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The Governor submitted his Executive Budget for FY 2014 to the Legislature on January 22,
2013. The Executive Budget Financial Plan set forth the multi-year forecast of receipts and
projections based on the Governor’s proposed Budget.

The State Constitution permits the Governor to submit amendments to the Executive Budget
within 30 days of its constitutional submission date. The Governor submitted amendments to the
Executive Budget for FY 2014 on February 12, 2013 and February 21, 2013, as permitted by

law.

The Executive Budget Financial Plan projections set forth herein reflect the impact of the
Governor’s amendments and revisions to the multi-year forecast of receipts and disbursements
based on updated information. The Financial Plan information is organized in the following

parts:

» PART A summarizes the fiscal impact of the amendments and forecast revisions that
have been made to the Governor’s Executive Budget Financial Plan originally submitted
on January 22, 2013.

» PART B provides a comprehensive overview of the Executive Budget Financial Plan, as
amended. It includes the following information:

An explanation of the impact of the Budget on key fiscal performance measures,
current and projected operating results before and after implementation of the
Executive Budget proposals, and budgetary risks.

A summary of the multi-year Financial Plan projections (FY 2013 through FY 2017).
A review of operating results through January 2013.

A summary of the impact of the Executive Budget on local governments.

An updated economic forecast.
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INTRODUCTION

This Executive Budget Financial Plan for FY 2014 (the “Executive Budget” or “Executive
Budget Financial Plan”) summarizes the State of New York’s official Financial Plan projections
for FY 2013 through FY 2017. The State’s FY 2014 will begin on April 1, 2013 and end on
March 31, 2014. The Financial Plan projections reflect the impact of the Governor’s Executive
Budget for FY 2014, including the amendments described in Part A herein.

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 PIT 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 the sole financing source for the STAR Fund. In addition, it is typically
the financing source of last resort for the State’s other major funds, including HCRA® funds, the
DHBTF, 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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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, economic, and environmental conditions, including climate change and extreme
weather events; impediments to the implementation of gap-closing actions; regulatory initiatives
and compliance with governmental regulations; litigation; action by the Federal government to
reduce or disallow expected aid; 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 2014
FY 2012 Before Executive
Results Mid-Year Revised Actions * (Amended)
State Operating Funds Budget
Size of Budget $87,181 $89,420 $89,621 $91,926 $89,823
Annual Growth 33% 2.6% 2.8% 2.6% 0.23%
Size of Budaet (Adjusted) ? $88,328 $90,087 $90,288 $92,556 $90,453
Annual Growth 2.5% 2.0% 22% 2.5% 0.18%
Other Budget Measures
General Fund (with Transfers) $56,489 $59,382 $59,375 $61,684 $60,888
2.0% 5.1% 5.1% 3.9% 2.5%
State Funds (Including Capital) $93,193 $95,630 $95,791 $97,908 $96,225
3.4% 2.6% 2.8% 2.2% 0.5%
Capital Budget (Federal and State) $7,836 $8,061 $8,025 $7,834 $8,242
-0.1% 2.9% 2.4% -2.4% 2.7%
Federal Operating Aid (Excluding Extraordinary Federal Aid)* $38,487 $36,376 $36,496 $37,334 $36,854
-14.2% -5.5% -5.2% 23% 1.0%
All Funds (Excluding Extraordinary Federal Aid)* $133,504 $133,857 $134,142 $137,094 $134,919
-1.0% 0.3% 0.5% 2.2% 0.6%
Capital Budget (Including "Off-Budget") $9,227 $9,719 $9,683 $9,398 $9,806
-0.6% 5.3% 4.9% -2.9% 13%
All Funds (Including "Off-Budget" Capital)* $134,895 $135,515 $135,800 $138,658 $136,483
-1.0% 0.5% 0.7% 21% 0.5%
Inflation (CPI) 3.3% 13% 1.8% 21% 21%
All Funds Receipts
Taxes $64,297 $66,142 $65,922 $69,095 $69,105
5.6% 2.9% 2.5% 4.8% 4.8%
Miscellaneous Receipts $23,837 $24,708 $24,985 $23,233 $23,889
3.0% 3.7% 4.8% -7.0% -4.4%
Federal Grants* $44,611 $42,502 $42,631 $43,217 $41,806
-9.5% -4.7% -4.4% 1.4% -1.9%
Total Receipts* $132,745 $133,353 $133,538 $135,545 $134,800
-0.4% 0.5% 0.6% 1.5% 0.9%
Budget Gaps
FY 2013 $0 $0 $0
FY 2014 ($982) ($1,352) $0
FY 2015 ($3,590) ($3,979) ($2,093)
FY 2016 ($4,370) ($5,201) ($3,563)
FY 2017 n/a ($5,663) ($4,161)
Total General Fund Reserves $1,787 $1,474 $1,474 $1,391 $1,641
Rainy Day Reserve Funds $1,306 $1,306 $1,306 $1,306 $1,306
All Other Reserves $481 $168 $168 $85 $335
State Workforce (Subject to Direct Executive Control) 119,579 121,841 119,728 n/a 119,601
Debt
Debt Service as % All Funds Receipts 4.9% 5.0% 4.9% 5.0% 4.5%
State Related Debt Outstanding $56,372 $57,680 $56,622 $58,280 $57,609
Debt Outstanding as % Personal Income 5.7% 5.6% 5.5% 5.5% 5.5%

