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INTRODUCTION

The 2029 Biennium Outlook includes a preliminary analysis of major budget considerations for the
upcoming biennium. The estimated expenditure considerations were divided into several categories, which
are explained in more detail below. Additionally, there were several potential changes applied on a
statewide basis, and the methodology for these changes is also provided below.

CATEGORIES FOR BUDGET CHANGES

The 2029 Biennium Outlook includes several categories for estimated budget changes, which includes
present law, pressures from items traditionally funded by the legislature, additional known pressures, and
risks. Each of these items is explained in more detail in the following sections.

Present Law
Present law includes adjustments for the level of funding needed to maintain operations and services at the
level authorized by the previous legislature. Montana statute, 17-7-102(13), MCA, provides examples of
the items that should be considered present law adjustments. Overall, the 2029 Biennium Outlook present
law adjustments include, but are not limited to:

e Inflation (CPI) adjusted for population and inflation (CPI)

e Changes in caseload in the Department of Public Health and Human Services, the offender

population in the Department of Corrections, and K-12 enrollment
e Changes due to constitutional or statutory formulas
e Elimination of statutory appropriations that have a termination date

Pressures from Items Traditionally Funded by the Legislature

Pressures include factors that are not within the statutory definition of present law and are not included in
the present law estimate, but the legislature may experience pressure to fund. Pressures follow the
statutory definition of new proposals in 17-7-102(11), MCA, and the 2029 Biennium Outlook generally
includes:

e Items that were funded by the previous legislature as one-time-only but there may be pressure to
continue to fund these items in the next legislative session

e Statutory appropriations that sunset but have been funded for several biennia

e Potential areas of additional funding discussed by legislative commissions and/or committees

e Staffing shortages related to service provided by agencies

Additional Known Pressures

Additional known pressures generally include a higher-end estimate of a pressure or present law
adjustment or a new phase of a program that the legislature may experience pressure to fund. This
includes pressures related to wage inflation and expansion of current services.
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Wage Inflation Pressure

Wage inflation can create pressure on state agencies with regards to compensation, and influence state
agencies in two primary ways: (1) the ability to recruit and retain state employees, and (2) the ability to
recruit and retain providers and contractors for services provided by agencies. The wage inflation pressure
is calculated as the differential between wage inflation and inflation (CPI) included in present law. This
provides an estimated upper pressure on employee pay and compensation provided to providers and
contractors.

The present law adjustments, discussed in the above section, included an inflationary adjustment to
employee pay as well as provider and contractor compensation. Additional known pressures apply an
adjustment up to wage inflation (i.e. if present law inflation is 1.7% and total wage inflation is 5.3% then
the additional known pressure for wage inflation is 3.6%).

Risk

Risks include potential changes to the budget that the Montana Legislature has less control over related to
both revenues and expenditures. Revenue risks exist for individual income tax, property tax, and oil prices.
Expenditure risks exist for potential reductions in federal funds, increased cost share for the SNAP error
rate, and the Department of Corrections’ offender population. Each of these were estimated on a case-by-
case basis and are discussed in more detail in the 2029 Biennium Outlook.

STATEWIDE ESTIMATES

Certain estimated adjustments were applied on a statewide basis to personal services and operating costs.
Each of the estimates that were applied on a statewide basis are discussed in more detail below.

Personal Services

Employee Pay
There are three statewide adjustments related to employee pay, which include:

e A present law adjustment for management decisions, which totals $32.5 million general fund over
the 2029 biennium. During the interim, state agencies can make adjustments to employee pay
which can impact the statewide adjustment for personal services. This was calculated statewide
using the average pay adjustments associated with management decisions for FY 2020, FY 2022, and
FY 2024. The average of approximately 2.1% was applied to all personal services in the first year of
the 2029 biennium

e A present law adjustment for the HB 13 pay plan applied inflation (CPI) to all personal services,
which totals $44.1 million general fund over the 2029 biennium. CPl is projected to be 1.7% in FY
2028 and 1.9% in FY 2029
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e A pressure related to wage inflation, which totals $80.9 million general fund over the 2029
biennium. Total wage inflation is projected to be 5.3% in FY 2028 and 4.7% in FY 2029. As discussed
in the wage inflation section above, the percentage applied for wage inflation in the 2029 Biennium
Outlook is the percentage change above the inflation applied as part of present law; in FY 2028 this
is 3.6% and in FY 2029 this is 2.8%

Health Insurance

Based upon actuarial analyses of the state and Montana University System (MUS) health insurance plans,
expenditures are projected to outpace revenues, and the fund balance is anticipated to be below
actuarially recommend reserve levels. There will likely need to be an increase in revenues, either paid by
the state or employees, to ensure that the self-funded health insurance plan has adequate reserves to
cover expenses.

An analysis was completed to determine the amount of revenue needed to stop a deficit from increasing,
with the proportion of state share versus employee contributions remaining constant. The present law
adjustments for all state agencies and the MUS include a low trend of expenditures, which is based off a 10-
year average of actual expenses of 4.3% for the state plan and 7.6% for the MUS plan. There is also an
additional known pressure, which adds 4.7% for the state plan and 1.4% for the MUS plan to the present
law adjustment for a total of 9.0% (the high-trend expenditure scenario used by the actuaries for both
plans). The present law adjustment totals $49.4 million and the additional known pressure totals $31.8
million general fund over the 2029 biennium.

Retirement Contributions

HB 924 (2025 Legislative Session) increases retirement contributions by 0.1% starting in FY 2028. This
increase was applied to personal services on a statewide basis and totals $2.3 million general fund over the
2029 biennium.

Operating Costs and Equipment and Intangible Assets

All equipment and intangible assets were modified statewide using inflation (CPI) adjusted for population.
This totals $32.3 million general fund over the 2029 biennium. Other expense categories were adjusted on
a case-by-case basis at the agency level.
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