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INTRODUCTION

This Executive Budget Financial Plan for FY 2013 (the “Executive Budget” or
“Executive Budget Financial Plan”) summarizes the State of New York’s official
Financial Plan projections for FYs 2012 through 2016. The State’s FY 2013 will begin
on April 1, 2012 and end on March 31, 2013. The Financial Plan projections reflect the
impact of the Governor’s Executive Budget for FY 2013.

The State’s General Fund — the fund that receives the majority of State taxes and all
income not earmarked for a particular program or activity — is required to be balanced
on a cash basis of accounting. The State Constitution and State Finance Law do not
define budget balance. In practice, the General Fund is considered balanced on a cash
basis of accounting if sufficient resources are expected to be available during the fiscal
year for the State to (a) make all required payments, including personal income tax
refunds, without the issuance of deficit notes or bonds, and (b) restore the balances in the
Tax Stabilization Reserve and Rainy Day Reserve to levels at or above the levels on
deposit when the fiscal year began.

The General Fund is typically the financing source of last resort for the State’s other
major funds, including HCRA® funds, the DHBTF, the STAR Fund, and the Lottery
Fund. Therefore, the General Fund projections account for any estimated funding
shortfalls in these funds. Since the General Fund is the fund that is required to be
balanced, the focus of the State’s budget discussion is often weighted toward the General
Fund.

The State accounts for receipts and disbursements by the fund in which the activity
takes place (such as the General Fund), and the broad category or purpose of that activity
(such as State Operations). The Financial Plan tables sort State projections and results by
fund and category. The State also reports disbursements and receipts activity by two
other broad measures: State Operating Funds, which includes the General Fund and funds
specified for dedicated purposes, but excludes Federal Funds and Capital Projects Funds;
and All Governmental Funds (“All Funds™), which includes both State and Federal Funds
and provides the most comprehensive view of the financial operations of the State.

Fund types of the State include: the General Fund; State Special Revenue Funds,
which receive certain dedicated taxes, fees and other revenues that are used for a
specified purpose; Federal Special Revenue Funds, which receive certain Federal grants;
Capital Projects Funds, which account for costs incurred in the construction and
rehabilitation of roads, bridges, prisons, and other infrastructure projects; and Debt
Service Funds, which account for the payment of principal, interest, and related expenses
for debt issued by the State and its public authorities.

! Please see “Glossary of Acronyms” at the end of this document for the definitions of commonly used acronyms and
abbreviations that appear in the text.
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INTRODUCTION

The factors affecting the State's financial condition are complex. This Executive
Budget Financial Plan contains forecasts, projections and estimates that are based on
expectations and assumptions which existed at the time they were prepared. Since many
factors may materially affect fiscal and economic conditions in the State, the inclusion in
this Executive Budget Financial Plan of forecasts, projections, and estimates should not
be regarded as a representation that such forecasts, projections, and estimates will occur.
Forecasts, projections and estimates are not intended as representations of fact or
guarantees of results. The words “expects,” “forecasts,” *“projects,” “intends,”
“anticipates,” “estimates,” and analogous expressions are intended to identify forward-
looking statements in the Executive Budget Financial Plan. Any such statements
inherently are subject to a variety of risks and uncertainties that could cause actual results
to differ materially and adversely from those projected. Such risks and uncertainties
include, among others, general economic and business conditions, changes in political,
social and economic conditions, impediments to the implementation of gap-closing
actions, regulatory initiatives and compliance with governmental regulations, litigation
and various other events, conditions and circumstances, many of which are beyond the
control of the State. These forward-looking statements speak only as of the date they
were prepared.
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FINANCIAL PLAN OVERVIEW
FINANCIAL PLAN AT-A-GLANCE

FINANCIAL PLAN AT-A-GLANCE: KEY MEASURES
(millions of dollars)

FY 2013
FY 2011 FY 2012 Before Executive
Results Current Actions * Proposal
State Operating Funds Budaet - (Adiusted)
Size of Budget $86,227 $88,660 $91,472 $89,436
Annual Growth 5.2% 2.8% 3.2% 0.9%
State Operating Funds Budget (Unadjusted)
Size of Budget $84,417 $87,048 $90,770 $88,734
Annual Growth 9.8% 3.1% 4.3% 1.9%
Other Budget Measures
General Fund (with transfers) $55,373 $56,915 $59,794 $58,592
6.1% 2.8% 5.1% 2.9%
State Funds (Including Capital) $90,118 $93,288 $96,504 $94,795
9.9% 3.5% 3.4% 1.6%
Capital Budget (Federal and State) $7,844 $8,078 $7,299 $7,844
10.3% 3.0% -9.6% -2.9%
Federal Operating $42,564 $37,609 $33,839 $35,932
-0.8% -11.6% -10.0% -4.5%
All Funds $134,825 $132,735 $131,908 $132,510
6.3% -1.6% -0.6% -0.2%
Capital Budget (Including "Off-Budget”) $9,280 $9,726 $9,075 $9,535
5.6% 4.8% -6.7% -2.0%
All Funds (Including "Off-Budget" Capital) $136,261 $134,383 $133,684 $134,201
6.0% -1.4% -0.5% -0.1%
Inflation (CPI) 1.6% 3.2% 1.7% 1.7%
All Funds Receipts
Taxes $60,870 $64,532 $65,258 $66,533
5.6% 6.0% 1.1% 3.1%
Miscellaneous Receipts $23,148 $23,832 $23,987 $24,255
-1.7% 3.0% 0.7% 1.8%
Federal Grants $49,303 $43,942 $39,534 $41,936
4.3% -10.9% -10.0% -4.6%
Total Receipts $133,321 $132,306 $128,779 $132,724
3.8% -0.8% -2.7% 0.3%
Budget Gaps
FY 2013 ($3,500) $0
FY 2014 ($3,624) ($715)
FY 2015 ($5,044) ($2,974)
FY 2016 ($4,246) ($3,721)
Total General Fund Reserves $1,376 $1,675 $1,798
Rainy Day Reserve Funds $1,206 $1,306 $1,306
All Other Reserves $170 $369 $492
State Workforce (Subiject to Direct Executive Control) 125,787 121,868 121,789
Debt
Debt Service as % All Funds Receipts 4.6% 4.9% 4.9% 5.1%
State Related Debt Outstanding $55,664 $56,978 $57,252 $58,124
1 Before December 2011 Special Session and Executive Budget proposals to eliminate the projected budget gap.
2 Adjusted for enhanced Federal share of Medicaid (FMAP) benefit that temporarily lowered State Medicaid
spending; school aid payment deferred from FY 2010 to FY 2011; planned pension amortization; and retroactive
labor settlements.
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FINANCIAL PLAN OVERVIEW

EXECUTIVE SUMMARY

UPDATED FISCAL SITUATION

FY 2012

» The Mid-Year Update to the Financial Plan? estimated that the General Fund had a
potential budget shortfall of $350 million in the current fiscal year, which was expected
to be closed through administrative actions.

