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South Dakota General Fund
Long-Term Financial Plan - Introduction

On July 2, 2014, Governor Dennis Daugaard signed Executive Order 2014-06 to further
strengthen the financial practices of the State of South Dakota. The executive order sets
forth three documents that the Bureau of Finance and Management shall provide to the

Governor by no later than January 10 of each year.

Section 1 of the executive order requires, “A long-term financial plan outlining actual
general fund revenues and expenses for the most recent completed fiscal year, and
forecasts for the current fiscal year, the next fiscal year, and the succeeding two fiscal
years. The financial plan shall include input from the Governor’s Council of Economic
advisors and other financial planning information that is deemed relevant to the financial
plan assumptions.”

During the 2015 Legislative session, Senate Bill 172 was introduced by the Governor to
institutionalize the long-term financial plan. This legislation passed with unanimous
support and was placed into state law on July 1, 2015.

We are pleased to present the South Dakota Long-Term Financial Plan. The following
pages contain projections of both revenues and expenditures of the State of South
Dakota. The document gives revenue and expenditure history for the most recently
completed fiscal year. In addition, the financial plan presents the revised
recommendations for the adopted budget for FY2018 and the recommended budget for
FY2019. Finally, projections are shown for all general fund revenue sources as well as
general fund budgets for all state agencies for FY2020 and FY2021. The long-term
financial plan is built upon an extensive amount of expenditure history, financial data,
and program assumptions.

Our hope is the budget information presented in the South Dakota Long-Term Financial
Plan presents a realistic roadmap which will be useful in better understanding South
Dakota’s budget opportunities and challenges while further strengthening our state’s
financial practices.
Sincerely,

L% Clank
Liza Clark
Chief Financial Officer
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STATE OF SOUTH DAKOTA

GENERAL FUND LONG-TERM REVENUE PROJECTIONS

ONGOING RECEIPTS
Sales and Use Tax
Other Business Activity Taxes
Contractor's Excise Tax
Insurance Company Tax
Bank Franchise Tax
Telecommunications Tax
Severance Taxes
Lottery and Gaming Receipts
Video Lottery
Instant and Online Lottery
South Dakota Gaming Receipts
Tobacco and Alcohol Taxes
Tobacco Taxes
Alcohol Beverage Tax
Alcohol Beverage 2% Wholesale Tax
Other Ongoing Receipts
Unclaimed Property Receipts
Licenses, Permits, and Fees
Trust Funds
Net Transfers In (excluding gaming)
Charges for Goods and Services
Sale-Leaseback
Investment Income and Interest
SUBTOTAL (ONGOING RECEIPTS)

ONE-TIME RECEIPTS
Transfer from SD Health and Ed Facilities Authority
Transfer from Homemaker Fees Fund
Transfer from Petroleum Release Fund
Transfer from Workforce Education Fund
Transfer from Prescription Drug Plan Fund
Transfer from Telecommunication Fund
Transfer from Video Lottery Fund
Transfer from Court Automation Fund
Transfer from Technology Fund
Transfer from Private Activites Bond Fee Fund
Transfer from Budgetary Accounting Fund
Transfer from Veterans' Home Operating Fund
One-Time Unclaimed Property Receipts
Transfer from General Militia Fund
Transfer from SD Certified Beef Fund
Prior Period Adjustments
Unexpended Carryovers and Specials
Transfer from Property Tax Reserves
Transfer from Budget Reserve Fund
Obligated Cash Carried Forward

SUBTOTAL (ONE-TIME RECEIPTS)

