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DESCRIPTION/ISSUE
Council staff will review compensation and benefits for all agencies in the FY21 recommended
operating budget, covering five key issue areas:
•
•
•
•
•

FY21 budget and compensation context;
Overview and analysis of FY21 agency requests for pay adjustments, retirement, and group
insurance;
Other Post-Employment Benefits (OPEB) pre-funding and the Executive’s FY20 recommended
OPEB Savings Plan;
An analysis of compensation cost sustainability; and
Compensation related Non-Departmental Accounts.

COUNCIL DECISION POINTS
The Council will take initial straw votes on several compensation and benefit items, listed below
along with Council’s staff recommendation within a continuity of services framework. Decisions on
compensation and benefit provisions in the negotiated collective bargaining agreements for
represented County Government employees will be made separately.
1) Group Insurance (see pages 10-14). Council staff recommendation:
a. Support the agencies' FY21 tax supported requests for active employee costs.
b. Support the agencies' FY21 tax supported pay-as-you-go requests for retiree costs.
c. Support the Executive’s recommended FY21 OPEB pre-funding.
d. Support the recommended FY21 projection for the County Government's Employee Health
Benefits Self Insurance Fund ($295.0 million).
e. Encourage MCPS to take further efforts to move toward aligning the group insurance
premium cost share for active employees with the cost share established by County
Government.

2) FY20 OPEB Savings Plan (see pages 14-15). Council staff recommendation: Approve the
Executive’s proposed FY20 OPEB Savings Plan of $21.1 million.
3) FY21 Allocations for Retirement (see pages 9 and 18-19). Council staff recommendation:
a. Approve the recommended total FY21 County contributions for the County Government’s
retirement programs: $55.4 million for the Employees' Retirement System (ERS), $22.9
million for the Retirement Savings Plan (RSP), and $8.3 million for the Guaranteed
Retirement Income Plan (GRIP).
b. Approve the recommended FY21 administrative and operating budgets of the ERS, the RSP,
the Deferred Compensation Plan (DCP), and the Consolidated Retiree Health Benefits Trust
(CRHBT).
4) Pay Adjustments for County Government Non-Represented Employees (see page 2). Council
staff recommendation:
•

Consistent with the continuity of services framework, decisions on pay adjustments for nonrepresented employees should align with the decisions made for other employee groups.

5) Pay Adjustments in Other Agencies (see page 8). Council staff recommendation:
•

Consistent with the continuity of services framework, the Council should request that
MCPS, Montgomery College, M-NCPPC, and WSSC make decisions on pay adjustments that
align with the Council’s decisions for County Government employees. Make final decisions
on M-NCPPC and WSSC pay adjustments at the May 7 bi-county meeting with the Prince
George’s County Council.

6) Other Compensation Issues (see page 17). Council staff recommendation:
a. Approve the Executive’s recommended FY21 funding for: Consolidated Retiree Health
Benefits Trust NDAs, Group Insurance for Retirees NDA, Montgomery County Employee
Retirement Plans NDA, State Positions Supplement NDA, and State Retirement Contribution
NDA.
b. Recommended FY21 funding for the Compensation and Employee Benefits Adjustments
NDA that is consistent with the Council’s final decision on employee pay adjustments.
This report contains:
Council Staff Report
Staff Report Attachments

1-17
©1-16

Alternative format requests for people with disabilities. If you need assistance accessing this report
you may submit alternative format requests to the ADA Compliance Manager. The ADA
Compliance Manager can also be reached at 240-777-6197 (TTY 240-777-6196) or at
adacompliance@montgomerycountymd.gov

MEMORANDUM
May 1, 2020
TO:

County Council

FROM:

Craig Howard, Deputy Director
Aron Trombka, Senior Legislative Analyst, OLO

SUBJECT:

Compensation and Benefits for All Agencies

1. BUDGET AND COMPENSATION CONTEXT
The Executive’s FY21 recommended tax supported aggregate operating budget is $5.133
billion, an increase of 2.0% above the FY20 amount. Across the four County-funded agencies,
employee compensation costs (consisting of salaries as well as benefits) comprise about 80% of
all agency operating expenditures. As such, the cost of government is driven by both the number
of employees and the cost per employee.
Overall, the four County-funded agencies have requested tax supported FY21 operating
budgets with a combined $3.63 billion for employee pay as well as employee and retiree
benefits. The aggregate total request for employee/retiree compensation is up by 1.6% as
compared to FY20.
FY20 Approved and FY21 Requested Tax Supported Compensation Costs by Agency
Agency

FY20

FY21

% Change

County Government

$1,057,638,540

$1,060,837,225

0.3%

MCPS

$2,182,131,542

$2,226,826,764

2.0%

Montgomery College

$217,168,057

$219,315,361

1.0%

M-NCPPC

$116,078,456

$123,070,997

6.0%

$3,573,016,595

$3,630,050,346

1.6%

Totals

Since compensation costs are the dominant factor in the cost of providing County
services, the long-term sustainability of County agency operating budgets is dependent upon
maintaining a balance between compensation cost growth and revenue growth. Increases in
compensation costs will demand the expenditure of additional resources. The 1.6% increase in
the aggregate four-agency compensation request is lower than the projected growth in tax
supported revenues of 2.6% from FY20 to FY21 in the County Executive’s March 16 budget.
However, the March 16 revenue projections assume the Executive’s recommended tax
increase and were produced prior to the current health crisis. As detailed in the Council’s budget
overview presentation last week, County tax revenues could be reduced by as much as $600
million over FY20 and FY21 combined due to the health crisis.