1 Before Executive Budget proposals to eliminate the projected budget gap.

2 The annual growth in State Operating Funds spending is affected by several unique factors: (a) the deferral of a School Aid payment from FY 2010 to FY 2011; (b)
repayment of the State’s pension costs above a certain percentage of payroll; (c) the set-aside of a reserve to pay for potential retroactive labor settlements, rather
than assuming spending for these settlements; and (d) the phase-out of the Federal government’s payment of an increased share of State Medicaid costs.

* All Funds and Federal Operating receipts and spending exclude Federal disaster aid for Superstorm Sandy estimated at $1.5 billion in FY 2013 and $5.1 billion in FY
2014. and additional Federal aid under the Affordable Care Act estimated at $1.0 billion in FY 2014.
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PART A
REVISIONS TO THE EXECUTIVE BUDGET FINANCIAL PLAN

The Executive Budget Financial Plan projections set forth herein reflect the impact of the
Governor’s amendments, as well as revisions to the multi-year forecast of receipts and
disbursements based on updated information. The table below summarizes the revisions to the
Financial Plan dated January 22, 2013.

SUMMARY OF CHANGES TO EXECUTIVE BUDGET
SAVINGS/(COST)
(millions of dollars)

FY 2013 FY 2014 FY 2015 FY 2016 FY 2017

INITIAL EXECUTIVE BUDGET SURPLUS/(GAPS) 0 0 (1,953)  (3.559)  (4,464)
Tax Receipts (Timing) 220 (120) (100) 0 0
Federal Revenue Reduction Plan 0 0 (35) (13) 312

Federal Rate Change 0 (1,100) (1,000) (650) (325)

State Plan 0 500 510 302 302
Federal Resources 0 600 455 335 335

Albany 19-A PILOT 0 (8) 0 0 0

2014 Super Bowl 0 (5) 0 0 0
Other Changes (220) 133 (5) 9 9)
AMENDED EXECUTIVE BUDGET SURPLUS/(GAPS) 0 0 (2,093) (3,563) (4,161)

» Tax Receipts: The positive FY 2013 revision to tax receipts is the result of greater than
anticipated capital gains realizations taken by taxpayers facing the possibility of Federal
tax rate increases in tax year 2013. These gains are partially offset by lower than
expected withholding and estate tax collections, as well as recognition of increased
business tax refund inventories. The negative FY 2014 revision largely reflects the lower
FY 2013 withholding base and higher expected refunds, partially offset by higher
extension payments from the capital gains.

> Federal Revenue Reduction Plan: The Executive Budget Financial Plan addresses
reductions in Federal Medicaid revenue related to reimbursement for State-operated
developmental disability services.

e The Executive Budget includes actions that are expected to provide $500 million
in savings to offset the loss of Federal aid, including a proposed 6 percent
Medicaid rate reduction for developmental disability providers which would
eliminate COLA and other enhancements received by these providers in FY 2010
and FY 2011 ($120 million). This would be consistent with all other human
service providers who have not received a COLA since FY 2009. The State will
also manage MRT initiatives to accelerate cost-saving reforms and delay certain
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new investments, which is expected to further reduce Medicaid costs ($180
million). Lastly, the MRT process is continuing to reduce Medicaid costs below
levels estimated in the Financial Plan ($200 million).

