-’MCP‘S*, the active po pU‘latiQﬁ is assurned o grow,at 1% per year. In

order to incorpotate this guidance into the projections, we-have made adjustments to the rate
at which normal cost and total payroll will increase, The payroll is assumed to grow with an
additional annual facic;r that takes into account. the lower compensation typicalt ly peid. to new

.y ,hares«compared to the average forthe populat:on Since the average pay for participanis with

less than or equal to one year of service was 57% of the average pay forall participants,
payroll was assumed. fo grow by an additional 0.57% each year instead of 1.00%. Simifarly, -
the normal cost for new participants is genérally lower than the normal cost of an average
participant. We assumed that the normal ¢ostincreased proporhona Iy to the ndrmal cost of
participants as if they:were in the “new plan” wha had tess than or equal to one year of
service in tha 2011 valuation, Since the average narmal cost for participants with less than or
equal fo one year of service as of July 1, 2611 is 41% the average normal cost for the whole
plan, normal cost was assumed to grow at by an additionat 0.41% for determining the FY,
2014 contrzbut%on

Normal cost far beaef‘ ts-as percent of payrolt i is assumed-to increase by 1% per year in order

© to reflect the aging of MCPS" workforce given the curfent ecanarmic enw ironmient. This results
+ irf a nermal costof 3.61% of payrolt for the FY2014 valuation (before the 0.41% load

discussed in the bullet above), Normal cost is the value of benafits accrued during the year,
and is gne component of the board's contribution rate after being acﬁ;usted for employee

. contributions.

Total expenses are assumed to be 0.70% of beginning of.yé'ar market value of assets

Benef t paymen's increase at a constant rage of 5. 63% per year, whtch isthe EVerage rate of
increase from 2008-2011.
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Ms. Busanne DeGraba

Montgomery County Public Schools

We amortize unreceg nized gains and losses over an open 15«year period. The amount ofthe

amortization is increasing over the next 2 years due to the smosthing of the large asset
losses in FYQGOS . _ A

The results of the plan change effective June 30, 2011 was amoertized over a closed 30 vear
period, which is the same as the method used to amortize the plan change made in 20086.

We assumed that MCPS will contribute the policy-contribution from the valugtion: eaeh year
which is the amount required to %und the narmal cost and amortize the unfunded actuarial:
acerued liability,

Benef t payments, emplcyee contributions and expenses are. as&amec% to ogcur at the mftid%
of each year and .empl oyer contributions are assumed to occur 3 months info. each year. ;

We assumed there wxii be no other gains or losses ather than mv st nt (due solety o,
recognition of past asset losses}, pay and retiree COLAs. In prachce it ts quite hke!y thers.
will be gains or losses due to.future asset performanee, pay increases, COLAs and.
demographics. . .

For the confribution vo latility exhibit, we have relied on portfoho volatifity from expected
based on Mercer's Capital Market Outlook on a one-year fime horizon.

!n erder to incorporate the phase-in of the savmgs from the July 1, 2011 pfan change we first
culated the estimate yltimate savings of the plan change. We calculated th Normal Cost
(NC) as if all of the durrent EPS partscapants had always been employed underthe new plan
_ and comparéd that to the NC of the' same popu!atxon asstming they had always been
employed under the current accrual rate and eontribution environrient. :

With the uftimate i‘mpact of the plan change calculated, the phase-in of savings in the-first
year is calculated as the percent reduction in NC if all participants with less than orequalio -
1 year of service were replaced with similar participants under the new plan. This percentage
reduction was applied to the NC préeviously calcutated for the: July 1, 2011 actuarial valuation
report The process of using current, short service employées as proxres for future hireswas’
repeated for participants with less than or equal to 2, 3, 4, 5, and 6 years of service for the.
2013-2017 valuaifons accordingly. Furthermore, because of the below normal furnever -
experiencad over the past few years, the reduction factor was amplified by assuming that the
future-tumover would be identical to the average experience for FY 2008-2008.

Unless otherwise noted, we used the same assumptions and plan pravisions as for the 2911
valuaticn. Wa assumed therc will be no changes to the valuation assumptions or prows&ons
in the future, .
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February 15, 2012
Ms. Susanne DeGraba
Montgomery County Public Schools-

iimportant Notices

Mercer has prepared this analyszs excluswe y for the Moniczomery County Public. Schacis
- (MCPS), it may not be relied upon by any other party Mercer s not respcns le for refiance
upon this letter by any other party. . :

The only purpose of the letter i$ to provude an idea of the possible patiem of futu;’e
_ contribution ratés ard finded ratio changes. The letfer may: not be used for any other
purpase; Metcer is not re’speﬂsib e for the consequ“en-ces of any unauthorized use.