> Based on a review of updated disbursement patterns (as modified by ongoing spending
controls), the availability of excess cash balances in other funds, and other factors, DOB
now expects the General Fund to end the current fiscal year in balance® on a cash basis of
accounting. Significant risks remain, however, especially concerning tax collections in
the final quarter of the (See “Current Fiscal Year (FY 2012)” herein.)

FY 2013

» For FY 2013, DOB projects a budget gap of $3.5 billion, the upper end of the potential
gap range identified in the Mid-Year Update, based on a review of updated economic and
receipts data. (See “Multi-Year Financial Plan Projections” herein.)

» The budget gaps projected for the future years of the Financial Plan have been increased
to the upper end of their Mid-Year range and now total $3.6 billion in FY 2014 and $5
billion in FY 2015. All other changes to the gaps, including the impact of tax reform
legislation enacted in December 2011, are described as part of the Executive Budget gap-
closing plan. (See “Explanation of Executive Budget Gap-Closing Plan” herein.)

> Budget gaps represent the difference between projected General Fund disbursements,
including transfers to other funds needed to maintain current services and specific
commitments, and the expected level of resources to pay for them.* The gaps are based
on a number of assumptions and projections developed by DOB in conjunction with other
State agencies.”

» The General Fund is typically the financing source of last resort for the State’s other
major funds, including HCRA, DHBTF, the STAR Fund, and the Lottery Fund.
Therefore, the General Fund projections account for any estimated funding shortfalls in
these funds.

% November 11, 2011.

% Neither the State Constitution nor State Finance Law provides a precise meaning of budget balance. In practice, the General
Fund is considered "balanced" on a cash-basis of accounting if, at the end of a State fiscal year, all planned payments, including
PIT refunds, have been made without the issuance of deficit notes or bonds, and the balances in the Tax Stabilization Reserve
and Rainy Day Reserve have been restored to levels at or above the levels on deposit when the fiscal year began.

* Typically referred to as the “current services” or “base” gaps.

5> See DOB’s Economic, Revenue, and Spending Methodologies, November 2011, at www.budget.ny.gov.




FINANCIAL PLAN OVERVIEW

EXeEcUTIVE BUDGET FOR FY 2013

>

Governor Cuomo’s Executive Budget for FY 2013 continues the reformation of State
finances that began with the budget for FY 2012. The Executive Budget would eliminate
the General Fund budget gap of $3.5 billion in FY 2013 and result in substantially lower
budget gaps in future years.

If enacted as proposed, the Executive Budget would hold annual spending growth in State
Operating Funds to 1.9 percent. All Governmental Funds spending would decline by
$225 million (-0.2 percent) from the level estimated for FY 2012. All Funds spending in
FY 2013 is expected to be $2.3 billion (-1.7 percent) below actual spending in FY 2011,
the most recent budget enacted before Governor Cuomo took office.

The gap-closing plan for FY 2013 consists of $2 billion in savings from spending control
and $1.5 billion in net new resources from tax reform approved in December 2011. (See
“Explanation of Executive Budget Gap-Closing Plan” herein.)

State agency savings ($1.14 billion) build on redesign and cost-control efforts initiated in
FY 2012. These include further reductions in State agency operations through attrition
and strict controls on hiring; enterprise-wide consolidation of procurement, information
technology, real estate, and workforce management functions; and a range of operational
measures to improve efficiency. The total cost of State Operating Funds agency
operations (which consist of personal service, fringe benefit, and non-personal services
costs) is estimated at $23.5 billion in FY 2013, a decrease of 0.4 percent from the FY
2012 estimate.

Widening the scope of FY 2012 reforms, key savings proposals in local assistance ($756
million) target automatic spending increases that are unrelated to performance or actual
costs. The most significant proposal would repeal automatic “cost-of-living” increases
and trend factors in FY 2013 for all human service providers, and grant all future
increases, starting in FY 2014, through a rational, performance-based awards system.
Other proposed savings include continued programmatic, auditing, and financial reviews,
elimination of subsidies, and other measures. Disbursements for State Operating Funds
local assistance are projected to total $59.1 billion in FY 2013, an annual increase of 2.6
percent.

The Executive Budget honors the two-year commitment made in FY 2012 to fund School
Aid (on a school year basis) at a level consistent with the growth in NYS personal
income, and Medicaid at the long-term average of the medical component of the
Consumer Price Index. In FY 2013, State funding for both programs increases by
approximately 4 percent from their 2012 levels.
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» Consistent with principles of sound fiscal management, the gap-closing plan generates
recurring savings that reduce the budget gaps projected in future years. After reflecting
the proposals in the Executive Budget, the budget gap in FY 2014 is projected at $715
million, the lowest “first out-year” budget gap -- in absolute dollars -- in two decades.
The FY 2014 gap is equal to approximately 1.2 percent of projected General Fund
receipts. By comparison, the gap closed in FY 2012 equaled nearly 18 percent of receipts.

» The gap-closing plan provides sufficient resources to cover essential new costs, including
State funding to maintain thousands of child-care slots for working families that would
otherwise be lost due to a reduction in Federal aid.

> DOB estimates the State would end FY 2013 with a General Fund balance of $1.8 billion
under the Executive Budget proposal. The closing balance includes a deposit of $100
million to the State’s rainy day reserve that is planned in FY 2012 (the deposit would be
the first to the reserve since FY 2008). Balances in the State’s principal reserve funds are
expected to remain unchanged in FY 2013. (See "Projected Closing Balances" herein.)