The Financial Plan also identifies $600 million of additional Federal aid,
including $250 million for emergency Medicaid services and other expenses for
which the State is eligible for reimbursement from the Federal government, $250
million in Federal aid related to reforms to services for individuals with
disabilities, and an additional $100 million related to coverage of certain
populations under the ACA.

19-A PILOT Payments to Albany: The FY 2014 PILOT payment to be made by
the State to the City of Albany is scheduled to decrease by $8 million under the
existing statutory schedule. To help alleviate the City’s fiscal needs, the Executive
Budget, as amended, proposes accelerating a PILOT payment due in a future year.

2014 Super Bowl: New York and New Jersey will co-host Super Bowl XLVIII in
February 2014. The Executive Budget, as amended, proposes $5 million to support
activities in New York State to promote tourism and stimulate economic development
opportunities associated with this premier event.

Tribal State Compact: The City of Salamanca has not received payments from the
Seneca Nation pursuant to the Tribal State Compact for over three years. These
annual payments represent nearly 40 percent of the City’s budget. Accordingly, this
lack of payment has left the City unable to meet its expenses. The Executive Budget,
as amended, proposes providing $2.5 million from the General Fund to the Tribal
State Compact account, representing the amount required by Salamanca for CFY
2013.

Other Changes: The Financial Plan assumes the payment in the current year of
certain debt service that is not due until FY 2014, which has the effect of increasing
expenses in the current year and reducing them in FY 2014. Other changes include
technical adjustments to transfers and disbursements.
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PART B
EXECUTIVE BUDGET FINANCIAL PLAN OVERVIEW

EXECUTIVE SUMMARY

CURRENT BUDGET GAPS

DOB estimates that the Executive Budget for FY 2014 must close a budget gap of $1.35
billion. The gaps in future years are projected at $4.0 billion in FY 2015, $5.2 billion in FY
2016, and $5.7 billion in FY 2017. The budget gaps have increased in comparison to the
projections in the Mid-Year Update to the Financial Plan, reflecting DOB's updated assessment
of economic activity, the impact of Superstorm Sandy,” and other factors. DOB expects the
General Fund to end the current fiscal year in balance on a cash basis of accounting, but risks
and uncertainties remain. (See “Multi-Year Financial Plan Revisions Since Mid-Year Update —
Current Fiscal Year” and "Other Matters Affecting the Financial Plan™ herein.)

The budget gaps represent the difference between the projected General Fund disbursements,
including transfers to other funds, needed to maintain current services levels 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 the DOB in conjunction with other State
agencies.* The assumptions reflect the impact of current statutory provisions on spending
growth. Mandates and entitlements, combined with enrollment increases, account for a
significant portion of projected spending increases.

2 Superstorm Sandy, a category 1 hurricane that made landfall as a post-tropical cyclone, struck the East Coast of the United
States on October 29, 2012, causing widespread infrastructure damage and economic losses in the greater New York region.

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

4 See DOB’s Economic, Revenue, and Spending Methodologies, November 2012, at www.budget.ny.gov.
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FY 2014 EXECUTIVE BUDGET

The Governor introduced his Executive Budget for FY 2014 on January 22, 2013. The State
Constitution permits the Governor to submit amendments to the Executive Budget within 30
days of its constitutional submission date. The Governor submitted amendments to the
Executive Budget for FY 2014 on February 12, 2013 and February 21, 2013, as permitted by
law. The Executive Budget, as amended, would eliminate the estimated General Fund budget
gap of $1.35 billion in FY 2014, and reduce the estimated budget gaps to $2.1 billion in FY
2015, $3.6 billion in FY 2016, and $4.2 billion in FY 2017. The following table summarizes the
proposed gap-closing plan.

GAP-CLOSING PLAN

» The Executive Budget includes a total of $2.0 billion in gap-closing actions in FY
2014. These actions close the $1.35 billion budget gap and finance the initiatives
proposed in the Executive Budget. These include $204 million (school year basis) in
fiscal stabilization aid for education and a $250 million deposit to DRRF.