Decisions about benefit changes grantmg néw benefits, investment policy, funding policy,
“binefit secarty and/or benafit-related fssuis should not be made on the basis:ofan analysis
Cusiig a smgfe setof dssumptions; buf only affer. careful considefation of alteémnative
- economic, financial, demographic and sacial factors, mcfucimg financial sseﬂanes that

assuma sustained mestmer&t losses. .

MCPSis soieiy responsxbfe forselect ng the plan § investment: po!tczes assét allotations and
individual investments. Mercer's actuaries have not provided afty mvestment advme o
MCPS. :

This letter includes or is defived from projections of future funding and/or ab‘coﬂnﬁng costs
, azzdio; benefit related results. To prepare.thesg projections or- res) :,s, various actuarial
ions, as. described in. ifms lefter and the 2011 aatuaﬂal tidn feports were used
 a limited pumber of scenarios from a range of possibifities. Howevér, the future is
he plan’s actual experience will likely differ from the assumpifons utilized and
the & scenarios présented; these differences’ may be significaht or matédial In addition,
different assumptions or scenarios may also be within the reasonable range and resuits
based on those- assumptions would be different. This letter has been created for a limited
‘purpdse, js presented af a pafticular point in ime and should net be viewad as a prediction
of the plan's future-financial condition. To prepare the results shown in this 2etter variaus
actuaral methods, as descnbed inthis Ietter and the 2011 actuarial valuation report were
uSed

3 S

Because modelifiy all aspects of a situation is not'possible or practical, we use summiary
information, estimates, or simplifications of calculations to facilitate the modeling 6f future events
Inan efficient and cost-effective manner. We also exclude factors or data that are immaterial in
our judgment. Use of such simplifying techniques does not, in our Judgment, affect the
reasonabianess of pro;ected valuation results forthe plan, A

To prepare this analysis, actuar al assum:)txons as described herein and in the July 1, 2011
actuarial valuation report are used in & forward looking financial and demographic model to

MARSH & MCLENNAN
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Ms. Susanne DeGraba
Mantgomery Gounty Public Schoels

present a single scenaric from a wids range of p@ssm; ies. The fesults based on that single-

- scenario are included in this fetter. The future is uncertain and-the plans’ actual experfence wil|
differ from the assumptions used; these differences may bé significantor material because these
results are very sensitive to the assumptions made and, in some cases, to the interaction
between the assumpt iong.

Different assumptions or sceharios within the range of possi ibili ties may alse be reascnab & and
results based or those assumptions would be different. As a result of the uncer‘:amty inherantin '
a forward Tooking projection over a very long perccd of time, o ane projection is “corract” and

. many alternative projections of the future could also be regarded as reasonable. Two different
actuaries could, quite reasonably, arrive at different results based on the same data and different
views of the future Due tg the limited scope’ of Mercer's’ assxgnment, Mercer will hot perform or
present an anal y3ts of the potential range of future possibilities and scenarios unless requested.
At MCPS's request, Mercer s available to determine the cost of a range of scenarios.

Actuarial assumptions may also be changed from one valuation to the Next because of chianges
in mandated requrrements plan experience changes in exgectat;oﬁs about the future and ather
factors. A change in assumptions is not an indication that prior assumptions. were unreascnabi
when made, .

The calculation of actuarial ligh h‘cres for valuation purposes is based on'a current estimate of
future benefit payments. The calculation includes 8 computation ofthe: "present valyg" of those
estimated future bénefit payme«n’rs usmg an assumed discountrate; the higher the discount rate
~ assumption, the lower the éstitnated liabil ity will b&. For purposes of esfimating thé liabllities

- (future and accruedy in this fefter, you selected an assumption based on the' expected long térm
rate of return on péan investments. Using a lower discount rate assumptior; such ds a rate based
on long-term bond ylelds, could substantial ly ingrease e estimated presént value of future and
actrued liablities, thus increasing the. savings estsmated in this letter, but also intreasing the cost
of thie remaining benefi ts. -

