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BREAKING DOWN THE FY2027 BUDGET
MORE WORK IS NEEDED

In A Nutshell

e This analysis suggests GF/GP appropriations in the recently enacted FY2027 budget ex-
ceed available revenue resources by around $600 million to $900 million; more budget
adjustments are likely needed to ensure a balanced budget.

e Looking ahead, the next governor and legislature will begin FY2028 budget deliber-
ations facing a GF/GP deficit of over $500 million once cost pressures related to the
federal OBBBA and other inflationary pressures are factored in.

e In terms of the total budget, a fair apples-to-apples comparison suggests the enacted
FY2027 budget is (a) larger than the original FY2026 budget enacted last October; and
(b) smaller than the adjusted FY2026 budget once recent supplemental appropriations
are added.

After reaching a budget agreement with the Whitmer administration, the
Michigan Legislature approved the Fiscal Year (FY)2027 state budget in the
early morning hours of July 3. That was two days after the statutory deadline
for budget approval but three months ahead of last year’s timeline, which
required the passage of a one-week continuation budget as negotiations
dragged into October.

Highlights of the budget include a 2.5 percent increase in the per-pupil foun-
dation allowance, a critical funding stream for public K-12 schools. School
districts will receive $10,300 per pupil under the budget. Beyond that in-
crease, the budget also creates a new weighted pupil membership formula
that provides additional per-pupil dollars (up to 26 percent of the foundation
allowance) to districts that enroll students who are economically disadvan-
taged or English learners.

School groups have generally lauded those changes. At the same time, they
are expressing concern about another facet of this budget: it shifts even
more School Aid Fund (SAF) dollars to support public university operations
and financial aid and grant programs. Much of those new SAF resources re-
place General Fund/General Purpose (GF/GP) authorization that had support-
ed those activities, freeing up GF/GP resources to produce savings in other
areas of the budget.

The Department of Health and Human Services (DHHS) budget also includes
major new investments, including a wage boost and sick-leave payments for
direct care workers who serve Medicaid clients and funding for the operation

38777 Six Mile Road Suite 208 | Livonia, M| 48152 | 734.542.8001
115 West Allegan Suite 480 | Lansing, M| 48933 | 517.485.9444
313.572.1840 | 616.294.8359]| crcmich.org



Revenue Forecasts Improve in May

Money from most of the state’s major taxes are deposited into two major revenue funds

— General Fund/General Purpose (GF/GP) and the School Aid Fund (SAF). Given their prom-
inence, decisions on how to allocate revenue from these two sources are the focal point of
annual budget deliberations.

To ensure that revenue estimates from these sources are reasonable, Michigan law requires
that Consensus Revenue Estimating Conferences are held in January and May to establish
objective, official estimates established by economists within the two non-partisan legisla-
tive fiscal agencies and the Department of Treasury.

The most recent CREC was held in May, and there was generally good news. Forecasters
projected modest increases in revenue for both funds across FY2026, FY2027, and FY2028.
The table below summarizes those forecast adjustments by fiscal year for each fund.

May 2026 CREC Revisions

(in millions)

FY2026 FY2027 FY2028
GF/GP
January 2026 Forecast $14,134.1 $14,074.6 $14,484.2
May 2026 Forecast $14,362.0 $14,168.8 $14,559.9
Change from January $227.9 $94.2 $75.7
SAF
January 2026 Forecast $19,135.4 $19,568.3 $19,965.7
May 2026 Forecast $19,214.8 $19,647.9 $20,063.8
Change from January $79.4 $79.6 $98.1
Combined
January 2026 Forecast $33,269.5 $33,642.9 $34,449.9
May 2026 Forecast $33,576.8 $33,816.7 $34,623.7
Change from January $307.3 $173.8 $173.8

Source: May 2026 Consensus Revenue Conference Executive Summary.

The larger upgrade in the FY2026 GF/GP forecast is particularly important in shaping the
budget outlook in this budget analysis as it adds to FY2026 revenue and thus reduces the
negative fund balance that is projected in the analysis.
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of a new state psychiatric hospital in Southeast Michigan. Total new invest-
ments in DHHS, however, are smaller than what the Governor had originally
requested.