While the Council is exploring “continuity of service” budget options for FY21 based on
the current fiscal and economic uncertainty related to the COVID-19 pandemic, no decisions
been made on compensation and benefit costs. The Council will review detailed information on
the various cost components and proposed increases as part of today’s worksession, and is
currently scheduled to take action on County Government compensation benefit costs and
collective bargaining agreements on April 30. For MCPS, Montgomery College, and M-NCPPC,
final decisions on proposed FY21 pay and benefit enhancements will be made by their respective
governing bodies based on the ultimate funding levels approved by the Council.
2. PAY AND RETIREMENT
A. County Government FY21 Recommended Pay and Retirement Adjustments
For FY21, the Executive negotiated new three-year agreements with MCGEO and the
FOP and a new two-year agreement with the IAFF. The Executive also has recommended pay
adjustments for non-represented employees and members of the Management Leadership Service
(MLS) and Police Leadership Service (PLS). The Executive proposes a different combination of
general wage adjustments and service increment for each of the five employee groups. The table
below shows the FY21 general wage adjustments and service increments negotiated by the
Executive. In addition, the Executive recommends funding a “salary schedule adjustment” for
eligible FOP members as well as a past year service increment for eligible MCGEO members
who did not receive a service increment during the recession year of FY11.
Executive Recommended
FY21 County Government General Wage Adjustments and Service Increments
Employee
Group

General Wage
Adjustment

Service Increment1

Past-Year Service
Increment

Salary Schedule
Adjustment

MCGEO

1.25%
(effective Oct. 2020)

3.5%

1.25%
from FY11
(effective July 2020)

None

FOP

1.0%
(effective July 2020)

3.5%

None

3.5%
(effective July 2020)

IAFF

2.25%
(effective Aug. 2020)

3.5%

None

None

NonRepresented 2

1.25%
(effective Oct. 2020)

3.5%

None

None

MLS/PLS

1.25%
(effective Oct. 2020)

Performance-based
pay increases in lieu of
service increments.

None

None

Non-MLS/PLS employees would receive the service increment at the first pay period following the employee’s
hiring anniversary date. The effective date for MLS/PLS performance-based pay increases is July 1, 2020.
2
As detailed in Section 33-102 of the County Code, non-represented employees include employees in non-merit
position and other senior managers; employees who provide direct staff or administrative support to senior
managers; and all employees of the Office of the County Executive, the County Council, the Office of the County
Attorney, the Office of Management and Budget, the Office of Intergovernmental Relations, the Office of Human
Resources, the Merit System Protection Board, and the Ethics Commission.
1

2

The Executive’s recommended operating budget also includes several additional forms of
pay adjustments as described on the following pages.
General Wage Adjustments: The Executive recommends general wage adjustments
(GWAs, also known as cost of living adjustments) of 1.25% for MCGEO members (effective
October 1, 2020); 1.0% for FOP members (effective July 1, 2020); 2.25% for IAFF members
(effective August 1, 2020); and 1.25% for non-represented employees (effective October 1,
2020).
Special General Wage Adjustment for Employees Not in Retirement Plan: The
Executive’s negotiated agreement with MCGEO includes a provision that would provide an
additional 1.0% GWA (or lump sum) for part-time employees who have opted out of the County
retirement benefit or who participate in a State retirement plan.
Service Increments: The Executive recommends that all County Government merit
system employees (excluding Management Leadership Service) who are not at top of grade
receive a 3.5% service increment (also known as a step increase) in FY21. An employee receives
the service increment in the first pay period following his/her employment anniversary date.
MCGEO Past-Year Service Increment: The Council did not fund service increments for
any County employees in FY11, FY12, and FY13 because of fiscal constraints. The Executive’s
agreement with MCGEO offers an additional service increment of 1.25% (effective July 1, 2020)
for bargaining unit members who did not receive a service increment in FY11.
FOP Salary Schedule Adjustment: The contract negotiated by the Executive with the FOP
includes a “salary schedule adjustment” of 3.5% for FOP members who earn a salary below the
maximum base salary. In effect, this provision would provide a second FY21 service increment
to FOP members who are not at top of grade. The Executive recommends awarding this pay
adjustment July 1, 2020.
Performance-Based Pay: Employees in the Management Leadership Service (MLS) and
the Police Leadership Service (PLS) are eligible for performance-based pay increases in lieu of
service increments. The Executive’s recommended FY21 operating budget includes $1,135,278
($515,390 tax supported) in the Compensation Adjustment and Employee Benefits nondepartmental account to fund performance-based pay increases for MLS/PLS employees. The
budgeted amount for MLS performance-based pay increases is unchanged from FY20. Since
MLS/PLS employees are non-represented, performance-based pay is not included in any
collective bargaining agreement.
Lump Sum Payments: The Executive negotiated an agreement with MCGEO that
includes a one-time lump sum payment of $1,000 for employees (including those at top of grade)
who are not eligible for a service increment in FY21. The lump sum payment is categorized as a
one-time cost since it does not recur in future years and does not raise future year employee
salaries. The FY20 contract with MCGEO also includes a one-time lump sum payment of $1,200
for employees who will not receive a service increment this year.

3

Retirement Contribution Shift: For MGEO members and non-represented employees, the
Executive recommends changing the percent of annual salary contributed by both the employee
and the County Government. As proposed by the Executive, the County’s contribution rate will
increase by 1.0% of the employee’s salary while the employee’s contribution rate will decrease
by 1.0% percent of salary.
The contribution shift would apply to employees participating in the Employees’
Retirement System (ERS, the defined benefit pension plan for most uniformed public safety
employees as well as general government employees hired before October 1994), the Retirement
Savings Plan (RSP, the optional defined contribution plan for general government employees
hired since October 1994), and the Guaranteed Retirement Income Plan (GRIP, the optional cash
balance plan for general government employees hired since October 1994). The Executive
recommends awarding this adjustment effective July 1, 2020. The table below summarizes the
proposed changes in retirement benefit contributions recommended by the Executive.
Employee and County Retirement Benefit Contributions
Percent of Annual Salary
Current

Executive Recommended

Employee3

County

Employee

County

6.0%

5.0%
5.75%

Actuarial
calculation of
County’s portion
of normal cost.