Bncause analyses are a snapshot in time and are based on estimates and a&umpﬁsons that ate
- hot precise and will differ from actual experience, contribution calculations are similarly
imprecisg, There é’s fio actuarially “correct” levél of contributions for a pamcu ar plan year,

Valuations do not atfect the ulfimate. cost of the Flan, enly the fiming of contributions and/or
expense recognition into the Plan. Plan funding occurs over time. Contributions ndt made ofe
year, for whatever reason, inciuding errors, remain the respons:b: ty of the plan sponsor and can
be made i in later years, If the contribution levels over a'period of years are lower of hi gher than
necessary, it is'narmmal and expected practice for adjustients to be made to future contribution
levels to take account of this with a view to funding the plar over time:
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Ms. Susanne DeGraba
Montgomery County Public Schools

Data, cgmputer goding, and. mathemat&cal errors arg possible in the. preparat;on of an anal ysts
Tavelving complex-eomputer. programming, zhousands of calculatxons and data inputs, and limited
tme to.complets the analysis, Errorsinan anaiysis cfsscoverec& afterits preparat on may be
corrected by amendment to the analysis lster. -

Assuimptions used are based on the last experience study, as adopted by the Board MCPSis
responsible for selecting the plan’s funding policy, actuarial valuation methods, asset valuation
methods, and assumptions: The policies, methods and assump’tmns used inihis analysis are
those that have been-so prescribed and afe described in the July 1,2010 valuation report. MCPS
is-solely respons ible for commumcaﬁng to Mercer any changes reqwreé thereto
::Fo prepare this ana lysis; Mercer sed and d _on ﬁnanc:la -data and partsc;paﬂ?t da..a supptted
by MORS and summarized in the'July 1, 2011 actuarial valuation repart. Mercer alsa included an
updated trust asset valug of $99Q million provrded by don Grabel at January 1, 2012. You are
responsible for ensuring that such participant data pro\ndes an accurate deéscription of all
pefsens' who are’ pamczpants under the terms of the Plan or otherwise entitled : as of the date of
the analysis that is-sufficiently. camprehensf\fe and accura%a for purpases of this analysis. .
Altheugh Merter has reviewed the data in accordance with Actuarial Standards of Practice

No. 23, Mefeer has riot vertf ed or audited any of the data or mformatmn provided.

Mercér has also used and relied on the plan documents, mciudmg amendments; and
‘mtefgretauons of plan, provisions, suppli iad by MCPS and will assume for. purposes of the ,
analysis that copies of any official. plan dosument, including all amendments and colléctive
bargaining agreements as well as.any interpretations of any such docliment, have been
prawde@ to Mercer along with-a written summary of any other substantive-commitments. MCPS

s solely responsgble for the validity, accutacy and compretiensiveness of this n’?crmatlon if the
data of plan provisions supplied are not accurate and complete, the analysis results may differ’

Signifi camly from the results that would be obtained with accurate and complete information; this

may require a later revision of the anatyszs Moreover, plan documents iay be suscaptible to
different interpratations, each of which could be reasonable, and that the different interpretations
could lead to different valuation results. - ,

CPS shou id notzfy Mercer prempﬂy aﬂer recetpt of thts !etter if MCPS disagrees with anythmg
contamed in the report or is aware of any information that would affect the results of the report
that has not beety.communicated to Mercer o incorporated therein, The.report will be deemed
final ang acceptable to MCPS unless MGPS profmptly provides. such notice to Mercer.

nF he mferma‘zsen centainéd in this document (including any attachments) i is not fniended by
Mercer to be used, and it cannot be used, for the purpose of avoiding penalties under the.
Internal Revenue Code that may be imposed oni the taxpayer.
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Ms. Susanne DeGraba
Montgomery County Public Schools

Professional Qualifications

We are available to answer any questions on the material contained in the repott, or to

- provide explanations or further details as may be appropriate. The undersigned credentialed
actuaries meet the Qualification Standards of the American Academy of Actuaries to render

the actuarial opinion contained in this report. We are not aware of any direct or material .

indirect financial interest or relationship, including investments or other services that .could

create a conflict of interest, that would impair the objectivity of our work. Please call Doug

Rowe at 410 347 2806 or Colin Bracis at 202 331 5294‘ if you have any guestions or

concerns regarding the projections.