The following sections of the Financial Plan Overview provide more detailed information on
the updated estimates for the current fiscal year; the highlights of the Executive Budget gap-
closing plan for FY 2013 and the impact of the plan on key fiscal measures; and an assessment of
risks to the Financial Plan.
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CURRENT FISCAL YEAR (FY 2012)

The Mid-Year Update to the Financial Plan estimated that the General Fund had a potential
budget shortfall of $350 million in the current fiscal year, which was expected to be closed
through administrative actions. Based on a review of updated disbursement patterns (as
modified by ongoing spending controls), the availability of excess cash balances in other funds,
and other factors, DOB now expects the General Fund to end the current fiscal year in balance on
a cash basis. The table below summarizes the revisions to the FY 2012 Financial Plan.

GENERAL FUND BUDGETARY BASIS SURPLUS/(GAP) ESTIMATE FOR FY 2012
SUMMARY OF CHANGES FROM MID-YEAR UPDATE
SAVINGS/(COSTS)

(millions of dollars)

FY 2012

MID-YEAR ESTIMATE (350)
Receipts Revisions 348

Tax Receipts1 3
Miscellaneous Receipts 92

Debt Service 82
Non-Tax Transfers/Fund Sweeps 171
Disbursements Revisions (60)
Forecast Revisions 180

Local Assistance 206

Debt Service 56
Payment of Retroactive Labor Agreement (62)

All Other (20)
Planned Prepayments (240)

Debt Service (140)
Additional Pension Payment (100)

Use of Prior-Year Labor Agreements (2007-2011) Reserve 62
CURRENT ESTIMATE 0

"Excludes impact of debt service reestimates.

General Fund receipts, including transfers from other funds, are expected to total $57.2
billion in FY 2012, an increase of $348 million compared to the Mid-Year Financial Plan. The
estimate for tax receipts (excluding the impact of debt service changes) is virtually unchanged
since the Mid-Year Update, reflecting lower estimated collections due to economic weakness
offset by the initial impact of State tax reform legislation and higher expected audit receipts in
the remainder of the year. Estimated annual debt service on the State’s PIT revenue bonds and
LGAC bonds has been revised downward since the Mid-Year Update, due to debt management
activities and the timing of bond sales. The estimate for all other receipts, including
miscellaneous receipts and cash balances transferred from other funds, has been increased based
on a review of collections to date and current fund balances.
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General Fund disbursements, including transfers to other funds, are now estimated at $56.9
billion in FY 2012, an increase of $60 million from the Mid-Year estimate, which reflects
downward revisions to disbursements, offset by planned pre-payment of expenses. Excluding
the impact of $240 million in planned prepayments (described below), General Fund
disbursements in FY 2012 are expected to fall approximately $180 million below the Mid-Year
estimate.

Estimated disbursements have been reduced across a range of programs and activities in local
assistance and debt service, reflecting operating results to date, the continuing impact of cost
control measures imposed on discretionary spending, and the conservative estimation of General
Fund costs. In addition, the State reached a tentative collective bargaining agreement for FY
2006 to FY 2015 with the Agency Police Services Unit (APSU) which represents agency law
enforcement officers in SUNY and the Department of Environmental Conservation. This
agreement, which must still be ratified, is expected to increase State Operations spending in the
current year by $62 million for negotiated wage increases that cover the current and prior fiscal
years. Payments are expected to be financed from the reserve set aside for this purpose and
therefore have no impact on net operating results.

The net Financial Plan savings are expected to be used in the current year to (a) pay $140
million in debt service due in FY 2013 (which has the effect of lowering the gap in that year by
an equal amount), and (b) increase the State’s planned payment to the New York State and Local
Employees’ Retirement System by $100 million, which will provide interest savings over the
plan period.

Consistent with prior updates, the current Financial Plan includes a planned deposit of $100
million to the Rainy Day Reserve in FY 2012. The deposit is subject to the approval of the
budget director and dependent on actual operating results in the final quarter of the fiscal year.

The General Fund is expected to end FY 2012 with a cash balance of $1.7 billion. The
balance consists of $1.03 billion in the Tax Stabilization Reserve, $275 million in the Rainy Day
Reserve (including the $100 million planned deposit), $51 million in the Community Projects
Fund, $21 million in the Contingency Reserve, and $13 million reserved for debt management.
In addition, the balance includes $284 million set aside for potential retroactive labor settlements
with unions that have not agreed to contracts through FY 2011.

Risks to budget balance remain in the current fiscal year. They include the potential that
actual tax receipts may fall below the revised estimates; year-end transactions, such as the
transfer of excess balances from other funds or payments from non-State entities, may occur at
lower levels than assumed in the Financial Plan; and disbursements in certain programs,
especially economically-sensitive programs such as Medicaid, may exceed budgeted amounts.
(See “Other Matters Affecting the Financial Plan - Financial Plan Risks” herein.)
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EXECUTIVE BUDGET FINANCIAL PLAN OVERVIEW

The Governor’s Executive Budget would eliminate the General Fund budget gap of $3.5
billion in FY 2013 and substantially lower the budget gaps that would need to be closed in future
years. The gap-closing plan consists of $2 billion in savings by controlling State spending and

$1.5 billion in net new resources from tax reform. It includes no new borrowing for operating
expenses.

FY 2013 Gap-Closing Plan

$3.5 Billion
(S in billions)

Tax Reform Spending
$1.5 Control
43% $2.0

57%

The following table summarizes the multi-year impact of the gap-closing plan.

GENERAL FUND BUDGETARY BASIS SURPLUS/(GAP) PROJECTIONS
SUMMARY OF CHANGES FROM MID-YEAR THROUGH EXECUTIVE BUDGET RECOMMENDATION
(millions of dollars)

FY 2013 FY 2014 FY 2015 FY 2016"
REVISED GAPS (3,500) (3,624) (5,044) (4,246)
FY 2013 Executive Budget Proposals 3,500 2,909 2,070 525
Spending Control 1,964 1,506 1,435 1,250
Agency Operations 1,141 1,089 842 861
Local Assistance 756 580 779 660
Debt Management 140 0 0 0
New Initiatives (73) (163) (186) (271)
Tax Reform 1,536 1,702 1,033 (178)
Tax Reform 1,931 2,034 1,335 79
MTA Payroll Tax Small Business Relief (250) (250) (250) (250)
Tax Credits/Other Initiatives (145) (82) (52) (@)
New Costs 0 (299) (398) (547)
Child Care Preservation (93) (215) (215) (215)
Mental Hygiene System Funding 0 (100) (200) (300)
Additional Pension Payment 0 (80) (70) (61)
All Other 93 96 87 29
EXECUTIVE BUDGET SURPLUS/(GAPS) (V] (715) (2,974) (3.721)
' Gap estimate for FY 2016 is published for the first time with this FY 2013 Executive Budget.
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Under the Executive proposal, the budget gap in FY 2014 is projected at $715 million, equal
to approximately 1.2 percent of projected General Fund receipts. By comparison, the gap closed
in FY 2012 equaled nearly 18 percent of expected receipts. The budget gaps in future years of
the plan are also reduced. The total gap over the four-year plan period is projected to total
approximately $7.4 billion -- more than 25 percent lower than the one-year gap that needed to be
closed in FY 2012,

SPENDING CONTROL
The Executive Budget gap-closing plan reflects $2 billion in savings from spending control.