The budget also eliminates a $75 million appropriation from tobacco settle-
ment proceeds to the Michigan Economic Development Corporation (MEDC)
through the 215t Century Jobs Fund, a core ongoing funding source for
various MEDC economic development programs. The settlement proceeds
are redirected to the state’s Medicaid program to free up GF/GP revenue for
other purposes.

Finally, the budget also includes $125 million in one-time funding for “legis-
latively-directed spending” earmarked for 135 different local projects around
the state.

While political messaging and early media coverage have focused on the size
of FY2027 budget relative to the current year budget, the Citizens Research
Council’s analysis reveals some deeper issues with the structural stability of
the budget going forward.

First, approved FY2027 GF/GP appropriations will likely exceed available rev-
enues by more than $700 million. This shortfall will likely require additional
budget adjustments to free up GF/GP revenue to eliminate it. In all likeli-
hood, a framework for addressing this shortfall is part of the broader budget
agreement, but the details of that framework have yet to be made public.

Second, with a new governor and new legislature being seated next year,

it appears they will inherit immediate challenges on the GF/GP side of the
budget. New state cost-sharing requirements for Supplemental Nutrition
Assistance Program (SNAP) benefits arising from the federal One Big Beauti-
ful Bill Act (OBBBA) will affect state budgets starting in FY2028. Accounting
for those new costs as well as inflationary cost adjustments for Medicaid and
DHHS safety net programs along state employee compensation means that
baseline FY2028 GF/GP appropriations are expected to exceed available GF/
GP revenue by more than $500 million, necessitating immediate reductions in
FY2028 to keep the budget in balance.

Here are four key takeaways of the new state budget and what it means for
the next governor and incoming lawmakers next year.

Balancing the FY2027 Budget: More to Come

A critical component of Research Council budget analyses has been evalu-
ating the structural soundness of the state budget. That involves answer-

ing two questions. First, are adequate revenue resources available to cover
spending authorized within the relevant fiscal year’s budget? Second, looking
at longer-term spending and revenue trends, will the budget remain sustain-
able in future years? A budget could theoretically be balanced within that
year’s revenue resources but create cliffs in future fiscal years if it relies on
one-time revenues to finance ongoing spending.
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At least on the General Fund/General Purpose (GF/GP) side of the budget, a
deeper analysis of the FY2027 state budget suggests that the answer to both
questions is “no” based on the budget adjustments that are part of the en-
acted budget bills. Since the Michigan Constitution requires a balanced bud-
get, this means that additional steps will be required to ensure the FY2027
GF/GP budget is fully balanced. The state is fortunate to have the expertise
of the two non-partisan fiscal agencies and the State Budget Office. Those
agencies would be crunching these same numbers and advising policymakers
where the budget stands. It's very likely that the administration and lawmak-
ers have an agreed-upon framework for addressing the remaining shortfall.
However, if that is the case, that framework has not been publicly released.

The analysis below shows that, based on the appropriations in the enacted
General and Education omnibus budgets, FY2027 GF/GP appropriations will
exceed all available GF/GP revenue resources by somewhere in the range
of $600 million to $900 million. The following sections walk through the key
elements of the Research Council analysis and then outline potential budget
actions that could be part of a framework to restore balance to the budget.

FY2027 GF/GP Revenues and Expenditures

The exact size of the FY2027 state budget shortfall is difficult to estimate
given the many moving parts still in play for the current FY2026 budget. A
key first step is to compare the GF/GP appropriations in the enacted budgets
to expected FY2027 GF/GP revenues.

Chart 1 compares GF/GP appropriations in the final budget to those in the
Governor’s February recommendation. Notably, the Executive Budget con-
tained only $13.6 billion in GF/GP appropriations — $500 million less than the
$14.1 billion adopted GF/GP budget. Notably, that smaller budget was made
possible through a proposal to generate new tax revenues to offset another
$780 million in GF/GP costs. Those tax increases were also not approved as
part of the final budget agreement.

The red line in Chart 1 shows adjusted CREC revenue estimates for FY2027
of roughly $13.4 million. That figure is derived by taking the official CREC
GF/GP estimate of $14.2 billion and subtracting:

e The $677.2 million FY2027 appropriation for statutory revenue sharing
to local governments, which comes out of estimated GF/GP revenue
but is not directly appropriated as GF/GP; and

e $52.7 million in other known revenue adjustments that are not ac-
counted for in the CREC estimate.