GRAND TOTAL

GOVERNOR'S
ACTUAL REVISED RECOMMENDED PROJECTED PROJECTED
FY2017 FY2018 FY2019 FY2020 FY2021

$ 951,223,081 $ 979,294,904 $ 1,016,906,602 $ 1,049,111,628 $ 1,072,126,543
106,828,537 102,736,361 108,849,223 113,377,351 118,093,849
83,271,532 86,870,686 90,097,000 93,511,676 97,055,769
14,688,771 11,567,064 11,872,042 12,191,055 12,524,749
5,329,876 4,690,291 4,455,776 4,232,987 4,021,338
8,968,233 6,508,475 6,599,863 6,412,719 6,452,094
104,849,517 108,519,250 111,232,231 112,900,715 114,594,225
6,977,739 6,925,567 7,326,750 7,521,420 7,723,877
2,928,062 2,685,037 2,711,888 2,739,006 2,766,396
56,809,149 55,423,609 55,352,621 55,158,285 54,977,702
7,617,533 7,738,563 7,908,751 8,164,034 8,334,222
1,954,454 2,033,098 2,110,479 2,187,859 2,265,240
44,386,220 48,617,609 46,779,257 46,779,257 46,779,257
64,730,175 66,640,728 68,937,971 70,355,822 71,806,948
35,194,697 37,025,022 38,544,233 39,795,541 41,238,442
18,969,009 19,294,917 20,591,541 20,645,913 20,700,333
15,562,672 17,168,192 15,947,487 15,210,223 15,223,087
4,138,575 0 0 0 0
6,366,142 6,049,700 6,265,870 7,047,958 7,838,183

$ 1,540,793,973 $ 1,569,789,073

$ 1,622,489,585 $ 1,667,343,449 $ 1,704,522,254

$ 0 % 2,500,000 $ 0 % 0 % 0
0 2,000,000 0 0 0

0 1,300,000 0 0 0

0 792,729 0 0 0

0 750,000 0 0 0
800,000 750,000 0 0 0
500,000 500,000 0 0 0
500,000 500,000 0 0 0
0 500,000 0 0 0
911,625 480,743 0 0 0
0 261,396 0 0 0

0 120,000 0 0 0
12,714,729 0 0 0 0
180,000 0 0 0 0
104,000 0 0 0 0
(1,712,184) 0 0 0 0
1,449,345 0 0 0 0
0 0 0 0 0

0 7,210,593 0 0 0
14,069,144 7,943,412 0 0 0
$ 29,516,659 $ 25,608,873 $ 0 % 0 % 0

$ 1,570,310,632 $ 1,595,397,946

$ 1,622,489,585 $ 1,667,343,449 $ 1,704,522,254

A detailed description of the various taxes and receipts populating the general fund are available in state budget publications on the internet

at bfm.sd.gov/budget.

NOTE: The totals may not add due to rounding.



South Dakota General Fund
Long-Term Financial Plan - Revenue
Assumptions

Revenues

To improve the understanding of the revenue base paying for state government
services, the revenue sources flowing into the general fund have been divided
into six categories. These categories are sales and use tax, other business
activity taxes, lottery and gaming receipts, tobacco and alcohol taxes, other
ongoing receipts, and one-time receipts. The following pages provide details for
FY2018 through FY2021 regarding the assumptions and calculations of
individual revenue sources which pay for essential state government services.

Sales and Use Tax

Collections for FY2018 and FY2019 were projected using the South Dakota
econometric model applied to the most recently available semi-annual data
spanning at least 20 years, as well as projected growth rates and current
conditions. The South Dakota econometric model separates sales and use
taxable sales into five distinct categories listed in the equations below. The
numbers in the equations are parameter estimates using econometric techniques
and based on the most recently available data. These economic projections and
historical relationships are utilized to develop a projection for sales and use tax
collections for FY2018 and FY2019. Also included in sales and use tax revenues
are historical averages for sales and use tax audit collections, with additional
audit collections assumed for FY2020 and FY2021, due to five additional sales
and use tax auditors included in the FY2019 budget recommendation. Sales and
use tax collections are projected to grow 3.0% in FY2018. In FY2019, collections
are projected to grow 3.8% due to slow, yet steady economic growth and higher
inflation than experienced in recent years.

The equations describing the relationship between the independent variables and
the sales and use tax are listed below. Each equation has an R? value of at least
0.985, indicating the statistical models fit the data well.

Equation 1: Consumer Spending on Durables and Services

STCDS =-313.70 + 0.07*SD Nonfarm Income + 206.90*Seasonal Dummy +
9.93*SD Manufacturing Employment + 24.87*SD Housing Starts.

Equation 2: Business Related Purchases/Consumer Spending on Nondurables

STBUSCND =-2,379.24 + 6.96*SD Nonfarm Employment + 261.64*Seasonal
Dummy + 0.61*Exports + 7.46*CPIF + 0.02*Farm Proprietors Income.