> State agency operations savings ($1.14 billion) build on redesign and cost-control efforts
initiated in FY 2012. These include further reductions in State agency operations through
attrition and strict controls on hiring; enterprise-wide consolidation of procurement,
information technology, real estate, workforce management; and a range of operational
measures to improve efficiency. The total cost of State Operating Funds agency
operations, which consists of personal service, fringe benefit, and non-personal services
costs, is estimated at $23.5 billion in FY 2013, a decrease of 0.4 percent from the FY
2012 estimate.

» Widening the scope of FY 2012 reforms, key savings proposals in local assistance ($756
million) target automatic spending increases that are unrelated to performance or actual
costs. The most significant proposal would repeal automatic “cost-of-living” increases
and trend factors in FY 2013 for all human service providers, and grant all future
increases, starting in FY 2014, through a rational, performance-based awards system.
Other savings include continued programmatic, auditing, and financial reviews,
elimination of subsidies, and other measures. Disbursements for State Operating Funds
local assistance are projected to total $59.1 billion in FY 2013, an annual increase of 2.6
percent.

> Efficient management of the State’s debt portfolio is expected to permit the State to pay
in FY 2012 approximately $140 million in debt service that is due in FY 2013. This has
the effect of lowering the gap in FY 2013 by the amount of the prepayment.

» The Executive Budget includes a number of new initiatives, which will be financed by
recurring savings proposed in the gap-closing plan. The Budget proposes that the State
(a) assume the full cost of annual growth in the Medicaid program over a period of three
years, and responsibilities for Medicaid eligibility and enrollment over a period of five
years; (b) dedicate resources to create a new centralized hotline to report allegations of
abuse and neglect of vulnerable persons; and (c) assume responsibility for administering
SSI benefits from the Federal government.

12
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TAX REFORM

The tax reform legislation approved in December 2011 will generate an estimated $1.5
billion in net resources to help close the FY 2013 budget gap. The tax code changes are expected
to provide approximately $1.9 billion in additional receipts in FY 2013 when compared with the
Mid-Year Update. Of this amount, approximately $250 million will be used to mitigate the
impact of the law changes on the MTA, and $145 million will be used for tax credits and
employment initiatives. (See the “2012-13 Executive Budget Economic and Revenue Outlook,”
a companion volume to this Financial Plan.)

New CosTS/OTHER CHANGES

The Financial Plan provides sufficient resources in FY 2013 to cover essential new costs,
including State funding to maintain child care slots that would otherwise be lost due to a
reduction in Federal aid. In addition, the Financial Plan assumes new State resources will be
needed to maintain service levels in the Mental Hygiene System, starting in FY 2014, as Federal
aid declines due, in part, to continuing movement of clients from institutionalized settings into
community settings. Lastly, the Financial Plan assumes the State will increase its annual pension
contribution, starting in FY 2014, above the level required under the 2010 amortization
legislation, thereby lowering long-term interest costs. In FY 2013, the costs of these programs
are expected to be fully offset by other savings.
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PROJECTED CLOSING BALANCES

DOB estimates that the General Fund will end with balances of $1.7 billion in FY 2012 and
$1.8 billion in FY 2013. The following table summarizes the balances within the General Fund.

GENERAL FUND ESTIMATED CLOSING BALANCES
(millions of dollars)

FY 2012 Annual FY 2013
—Current __Chanae  __ Pronosed

Projected Fund Balance 1,675 123 1,798
Statutory Reserves:
Tax Stabilization Reserve Fund 1,031 0 1,031
Rainy Day Reserve Fund 275 0 275
Contingency Reserve Fund 21 0 21
Community Projects Fund 51 (51) 0

Reserved for:

Prior Year Labor Agreements (2007-2011) 284 174 458
Reserved for Debt Reduction 13 0 13

The closing balances in each year include amounts reserved to cover the costs of potential
retroactive labor settlements with unions that have not agreed to terms for prior contract periods.
The amounts are calculated based on the pattern settlement for the FY 2008 through FY 2011
period agreed to by the State’s largest unions. The Financial Plan assumes that no additional
agreements will be financed from the reserve in FY 2012 beyond the APSU agreement described
above, and that the remaining reserve will be carried forward into FY 2013. Reserves will be
reduced as subsequent labor agreements for prior periods are reached.

The Community Projects Fund, which finances discretionary (“member item”) grants
allocated by the Legislature and Governor, is expected to decrease by $51 million, reflecting the
spend-down of the balance and no planned future deposits.

Balances in the State’s principal reserve funds are expected to remain unchanged in FY 2013.

14
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ANNUAL SPENDING GROWTH

DOB estimates that State Operating Funds spending will total $88.7 billion in FY 2013, an
increase of $1.7 billion (1.9 percent) from the estimate for FY 2012. All Governmental Funds
spending, which includes capital projects and Federal operating funds, would total $132.5
billion, a decrease of $225 million (-0.2 percent) from the current year. Consistent with past
years, the aggregate spending projections (i.e., the sum of all projected spending by individual
agencies) in special revenue funds have been adjusted downward based on typical spending
patterns and the observed variance over time between estimated and actual results.