Chart 1
GF/GP Appropriations Relative to Estimated Revenue
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Source: Research Council calculations based on conference reports and fiscal
agency analyses for General omnibus budget (SB 878). Estimated revenue based
on May 2026 Consensus Revenue Estimating Conference Executive Summary

The chart demonstrates that both the Governor’s original proposal and the
enacted budget include GF/GP appropriations that exceed current FY2027
revenue estimates. The Governor’s budget had appropriations that exceed
FY2027 revenues by roughly $170 million, while in the approved budget,
appropriations exceed revenue by around $672 million.

GF/GP Fund Balance

These deficits are not structural problems in and of themselves. The next
critical question is to determine the amount of any GF/GP fund balance that
will remain at the close of FY2026. That fund balance would be available to
spend in FY2027 and would supplement the annual GF/GP revenue shown
in Chart 1 above. If the fund balance is sufficiently large to cover the GF/GP
deficit, the budget remains balanced, at least for FY2027.

How large will the GF/GP fund balance be when the financial books are
closed on FY2026? When the Governor released her budget proposal in Feb-
ruary, it was based on an expected GF/GP fund balance of $318.7 million to
start FY2027. Her spending proposals were expected to draw down virtually
all of that balance, leaving only $20 million at the close of FY2027.!

But that fund balance projection has been affected by several developments
since the Executive Budget was introduced. First, the May Consensus Reve-
nue Estimating Conference (CREC) upgraded FY2026 GF/GP revenue projec-
tions by $227.9 million — which, by itself, increases the balance left over to
start FY2027. However, Table 1 lists three other factors that directly reduce
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the remaining GF/GP balance and more than offset that CREC-related boost:

e The legislature approved a FY2026 supplemental appropriation bill
with GF/GP appropriations that were $278 million higher than what
was proposed by the Governor?;

e The legislature did not approve the Governor’s proposal to withdraw
$400 million from the Budget Stabilization Fund which would have
increased GF/GP revenue in FY2026;

¢ No action was taken regarding the Governor’s plan to reprioritize
FY2026 one-time spending to achieve $250 million in new GF/GP

savings.
Table 1
Estimating the GF/GP Beginning Fund Balance for FY2027
(millions)
Executive Budget estimate (Feb) $318.7
Known Adjustments:
May 2026 CREC revenue upgrade $227.9
Larger FY2026 Supplementals ($430.3)
No BSF withdrawal ($400.0)
No one-time FY2026 savings ($250.0)
Other Potential Adjustments:
May work project settlement $200.0
Assumed 1% GF/GP Lapse $140.0
Adjusted post-budget estimate ($41.7)

Source: Research Council calculations based on conference report and related fiscal agen-
¢y analyses of General omnibus budget bill (SB 878) and FY2026 supplemental appropria-
tion bill (HB4572) enacted in June to support infrastructure improvements at Selfridge Air
National Guard Base.

Taken together, these known adjustments would push the remaining GF/GP
balance carried into FY2027 into the negative by over $380 million. However,
the balance is likely in a somewhat better position. While exact amounts are
uncertain, Table 1 also makes assumptions about two other relevant adjust-
ments (for which dollar impacts are not publicly available) that are likely to
push up the final balance:

¢ In May, a settlement was reached to end the lawsuit brought by the
Michigan House of Representatives related to work projects that were
cancelled by the House Appropriations Committee last December. As a
result, $370 million in uncommitted balances from those work project
appropriations will lapse to state funds. While the impact on GF/GP
has not been reported, the Research Council estimates that the can-
cellations will free up around $200 million in GF/GP resources, since

a A second FY2026 supplemental bill was enacted in June to provide $152 million in GF/GP authorization to support
infrastructure improvements at the Selfridge Air National Guard Base. These costs, however, were offset with an
equivalent lapse to the General Fund from the Strategic Outreach and Attraction Reserve Fund.
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GF/GP revenue financed roughly 55 percent of the total funding for
those canceled projects.

e It is common for some portion of GF/GP appropriations to go uncom-
mitted each year and thus lapse back to the GF/GP fund balance. The
amount of lapse can vary greatly from year to year, but for the anal-
ysis, it is assumed that one percent of GF/GP appropriations (around
$140 million) will lapse at the close of FY2026.