Non-Public Safety
ERS (Defined Benefit)
Public Safety
ERS (Defined Benefit
Groups E & J)
Non-Public Safety
RSP (Defined Contribution)

6.75%

Actuarial
calculation of
County’s portion of
normal cost.4

4.0%

8.0%

3.0%

9.0%

Non-Public Safety
GRIP (Cash Balance)

4.0%

Actuarially
determined*

3.0%

Actuarially
determined*

Public Safety
RSP (Defined Contribution)

3.0%

10.0%

2.0%

11.0%

Public Safety
GRIP (Cash Balance)

3.0%

Actuarially
determined*

2.0%

Actuarially
determined*

*The County’s contribution is actuarially determined each year based on a variety of factors, including investment
experience, salary growth, cost of living adjustments etc.

3

The employee contribution rate shown in the table is for annual earnings up to the Social Security wage base (the
maximum earnings subject to the full Social Security taxes). For 2020, the Social Security wage base is
$137,700. The employee contribution rates for earnings greater than the Social Security wage rate is 8.0% for nonpublic safety ERS members; 10.5% for public safety ERS members; 8.0% for non-public safety RSP and GRIP
members; and 10.0% for public safety RSP and GRIP members. The rate above the SS Wage base would also be
reduced by 1% based on the proposed legislation.
4
Normal cost is the actuarial present value of benefits accrued in the current year. In other words, the normal cost of
a pension is the amount the employer must set aside in that year to cover the cost of an employee’s benefit earned in
the same year.

4

The contribution shift proposed by the Executive is not a pay adjustment as it would not
alter an employee’s annual salary. Nonetheless, the contribution would have effects that are
similar to a pay increase from the perspective of both the employee and the County. The
proposal would increase an employee’s take home pay while adding to County costs.
Longevity Adjustments: County Government employees who have worked a specified
number of years are eligible for a longevity adjustment to their base pay. As shown in the table
below, longevity adjustments vary by employee group. MLS/PLS employees are not eligible for
longevity adjustments. The Executive recommends funding existing longevity adjustments for
eligible employees.
Executive Recommended FY21 Longevity Adjustments
Employee Group

Years of Service

Percent

18

3.0%

24

3.0%

20

3.5%

24

2.5%

16

3.5%

20

3.5%

20

3.5%

24

3.5%

20

2.0%

MCGEO (non-public safety)
MCGEO (public safety)
FOP
IAFF
Non-Represented5

Military Service Credit: The Executive negotiated a contract with MCGEO that would
enhance the defined benefit (pension) benefit for Sheriffs and Correctional Officers. Under the
current pension plan design, employees with past military service may purchase up to 48 months
of credit to count toward the calculation of their years of service used to set their pension benefit.
The amount an employee would pay to purchase a military service credit is based on a variety of
factors including age, salary, and years of County Government service. The Executive
recommends amending the pension plan design for Sheriffs and Correctional Officers to award a
credit for up to 24 months of military service without the employee contributing to the pension
fund for that service time.
Sick Leave Payout: The negotiated agreement with MCGEO includes a provision for the
County to pay employees in the RSP or GRIP retirement plans for unused sick leave at
separation from employment. The agreement states that employees with at least 10 years of
service and a sick leave balance of at least 120 hours will receive a payment of $5,000 and
employees with at least 20 years of service and a sick leave balance of at least 240 hours will
receive $10,000.

For non-represented employees, only those who are at top of grade and received performance ratings of “exceptional”
or “highly successful” for the two most recent years are eligible for a longevity increase.
5
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Miscellaneous Pay Adjustments: The negotiated agreements include various
miscellaneous pay adjustments including increases in special duty differentials, uniform
allowances, and transit subsidies.
Cost of Pay Adjustments: As shown in the table on page 7, the pay and retirement
contribution adjustments recommended by the Executive will have a combined FY21 cost of
$28.0 million ($22.4 million tax supported). These estimates include the salary and wage costs as
well as salary-based benefit costs borne by the employer.6 However, as many of the pay
adjustments take effect several months into the fiscal year, the amount budgeted for FY21 does
not reflect the full annualized cost (that is, the 12-month cost) of the Executive’s
recommendations. The annualized cost of the FY21 pay adjustments is $38.2 million ($30.4
million tax supported). The annualized cost of the pay adjustments exceeds the FY21 cost by
almost $10.2 million ($7.8 million tax supported). These costs will become part of the FY22
budget base. Cost summaries by bargaining unit and for non-represented employees are attached
at ©1-4.
B. County Government FY20 COVID-19 Pay Differential
On April 5, the Chief Administrative Officer announced that the County had reached an
agreement with the three employee unions to provide a pay differential for staff whose jobs
cannot be performed remotely during the COVID-19 health crisis. The agreements cover six pay
periods starting March 29, or until the Maryland State of Emergency is lifted. The CAO also
extended the same differential to non-represented employees on the general salary schedule
(GSS). The differential does not apply to MLS, PLS, or Fire management employees. The details
of the pay differential include:
•

The differential pay will be uniform for FOP and IAFF members. For MCGEOrepresented and GSS employees, the differential will distinguish between front-facing
onsite and back office onsite work.

•

The front-facing onsite employees will receive an additional $10/hour and the back-office
onsite will receive $3/hour.