TOTAL DISBURSEMENTS
(millions of dollars)

Before Actions After Actions
FY 2012 FY 2013 Annual $ Annual % FY 2013 Annual $ Annual %
Current Base Change Change Proposed Change Change
State Operating Funds 87,048 90,770 3,722 4.3% 88,734 1,686 1.9%
General Fund (excluding transfers) 50,787 53,107 2,320 4.6% 51,425 638 1.3%
Other State Funds 30,328 31,301 973 3.2% 31,113 785 2.6%
Debt Service Funds 5,933 6,362 429 7.2% 6,196 263 4.4%
All Governmental Funds 132,735 131,908 (827) -0.6% 132,510 (225) -0.2%
State Operating Funds 87,048 90,770 3,722 4.3% 88,734 1,686 1.9%
Capital Projects Funds 8,078 7,299 779) 9.6% 7,844 (234) -2.9%
Federal Operating Funds 37,609 33,839 (3,770) -10.0% 35,932 (1,677) -4.5%
General Fund, including Transfers 56,915 59,794 2,879 5.1% 58,592 1,677 2.9%
State Funds 93,288 96,504 3,216 3.4% 94,795 1,507 1.6%

The annual growth in State Operating Funds spending is affected by several unique factors:
(a) the planned amortization of the State’s pension costs above a certain percentage of payroll, as
authorized in 2010; (b) the set-aside of a reserve to pay for potential retroactive labor
settlements, rather than assuming spending for these settlements; and (c) the phase-out of the
Federal government’s payment of an increased share of State Medicaid costs. Adjusted for these
unique factors, State Operating Funds spending would increase by approximately $717 million in
FY 2013, or 0.8 percent, as shown in the table below.

STATE OPERATING FUNDS TOTAL DISBURSEMENTS (ADJUSTED)
(millions of dollars)

Before Actions After Actions

FY 2012 FY 2013 Annual $ Annual % FY 2013 Annual $ Annual %

Current Base Change Change Proposed Change Change
State Operating Funds 87,048 90,770 3,722 4.3% 88,734 1,686 1.9%
Adiustments * 1,612 702 (910) -56.5% 702 (910) -56.5%
Pension Amortization (Authorized 2011) 575 782 207 36.0% 782 207 36.0%
Retroactive Labor Settlements 284 174 (110) -38.7% 174 (110) -38.7%
Enhanced FMAP (DOH Medicaid) 753 (254) (1,007) -133.7% (254) (1,007) -133.7%
STATE OPERATING FUNDS (ADJUSTED) 88,660 91,472 2,812 3.2% 89,436 776 0.9%

1 See text above.
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SOURCES OF SPENDING GROWTH

STATE SPENDING MEASURES: BEFORE AND AFTER BUDGET ACTIONS
(millions of dollars)

Annual Change Annual Change
FY 2012 FY 2013 Before Actions FY 2013 After Actions
Current Base $ % Proposed $ %
State Operating Funds:

Local Assistance 57,548 59,768 2,220 3.9% 59,060 1,512 2.6%
School Aid 19,677 20,250 573 2.9% 20,002 325 1.7%
Medicaid 15,280 15,893 613 4.0% 15,859 579 3.8%
Transportation 4,257 4,325 68 1.6% 4,398 141 3.3%
Mental Hygiene 3,580 3,854 274 7.7% 3,576 4) -0.1%
STAR 3,293 3,322 29 0.9% 3,322 29 0.9%
Social Services 3,010 3,229 219 7.3% 3,073 63 2.1%
Higher Education 2,605 2,691 86 3.3% 2,662 57 2.2%
All Other 5,846 6,204 358 6.1% 6,168 322 5.5%

State Operations/Fringe Benefits 23,623 24,697 1,074 4.5% 23,520 (103) -0.4%
State Operations 17.087 17,647 560 33% 17132 45 0.3%

Executive Agecies: 9.429 9,593 164 17% 9338 Q1) 1.0%
Personal Service 6,672 6,697 25 0.4% 6,685 13 0.2%
Non-Personal Service 2,757 2,896 139 5.0% 2,653 (104) -3.8%

State University 5,167 5,361 194 3.8% 5,298 131 2.5%

City University 137 147 10 7.3% 120 17) -12.4%

Elected Officials 2,354 2,546 192 8.2% 2,376 22 0.9%

Fringe Benefits/Fixed Costs 6.536 1.050 514 1.9% 6,388 (148) -23%

Pension Contribution 1,680 1,610 (70) -4.2% 1,574 (106) -6.3%

Employee/Retiree Health Insurance 3,291 3,731 440 13.4% 3,240 (51) -1.5%

Other Fringe Benefits/Fixed Costs 1,565 1,709 144 9.2% 1,574 9 0.6%

Debt Service 5,872 6,300 428 7.3% 6,149 277 4.7%

Capital Projects 5 5 0 0.0% 5 0 0.0%

TOTAL STATE OPERATING FUNDS 87,048 90,770 3,722 43% _ 88734 1686 1.9%
Capital Projects (State Funded) 6,240 5,734 (506) -8.1% 6,061 179) -2.9%
TOTAL STATE FUNDS 93,288 96504 3,216 34% 94795 1507 1.6%
Federal Aid (Including Capital Grants) 39,447 35404  (4,043) -102% 37715  (L732)  -4.4%
TOTAL ALL GOVERNMENTAL FUNDS 132,735 131,908 (827)  -0.6% 132,510 (225)  -0.2%

Local assistance spending is expected to increase by $1.5 billion, or 2.6 percent, over FY
2012. In FY 2013, State funding for School Aid (on a school year basis) and Medicaid increases
by approximately 4 percent from 2012 levels, consistent with caps enacted in FY 2012.
Medicaid spending, before factoring in the savings expected from the State’s takeover of
administration and including Medicaid costs that are reflected on the non-personal services line
of the Financial Plan, increases by 4 percent (not shown on table). Other local assistance
increases include transportation, reflecting disbursements of dedicated tax receipts; special
education, resulting from actions that temporarily reduced spending in FY 2012; and child
welfare, due to a reduction in available Federal funding and lower growth in claims-based
programs. These increases are partly offset by annual reductions in mental hygiene programs
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reflecting the impact of ongoing cost-containment efforts, continued programmatic and costs
reviews, and lower public health spending due to the phase-down of Federal-State Health
Reform Partnership (F-SHRP) program and declines in the EPIC program resulting from prior-
year cost containment actions.

Agency spending on personal and non-personal service is expected to remain nearly flat on
an annual basis. This reflects ongoing efforts to redesign State agency operations initiated in FY
2012. Spending on fringe benefits is projected to decline by $148 million (-2.3 percent). The
decline is comprised of lower pension costs due to a $100 million prepayment of certain pension
obligations in FY 2012 and a reconciliation of prior-year pension costs that will lower the State's
pension bill in FY 2013 ($77 million), and lower employee health insurance due to the
annualization of employee premium increases that were effective in mid-FY 2011.
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EXPLANATION OF EXECUTIVE BUDGET GAP-CLOSING PLAN

The table below summarizes the Executive Budget gap-closing plan.