These assumptions suggest the year-end GF/GP fund balance for FY2026 will
be negative by approximately $42 million. Given that there is a margin for
error in assumptions used in the analysis, the analysis assumes the balance
will be within $100 million of this estimate.

Combining the FY2027 GF/GP budget shortfall of $672 million with this pro-
jected negative fund balance at the end of FY2026 suggests that policymak-
ers still face a GF/GP budget hole of around $600 million to $900 million.

The Likely Path to a Balanced Budget

As noted, it is highly likely that a framework for resolving this budget imbal-
ance is in place as part of the broader budget agreement, but these details
have yet to be made public and could still be part of future negotiations.
Budget deliberations and the final enacted budget do suggest some potential
paths that could be taken to address the GF/GP deficit:

e Strategic Outreach and Attraction Reserve (SOAR) Fund: Both the
House and the Senate proposed lapsing some or all of the uncommit-
ted balance of the SOAR Fund. This is the state’s primary economic
development reserve, used to provide financial incentives to attract
new businesses to the state and retain existing businesses. The Sen-
ate-passed budget assumed over $500 million would be transferred to
the General Fund under its proposal. The House plan sent the entire
uncommitted SOAR balance to the General Fund. The final budget
takes no action related to the SOAR Fund. Any eventual lapse to the
General Fund would result in new GF/GP revenue and reduce the
shortfall. If leaning on the SOAR balance is part of the plan, it is not
clear why this was left out of the final budget.

e State Fiscal Recovery Fund (SFRF) — The state received $6.5 billion
from the federal government in 2021 through the American Rescue
Plan Act’s SFRF distributions. Those funds have been fully committed
for some time, but federal law requires them to be fully expended
by December 31, 2026. Language in the approved budget provides
the State Budget Director with additional flexibility to ensure all SFRF
revenue is spent by that deadline. This includes authorization to
reallocate unspent SFRF allocations to cover payroll costs within the
Department of Corrections and Department of State Police. These
reallocations could free up significant GF/GP funding in FY2026, given
the heavy reliance on GF/GP in both budgets. However, it's not yet
clear how much unspent SFRF dollars will be available and thus how
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much GF/GP savings could be realized.

e One-Time GF/GP Savings in FY2026: As noted above, the Governor
proposed finding $250 million in GF/GP savings by reprioritizing one-
time appropriations in the current FY2026 budget as part of her Exec-
utive Budget request. However, the approved budget makes no such
adjustments. Another avenue to address the shortfall would be to
revisit this proposal and reduce or eliminate some of the $526 million
in one-time GF/GP appropriations enacted last October. Alternatively,
the legislature and administration could re-examine and cancel more
existing work projects at the close of FY2026 to generate one-time
GF/GP savings. The State Budget Office generally makes work project
recommendations in October, but work projects could be closed soon-
er through either legislative action or by the State Budget Director.

It remains unclear when and how these or any other additional budget mea-
sures to address the shortfall will be announced. In the coming weeks, the
legislative fiscal agencies will release their full analyses of the FY2027 budget,
including updated estimates of the GF/GP balance to close FY2026 and start
the new fiscal year. Those publications may provide additional insights into
the still-pending elements of the budget agreement.

Regardless, the administration and lawmakers should provide additional de-
tails on any elements of a framework for resolving this GF/GP challenge that
have not yet been disclosed, so that the public and budget stakeholders have
a better understanding of what might be coming.

New Governor and Legislature Will Need to Address Another GF/GP

Shortfall

A remedy is likely coming to address the state’s FY2027 GF/GP shortfall, but
what about FY2028? Even after addressing the FY2027 challenge, the next
governor and legislature will need to begin work on the FY2028 budget with
an immediate focus on finding additional GF/GP budget reductions or secur-
ing new GF/GP revenues to maintain structural balance.

Chart 2 displays GF/GP appropriations in the FY2027 budget and project-
ed GF/GP baseline appropriations for FY2028. The FY2027 appropriations
include:

e Roughly $13.7 billion in ongoing direct GF/GP appropriations;

e $677 million in ongoing revenue sharing appropriations for local gov-
ernments that are not directly appropriated from GF/GP but do draw
on GF/GP revenue;

e $455 million in GF/GP appropriations designated as “one-time” in the
budget

Estimated FY2028 GF/GP appropriations include the ongoing appropriations
from the first two bullets above but assume those one-time appropriations



Chart 2

will end. They also include $700 million to reflect the estimated impact of
three major cost pressures that will increase the GF/GP costs of maintaining
currently budgeted services in FY2028.