Sincerely,

4 ;@.ﬁe

Dougif L Rows, FoA MARA EA Colin Bracis, ASA, EA, MARA

Copy:
Jonathan Grabel, MCPS
Matt Fishel, Mercer

" Enclasure

v tiabumepsish year projection letter, 26712.doc

W MARSH & MCLENNAN
%‘ COMPANIES

@2



Attachment B

Addendum to the February 15, 2012 “Six-Year Projection
of Board Contributions to MCPS’s Pension Plans” Letter

As you requested, we have updated the projected Board contributions and funded ratios t6
the Monigomery Ccunty Fublic Schools Employees’ Retirement and Pension Systems (the

“Plan”) for the next six years to incorporate the updated market value of assets of $1,040
million as of February 14, 2012 provided by Jon Grabel.

The results are summarized in the table below

: Fiscal Year (FY)  Board Contribution % Funded % Funded
Valuation Date Ending as % of Payroll  AVA Basis MVA Basis

July 1, 2011 June 30, 2013 5,42 70.1 88.5
July 1,2012 June 30, 2014 581 8.0 877
July 1, 2013 June 30, 2015 6.02 68.1 887
July 1, 2014 " June 30, 2016 5.85 715 ' 71.8
July1,2015  June 30, 2017 5.69 744 740
July 1, 2016 June 30,2018 5.64 - 759 ~ 75.9
SJuly 1, 2017 June 30, 2019 5.55 ’ 77.8 77.6

Data, assumptions, methods, and plan provisions utilized in the above calculations are
detailed in the February 15, 2012 leter, ) A N

Please also refer to the Important Notices. outlined in the February 15, 2012 letter.

IS idbimepsiaix year projection etter_2012 addenduim.dee
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" Attachment C

Douglas L. Rowe, FSA MAAA EA
Principal

One South Streef, Suite 1007
Baltimore;, MD 21202

+1 410 347 2806

Fax +1 410727 3347
douglas.rowe@rmercer.com
WWW.IMErCer.comt

Via Electronic Mait

Susanne G. DeGraba

Chief Financial Officer

Montgomery County Public Schoals
850 Hungerford Drive

Rockville, MD 20850

February 17, 2012
Subject: Funded ratic of the Employses’ Retirement atd- Penszzm Systems
Dear Sue |

The plrpose of this Fetter is to respond to your question about ways to improve the funded ratic’ of
the Employees’ Retirement and Pension Systems. We will leave out mostof the theory and just.

- cover the options themselves for improving the plan’s funded ratio, I yoit Want fnore backgrourid
or theory, please let us know. Some of the opticns may not be practical now or anytime soon, but
we'll mention them anyway férthe sake of comp:ehensweness ‘

You've probably seén the following equatzon vsed to expiam the uitxmate cost of reti rement
programs.

Contributions (employé and employee) investment QSMF:}QS = B‘efne"fits +-8Xpenses
The same four elements controf your furided ratio, but withi ‘a fow twists, -

For exarmple, MCPS already contributes each year to cover plan expenses Sothe only way that
‘reducing pian expenses would help to imgrove the fundecf ratlo is If you continued to contnbute
the hi gher amount even after reduging expenses L

Lower benafits raduce liabilities and, eveérything else bemg equal, lmpsrove e funded ratzc Lower
benefits can come from plan amendments, such &5 last year's change or lower pay as’ your plan-
has experienced over thé last coupl e of ysars due to b&dget constraints. -Someone using -
employer contributions as the measure of individual pension remuneration and believing in'a tatal
remuneration approach might argue for lower pay incresses when pensi ion centnbutu:sns mcrease
regardiess of budgst constramts ' : S

Higher mVesment income irnproves the funded ratio. The amc«unt of mveshnem iticome can be
increased by increasing pEan assets. A higher rate of investment incomé ustally has sk~ < ¥
implications and its timing can't be controlled. For many years during the last quarter of the 20th
century, invesiment'gaingled fo significant improvements in funded tatios for many public sector
plans and, in some pians, significant improvements in bensfits, Few investment advisors séemito -
expect this to be a significant source of actuarial gain over the next 10 years considering that
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February 17,2012

Susanne G: DeGraba
Montgomery Gounty Public Schoo

invesiment performance needs to exceed the Plan’s investment return assumgﬁon of 7.50% in
order to generate gains. Reducing the assumption could lead to actuarial gains, but would alsa
reduce the Plan’s funded ratio immediately.

Higher employse contributions only improve the furfded ratfo if the employer doesn't reduce its
contributions. correspondmgly ‘When the budget allows, you might.consider reversing seme or alf
of the reduction in MCPS centributions that you: recagnized for the July, 2011 increase in

~ employee contributions until the funded ratio reaches the desired level.