Equation 3: Construction Related Purchases

STCON =-519.25 + 23.51*SD Construction employment + 0.01*(SD Nonfarm
Income*Seasonal Dummy) + 9.06*SD Housing Starts + 0.06*Wage/Salary
Disbursements + 0.02*Farm Proprietors Income.

Equation 4: Recreation Related Purchases

STREC = - 3.21 + 0.02*SD Nonfarm Income + 2.77*SD Leisure and Hospitality
Employment + 0.01*(SD Disposable Income*Seasonal Dummy) — 0.58*Qil Price.

Equation 5: Utilities

STUTI = 76.43 + 0.02*SD Nonfarm Income + 2.93*Consumer Spending on
Electricity and Natural Gas + 0.02*Farm Proprietors Income.

Collection Equation:
Sales Tax Collections = - 4.8 + 0.045*Total Taxable Sales

Basic steps to follow when reading a regression equation are:

1.

2.

Identify the dependent variable (the variable on the left side of the equation) and
the independent variables (the variables on the right side of the equation).
Consider the signs of the independent variables. The signs tell you if there is a
positive or a negative relationship between the dependent and the independent
variable.

Consider the numbers in front of the independent variables. They quantify the
change in the dependent variable if there is a one unit change in the independent
variable, holding the other independent variables constant.

Consider the R®. This is one way to identify how well an equation fits the data. An
R? value close to one tells you that the equation has an excellent overall fit.

More detailed information on the most recent economic projection is available in
the Governor's Recommended FY2019 budget documents at bfm.sd.gov/budget.

For FY2020 and FY2021 projections of sales and use tax collections, an eight-
year average growth rate of 3.15% was assumed for each respective fiscal year
for the base sales and use tax growth. This eight-year average includes several
strong years of collections along with years with weak collections. Also included
in total collections are $14.3M and $15.0M of audit collections for each year,
respectively, which assumes additional audit assessments due to the addition of
five sales tax auditors included in the FY2019 budget recommendation. Once
these auditors are fully trained in four years, it is anticipated they will increase
audit collections by $0.9M annually. Also included in each fiscal year are normal
increases in the cost of administering and collecting the sales tax.

In FY2021, the state is expected to lose the ability to apply sales tax to internet
access fees under current federal law. This change is expected to decrease
sales and use tax collections by $10.3M in FY2021, and is included in the
projections.



Other Business Activity Taxes

Contractor’s Excise Tax

Collections for FY2018 and FY2019 were projected using the South Dakota
econometric model applied to the most recently available semi-annual data
spanning at least 20 years, as well as projected growth rates and current
conditions. The numbers in the equation are parameter estimates using
econometric techniques and based on the most recently available data. The
historical relationships of the economic variables are used to project contractor’s
excise tax collections for FY2018 and FY2019. The growth rates projected for the
contractor’s excise tax for FY2018 and FY2019 are (-3.8%) and 6.0%,
respectively. The decrease in FY2018 compares to a very strong year of
collections in FY2017, but still assumes healthy construction activity. The
FY2019 estimate includes an additional $3.0M in contractor’s excise tax due a
proposed law change to eliminate the dedication of certain contractor’s excise tax
to the building South Dakota fund.

The equation describing the relationship between the independent variables and
the contractor’s excise tax is as follows:

Contractor’s Excise Tax Collections = -45.00 + 1.83*SD Construction, Natural
Resources, and Mining Employment + 0.01*(Seasonal Dummy*SD Nonfarm
Income) — 1.80*SD Unemployment Rate + 4.17*Price Index for Metal Materials
and Wood Products + 0.40* Housing Starts + 12.34*Consumer Price Index

R? = 0.9920

For FY2020 and FY2021 projections of contractor’s excise tax collections, an
eight-year average growth rate of 4.2% is assumed for each respective fiscal
year. This eight-year average includes both strong and weak years of collections.