FY2028 Cost Pressures: SNAP, Medicaid, and Employee Payroll

An estimated $320 million will likely be needed to maintain Supplemental Nu-
trition Assistance Program (SNAP) benefits for low-income households to help
with food costs. The federal government has traditionally borne the costs of
SNAP benefits, but the federal One Big Beautiful Bill Act enacted last year
requires states to begin sharing in those costs starting in FY2028.

Baseline GF/GP Appropriations and Estimated Revenue

15.5

Billions

15.0

14.5

14.0

13.5

13.0

12.5

$672M
FY2027 FY2028
mmmm Y2027 Ongoing mmmm Revenue Sharing = One-Time
mmmm Cost Pressures e CREC Revenue Estimates

Source: Research Council calculations based on conference report and fiscal agency analyses for General
omnibus budget (SB 878). Estimated revenue based on May 2026 Consensus Revenue Estimating Conference

Executive Summary

Each state’s cost-share is tied to its benefit payment error rate — a measure
of the incidence of overpayments or underpayments as identified through a
federal audit process. Michigan has made progress in recent years in reducing
its SNAP error rate. Last month, however, the U.S. Department of Agriculture
released a new report?> on payment error rates for each state for FY2025, and
Michigan’s error rate was reported at 9.89 percent, slightly above the FY2024
error rate of 9.53 percent.

States like Michigan, with error rates of at least 8 percent but less than 10
percent, will need to pick up 10 percent of total SNAP benefit costs. That
means the FY2028 budget proposal, unveiled by Michigan’s new gover-
nor next March, will need to include about $320 million to meet that new
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cost-sharing requirement and maintain payments to currently enrolled house-
holds.

DHHS caseload adjustments for Medicaid and other public assistance pro-
grams, and increases in state employee payroll costs are two other annual in-
flationary pressures that have a major impact on GF/GP appropriations. Cost
changes vary significantly from year to year, but based on recent experience,
the analysis assumes that $300 million in additional GF/GP appropriations will
be needed to cover Medicaid cost increases and $80 million to cover increas-
es in employee payroll costs.

GF/GP Shortfall Exceeds $500 Million in FY2028

Chart 2 compares FY2027 and FY2028 GF/GP appropriations with current GF/
GP revenue estimates, shown by the red line. As documented above, FY2027
appropriations fall short of estimated revenues by $672 million, underscoring
the need for immediate action to ensure a balanced budget in FY2027.

Because the FY2028 budget does not include those one-time appropriations,
GF/GP revenues can fully support the ongoing GF/GP and revenue shar-

ing appropriations carried into FY2028 from the approved FY2027 budget.
However, new cost pressures will push GF/GP appropriations above revenue
estimates by about $523 million (about 3.5 percent of total GF/GP baseline
appropriations). The new governor and legislature will need to either cut
GF/GP appropriations or raise new GF/GP revenue to bring the budget into
balance.

The School Aid Fund Budget: All Is Well But Decisions Are Coming

While the GF/GP budget faces immediate challenges, the outlook for the
School Aid Fund (SAF) budget remains positive. The FY2027 budget ap-
propriates $19.6 billion in ongoing SAF funding across the budgets for K-12
schools, universities, and community colleges. That amount virtually match-
es current estimates of FY2027 SAF revenue. At the same time, the budget
includes over $1.4 billion in one-time appropriations. These non-recurring ap-
propriations draw on the $1.0 billion SAF fund balance expected at the start
of FY2027, according to the House Fiscal Agency’s budget analysis®, along
with $475 million in balances from various K-12-related SAF reserve funds
created in recent state budgets.



Chart 3

Baseline SAF Appropriations and Estimated Revenue
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Conference Executive Summary.

Looking ahead to FY2028, SAF revenue growth allows revenue to exceed the
baseline ongoing appropriations carried into FY2028 by about $593 million.
That provides sufficient room to increase SAF appropriations by three per-
cent on an ongoing basis in the budget that is unveiled next March by a new
governor.