That leaves higher employer contributions as the only other way. to ;fnprove the funded ratio riore
quickly than it otherwise would improve. Increasmg contributions to improve the funded ratio
involves a trade off between higher volatility in contributions {f you enly want {o contribute exira
when the funded ratio is below a desired Ievef) higher contributions (if you're willing to contribute
more regardless of the funded ratio) and slower improvement in fupding ratic. In other words, if
you want to increase the funded ratio quickly wheri it's low, you have to be ready to increase
contributions quickly in meaningful amounts. Before we go into detail on forms of higher
contributions, we would like to like to describe what the combination of actuarial cost methods and
current GASB standards are suppose to do and what can go wrong :

Most' actuar;ai cost mexhods prcduce {1) a Norma Gcst and (2) an Unﬁmded Actuana{ Accmed
Liability (UAAL) to amortize to reach 100% funding. i the amortization period is closed (a GASB
term meaning that the remaining amortization period is reduced each year until it reaches zero), in
the ahsence of future: actuarial gaing/losses, assumption changes, or plan changes, the UAAL wil
eventually reach zero. GASB . aliows average amortization periods. of up to 30 years.and allows:
both level dollar amartization and level percentage of assumed payrolt amortization. Long
amortization peneés and-level percentage of assumed payrolt amortization can resuitin the UAAL
mcreasmg for. many years béfore it finally decreases back to its original amount and then fo zero
The plan change portions of MCPS's UAAL are in this'i increase period now. For exariple, the
UAAL for the 2006 improvement increased from. $124.2 millian at July 1, 2010 to $125.2 million at
July 1; 2011, but this $1-million increase is enly 0.07% of the AAL so its impact of the funded ratio
is mi nzmai Please arso note that the funded ratio can lmprove even while the UAAL is Increasing.

GASB also a rows open amortization, Thss means that in the absence of plan chahges,
assumption changes OF fmure actaanai gains/losses, the UAAL will never reach zero hecause the

YA rela‘c vely small percentage of plans use g cost method that does not directly calculate an
Actuarial Accrued Liability (AAL) each vear.

MARSH & MCLENNAN
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February 17, 2012

Susanns G. DeGraba

Montgomiery County Public Schools

UAAL is re-amottized over its set period eveng yedr. MCPS USes this method and'a 151 year
amortization period for actuarial gainsflosses and assumption changes'in order to redute the:

volatifity of contribution requirements. You méght say that this approach depends on future
actuarial gains to offset past actuarial losses in ordérto réach 100% funding. Or you might say
that this approach servés to conimuaﬂy improve the plan’s funded status and funding ratio, but by
a smaller and smaller margin each year so that the funded status will hever reach $100% without'.
‘actuarial gains, assumption changes, of plan chariges: Undeér the GASB Exposure Drafts,
continuing to use this method may have hegative canséequences for pﬁaa acccunhng, ie. the
required se of @ discoutit rate based on a cofribination of expécted plan asset réturns and
municipal bond retums (GASB has Stated that it is not trying to" gox;'em p ah- fundmga)

Relatively few plans use a cost methoci that does not directly catcuia’fe an Actuarial Accrued
Liabiiity (AAL) each year. ‘ .

The things that can prevent this designed progression to 100% funding aré actuatial expériénce
losses (g.g. lower than assumed investment returns, higher than assumed pay increases of retiree
COLAs, retfirees living }snger than assumed, a lag in actually contributing higher amounts when
contribution requ:remen%s aré mcreasmg, etc.), changefs in actuanal assumpﬂans and plan- " ‘
improvements. Of ccu?sa actiarial gaing’ and benefit reductinis cah imiprovethe funded rat

- At July 1,2011, MCPS had UAAL of $435 million due to a combination of:

«  The UAAL amdunt of $176 million in 2005 wher the aifigriization period was re-set. Thts ’
included asst}mptmn changes made at that time, ong of whlch was the rﬁducﬁen inthe -
investment return assumption from 8% to 7. 5%.