Insurance Company Tax

Collections for FY2018 and FY2019 were projected using the South Dakota
econometric model applied to the most recently available semi-annual data
spanning at least 20 years, as well as projected growth rates and current
conditions. The numbers in the equation are parameter estimates using
econometric techniques and based on the most recently available data. The
historical relationships of the economic variables are used to project insurance
company tax collections for FY2018 and FY2019. The growth rates projected for
the insurance company tax for FY2018 and FY2019 are 4.3% and 3.7%,
respectively. Included in the estimates are $0.4 million of insurance company tax
credits in each fiscal year, which fund private education scholarships.

The equation describing the relationship between the independent variables and
the insurance company tax is as follows:



Insurance Company Tax Collections = 6.33 + 0.01*SD Nonfarm Income —
3.81*Seasonal Dummy + 0.06*Consumer Spending on Insurance - 0.50*Yield on
2 year Treasury Note + 2.36*Affordable Care Act Adjustment.

R“=0.9729

For FY2020 and FY2021 projections of insurance tax collections, an eight-year
average growth rate of 3.8% is assumed for collections for each respective fiscal
year. This eight-year average includes both strong and weak years of growth. A
total of $0.4 million in education scholarship credits is also assumed for FY2020
and FY2021.

Bank Franchise Tax

Bank Franchise Tax collections for FY2018 through FY2021 are projected based
on current conditions in FY2018, and assumes an eight-year average growth rate
of 4.6% annually for FY2018 through FY2021 for traditional bank taxes.
Collections of the bank franchise taxes related to credit card activities for FY2018
are based on historical collections. Projected collections for FY2018 through
FY2021 are expected to be $4.9M annually. The traditional bank franchise tax
represents approximately 60% of total bank franchise tax collections, while the
remaining taxes are related to credit card activities.

Telecommunications Tax

The projection for telecommunications tax collections for FY2018 is based on
current conditions and historical trends. In recent years, this tax has realized
declines due to higher competition and changes in billing practices in the wireless
telecommunications industry. A decrease of 12% is anticipated in FY2018,
followed by declines of 5.0% each year in FY2019, FY2020, and FY2021.

Severance Taxes

The projection for severance tax collections for FY2018 through FY2021 is based
on production and price forecasts of oil, natural gas, and gold. Oil production is
projected at 1.34 million barrels in FY2018 and gradually increasing to 1.5 million
barrels by FY2021 with prices ranging from $40/bbl. to $55/bbl. Natural gas
production is projected to be approximately 250,000 Mcf annually over the
projection period with prices ranging from $3.15 to $3.64/Mcf. Gold production is
projected to be 94,000 ounces in FY2018 and holding steady at 90,000 ounces
per year from FY2019 through FY2021. Gold prices are expected to range from
$1,275 to $1,330 per ounce.

Lottery and Gaming Taxes

Video Lottery

The projection for video lottery revenue is based on current conditions, historical
trends, and the current outlook for the gaming and lottery industry. In the current
fiscal year, collections have been relatively strong, up 3.6% through the first five
months due to the increase in new machines and games offered through video



lottery. For FY2018 and FY2019, video lottery revenue is projected to increase
3.5% and 2.5%, respectively. For FY2020 and FY2021, increases of 1.5% are
anticipated in each fiscal year.

Instant and Online Lottery

The projection for instant lottery and online lottery is based on current conditions
and historical trends. Revenue in this category includes the general fund’s share
of instant sales and the first $1.4M from online lottery activities. In FY2018,
collections are anticipated to be flat for instant lottery receipts. Modest increases
are anticipated in FY2019 through FY2021, with receipts projected to increase
7.3%, 3.3%, and 3.3%, respectively for instant lottery receipts.

South Dakota Gaming Receipts

This category includes the general fund’s receipts from gaming activities in
Deadwood, South Dakota. A portion of the receipts is based on device fees and
a portion is from a tax on the adjusted gross proceeds of gaming activities.

In FY2018, a decrease of 8.3% is projected due to lower gaming activity and
fewer machines licensed compared to the previous year. In FY2019 through
FY2021, slow growth is projected to average 1.0% in each year assuming a flat
number of machines and a slight increase in gaming activity, which is reflective of
an overall mature gaming industry.