However, a future challenge for the SAF budget is that many of the desig-
nated “one-time” appropriations appear less “one-time” than others. Table 2
displays appropriations for six large programs funded in the FY2027 budget
with one-time revenue. It also displays prior-year one-time appropriations to
these programs, or, in some cases, to predecessor programs with similar pur-
poses. A key takeaway is that each program has existed in some form for at
least four consecutive budgets. In this sense, they resemble programs that
are ongoing in nature but are funded with one-time resources.
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Table 2
History of One-Time Appropriations for Major Grant Programs
(millions)

FY2024 FY2025 FY2026 FY2027
Mental Health & School Safety $328,000 $151,500 $321,000 $310,000

Enrollment Stabilization $71,000 $71,000 $71,000 $186,000
Out-of-School Time $50,000 $79,000 $75,000 $135,000
Transportation Costs $125,000 $125,000 $125,000 $125,000
Consolidation/Infrastructure $245,000 $0  $100,000 $50,000
Literacy Supports $140,000 $87,000 $70,000 $50,000
Annual Funding $959,000 $513,500 $762,000 $856,000

Source: House Fiscal Agency analyses of prior year enacted budgets for K-12 schools.

The HFA analysis suggests the School Aid Fund will have a small fund bal-
ance of about $50 million at the close of FY2027. However, Research Council
tracking suggests that the combined balance across K-12 reserve funds will
likely remain healthy at about $1.2 billion when books are closed on FY2027.
This includes over $500 million in the School Aid Fund’s separate “rainy day
fund”.

That likely means policymakers can manage to fit these “one-time” appropri-
ations into the FY2028 budget for one more year in FY2028. However, once
reserve fund balances are depleted, budget writers will have to decide which
items stay and which items go.

Is the FY2027 Budget Smaller than the Current Budget? It Depends.

As some media outlets have already reported?, the true size of the state
budget is once again a point of contention. When the appropriations in the
approved budget bills are added up, the total “on paper” budget comes in at
$75.2 billion. But for the second consecutive budget cycle, the real budget —
the amount the state is likely to actually spend during FY2027 — is significant-
ly greater than this “on paper” amount. This makes it particularly challenging
to accurately assess changes in the size of the budget across years.

Medicaid Taxes

The primary reason for the gap is a budget maneuver used last October in
the FY2026 budget — one the Research Council highlighted in a November
2026 analysis of that budget.> Lawmakers removed over $9.3 billion in state
and federal funding related to two Medicaid provider taxes levied by the state
from line item appropriations that make up the budget. Instead, provisions
in the language sections of the budget act (often referred to as “boilerplate”
language) simply authorize the Department of Health and Human Services to
expend up to $9.3 billion from these revenues. By shifting the funding from
line items to boilerplate language, that $9.3 billion no longer gets counted
when total appropriations are added up. This maneuver was once again em-
ployed within the approved FY2027 budget, although the amount of the cap



was reduced slightly to $9.2 billion based on updated revenue estimates for
these taxes.

As background, these revenues are related to taxes imposed on hospitals and
health insurers, which are an important source of financing for Michigan’s
Medicaid program. Hospitals and insurers pay the taxes, and those tax collec-
tions are used to draw additional federal matching funds to support Medicaid
expenditures. While provisions within the federal One Big Beautiful Bill Act
(OBBBA), enacted in 2025, will require the downsizing of the hospital provid-
er tax beginning in FY2029, there is no current risk to the state’s collection of
either tax. In short, the state will most assuredly receive and expend some-
thing in the range of $9.2 billion to $9.3 billion from these revenues.

Yet, the appropriations are not counted in the calculated total budget. Iron-
ically, because this authorization was adjusted downward, their exclusion
from the FY2027 budget means the $100 million projected decline from these
revenues is not accounted for when comparing FY2027 to FY2026.

Federal Aid Adjustments

The FY2027 budget includes new restructuring measures that once again
make fair year-to-year comparisons of the budget more difficult. This year’s
structural changes focused on federal aid appropriations. The budget includes
many adjustments to “true up” federal appropriations — in other words, re-
ducing an over-appropriation of federal aid to better reflect actual collections
by the state. These are appropriate adjustments that are common in federal
and state restricted fund appropriations across the budget each year. While
they still create year-to-year comparison challenges when true-ups are ap-
plied to FY2027 and not FY2026, they are not large in size, and this analysis
does not try to account for them.