« A nstof $108 miltion due a plan irprovement i 2008 and a benefit reductlon in 20?1

+  Actuarial lesses and changes in aciuarial assumiptions sincde 2605

In the addendum to our letter dated February 15, 2012, olr projections show the AVA fundéd Fatio
improving from 70.1% at July 1, 2011 {0 77.6% at July 1, 2017 baséed on Fehmary 14, 2012 plan
assets (or 74.8% projecting ?rom Décember 31, 2011 assets-which were $50 million lower). Déiing
this projection pencd $24 million of pre-July 1, 201+ actugrial investment [osses (compared to the
assumpﬁ;cn) wz be reoogmzed in the AVA as wﬁf approxmate y $4O mflizon usmg February '14
from July 1, Zi}ﬁ through December 31 201 1 Those pro;ectzens assume ne cther actuaﬂal
ga;nsﬂosses except the Impact of the one year Jag between the valuation date and the date that
the contribution rate changes. The projections do not show steady improvemesnt from 70.1% to
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Susanne G. DeGraba

Montgémery Cotinty Public Schools

- 77.6% for 74.9%). They show the AVA funded ratie dipping fo 68.0% (or 66.7%) dus to
_ recognition of investment losses inthe AVA and then steadily. smprt}v ng o 2017.

Here are, some. posswb?ztses for 1mprovmg the funderf ratio more that it would otherw;se improve.

. Chcose a da lar am@unt of add:ttona[ centr but ions. Smce the AAL was $1 454 b illion at July 1,

2011, an additional contribution of $14.54 million on that date would have improved the funded

. ratio by 1%. The AAL is likely to gro for. the: foreseeab le future, “Zathe cost of each 1%

improvement Is fikely fo grow. -An extra half or quarter ‘of apercent rmght be worthy goals also
with propcrﬁenately tower-cash. requirements. For any given dollar amcmm or tmprovement
percentage, mult-year additional contrlbuuens will have more rmpac’f than only one acﬁd:trona{
contribution, -

— A'variation ¢n the extra ccnmbutxon concept is i'o maké the exira contnbuﬁens any time the
funded ratie falls below your minfmum desired level arid to make the extra contributi lons
until thefunded ratio retutns fo the desired levei This pe icy cauld result in high.

- reontribufion volatility. .

. an way. ta mcrease contmbut;sns as to reduce the amomzatton penod Far accaunﬁng
purposes: GASB has: proposed a ;aerrod equal to the averdge. remammg expacted work years
of active patti¢ipants. We'll be measuring that period for MCPS as we lock at the GASB
proposals. The period probably is.cloger to 10 years than it is to 18 and may be even shorter
than 10 years. If we had used a 10 year amoriization period in the 2011 valuation instead of a
combination of 15, 25.and 29 years remaining, the contribution for FY 2013 would have
increased by $16.8 milfion. You could phase dcwn the amartization period instead of jumping
all the way to 10 years Using 15 years for-all UAAL would have only increéased the FY 2013
centribution by, $2 8 million; using 14 years would have meant a $4.8 il on increase
{cumulative, not in addition to the $2.6 million).

«  Alternatively, you rmght accelerate the amcr‘zzat on oﬁly for the portion of UAAL bel low a
specified minimum geal. You were $142.9 milticn below 80% funded on July 1, 2011 and
$28, ,3 million: be ow: 9@% funded ai thai time. Addltmnal contributions to fund those shoiifalls

o ramamggoar

Amomzatirzm pérw& - 80% 80%-
o Syears - 3139m ilion $38.0 milliah
10 yaars S4.7milion $9.4 milien
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if you had that policy in 2310, the additional contributions would have been even higher.
Please note that we do not mean to imply that either 80% or 90% should be your ultimate
funding ratic target, only that they may be sufficient targets for accelerated contributions.

While improvement in the funded ratic is.an important goal, the need for additional steps to speed

that improvement and the priority of that goal versus other budget considerations are less clear. In

the absenice of further actuarial losses or plan improvements, the six year projections in the
February 15, 2012 letter show the funded ratio dipping then improving over the next six years.
Only you can decide whether that improvement will be sufficient to satisfy bond rating agencies,
constituents, etc. Your 7.5% investment return assumption and 15 year amortization period
probably are better than the average public sector plan’s already, but they aren't on the leading’
edge. A shorter amortization period would move you toward the leading edge and closer to the
GASB Exposure Drafts” accounting requirements. Remesmber that GASB only govemns ,
accounting, not funding. We recommend that you consider the implications under a range of
economic scenarios before making any change in funding policy.