GENERAL FUND BUDGETARY BASIS SURPLUS/(GAP) PROJECTIONS
EXECUTIVE BUDGET

GAP-CLOSING PLAN
(millions of dollars)

FY 2014 FY 2015 FY 2016 FY 2017
REVISED SURPLUS/(GAPS) BEFORE ACTIONS (1,352) (3,979) (5,201) (5,663)
FY 2014 Executive Budget Proposals 1,352 1,886 1,638 1,502
Spending Control 1,123 811 738 747
Agency Operations 434 447 470 503
Local Assistance 378 298 268 244

Debt Management 311 66 0 0
Federal Revenue Reduction Plan (Net Impact) 0 (35) (13) 312
Extenders 331 671 671 395
Other Resources 18 539 242 48
Gross Resources 549 756 506 517
Fiscal Stabilization Aid (143) (61) 0 0

Debt Reduction Reserve Deposit (250) 0 0 0
Other Investments (Incl. State of the State) (138) (156) (264) (469)

Tax Receipts (Timing) (120) (100) 0 0
BUDGET SURPLUS/(GAPS) AFTER EXECUTIVE 0 (2,093) (3,563) (4,161)
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Spending Control

» Consistent with the Governor's approach in balancing his first two budgets, both of

which emphasized spending restraint, the gap-closing plan for FY 2014 includes $1.1
billion in savings by controlling State spending. State Operating Funds spending in
FY 2014 is expected to increase by 0.2 percent, to $89.8 billion.

Ongoing State agency redesign and cost-control efforts account for an estimated $434
million of the gap-closing savings from spending control. These efforts include
reductions in State agency operations through closures and consolidations of facilities
to reduce excess capacity; strict controls on attrition and hiring; enterprise-wide
consolidation of procurement, information technology, and workforce management
functions; and a range of operational measures to improve efficiency. Funding for
State agency operations, which covers personal service, non-personal service, and
fringe benefit expenses, is estimated to total $24.8 billion in 2014, unchanged from
estimated FY 2013 levels.” By comparison, when the Governor took office in
January 2011, spending for State agencies was expected to total $26.6 billion by FY
2014, or over $1.8 billion higher than the FY 2014 Executive Budget proposal.

Gap-closing actions in the category of local assistance are expected to total $378
million.° Savings are expected from, among other things, the elimination of FY 2014
automatic “cost of living” increases, and trend factors for all health and human
service providers; consolidation of certain public health programs; reforms and
reductions in the Excess Medical Malpractice insurance program; ongoing
programmatic and financial reviews; program consolidations; enhanced review of
claims-based data; and other measures. Disbursements for local assistance are
projected to total $59.2 billion in FY 2014, an annual increase of less than 1 percent.
By comparison, when the Governor took office, spending for local assistance was
expected to total $74.9 billion by FY 2014, or over $15.7 billion higher than the FY
2014 Executive Budget recommendation.

The Executive Budget honors the commitment, first made in 2011, 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 growth in the medical component of
the CPl. School Aid and Medicaid are the State's two largest programs, together
totaling nearly $37 billion and accounting for over 40 percent of State Operating
Funds spending.

® State Operating Funds basis, consisting of the General Fund, State special revenue funds, and debt service funds.
® Local assistance includes payments for School Aid, Medicaid, public assistance, child welfare, and a range of other purposes.

10
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Extenders

» The Executive Budget proposes extending a number of expiring laws that affect the
Financial Plan. Extenders are proposed for, among other things, the existing limits on
charitable deductions for taxpayers with incomes above $10 million; the 18-a utility
assessment; the Medicaid nursing home provider assessment; the waste tire fee; the
Historic Commercial Rehabilitation Properties credit; and the New York Film
Production credit. Extenders are expected to provide a Financial Plan benefit of $331
million in FY 2014.

Other Resources

» The Executive Budget includes legislation to reform the State's complex and
inefficient Workers' Compensation System. As a by-product of the reform
legislation, SIF, a State agency that provides Workers' Compensation insurance,
would release reserves that would no longer be required to fund future liabilities. The
Executive Budget proposes using the released reserves over a period of four years to
pay for new capital projects with cash rather than with debt, maintain Workers'
Compensation rates at stable levels, cover new spending initiatives, and meet other
Financial Plan needs. In FY 2014, the Executive Budget directs the reserve release to
be used for debt reduction ($250 million) and capital projects ($500 million) that
otherwise would be financed with long-term bonds.