•

Represented employees will also receive one week of compensatory time for the period
from March 22-28.

The Office of Management and Budget currently estimates that the pay differential will
cost approximately $3.2 million per pay period. Additional information will be available
following the first pay period when the differential was in effect.

6

The estimates include the additional costs of all salary-based benefits included Social Security, Medicare, defined
benefit retirement, and defined contribution retirement.
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Cost of Executive Recommended FY21 Pay and Retirement Contribution Adjustments

(collective bargaining agreements, non-represented pass-through, and MLS/PLS performance-based pay)

Pay Adjustment
GWA – 1.25% for
MCGEO
GWA – 1.0% for MCGEO
members not in retirement
plan

Total Cost
Estimated
Number of FY21 Budgeted Annualized
Employees
Amount
Cost

Tax Supported Cost
FY21 Budgeted
Amount

Annualized
Cost

4,835

$3,828,275

$5,298,842

$2,745,350

$3,799,925

240

$107,654

$107,654

$77,188

$77,188

GWA – 1.0% for FOP

1,164

$1,166,707

$1,166,707

$1,166,707

$1,166,707

GWA – 2.25% for IAFF

1,114

$2,106,304

$2,289,461

$2,102,702

$2,285,546

GWA – 1.25% for NonRepresented

2,268

$2,339,519

$3,213,625

$1,969,155

$2,704,883

Increments – 3.5%

6,005

$7,522,883

$13,718,401

$6,000,216

$10,839,771

979

$904,049

$904,049

$648,203

$648,203

569

$1,959,436

$1,959,436

$1,959,436

$1,959,436

456

$1,135,278

$1,135,278

$515,390

$515,390

7,103

$2,519,285

$5,417,946

$1,850,378

$3,964,747

$121,961

$121,961

$120,741

$120,741

35

$225,000

$225,000

$225,000

$225,000

Longevity Adjustments

337

$544,788

$1,045,103

$455,106

$854,859

Lump Sum - MCGEO

1,800

$1,923,238

N/A

$1,378,962

N/A

$1,614,872

$1,614,872

$1,202,686

$1,202,686

$28,019,249

$38,218,335

$22,417,220

$30,365,082

Past-Year Increment –
1.25% for MCGEO
Salary Sched. Adjustment –
3.5% for FOP
MLS/PLS PerformanceBased Pay
Retirement Contribution
Shift for MCGEO/ NonRepresented
Military Service Credit MCGEO
Sick Leave Payout MCGEO

Other*
TOTALS

* Includes special duty differentials, uniform allowances, and transit subsidies, and other miscellaneous personnel costs.
Source: Office of Management and Budget
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D. Pay Adjustments for Other Agencies
MCPS: Last fall, the Board of Education entered into contract negotiations with its
employee bargaining units for contracts covering. As of the writing of this memorandum, the
Board had not completed negotiations with any of its bargaining units.
Montgomery College: The College’s budget includes pay increases totaling $4.9
million. The College has completed negotiations with its bargaining units AAUP and AFSCME.
The contract with AAUP includes a 2.3% wage adjustment for faculty members in the
bargaining unit for at least one semester; a $650 salary increase for any faculty member not at
top of the FY20 salary range; and a one-time salary increase of $250 for any faculty hired before
August 1, 2012 not at top of FY20 salary range. The agreement with AFSCME provides
members in the bargaining unit for at least six months a wage adjustment of 3.0% up to the top
of grade salary level; members at or above the maximum salary level will receive a one-time
bonus of $500. The College has not yet completed contract negotiations with SEIU.
M-NCPPC: The Montgomery County portion of M-NCPPC’s FY21 budget request
includes $2.2 million for employee pay increases as well as an additional $0.7 million for
possible employee reclassifications. As of the writing of this memorandum, FY21 pay
adjustments for represented and non-represented employees have yet to be determined. The
Commission is currently in negotiations with its two employee bargaining units, MCGEO and
the FOP.
WSSC: The FY21 WSSC budget request includes $6.1 million for employee pay
increases. The specific pay adjustment will be determined by joint agreement of the Montgomery
and Prince George’s County Councils.
E. County Government Retirement Costs
The Executive recommends two major changes to County Government employee
retirement plan design in FY21.
1. As described above, the Executive recommends changing the percent of annual salary
contributed by MGEO members and non-represented employees. As proposed by the
Executive, the County’s contribution rate would increase by 1.0% of the employee’s
salary while the employee’s contribution rate will decrease by 1.0% percent of salary.
2. The Executive recommends creating a new defined benefit (pension) group for MCGEO
Public Safety Emergency Communications Specialists. These employees currently are
eligible to participate in the RSP and GRIP retirement plans (see descriptions below).
Further discussion of this recommendation appears in Mr. Drummer’s memorandum for
agenda item #3.
The County Government operating budget includes contributions to pay for three
different employee retirement plans.

