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INTRODUCTION AND CONTEXT 
This section describes Montana’s 
interaction with federal funds, including 
the impact of recent federal action and 
the potential for shifting federal 
transfers in future years. 

The 2027 biennium House Bill 2 budget 
is 44.5% federal funds, 30.6% general 
fund, and 22.0% state special funds. In 
general, staff and legislators tend to 
focus first on the general fund and then 
state special funds, with federal funds 
receiving the least attention during the 
budgeting process. While this approach 
generally makes sense, recent and 
potential future federal action has required 
staff to become more familiar with federal 
funding that impacts the state. 

Montana state and local governments will 
be financially impacted by the action taken 
by the federal government, both in revenue 
and expenditures.  Several recent and 
potential future federal actions are 
significant for states, including: 

1. The President proposed his FFY 2027 
budget in April 2026. This budget 
proposal may not be moving through 
Congress, but it is an indication of 
the priorities of the President. 

2. Congress passed a federal fiscal year 
(FFY) 2025 reconciliation bill through 
H.R. 1 known as the “One Big 
Beautiful Bill” that has indirect 
impacts to revenue and direct 
impacts to state expenditures. 

The financial condition of the federal government has eroded over the past few years and federal deficits 
are projected by the Congressional Budget Office (CBO) to increase due to the changes made in H.R. 1, the 
“One Big Beautiful Bill Act”. 

 

Debt vs De�icit 

Federal Debt is the amount owed by the federal 
government, while the annual deficit measures 
the amount by which the expenditures exceed 
revenues.   

As the overall debt grows, the U.S. Treasury has 
larger ongoing obligations for annual interest 
payments.  These payments contribute to 
higher expenditures, increasing the annual 
deficit, which in turn raises the total federal 
debt. A deficit means the same as a negative 
structural balance in language we use in 
Montana. 
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FEDERAL BUDGET PRESSURE IS LIKELY TO CONTINUE 
The federal budget has had a growing deficit over the past 30 years that accelerated with the pandemic 
response and other action.  The revenues collected each year are less than expenditures and the proportion 
of that difference has grown.  In Montana this is typically referred to this as a negative structural balance.  

A recent report from the non-partisan Congressional Budget Office from February 2026 projected the FFY 
2026 deficit at $1.9 trillion, which is 5.8% of U.S. Gross Domestic Product (GDP).  This negative structural 
balance or deficit in FFY 2026 is comprised of $5.6 trillion of revenue and $7.4 trillion of expenditures.  
Expenditures exceed revenues by 33.9%.   

At some point, the growth in the deficit and debt may cause economic strain that will force the reduction of 
the deficit.  In preparation for this, the Congressional Budget Office published a document that discussed 
the possible ways to balance the federal budget called “Options for Reducing the Deficit: 2025 to 2034”. 
This report is the latest in a series of such reports and offers policymakers clues on how a reduction in 
federal deficits may evolve. 

RECENT ACTION MAY INCREASE THE DEFICIT 
According to the Congressional Budget Office, H.R. 1 will increase the deficit and debt of the federal 
government.  The CBO forecast in January 2025 stated that the FFY 2026 budget deficit would be $1.7 
trillion.  Action taken in H.R. 1 is estimated to increase the deficit by between $0.5 and $0.6 trillion annually 
over the next several years.  Over a ten-year period, it is anticipated to increase the debt by $3.4 trillion.  
The adjacent graphic describes the increasing debt. Using the S&P Global Market estimate of FFY 2035 GDP 
yields a debt subject to the limit1 of 138% of GDP in FFY 2035.  

U.S. annual GDP is $30 trillion in FFY 2025.  Using the S&P Global Market estimate of FFY 2026 GDP, the 
annual increase in deficit from H.R. 1 is 1.5%.  Adding this to the annual deficit estimated by the CBO in 
January would grow the annual budget deficit from 6.0% of GDP in FFY 2025 to 7.1% of GDP in FFY 2026. 

 
1 The federal debt limit is a legal restriction set by Congress on the total amount of money the U.S. government can 
borrow to meet its existing obligations, such as Social Security, Medicare, and military salaries.  

https://www.cbo.gov/publication/62105
https://www.cbo.gov/system/files/2024-12/60557-budget-options.pdf
https://view.officeapps.live.com/op/view.aspx?src=https%3A%2F%2Fwww.cbo.gov%2Fsystem%2Ffiles%2F2025-07%2F61570-pl119-21-2025Recon-CLB.xlsx&wdOrigin=BROWSELINK
https://www.cbo.gov/publication/60870
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Current interest payments on the debt are about $1 trillion or 13.5% of the budget.  It is unknown how 
much debt and deficit will be acceptable to the markets or when severe economic strain related to federal 
borrowing could occur.   