The liability, contributions and funded ratios in this letter are based on the data,»assumptions,
actuarial methods, plan provisions and important notices shown in the 2011 Actuarial Valuation
Report dated October 17, 2011 and the Six-Year Projection letter dated February 15, 2012,

The undersigned credentialed actuaries meet the Qualification Standards of the American
Academy of Actuaries to render the actuarial opinion contained in this document. We are not -
aware of any relationship, including investments or other services that could create a conflict-of-’
interest that would impair our objectivity.

Sino‘ereiy,

Dougl s L. Rowe FSA MAAA, EA Colin Bracis, ASA, MAAA, EA,
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".MCPS Empioyee Benefit Trust Fund

Schedule of FY2012 Actual Expenditures for the Active Employee Trust Account

.As of June 30, 2012 (Actual Through February 29, 2012)

Reverniue Receipts:
County Appropriation
Entérprise Funds
Capital Projects
Supported Programs
Employee Payments
Optional Life
investment Earnings
Rebates/ Recoveries/Other

Total Revenue
Expenditures:

Premiums:
Prudential Life
Aetna Dental
Kaiser Permanente Health Plan
All Other '

Claims:
Dental
Health
Prescription

. Vision

Administrative Expenses

Total Expenditures

FY12

Attachment D

Projected Variance

Projection YTD actual Remaining Total Fav - (Unfav)
215,479,223 211,391,723 4,087,500 215,479,223 -
8,683,933 5,182,596 . 3,501,336 8,683,933 -
775,679 485,567 245,219 730,785 (44,894)
6,577,451 4,608,540 2,680,810 - 7,289,350 711,899

22,559,100 14,041,405 18,682,716 22,724:,121 165,021

686,026 409,163 271,328 680,491 (5,535)
29,370 14,553 11 882 26,435 (2,935)
5,923,584 4,805,946 939,575 5,745,521 (178,063)
260,714,366 236,481,749 24,878,110 261,359,860 645,494
3,506,400 2,361,515 1,195,385 3,556,900 (50,500)
1,920,800 1,217,556 619,454 1,837,010 83,790
39,675,600 25,347,339 13,449,386 38,796,725 878,875
9,893,280 6,709,888 3,395,144 10,105,033 (211,753)
13,171,785 8,611,118 4,486,900 13,098,018 73,767
140,959,162 90,574,266 47,263,800 137,838,066 3,121,096
53,596,565 35,625,461 18,311,800 53,937,261 (340,896)
172,034 94,623 50,500 145,1'23 26,911
940,197 28,354 920,089 948,443 - (8,246)
263,835,823 170,570,120 89,692,458 260,262,578 3,573,246
. (3,121.457) : 1,097,282 4,218,739



MCPS Employee Benefit Trust Fund

Schedule of FY 2012 Actual Expenditures for the Retired Employee Trust Account

As of June 30, 2012 (Actual Through Febuary 29, 2012)

Revenue Receipts:
County Appropriation
Retiree Payments
Investment Earnings
Rebates/ Recoveries/Other
Medicare Part D Reimbursements
Total Revenue
Expenditures:
Premiums: .
Prudential Life
Aetna
Kaiser Permanente Heaith Plan
All Other
Claims:
Dental
Health
Prescription
Vision’
Administrative Expenses

Total Expenditures

Aftachlnent E

FY12 Projected Variance
Projection . YTD actual Remaining Total Fav - (Unfav)
- 48,105,935 47,193,435 912,500 48,105,935 -
28,547,417 19,286,284 9,515,806 28,802,090 254,673
8,224 4,053 2,741 6,794 (1,430)
3,737,000 869,371 ' 724,500 1,593,871 (2,143,129)
4,205,000 3,108,400 907,600 4,016,000 {189,000) |
84,603,576 70,461,542 12,063,147 82,524,690 (2,078,886)
1,837,200 1,384,440 702,800 2,087,240 (250,040)
336,000 232,823 119,600 352,423 (16,423)
6,403,800 4,372,775 2,149,600 6,522,375 (118,575)
3,306,800 2,287,560 1,147,600 3,435,160 - (128,560)
3,986,506 2,745,659 1,477,000 4,222 659 (236,153)
33,069,861 120,261,441 11,039,500 31,300,941 1,768,920
29,130,348 18,812,024 10,424,000 29,336,024 (205,6786)
56,480 36,864 18,800 55,664 816
386,799 8,185 379,915 388,100 {1,301)
78,513,504 50,241,771 27,458,815 77,700,586 813,008
____ 6,089,982 4,824,103 (1,265,879)
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