However, there were two large federal aid adjustments that need to be con-
sidered.

First, the K-12 School Aid budget reduces various federal aid appropriations
supporting public schools from the $2.4 billion recommended by the Gov-
ernor to $418 million in the final budget. From an operational standpoint,
this $2 billion reduction in the “on paper” budget does not limit the ability of
public schools to spend any federal dollars they receive. That is because new
boilerplate language in the budget authorizes those expenditures regard-
less of the official line-item dollar appropriation amount. Notably, Michigan’s
FY2025 Annual Comprehensive Financial Report documents that the School
Aid Fund received and distributed close to $2.3 billion in federal aid that year,
so the $2.4 billion in the Executive Budget appears to be a more reasonable
estimate of expectations for federal aid in FY2027.

Second, the approved budget eliminates a $429 million appropriation in the
Transportation budget for federal aid distributed to local road agencies for
road and bridge construction. To be clear, this has always been an “empty”
appropriation that serves only as a signal to local road agencies of the federal
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aid that MDOT will share with them. However, the true-up adjustment was
included only in the FY2027 budget. No similar adjustment was included in
the FY2026 supplemental to eliminate the “empty” appropriation.

An Apples-to-Apples Comparison: FY2026 and FY2027

These very large FY2027 federal aid adjustments once again make the
FY2027 “on paper” budget appear smaller relative to the current FY2026
spending plan. A fair apples-to-apples comparison requires taking these
structural adjustments into account. Table 3 provides a fairer comparison.

Three adjustments are made to facilitate an apples-to-apples comparison:

e Federal aid for K-12 schools in FY2027 is restored to the level as-
sumed in the Executive Budget to better reflect actual revenue col-
lections. The FY2026 and FY2027 budgets then share consistent
assumptions regarding this aid.

e The federal aid to local road agencies adjustment in the Transporta-
tion budget is excluded from the FY2026 budget. That adjustment is
then appropriately removed from both budgets rather than just the
FY2027 budget.

e The Medicaid tax-related boilerplate appropriations are restored to
both the FY2026 and FY2027 budgets.

In addition, consideration must be given to the FY2026 supplemental appro-
priations that have been enacted to date. Those appropriations were not
part of last year’s enacted budget, but they do increase current FY2026 ap-
propriations. Table 3 includes two columns for FY2026: one with the enacted
budget total from last October and another that reflects total appropriations
after adding the recent supplementals.

Table 3
Apples-to-Apples: Comparing the FY2026 & FY2027 State Budgets
(Thousands)

FY2026 Enacted FY2026 w/ Supp FY2027 Enacted
Enacted “On Paper” Budget $75,947,866.9 $75,947,866.9 $75,190,716.4
Medicaid Taxes to Boilerplate $9,332,000.0 $9,332,000.0 $9,226,164.0
K-12 Federal Aid $1,987,438.6
Transportation Federal Aid ($429,000.0) ($429,000.0)
FY2026 Supplementals $0.0 $1,888,485.2

Adjusted Budget

$84,850,866.9 $86,739,352.1 $86,404,319.0

Source: Research Council calculations based on enacted FY2026 and FY2027 budgets and related House
Fiscal Agency and Senate Fiscal Agency analyses.
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So, is the FY2027 budget larger or smaller than the FY2026 budget? Table
3 shows that, with appropriate adjustments, the answer still depends on
what you’re comparing. Total FY2027 appropriations are smaller than FY2026



appropriations when the new supplemental appropriations are included in the
FY2026 totals. However, comparing the FY2026 budget enacted last October
to the new FY2027 budget approved earlier this month, the FY2027 budget is
larger.

Why Care About Budget Size?

Total appropriations within the state budget are never a perfect measure of
the true size of state government spending. Every budget includes unused
appropriation authority, and the unneeded federal aid appropriation for road
and bridge construction is a good example of an appropriation that makes
the state budget look artificially larger.

Further, the budget does sometimes double-count spending. A recent ex-
ample is funding related to the Strategic Outreach and Attraction Reserve
(SOAR) Fund. SOAR was created by appropriating GF/GP dollars into the
fund. Then, the SOAR fund dollars themselves were re-appropriated for
various business attraction programs and activities. In reality, those were
the same dollars, and the budget process used for SOAR made some annual
budgets look bigger than they really were.