Tobacco and Alcohol Taxes

Tobacco Taxes

The projection for tobacco tax collections is based on current conditions in
FY2018 and projected consumption of cigarettes, as well as historical growth
rates of the other tobacco product tax for FY2019 through FY2021 estimates. In
FY2018, lower collections early in the fiscal year indicate slightly less collections
compared to a year ago. Total tobacco taxes are estimated to be down 2.4% in
FY2018. For FY2019 through FY2021, cigarette consumption is assumed to
decline 1.0% per year, while other tobacco product tax is projected to grow 4.8%
in FY2019 and 3.2% in both FY2020 and FY2021. The cigarette tax is based on
volume and represents approximately 85% of the tax collected in this category,
while the other tobacco tax is based on price and represents 15% of the total.

Alcohol Beverage Tax

The projection for the alcohol beverage tax is based on historical trends. The
alcohol beverage tax was sharply lower in FY2017, due to a change in FY2017
that dedicated 25% of the gross alcohol beverage tax collections to county
governments. From this new lower base, the alcohol beverage tax is anticipated
to grow 1.6% in FY2018, 2.2% in FY2019, 3.2% in FY2020, and 2.1% in FY2021
which is consistent with historical average growth rates. The alcohol beverage
tax is based on volume and is not impacted by any change in price.



Alcohol Beverage 2% Wholesale Tax

- The projection for the alcohol beverage 2% wholesale tax is based on historical
trends and is projected to grow 4.0% in FY2018. In FY2019 through FY2021, the
annual growth of the alcohol beverage tax is projected to range from 3.5% to
3.8% each fiscal year, slightly less than historical growth rates. This tax is based
upon wholesale price, so increases in both volume and price are reflected in this
source.

Other Ongoing Receipts

Unclaimed Property

- This category includes receipts of unclaimed property net of individual claims and
reciprocity payments. In FY2018, net receipts are projected at $48.6M, which
includes $27.6M allocated for claims and reciprocal payments. In FY2019
through FY2021, net receipts are estimated at $46.8M each year.

Licenses, Permits, and Fees

- This category includes revenue from a broad variety of licenses, permits, and
fees to defray administrative costs from several different areas. The largest
source within this category is security fees, which now encompasses more than
70% of the revenue in this category. Each individual source is estimated
individually based on historical growth rates or average collection levels
depending on the historical behavior of the individual source of revenue. The
projection for FY2018 is for growth of 3.0%. The projected annual growth rates
for FY2019 through FY2021 range from 2.1% to 3.4%.

Trust Funds

- This category includes transfers from the three trust funds dedicated to the
general fund, those being the Education Enhancement Trust Fund, Health Care
Trust Fund, and Dakota Cement Trust Fund. The calculations for the annual
transfer from each trust fund is based on the most recent 16-quarter average fair
market value as of December 31 as defined in state law or the Constitution.
Future quarterly values are projected based on the expected long term rates of
return for each trust fund, which is calculated by the South Dakota Investment
Council each year. The current long term expected rate of return for each trust is
approximately 5.8%.

Net Transfers In (excluding Gaming Transfers)

- This category includes receipts from various departments for reimbursements to
the general fund for bond payments, prior period adjustments, costs related to
the state radio system, and other miscellaneous receipts. The projections for this
category are estimated individually and are based on historical collections, bond
payment schedules, and current conditions. This includes a $2.0M transfer each
fiscal year in FY2018 through FY2021 from the State Veteran’s Home operating
fund to help pay for the state’s costs of additional nursing home beds at the State



Veteran’s Home. In FY2019 through FY2021, an additional transfer totaling
$1.9M from the South Dakota Housing Development Authority and the private
activity bond fee fund is included to support the housing opportunity fund through
the annual budget process, which is being recommended in the FY2019 budget.

Charges for Goods and Services

- This category includes charges made by various departments and institutions.
The receipts in this category are relatively stable from year to year. In FY2017
$5.4M in additional receipts flowed to the general fund from the Department of
Corrections due to budget restructuring. Prior to FY2017, these receipts were
collected and expended internally within the department. From FY2018 through
FY2021, receipts are projected to be $17.2M, $15.9M, $15.2M, and $15.2M,
respectively.

Sale-Leaseback

- The revenue from this category is from the annuity contract purchased related to
the 1986 sale-leaseback transaction. In 1986, the state sold a number of
buildings and leased them back to take advantage of a tax opportunity which
provided a large sum of money for capital improvements. The revenue
projections are based on the sale-leaseback annuity schedule, with the last
annuity payment due in FY2017.