8

Defined Benefit Plan (Employees’ Retirement System). Uniformed public safety
employees as well as general government employees hired before October 1, 1994 participate in
a defined benefit pension plan, the Employees’ Retirement System (ERS). To support this
benefit, the County Government makes an annual contribution to the pension trust fund. The
County’s actuary annually calculates the amount of the pension plan contribution based on
assessments of pension fund assets, accrued liabilities, and demographic assumptions. The
annual contribution amount is intended to set aside funds to cover projected future pension
payments (“normal costs”) as well as the cost of amortized payments to cover past year benefit
improvements and investment losses (“unfunded liability”). For FY21 the Executive’s
recommended ERS contribution is $55.4 million.
Defined Contribution Plan (Retirement Savings Plan). General government
employees hired since October 1, 1994 participate in the Retirement Savings Plan (RSP). The
County Government currently contributes a defined percentage of salary (currently 8%) into
employee retirement savings accounts. For FY21 the County will contribute an estimated $22.9
million to employee RSP accounts.
Cash Balance Plan (Guaranteed Retirement Income Plan). Beginning in 2009, nonpublic safety employees hired since October 1, 1994 have had the option of participating in the
Guaranteed Retirement Income Plan (GRIP). GRIP is a cash balance plan that guarantees a
7.25% annual return.7 About 26% of eligible employees have chosen the GRIP option. The
Executive estimates that the GRIP will cost the County Government $8.3 million in FY21.
Participation and Cost Comparisons. A large disparity exists in the costs of the County
Government retirement plans. The table below shows the number of employees participating in
each of the retirement plans and the total FY21 cost (excluding employee contributions) for each
plan. The data show that while 40% of employees participate in the ERS, the ERS accounts for
64% of total County Government retirement plan costs. The average cost per employee for an
ERS participant is more than double the cost per RSP participant and more than three times
greater than the cost per GRIP participant.
Plan Participants
Employees

Percent

FY21 Cost8
$ Amount
(millions)

Percent

Average
FY21 Cost/
Employee

ERS (Defined Benefit)

3,749

40.0%

$55.42

63.94%

$14,783

RSP (Defined Contribution)

3,380

36.0%

$22.92

26.45%

$6,781

GRIP (Cash Balance)

2,254

24.0%

$8.33

9.61%

$3,696

The County’s FY21 retirement contribution rates (as a percentage of an employee’s
salary) are 18.2% for public safety employees in the ERS; 21.3% for non-public safety
employees in the ERS; 8.0% for employees in the RSP; and 6.19% for employees in the GRIP.

7
8

As a cash balance plan that guarantees an annual return, the GRIP is a type of defined benefit plan.
Retirement costs shown in the table include both tax supported and non-tax supported costs.
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3. GROUP INSURANCE FOR ACTIVE EMPLOYEES
The FY21 tax supported request for active employees’ group insurance benefits for all
agencies totals $403.9 million, an increase of 0.1% from FY20. These costs represent the
employer share of annual group insurance premiums. The requested funding for active
employee group insurance accounts for approximately 8% of all tax supported spending.
FY20 Approved and FY21 Requested Tax Supported Active Employee Group Insurance Costs9
FY20 Approved

FY21 Request

% Change,
FY19-20

County Government

$108.7 million

$108.6 million

-0.1%

MCPS

$264.8 million

$263.0 million

-0.7%

Montgomery College

$15.9 million

$16.2 million

1.9%

M-NCPPC

$14.2 million

$16.1 million

13.4%

$403.6 million

$403.9 million

0.1%

Agency

Total

County Government. The FY21 group insurance costs for County Government active
employees are essentially level with FY20 costs, primarily due to increases in prescription drug
rebates. The Office of Human Resources (OHR) issued a new prescription benefit management
contract that began on January 1, 2020. As part of this contract, OHR negotiated higher
prescription drug rebates that result in cost savings to the County. The new contract increases the
rebate from 11% of prescription drug costs (for all ages) to 33.0% costs for active employees and
pre-65 retirees and 23.3% for post-65 retirees.
The expenditures from the County’s self-insurance fund (i.e., the cost of health care
claims) are projected to increase by $22.1 million or 8.1% in FY21 (see ©5). However, the
additional prescription drug rebate revenue in FY21 is projected to cover the increase in claims
expenditures, allowing premiums (and therefore the County contribution) to remain flat.
MCPS. MCPS’ FY21 request is lowered by $12.8 million due to a draw down on its
group insurance fund balance. Absent this action, the projected tax supported request for active
employee group insurance benefits would be around $275.8 million.
MCPS continues to provide a health premium cost share split substantially different than
the cost share split for County Government. For the past several years, the Council has
encouraged MCPS to align its cost share for active employees with that of County Government.
If MCPS did so, it would result in estimated annual savings in the range of $25 million.

WSSC’s FY21 proposed budget (non-tax supported) for group insurance total $30.7million – $17.9 million for
active employees (down 6%) and $12.8 million for retired employees (down 2%).
9
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4. GROUP INSURANCE FOR RETIREES (OPEB)
Other Post-Employment Benefits (OPEB) are non-pension benefits offered by an
employer to qualified retirees (i.e., retiree health insurance, life insurance, etc.). Each agency sets
OPEB benefit levels and eligibility criteria for their own retirees. OPEB includes two funding
components:
•

Pay-as-you-go funding refers to the annual cost of group insurance benefits for current
retirees. Under this funding method, agencies annually budget resources to pay the current
year’s cost of health care premiums for retired employees and their dependents.

•

Pre-funding sets aside assets at the time employees earn a benefit to cover cost obligations
that will be paid in the future (the same as how all agencies pre-fund pension benefits).
Annual pre-funding amounts are determined by actuarial valuation (updated every one or two
years), and pre-funding payments are deposited into a designated Trust Fund. As with
pension programs, different structural, market, or employee demographic factors can impact
required pre-funding levels. In 2011, the Council established a Consolidated Retiree Health
Benefits Trust (CRHBT) for the County Government, MCPS, and Montgomery College. MNCPPC manages its own OPEB trust.
A. Retiree Group Insurance Pay-As-You-Go Funding

The FY21 tax supported request for retiree pay-as-you-go group insurance funding totals
$85.4 million, a 1.8% increase from the funding level in FY20. These costs represent the
employer share of annual group insurance premiums.
FY20 Approved and FY21 Recommended Retiree Health Pay-As-You-Go Funding by Agency
Agency