GENERAL FUND GAP-CLOSING PLAN FOR FY 2013
(millions of dollars)

FY 2013 FY 2014 FY 2015 FY 2016

CURRENT SERVICES GAP ESTIMATES (3,500) (3,624) (5,044) (4,246)
Spending Controls 1,964 1,506 1,435 1,250
Agency Operations 1141 1,089 842 861
Agencies 580 386 18 127
Independent Officials 255 310 424 330
Enterprise/Consolidations 109 175 180 180
Health Insurance Rate Renewal 130 130 130 130
Fringe Benefits (New Proposals) 67 88 90 94
Local Assistance 756 580 779 660
COLAs/Trends 150 169 168 118
Mental Hygiene 172 92 59 8)
Social Services/Housing 144 98 204 195
Public Health 105 58 28 19

All Other 185 163 320 336
Debt Management 140 0 0 0
New Initiatives/Investments (73) (163) (186) (271)
Local Medicaid Growth/Administrative Takeover 16 (23) (83) (181)
Agency Redesign - Enterprise Services 43) (66) 27) a7

SSI Administration Takeover From Federal Government 11) 13) 1) ae)
Protection of Vulnerable Populations (10) 30) (30) (30)
Rural Rental Assistance (6) ©6) ) (6)

All Other 19 (25) (19) (21)

Tax Reform 1,536 1,702 1,033 (178)
Tax Code Reform 1,931 2,034 1,335 79
MTA Payroll Tax Small Business Relief (250) (250) (250) (250)
Reduce Corporate Tax on Manufacturers (25) (25) (25) 0
New York Youth Works Tax Credit (20) (5) 0 0
Economic Development Initiatives 32) (32) 13) 3)
Inner-City Summer Youth Employment (25) 0 0 0
Disaster Relief Package (20) (15) (10) 0
Educational Opportunities 11) 4) 4) 4)

All Other 12) ) 0 0
New Costs/Other V] (299) (398) (547)
TANF Child Care Replacement 93) (215) (215) (215)
Mental Hygiene System Funding 0 (100) (200) (300)
Excess Pension Payment 0 (80) (70) 61)

All Other 93 96 87 29
EXECUTIVE BUDGET SURPLUS/(GAP) ESTIMATE 0 (715) (2,974) (3,721)
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The sections below provide details on spending control and new costs in the Executive
Budget Financial Plan. For more information on the Budget recommendations for major
programs and activities see the section entitled “Multi-Year Financial Plan Projections -
Disbursements” herein and the Executive Budget Briefing Book. For a discussion of the tax
code changes, please see “FY 2012-13 Executive Budget Economic and Revenue Outlook.”

SPENDING CONTROL

Before the proposed spending controls and management actions in the Executive Budget,
State Operating Funds spending was projected to total $90.8 billion, an increase of $3.7 billion,
or 4.3 percent, over the current-year estimate. The FY 2013 Executive Budget recommends $2.0
billion in savings from spending control, which would reduce State Operating Funds spending in
FY 2013 to $88.7 billion, an annual increase of 1.9 percent over the FY 2012 estimate.

STATE AGENCY OPERATIONS

Agency Operations include salaries, wages, fringe benefits, and non-personal service costs
(e.g., utilities). State Operating Funds spending for agency operations is estimated at $23.5
billion in FY 2013, a decline of $103 million (-0.4 percent) from the current year. Reductions
from the FY 2013 current-services forecast for agency operating costs contribute $1.1 billion to
the General Fund gap-closing plan.

> Agencies: Continued workforce management through a strict hiring freeze,
annualization of savings from recent closures of facilities and elimination of excess
capacity, and efforts to downsize State government are expected to result in lowered
personal service and fringe benefits costs. The size of the Executive State workforce
has declined from 125,787 FTEs in FY 2011 to 121,868 FTEs in FY 2012, a
reduction of nearly 4,000 FTEs. The reduction in the size of the State workforce has
led to significant declines in fringe benefit costs directly tied to salary levels, such as
Social Security and pensions. In addition, a reconciliation of pension costs in FY
2011 will lower the State's pension bill in FY 2013 by $77 million.

Additional savings are expected through operational efficiencies as agencies continue

to redesign operations to improve service delivery, reduce costs, and eliminate
duplicative functions.
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» Independent Officials: The budgets for the Legislature, Judiciary, State Comptroller,
and the Department of Law do not propose spending increases for FY 2013. The
Judiciary budget includes pay increases for judges, as recommended by the Judicial
Compensation Commission. This spending increase is offset by commensurate
reductions achieved through the streamlining of administrative functions and
reductions in funding for non-essential programs.

> Enterprise/Consolidations: Efforts to centralize and coordinate enterprise services
such as procurement of information technology services, software and mobile
communications, office supplies, and health services and pharmaceutical supplies, as
well as rent reductions from statewide office space consolidations, are expected to
reduce operational costs by reducing office vacancy rates and leveraging the State’s
purchasing power. After necessary one-time investments, the multi-year Financial
Plan reflects net savings from expected cost reductions. Specific actions for FY 2013
include: procurement savings through strategic sourcing of goods and services such
as vehicles, software, food and office supplies ($100 million); and real estate savings
through the relocation of state agencies from leased space into State-owned office
space ($9 million). Longer-term projects are underway in information technology,
grants management, call centers, business services, fleet management, enterprise-
wide licensing and permitting, and learning management.

» Health Benefits Management: The State has effectively managed its health benefits
to control growth in health insurance spending. Year-to-year growth is expected to be
less than national health trends.

> Fringe Benefits (New Proposals): Savings is achieved by pre-paying certain pension
obligations in FY 2012 to avoid annual interest costs ($30 million); increasing Federal
Medicare Part D reimbursements through the conversion of the retiree drug coverage
program from the current Retiree Drug Subsidy to an Employer Group Waiver Plan
($26 million); and extending to employees of certain State public authorities the
State's existing policy that requires State employees and retirees to contribute toward
the cost of Medicare Part B premium reimbursement ($11 million).
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LOCAL ASSISTANCE

Local assistance spending includes financial aid to local governments and non-profit
organizations, as well as entitlement payments to individuals. State Operating Funds spending
for local assistance is estimated at $59.1 billion in FY 2013, an increase of $1.5 billion (2.6
percent) from the current year. Reductions from the FY 2013 current-services forecast for local
assistance include both targeted actions and additional savings from the continuation of prior-
year cost containment actions, which together contribute $756 million to the General Fund gap-
closing plan.