Investment Income and Interest

- This revenue is from interest and investment earnings of the general fund and
nonparticipating funds in the cash flow fund and other miscellaneous rent or
interest income. In FY2018 through FY2021, receipts are projected to be $6.0M,
$6.3M, $7.0M and $7.8M, respectively. These amounts are based on projected
yields of 1.2%, 1.3%, 1.4%, and, 1.6% respectively, for the cash flow fund and
assume a 1.0% growth in the balance of the cash flow fund each fiscal year.

One - Time Receipts

- One-time receipts come from a variety of sources and are not included in
receipts unless they have already occurred or have an extremely high probability
of occurring. More detail regarding FY2018 one-time receipts can be found in the
Governor's Recommended FY2019 budget documents at bfm.sd.gov/budget.
There are no projected one-time receipts for FY2019 through FY2021.

The graph on the following page provides details of the growth of each ongoing revenue
category from actual FY2017 collections to estimated FY2021 levels, as well as the
growth of the two year period from FY2019 to FY2021 projections. The graphs show
how the percentage of ongoing revenue for FY2019 and FY2021 is divided among the
categories, the forecasts in line graph form, and the growth of each revenue category
over the FY2019-FY2021 period.
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South Dakota General Fund
Long-Term Financial Plan - Expenditure
Assumptions

Expenditures

To improve the understanding of where state tax dollars are being invested, the
state budget is divided into five expenditure categories: Education in South
Dakota, Medicaid, Continued Safety, Keeping South Dakota Healthy, and
Serving and Supporting South Dakota. The following pages provide more detalil
on the assumptions and calculations used within each category to produce the
budget projections.

Education in South Dakota

The Department of Education (DOE), the four Technical Institutes, and the Board
of Regents (BOR) comprise the Education in South Dakota category.

The State Aid to General Education projection assumes an increase of 1,400
students for both FY2020 and FY2021. The projection includes increases to the
target teacher salary for State Aid to General Education of 1.8% in FY2020 and
2.0% in FY2021.

State Aid Fall Enrollment Student Count

140,000
138,000
136,000

134,000
132,000
130,000
128,000
126,000
124,000
122,000

FY2014 FY2015 FY2016 FY2017 FY2018 FY2019 FY2020 FY2021
(est.) (est.) (est.)

In regards to the Technical Institutes, the projection assumes no additional
general funds for bond payments.

The projection includes a 1.8% inflationary increase to the per student funding
amounts for State Aid to Special Education and the Technical Institutes in

11



12

FY2020 and a 2.0% inflationary increase in FY2021. It also includes increases of
1,200 credits for the Dual Credit program in both FY2020 and FY2021. The
projection does not include any additional growth in the tuition buy-down program
within the Technical Institutes for FY2020 or FY2021.

The Board of Regents projection includes historical average increases in both
program expansions and normal operating expenses. No formula increase is
used for programs.

The 3-year average annual growth in the number of scholarship recipients is
used to estimate the anticipated need for the South Dakota Opportunity
Scholarship.

All salaries and benefits within DOE and BOR are projected to increase 3.7%
annually, which is based on historical growth in expenditures.

Medicaid

Medicaid is the largest health insurance program in South Dakota. State
agencies which utilize Medicaid dollars include the Department of Social
Services (DSS), Department of Health (DOH), Department of Education (DOE),
Department of Veterans’ Affairs (DVA), Department of Corrections (DOC), and
Department of Human Services (DHS).

For services utilizing the Federal Medical Assistance Percentage (FMAP), the
projection assumes a 43.63% general fund match rate for both FY2020 and
FY2021. The historical percentages are as follows: 47.88% (FY2015), 48.38%
(FY2016), 45.89% (FY2017), 44.76% (FY2018), and 43.63% (FY2019).

Federal Medical Assistance Percentage (FMAP)
General Fund Match Rate

55.00%

50.00% 47.88% 48.38%

45.80% 45.89%
45.00% 44.76% 43-63%—43.63Y 43.63%
40.00%
35.00%
30.00%

FY2014 FY2015 FY2016 FY2017 FY2018 FY2019 FY2020 FY2021
(est.) (est.)