Funding Source

County Government

% Change,
FY20-21

FY20 Approved

FY21 Request

Tax Supported

$46.1 million

$47.1 million

2.2%

MCPS

Tax Supported
OPEB Trust
Total

$29.1 million
$27.2 million
$56.3 million

$29.1 million
$27.2 million
$56.3 million

0.0%
0.0%
0.0%

Montgomery College

Tax Supported

$3.9 million

$4.6 million

17.9%

M-NCPPC

Tax Supported

$4.1 million

$4.6 million

12.2%

All Agencies

Tax Supported
OPEB Trust
Total

$83.9 million
$27.2 million
$111.1 million

$85.4 million
$27.2 million
$112.6 million

1.8%
0.0%
1.4%
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County Government. As described in the section for active employee group insurance,
additional prescription drug rebate revenue in FY21 is projected to cover the increase in claims
expenditures, causing premiums (and therefore the County contribution) to increase slightly.
MCPS. The Board of Education’s FY21 tax supported request is lowered by $7.3 million
due to drawing down on its group insurance fund balance. Absent this action, the projected tax
supported request for active employee group insurance benefits would be around $36.4 million.
The Board’s request and the County Executive’s recommendation for MCPS includes $27.2
million in funding from MCPS’ portion of the Consolidated OPEB Trust to fund retiree pay-asyou-go costs.
B. OPEB Pre-Funding
FY21 Recommended OPEB Pre-funding. The Executive recommends $90.1
million in tax supported OPEB pre-funding for FY21, fully meeting the actuarily determined
contribution for each agency. This represents a decrease of $31.3 million from the FY20
approved pre-funding of $121.4 million based on updated actuarial valuations (more
details below). The recommended OPEB pre-funding in FY21 includes an additional $2.0
million in non-tax supported contributions.
FY20 Approved and FY21 Recommended OPEB Pre-Funding by Agency
FY20
Approved

FY21
Recommended

% Change
FY20-21

Tax Supported
County Government

$34.7 million

$12.3 million

-64.6%

MCPS

$78.5 million

$69.4 million

-11.6%

Montgomery College

$5.4 million

$5.5 million

1.9%

M-NCPPC12

$2.9 million

$3.0 million

3.4%

$121.4 million

$90.1 million

-25.8%

$6.8 million

$2.0 million

-70.6%

Total Tax Supported
Total Non-Tax Supported10

As shown in the table above, the Executive’s FY21 recommendation includes a
substantial decrease of $22.4 million in OPEB pre-funding for County Government, and a
smaller but still significant decrease of $9.1 million in pre-funding for MCPS. Both reductions
are based on updated actuarial valuations conducted in FY20.

10

The FY21 non-tax supported OPEB pre-funding recommendation includes $1.9 million in County Government
proprietary fund and participating agency contributions and $142,000 in M-NCPPC proprietary fund contributions.
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While actuarial valuation updates typically result in increases or decreases to overall
liability (and therefore funding requirements), the change for County Government is
uncommonly large. The Government Operations and Fiscal Policy Committee had planned a
March 19 worksession to discuss the valuation data and assumptions with County Government
staff and the County’s actuarial consultant, Bolton Partners. However, that worksession was
postponed along with all other Committee session due to the COVID-19 health crisis.
Relevant portions from the staff report prepared for the worksession are included in
the next section, and staff will work with the Committee Chair to re-schedule that
discussion when Committee sessions resume.
C. County Government Updated OPEB Valuation Results
OPEB Liability and Funded Ratio As of the end of FY18 (June 30, 2018), the County’s
actuary calculated a net OPEB liability of $1,331.1 million and a funded ratio of 27.0% for the
County Government. The County Executive recommended, and the County Council approved an
FY20 tax supported OPEB pre-funding appropriation of $34.7 based on these data.
During 2019, the County Government contracted with a new actuarial firm, Bolton
Partners, who prepared the required OPEB actuarial information as of the end of FY19 (June 30,
2019). As shown below, the new valuation calculated the County Government’s net OPEB
liability at $853 million, a reduction of $477.6 million or 36% from the previous year. As a
result, the County’s OPEB funded ratio increased to 39.4%.
MCG OPEB Liabilities, Assets, and Funded Ratio (Year-End FY18 vs. FY19)
County Government

Total OPEB
Liability

Net Assets
in Trust

Year-End FY18
(as of June 30, 2018)

$1,823,142,490

Year-End FY19
(as of June 30, 2019)

$1,407,188,030

Difference

($415,954,460)

Net OPEB
Liability

Funded
Ratio

$492,078,607

$1,331,063,883

27.0%

$553,755,856

$853,432,174

39.4%

($477,631,709)

+12.4%

+$61,677,249

Source: Montgomery County Government Post-Employment Medical Benefits GASB 74 Actuarial
Information for the Year Ending June 30, 2019 (attached at ©1-12).

Changes to OPEB Liability Calculation. The table below shows the changes in
different cost factors from Bolton’s analysis that led to the new net liability calculation, and the
three factors with the largest impact are summarized after the table.
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Changes to Net OPEB Liability Calculation (Year-End FY18 vs. FY19)
GASB 74 Net OPEB Liability
Prior Report (as of June 30, 2018)

$1,331,064

Change due to:
Expected increase

$35,488

Change in discount rate

$28,330

Prescription drug contract

($201,755)

Medical cost trend

($158,901)

Claims experience

($109,707)

OPEB specific DROP assumptions

($24,545)

Demographic assumptions

($23,442)

Lives bases mortality assumptions

($13,359)

Data, assets, and change in actuary

($9,740)

2019 Report (as of June 30, 2019)
Source: Bolton Partners

$853,432

•

Prescription drug contract. The Office of Human Resources (OHR) issued a new
prescription benefit management contract that began on January 1, 2020. As part of this
contract, OHR negotiated higher prescription drug rebates that result in cost savings to the
County. The new contract increases the rebate from 11% of prescription drug costs (for all
ages) to 23.3% of costs for post-65 retirees and 33.0% for pre-65 retirees.