The most significant gap-closing actions in local assistance include the following:

>

Human Services Cost-of-Living Increases/Trends: The Budget proposes eliminating
the automatic 3.6 percent human services ‘“cost-of-living” increase and maintaining
existing rates for other programs, including OMH residential treatment facilities,
community residences, family based treatment, and various residential and day programs
for individuals with developmental disabilities. Beginning in FY 2014, a new system
will take effect that will provide annual adjustments based on actual costs and
performance.

Mental Hygiene: Savings are expected through continued programmatic reviews of
OMH providers, and from expanded efforts to recover State funds through enhanced
audit activities and financial reviews of not-for-profit providers; stringent cost controls
and reduced use of institutional services, and investments in community based OPWDD
programs; restructuring the Continuing Day Treatment program, shifting funding to more
effective program models; and converting residential pipeline units to lower-cost
alternatives.

Social Services/Housing: Savings are expected through streamlining and restructuring
financing of child support administration; eliminating funding for a shelter supplement
initiative; and phasing in the planned 10 percent increase in public assistance grants over
two years (5 percent in 2012 and 5 percent in 2013). In addition, funding for the
Neighborhood and Rural Preservation programs would be eliminated.

Public Health: Disbursement projections have been adjusted to reflect claims by
municipalities in the GPHW program and other trends.

Other Local Programs: Savings are expected across multiple functions and program
areas. These include cost-based revisions to School Aid based on updated claiming
information from school districts and the estimated growth in NYS personal income;
updated payment schedules for the Local Government Performance and Efficiency
Program; and updated cost estimates for certain other programs. Savings are partially
offset by increases in TAP funding driven by tuition increases and updated participation
trends and funding for the Close to Home Juvenile Justice Initiative.
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In addition, changes in General Fund Medicaid spending reflect reduced HCRA financing
due to downward revisions to cigarette tax forecasts, an acceleration of financing for capital
improvements at health care facilities throughout the State, and multi-year revisions to
estimated spending for the EPIC program and other HCRA programs. Projected Medicaid
spending has also been updated for the estimated impact of enhanced Federal Financial
Participation for individuals and couples without children, pursuant to Federal Health Care
Reform, which is expected to lower the State share of Medicaid spending in FY's 2015 and
2016.

NEW INITIATIVES/INVESTMENTS

» Local Government Medicaid Growth/Administrative Takeover: The FY 2013
Executive Budget includes proposals to establish a phased-in takeover of local
government administration of the Medicaid program and to cap spending on local
Medicaid administration at FY 2012 appropriated levels. The FY 2013 Executive Budget
also provides Medicaid relief for all counties and New York City by reducing growth in
local Medicaid payments.

» Agency Redesign - Enterprise Services: The Executive Budget reflects investments to
improve State operations. Specifically, State support for OFT and OGS has been
increased to cover costs associated with the more centralized role these agencies are
expected to take in providing shared business services, which are now decentralized
across many State agencies. These services include management of the State’s assets, the
streamlining of procurement processes, and the consolidation of technical and
administrative resources. The greater centralization of these services is expected to
achieve statewide savings and allow agencies to better focus on their core missions.
These investments are expected to generate significant statewide savings over the multi-
year Financial Plan from cost reductions, increased efficiency, and business
transformation.

» SSI Administration Takeover: The Executive Budget recommends that the State take
over administration of the State’s participation in the Federal Supplemental Security
Income Benefit currently administered by the Federal government, which is expected to
generate savings in the later years of the Financial Plan.

» Protection of Vulnerable Populations: Pursuant to preliminary recommendations of
the Governor’s Special Advisor on Vulnerable Persons, a new centralized hotline will be
established for reporting allegations of abuse and neglect of vulnerable persons in certain
programs operated by State agencies, including Mental Hygiene, Health and Education.

» Rental Assistance Program: Increased funding is recommended for the Rural Rental
Assistance Program that provides State funded rental subsidies to approximately 4,700
low income occupants of rural housing projects financed by the Federal Department of
Agriculture.

22



FINANCIAL PLAN OVERVIEW

New CosTs

» TANF Child Care Replacement: Less Federal TANF funding is available for the
State’s child care program. Therefore, State funding has been increased to maintain
current funding levels in the child care program.

» Mental Hygiene System Funding: Ongoing de-institutionalizing efforts, which will
allow individuals currently residing in State-operated Developmental Centers to be
placed in more clinically appropriate settings based on their needs and abilities, is
expected to reduce Federal Medicaid revenues.

> Excess Pension Payment: The Financial Plan assumes the State will increase its annual

pension contribution, starting in FY 2014, above the level required under the 2010
amortization legislation, thereby lowering long-term interest costs.
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OTHER MATTERS AFFECTING THE FINANCIAL PLAN

GENERAL

The Executive Budget is subject to many complex economic, social, financial, and political
risks and uncertainties, many of which are outside the ability of the State to control. DOB
believes that the projections of receipts and disbursements in the Executive Budget are based on
reasonable assumptions, but there can be no assurance that actual results will not differ
materially and adversely from these projections. In recent fiscal years, actual receipts collections
have fallen substantially below the levels forecast in the Financial Plan.

The Executive Budget is based on numerous assumptions, including the condition of the
State and national economies and the concomitant receipt of economically sensitive tax receipts
in the amounts projected. Other uncertainties and risks concerning the economic and receipts
forecasts include the impact of: national and international events, such as the Euro-zone
financial crisis, on consumer confidence, oil supplies, and oil prices; Federal statutory and
regulatory changes concerning financial sector activities; changes concerning financial sector
bonus payouts, as well as any future legislation governing the structure of compensation; shifts
in monetary policy affecting interest rates and the financial markets; financial and real estate
market developments on bonus income and capital gains realizations; and household
deleveraging on consumer spending and State tax collections.