SUMMARY OF FEDERAL ACTION AND POTENTIAL ACTION 

H.R. 1 (One Big Beautiful Bill Act) 
H.R. 1 included two major impacts to Montana – revenue impacts and federal funding impacts. H.R. 1 was a 
reconciliation bill and did not need to cross the 60-vote filibuster threshold in the U.S. Senate. 

Revenue 
Included in H.R. 1 are multiple tax provisions that will impact Montana’s individual income tax collections. 
These impacts are discussed in more detail below. 

Federal Funding 
H.R. 1 impacts federal funding, or federal revenues, in several programs that currently make up significant 
portions of Montana’s budget. The most significant impacts are in the state’s Medicaid program and 
Supplemental Nutrition Assistance Program (SNAP). H.R. 1 also includes the Rural Health Transformation 
Program (RHTP), which makes available (upon an accepted application) to each state $100 million per year 
for 5 years (FFY 2026-2030), plus additional amounts to be determined by the Centers for Medicare and 
Medicaid Services (CMS). 
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H.R. 1 Federal Funding Impact by State Fiscal Year to Montana 

 SFY 2026 SFY 2027 

Medicaid Little or no impact 

Lower state and federal fund expenditures tied to 
lower enrollment (work requirements and other 
eligibility impacts start January 2027). A rough 
estimate for SFY 2027 is a reduction of $151.0 

million in federal funds due to lower enrollment 

SNAP 
Tighter work requirements could reduce 

enrollment and state and federal fund 
spend; impact expected to be modest 

Increased state match for administration: 
anticipated to be in the range of $6.0 - 8.4 million 

(more state funds required, less federal funds) 

RHTP Addition of $233.5 million federal funds Addition of $100.0 million* federal funds 

* Could be significantly higher than $100.0 million per year; amount based on CMS assessment of previous-year project success 

SUMMARY OF H.R. 1 TAX PROVISIONS AND IMPACTS TO MONTANA’S REVENUE 
COLLECTIONS DURING THE OUTLOOK PERIOD 
The Federal House Resolution 1 (H.R.1), signed into law on July 4, 2025, introduces significant changes to 
federal tax policy with direct effects on Montana’s individual income tax collections. The legislation makes 
permanent many provisions from the Tax Cuts and Jobs Act (TCJA) of 2017 and adds new provisions that will 
reduce Montana taxpayers’ liabilities.  

Key new provisions include: 

• Increased Standard Deduction: For TY 2025, single filers see a $750 increase and joint filers a $1,500 
increase. This set the standard deduction for TY 2025 at $15,750 for single filers and $31,500 for 
joint filers. This standard deduction amount will grow with inflation moving forward.  

• Enhanced Deduction for Seniors: Individuals 65 and older may claim an additional $6,000 deduction, 
with an income-based phaseout and eligibility, through TY 2028. 

• Car Loan Interest Deduction: Allows deduction of interest on personal-use auto loans (up to $10,000 
annually), phased out by income and limited to new cars, effective through TY 2028. 

• No Tax on Tips: Permits deduction of qualified tips (capped at $25,000), phased out by income, 
available through TY 2028. 

• No Tax on Overtime: Deduction for overtime compensation in excess of regular pay, capped at 
$12,500 for single and $25,000 for joint returns, with phaseout based on income, available through 
TY 2028. 

• Charitable Deduction for Non-Itemizers: Starting January 1, 2026, non-itemizers may deduct 
charitable contributions up to $1,000 ($2,000 for joint filers). This provision is permanent and does 
not sunset.  



6 | P A G E  
 

J U N E  2 0 2 6  

The amounts in the table below illustrate the estimated impacts these provisions will have on Montana’s 
individual income tax collections through FY 2029. If the four provisions that are scheduled to sunset are 
renewed, this would lower individual income tax collections by an estimated $83 million beyond FY 2029. 

 

 

Provision in H.R.1 Estimated Annual Impact ($ Millions)
Additional Standard Deduction (Permanent) ($23.4)
Additional Deduction for Seniors (Sunsets TY 2028) ($35.6)
Car Loan Interest Deduction (Sunsets TY 2028) ($6.6)
No Tax on Tip Income (Sunsets TY 2028) ($4.0)
No Tax on Overtime (Sunsets TY 2028) ($37.0)
Charitable Contribution (Permanent) ($7.5)

Estimated Total ($114.2)
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