Additionally, the State receives an enhanced FMAP percentage for the Children’s
Health Insurance Program (CHIP), which serves as Medicaid for certain children
in South Dakota. The projection assumes an 30.54% general fund match rate for
FY2020 and FY2021. The increase in FY2020 is due to the anticipated reduction
of the additional enhancement for CHIP under the Affordable Care Act. The
historical percentages are as follows: 32.06% (FY2014), 33.52% (FY2015),
33.86% (FY2016), 9.12% (FY2017), 8.33% (FY2018), and 7.54% (FY2019).

Children's Health Insurance Program (CHIP)

40.00%
35.00%

30.00%

25.00%

20.00%

15.00%

10.00%
iEn
0.00%

FY2014 FY2015 FY2016 FY2017 FY2018 FY2019 FY2020 FY2021
(est.) (est.)

The projection utilizes a 1.8% inflationary increase for provider rates in FY2020
and 2.0% in FY2021.

In the Department of Social Services, the projection includes an increase of
1,224 individuals eligible for Medicaid services in FY2020 and 1,237 individuals
eligible in FY2021 based on an approximate 1% per year average growth over
the past 5 years. The projection also uses the average cost per eligible while
factoring in growth for provider inflation increases and the FMAP match rate.

Also in the Department of Social Services, the projection includes growth of 100

individuals per year for Medicare Part A and 300 individuals per year for
Medicare Part B. This estimate is based on historical growth in these areas.
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Medicaid and CHIP Eligibles

126,000
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122,000
120,000
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FY2014 FY2015 FY2016 FY2017 FY2018 FY2019 FY2020 FY2021
(est.) (est.) (est.) (est.)

In the Department of Human Services, the projection includes average growth in
budget for consumer expansion of people in the Home and Community Based
Services programs at the current FMAP rate. This projection is based on a 3-year
average.

All salaries and benefits within this category are projected to increase 3.7%
annually, which is based on historical growth in expenditures.

Continued Safety

Several agencies continue to provide safety to all citizens by delivering a variety
of services throughout the state. These agencies are the Department of
Agriculture (SDDA), Department of Social Services (DSS), Department of Public
Safety (DPS), Department of Military (DOM), Department of Corrections (DOC),
Unified Judicial System (UJS), and Office of the Attorney General (ATG).

Assumed in the projection is an annual general fund increase of $1.7M for
correctional healthcare costs in both FY2020 and FY2021.

Also assumed in both DOC and UJS is an increase in the need for staffing and
operational expenses. The projection uses a 3-year average annual growth
related to both new positions and operating expenses, which are included in the
base budget in both FY2020 and FY2021.

All salaries and benefits within this category are projected to increase 3.7%
annually, which is based on historical growth in expenditures.



Keeping South Dakota Healthy

- DSS, DOH, DVA, and DHS all work to keep our citizens healthy through a range
of programs and services. These agencies make up the budget within the
Keeping South Dakota Healthy category.

- The projection utilizes a 1.8% inflationary increase for provider rates in FY2020
and a 2.0% inflationary increase in FY2021.

- This category includes the administrative offices for DSS, DOH, and DHS. It
assumes no major changes funded by state general funds within the respective
offices.

- All salaries and benefits within this category are projected to increase 3.7%
annually, which is based on historical growth in expenditures.

Serving and Supporting South Dakota

- Along list of agencies comprises the Serving and Supporting category. State
agencies in this category work to serve the citizens of South Dakota and also
work to support other state agencies. As an example, the Bureau of Information
and Telecommunications works to support other state agencies through helping
agencies find systems and solutions to technology issues.

- All salaries and benefits within this category are projected to increase 3.7%
annually, which is based on historical growth in expenditures.

The following pages provide details on how the FY2019 Governor’'s recommended
budget and the FY2020 and FY2021 projected budgets are divided among the
categories, as well as funding levels over the FY2017-FY2021 period and the budget
growth projection from FY2019 to FY2021. In addition, the FY2017 actual expenditures,
FY2018 revised budget, FY2019 Governor's recommended budget, and FY2020-
FY2021 projected expenditures are further detailed by category and by agency.
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