Among other factors, the Executive Budget is subject to various other uncertainties and
contingencies relating to the extent, if any, to which wage increases for State employees exceed
the annual wage costs assumed; realization of the projected rate of return for pension fund assets
and current assumptions with respect to wages for State employees affecting the State's required
pension fund contributions; the willingness and ability of the Federal government to provide the
aid contemplated by the Executive Budget; the ability of the State to implement cost reduction
initiatives, including reductions in State agency operations, and the success with which the State
controls expenditures; and the ability of the State and its public authorities to market securities
successfully in the public credit markets. Some of these specific issues are described in more
detail herein. The projections and assumptions contained in the Executive Budget are subject to
revisions which may involve substantial change. No assurance can be given that these estimates
and projections, which include actions the State expects to be taken but which are not within the
State's control, will be realized.

BUDGET RISKS AND UNCERTAINTIES

The Executive Budget is a proposal. There can be no assurance that the Legislature will not
make changes that have an adverse impact on the budgetary projections set forth herein, or that it
will take final action on the Executive Budget before the start of the new fiscal year on April 1,
2012. In prior years when a budget has not been enacted by the start of the fiscal year, the State
has enacted interim appropriation and Article VII bills to maintain certain governmental services.
Starting in FY 1996, the Legislature has annually approved the State’s debt service
appropriations by the start of each State fiscal year.
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There can be no assurance that the General Fund will end the current fiscal year in balance
on a budgetary cash basis of accounting, or that the budget gaps will not increase materially from
current projections. If this were to occur, the State would be required to take additional gap-
closing actions. These may include, but are not limited to, additional reductions in State agency
operations; delays or reductions in payments to local governments or other recipients of State
aid; suspension of capital maintenance and construction; extraordinary financing of operating
expenses; or other measures. In some cases, the ability of the State to implement such actions
requires the approval of the Legislature and cannot be implemented solely by the action of the
Governor.

State law grants the Executive certain powers to achieve the Medicaid savings assumed in the
Financial Plan. However, there can be no assurance that these powers will be sufficient to limit
the rate of annual growth in DOH State Funds Medicaid spending to the levels estimated in the
Executive Budget Financial Plan. In addition, savings are dependent upon timely Federal
approvals, appropriate amendments to existing systems and processes, and the participation of
health care industry stakeholders. In the current fiscal year, State-share Medicaid disbursements
to date have been consistent with expectations.

The forecast contains specific transaction risks and other uncertainties including, but not
limited to, the receipt of certain payments from public authorities; the receipt of miscellaneous
revenues at the levels expected in the Financial Plan, including payments pursuant to the Tribal
State Compact; and the achievement of cost-saving measures including, but not limited to, the
transfer of available fund balances to the General Fund at the levels currently projected. Such
risks and uncertainties, if they were to materialize, could have an adverse impact on the Financial
Plan in the current year or future years.

STATUS OF CURRENT LABOR NEGOTIATIONS

The State has a five-year labor contract with the State’s largest union, CSEA, and a four-year
labor contract with the State’s second-largest State employee union, PEF. Under both PEF and
CSEA labor contracts, there are no general salary increases for three years (FY 2012 through FY
2014). Employee compensation during FY 2012 and FY 2013 will be temporarily reduced.
Employees will receive deficit reduction leave (totaling nine days). CSEA-represented
employees will receive a $1,000 lump sum payment ($775 paid in FY 2014 and $225 paid in FY
2015). Employees will receive a 2 percent salary increase in FY 2015 under both agreements,
and CSEA-represented employees will receive a 2 percent increase in FY 2016. Employees
represented by CSEA will be repaid the value of four days in equal consecutive installments
starting at the end of the CSEA contract term and employees represented by PEF will be repaid
the value of nine days in equal consecutive installments starting in FY 2016. The agreements
also include substantial changes to employee health care contributions.

Under the agreements, employees in these unions have contingent layoff protection for FYs
2012 and 2013 and continuing protection for the full term of the agreements. Workforce
reductions due to management decisions to close or restructure facilities authorized by
legislation, SAGE Commission recommendations, or material or unanticipated changes in the
State's fiscal circumstances are not covered by this protection.
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Negotiations with the State’s other unions, which represent approximately 35 percent of the
State workforce, are ongoing. The largest of these unions, with whom negotiations are
continuing, are UUP, which represents faculty and non-teaching professional staff within the
State University system, and NYSCOPBA, which represents the State’s correction officers.

LABOR SETTLEMENTS FOR PRIOR CONTRACT PERIODS

The Executive Budget Financial Plan continues to include a reserve to cover the costs of a
pattern settlement with all unions that have not agreed to contracts through FY 2011. The
pattern is based on the general salary increases agreed to by the State’s largest unions for the
same period. There can be no assurance that actual settlements, some of which are subject to
binding arbitration, will not exceed the amounts reserved.

In August 2011, a statutorily authorized judicial compensation commission authorized a
multi-year plan to provide salary increases for judges beginning in FY 2013, which will
automatically take effect barring action by the Legislature and the Governor to obviate the
increases. The Executive Budget assumes salary increases will be accommodated in the
Judiciary’s current budget projections.

CASH-FLoOw PROJECTIONS

The General Fund is authorized to borrow resources temporarily from other available funds
in STIP for up to four months, or to the end of the fiscal year, whichever period is shorter. The
amount of resources that can be borrowed by the General Fund is limited to the available
balances in STIP, as determined by the State Comptroller. Available balances include money in
the State’s governmental funds and a relatively small amount of other moneys belonging to the
State. Several accounts in Debt Service Funds and Capital Projects Funds that are part of All
Governmental Funds are excluded from the balances deemed available in STIP. These excluded
funds consist of money obligated for debt service payments and bond proceeds.

FY 2012

Through the first nine months of FY 2012, the General Fund used this STIP to meet certain
payment obligations in April 2011, and repaid such amounts by the end of April 2011. While the
General Fund may rely on this borrowing authority at other times during FY 2012, it is expected
that such amounts will be repaid by the end of the month.

The State continues to reserve money on a quarterly basis for debt service payments that are
financed with General Fund resources. Money to pay debt service on bonds secured by
dedicated receipts, including PIT bonds, continues to be set aside as required by law and bond
covenants.

DOB will continue to monitor and manage the State's cash position closely during the final
quarter of the fiscal year in an effort to maintain adequate operating balances.
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EY 2013

Under the Executive Budget proposal, DOB estimates that the State will have sufficient
liquidity to make payments as they become due. Consistent with prior years, DOB estimates that
balances will reach relatively low levels in May, Ju