Still, large shifts of dollar appropriations to non-dollar boilerplate appropria-
tions — with the apparent intent of making this year’s budget appear smaller
than last year’s — create extra problems for anyone interested in monitoring
the size of state government spending.

The non-partisan Senate Fiscal Agency does the public a great service by
providing historical budget tables on its website, offering a 20-year histo-

ry of state appropriations.® This includes tables documenting the history of
total state appropriations (i.e., “adjusted gross appropriations”) as well as
appropriations from GF/GP and SAF revenue generated largely from state tax
dollars.

The Research Council used that accessible data history to document the
massive COVID-era spike in the state budget between FY2019 and FY2023,
as well as for more recent analyses showing that flattened budget growth in
recent years brought the budget back to pre-COVID norms when the budget
is measured as a percentage of state personal income. That'’s important infor-
mation for both the public and policymakers to understand.

However, given the Medicaid provider tax funding shift employed in FY2026,
someone researching the state’s budget history today will see data suggest-
ing a $10 billion decline in the adjusted gross appropriations that make up
the state budget between FY2025 and FY2026. On paper, that number is ac-
curate, but the reality is clearly different. And when those tables are updated
again with information on the new FY2027 budget, a similar (albeit smaller)
illusory decline will appear in the data due to K-12 federal aid adjustments.

Huge shifts of dollar appropriations into boilerplate are not necessary nor
particularly helpful, and they make apples-to-apples comparisons of changes
in the size of the state budget much more difficult — as this analysis shows.
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We encourage the new governor and legislature seated in 2027 to stop this
practice in future budgets.

Overall Assessment

The legislature has approved, and the Governor has now signed FY2027
budget bills into law, creating a state spending plan for FY2027. This task
has been completed much earlier than under last year’s deliberations, which
dragged into October and required the passage of a short-term continuation
budget to avert a temporary state shutdown.

Still, this Research Council analysis suggests that work on the budget is not
yet complete. Significant budget decisions are still needed to ensure the state
has a truly balanced GF/GP budget for FY2027. Lawmakers and the adminis-
tration should work to remedy that situation sooner rather than later — both
to ensure the public that the state’s fiscal house is in good order and to en-
sure budget stakeholders who may be impacted by the necessary corrective
action have certainty as to the status of funds appropriated to them.

Further, the budget leaves the incoming governor and legislature with an im-
mediate GF/GP budget challenge in FY2028, as revenue growth is outpaced
by a combination of standard inflationary spending pressures and new state
costs imposed by the federal OBBBA. Further, these new policymakers will
face that challenge with virtually no “*money in the bank” in terms of a GF/GP
fund balance. A greater emphasis within this budget cycle on ongoing GF/GP
appropriation reductions, or conversely on approving new revenues to off-
set GF/GP costs, would have helped address at least some of that challenge
today.

Finally, for the second consecutive budget cycle, the Michigan Legislature and
the Governor have approved a budget with a seemingly intentional focus on
making the budget appear smaller than it really is by shifting dollar appro-
priations into more invisible boilerplate appropriations. The Research Council
urges the next administration and legislature to put an end to that practice.
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A Fact Tank Cannot Run on Fumes

Do you find this report useful and want to support analysis that will lead to better policy decisions and
better government in Michigan? Your support of Citizens Research Council of Michigan will help us to
continue providing policy makers and citizens the trusted, unbiased, high-quality public policy research
Michigan needs.

You can learn more about the organization at www.crcmich.org/about. If you found the contents of this
report useful and wish to help fill the fact tank so we can carry on our mission, please visit www.crcmich.
org/donate or fill out the form below and send it to:

Citizens Research Council of Michigan
38777 Six Mile Road, Suite 208
Livonia, MI 48152-3974

YES! I want to help fill Michigan’s Fact Tank
and support sound public policy in Michigan!

NAME

ADDRESS

EMAIL / PHONE

o I wish to make a one-time, tax-deductible gift of: $
o T wish to pledge a total of $ with an initial payment of $
e I would like my contribution to support: ____ Annual Fund ____ Endowment
e I would like to plan a gift for the Citizens Research Council from my estate
e Please mark my gift:
O Anonymous [ 1n Honor of:
[] In Memory Of:

o Gift will be matched by:

Or donate online at www.crcmich.org/donate
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