•

Medical cost trend. The assumed rate of health care inflation is an important component in
projecting future retiree health care costs. The County Government’s new actuarial firm used
a different future health care inflation model than the previous actuary. The new actuary uses
a medical cost trend model endorsed by the Society of Actuaries with lower assumed
inflation rates (ultimate medical cost trend of 3.7%) than used in the County Government’s
prior year OPEB valuation (ultimate trend of 4.5%).

•

Claims experience. Anticipated future year retiree health costs is calculated, in part, based
on the actual health benefit claims made by retirees in a recent 12-month period. The County
experienced a year-to-year change in actual retiree health benefit claims experience which
contributed to lower actuarially projected future OPEB pay-as-you-go and pre-funding costs.
D. FY20 Executive Recommended Savings Plan - OPEB

On March 18, the Executive transmitted a FY20 Savings Plan (©6-7) to reduce the
approved OPEB pre-funding expenditures for County Government by $21.1 million and instead
increase the General Fund reserve by that same amount. The Executive’s proposal would achieve
$21.1 million in FY20 savings by reducing the OPEB pre-funding for County Government from
$34.7 million as approved to $13.5 million based on the updated actuarial valuation.
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This action would differ from OPEB savings plans approved in FY18 and FY19 which
reduced OPEB pre-funding for County Government, MCPS, and Montgomery College below the
actuarily determined contribution. The Executive’s recommendation does not impact the
approved pay-as-you-go funding in FY20 and current retirees would see no change to their
retiree health benefits.
The Executive’s FY21 recommended budget assumes this action, and as a result the
Council will need to act on this proposal as part of its budget process. A decision to approve a
savings plan that is less than the Executive proposed would reduce available resources for the
FY21 budget by an equivalent amount.
5. COMPENSATION COST SUSTAINABILITY
During its review of the FY20 operating budget last spring, the Council raised concerns
about the long-term sustainability of employee compensation cost increases when compared to
projected revenue growth. Last December, the Council approved the following policy statement:
As a means to preserve long-term budget sustainability, the annual growth rate of
total compensation costs (including all wage and benefit costs) should be similar
to the annual growth rate of tax-supported revenues. In submitting a
recommended annual operating budget, the Executive should indicate how
recommended compensation cost increases compare with projected rates of
revenue growth. Should recommended compensation cost increases exceed the
projected one-year or six-year rate of revenue growth, then the Executive should
provide a written explanation of: (a) how operating budget resources are reallocated to pay for total compensation costs; and (b) how the recommended rate
of compensation cost growth can be sustained over time.
The Executive’s March 16 budget shows that recommended FY21 compensation costs
for County Government increase by 0.3% above the FY20 level while revenues are shown to
grow by 2.6%. The low compensation cost growth rate is primarily due to large reductions in
FY21 group insurance and retirement costs. As part of a long-term sustainability analysis for
FY21, however, consideration should be given to both the nature of the cost changes and the
potential impact on future revenues caused by the current health crisis.
Comparison of FY20 Approved and FY21 Executive Recommended Tax Supported
Compensation Costs for Montgomery County Government
FY20 Approved
Wages
Social Security
Group Insurance
Retirement
Totals

FY21 CE
Recommended

% Change

$726,880,681

$760,568,538

4.6%

$54,198,980

$56,801,317

4.8%

$189,459,675

$168,004,895

-11.3%

$87,099,204

$75,462,475

-13.4%

$1,057,638,540

$1,060,837,225

0.3%
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As shown in the table above, the Executive proposes 4.6% growth in tax supported wage
spending, a recommendation that would add $36.2 million in expenditures (including associated
Social Security cost increases) to the operating budget. Overall compensation costs would not
grow significantly because of offsetting reductions in group insurance and retirement cost. The
reduction in group insurance costs is entirely attributable to the change in retiree health (OPEB)
expenditures (discussed on pages 12-14). Prior to the health crisis, the GO Committee had
planned a March worksession to discuss the actuarial data and assumptions that produced the
large decrease in the County’s annual contribution.
Executive Branch staff report that the large decrease in County retirement costs result
from multiple factors including: (a) an updated five-year experience study; (b) changes in
inflation, payroll growth, mortality assumptions; and (c) greater than anticipated investment
returns. Staff suggests that the GO Committee may also wish to review retirement cost trends
and assumptions when the Council returns to considering non-COVID-19 related topics. These
reviews may be particularly important as current investment market conditions likely will
adversely affect the County OPEB trust and pension fund assets which, in turn, could increase
future year County OPEB pre-funding and retirement contribution requirements.
Even more importantly, the County may experience revenue generation well below the
March 16 projections. The Executive’s recommended operating budget as of March 16 projected
that County revenues would increase by 2.6% from FY20 to FY21, including revenue generated
by the proposed property tax increase. Absent the property tax increase, the March 16 projection
would have shown revenue growth of 1.3% in FY21. At the budget overview briefing last week,
the Council received early estimates of how the current health crisis could affect County
revenues. As shown in the table below, staff presented three scenarios that showed FY21
revenues falling as much as 8.5% below the March 16 projection.
Approximate Reduction
in FY 21 Tax Revenues

Change Compared to
March 16 Projection

Scenario
1

Short Recession,
Quick Recovery

$90 to $150 million

-0.5% to -1.6%

Scenario
2

Short Recession,
Long Recovery

$200 to $400 million

-2.6% to -6.5%

Scenario
3

Deep Recession,
Long Recovery

$300 to $500 million

-4.6% to -8.5%

This newly emerging – and still highly volatile – revenue picture will necessarily alter the
definitions of affordability and sustainability for all expenditure categories, including
compensation.
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6. OTHER COMPENSATION ISSUES
The FY21 recommended budget contains eight compensation-related Non-Departmental
Accounts (NDAs) shown on ©8-16.
A. Compensation and Employee Benefits Adjustments NDA (©8-9)
This NDA funds certain personnel costs related to adjustments in employee and retiree
benefits, pay-for-performance awards for employees in the Management Leadership Service
(MLS) and Police Leadership Service (PLS), deferred compensation management, and
unemployment insurance. The recommended amount for FY21 is $3,504,318. The recommended
amount includes a total of $2,319,118 in pay-for-performance funding, as well as $335,000 to
fund the sick leave payout provisions negotiated with MCGEO and passed through to nonrepresented employees.
B. Group Insurance for Retirees NDA (©11)
This NDA funds the employer share of annual group insurance premiums for County
Government retirees. The Executive’s recommended amount for FY21 is $47,106,273.
C. Consolidated Retiree Health Benefits Trust NDAs (©10 and ©13-14)
The OPEB pre-funding for each is appropriated into a separate NDA. The Executive’s
FY21 recommended amounts are $12,255,660 (County Government), $69,358,879 (MCPS) and
$5,523,000 (Montgomery College).
D. Montgomery County Employee Retirement Plans NDA (©12)
The operating budget includes an NDA for the Montgomery County Employee
Retirement Plans (MCERP). Expenditures associated with the Retirement Program are funded
from the ERS and the RSP, and from the General Fund on behalf of the DCP. As such, the NDA
does not show any appropriation amounts.
E. State Positions Supplement NDA (©15)
This NDA funds the County supplement to State salaries and fringe benefits for
secretarial assistance for the resident judges of the Maryland Appellate Courts. The
recommended amount for FY21 is $60,756, the same amount as budgeted in FY20.
F. State Retirement Contribution NDA (©16)
This NDA funds the County's contribution to the Maryland State Retirement System
(MSRS) for County employees who are members of the MSRS and to the State Library
Retirement for Montgomery County Public Library retirees who receive a State retirement
benefit. The MSRS contribution is determined by State actuaries. Beginning in Fiscal Year 1981,
the payment due was placed on a 40-year amortization schedule. The funding of the 40-year
schedule was completed in FY20. The recommended amount for FY21 is $3,754, a 99%
decrease from the FY20 amount of $1,596,360 due to the end of the funding schedule.
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7. ADMINISTRATION OF COUNTY GOVERNMENT RETIREMENT PLANS AND OPEB TRUST
The County manages three programs that offer retirement benefits (the Employees’
Retirement System, the Retirement Savings Plan, the Deferred Compensation Plan) as well as an
additional program that provides funding for retiree health benefits (the Consolidated Retiree
Health Benefits Trust). In FY13 the Chief Administrative Officer (who serves as Administrator
of County Government retirement plans) approved the consolidation of all retirement-related
functions into one organization, Montgomery County Employee Retirement Plans (MCERP).
MCERP is responsible for retirement plan investment, administration, and accounting functions.
The cost of administering retirement programs is included in the MCERP budget. The Office of
Human Resources administers group insurance programs for active employees and retirees.
A. Employees’ Retirement System
The Employees’ Retirement System (ERS) is a defined benefit (pension) plan for eligible
County Government employees. Uniformed public safety employees, as well as general
government employees hired before October 1, 1994 participate in the ERS. The ERS also serves
general government employees hired starting October 1, 1994 who have elected to participate in
the Guaranteed Retirement Income Plan (GRIP). The Board of Investment Trustees (BIT)
invests and manages ERS assets. The Executive recommends $306.4 million in FY21 funding
for ERS administrative and operating expenses, a $17.2 million (or 5.9%) increase above the
FY20 approved budget amount.
B. Retirement Savings Plan
The Retirement Savings Plan (RSP) is a defined contribution plan providing benefits to
non-public safety employees, and certain public safety employees, hired after 1994. The County
Government contributes a defined percentage of salary to RSP participants’ retirement savings
accounts. Employees also contribute to their RSP account and self-manage investment choices.
The BIT also provides investment education sessions for RSP participants. The Executive
recommends $321,700 in FY21 funding for RSP administrative and operating expenses, a
$15,400 (or 5.0%) increase above the FY20 approved budget amount.
C. Deferred Compensation Plan
County Government employees, if eligible, may elect to participate in the Deferred
Compensation Plan (DCP) created pursuant to Section 457 of the Internal Revenue Code. The
DCP is a voluntary deferred compensation plan that allows employees to make tax-deferred
contributions into a retirement savings account. Employees self-manage DCP investment
choices. The BIT contracts with a record keeper who administers the mutual and commingled
fund options selected by the Board and offered to DCP participants. The Executive recommends
$273,300 in FY21 funding for DCP administrative and operating expenses, a $75,900 (or 38.4%)
increase above the FY20 approved budget amount.
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D. Consolidated Retiree Health Benefits Trust Fund
The County has established a Consolidated Retiree Health Benefits Trust (CRHBT) to set
aside funds for retiree health benefits, similar to the County’s practice of prefunding for retiree
pension benefits. The Office of Human Resources is responsible for the administration of the
Trust Fund, and the BIT is responsible for investing the Fund assets with the goal of managing
risk exposure while maximizing asset growth. The Executive recommends $6.43 million in
FY21 funding for CRHBT administrative and operating expenses, a $34,500 (or 0.5%) decrease
below the FY20 approved budget amount.
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