» Certain school districts were not in compliance with Annual Professional
Performance Review requirements by the January 17, 2013 deadline, thereby
forfeiting planned aid increases. This results in lower expected disbursements of
approximately $240 million in FY 2014.

» Significant investments include one-time fiscal stabilization aid for school districts
dealing with rapid growth in fixed costs, including pension payments, relieving the
New York State Thruway Authority of certain operating expenses, thereby permitting
the Authority to avoid a toll increase for commercial vehicles, and authorizing new
capital commitments to maintain the State's core assets, promote economic
development, and fund transformative capital projects.

SUPERSTORM SANDY

» Superstorm Sandy caused widespread flooding, power failures, and wind damage to
public and private property in New York City, Long Island, and other downstate
areas. Public infrastructure, including mass transit systems, public schools, and
municipal buildings, sustained serious damage.

» The Financial Plan estimates that State outlays for disaster response and recovery will
total approximately $200 million in the current fiscal year, with full reimbursement
expected in FY 2014. (See “Other Matters Affecting the Financial Plan — Federal
Actions” herein.)

11



FINANCIAL PLAN OVERVIEW

SPENDING GROWTH AND FUND BALANCES

» The Executive Budget holds annual spending growth in State Operating Funds to 0.2
percent. All Funds spending, which includes spending from capital funds and Federal
funds, is expected to increase by 0.6 percent from the level estimated for 2013,
excluding extraordinary Federal aid related to Superstorm Sandy and the
implementation of the ACA.

» DOB estimates the State would end FY 2014 with a General Fund balance of $1.6
billion if the Executive Budget was enacted without modification. The balance
includes the deposit to the Debt Reduction Reserve Fund. (See "Projected Closing
Balances" herein.)

12



FINANCIAL PLAN OVERVIEW

FINANCIAL PLAN REVISIONS SINCE MID-YEAR UPDATE

CURRENT FISCAL YEAR

DOB expects the General Fund to end the current fiscal year in balance on a cash basis of
accounting. General Fund receipts, including transfers from other funds, are expected to total
$59.1 billion, a decrease of $8 million from the Mid-Year Update. The estimate for annual tax
receipts, before accounting for the impact of debt service revisions, has been lowered by $99
million. This reflects relatively weak economic growth and the disruption to activity caused by
Superstorm Sandy, offset in part by changes in taxpayer behavior responding to potential Federal
tax changes in calendar year 2013.” The estimate for miscellaneous receipts has been lowered by
$17 million based on a review of collections to date. The reduction in tax receipts is offset in
part by lower than expected costs for debt service, primarily for the State's PIT bonds. This will
result in an increase in tax receipts transferred to the General Fund after payment of debt service,
and modestly higher transfers from other funds to the General Fund.

General Fund disbursements, including transfers to other funds, are expected to total $59.4
billion, a decrease of $8 million. The decrease is due to a number of factors. Estimated
disbursements for local assistance have been lowered by $40 million, reflecting lower than
expected spending across a range of programs and activities, offset in part by an increase in the
share of Medicaid expenses that are expected to be financed from the General Fund instead of
HCRA (due to lower expected receipts in HCRA). The estimate for State Operations
disbursements has been increased by $143 million, due mainly to the costs related to Superstorm
Sandy (these outlays are expected to be reimbursed by the Federal Government in FY 2014).
Estimated transfers for debt service and capital projects have been revised, reflecting, among
other things, savings from refundings, the timing and sizing of bond sales, and the financing mix
for capital projects. The Financial Plan also assumes the payment, in the current year, of
approximately $183 million in debt service due in FY 2014 (this has the effect of providing an
equal amount of gap-closing resources in that year). The following table summarizes the
revisions.

" Estimated General Fund tax receipts are affected by changes in the estimated level of debt service needed for PIT Revenue
Bonds, Local Government Assistance Bonds, and Clean Air/Clean Water Bonds. The discussion of tax receipts excludes the
impact of these debt service changes, since they are unrelated to tax liability.

13
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GENERAL FUND BUDGETARY BASIS SURPLUS/(GAP) ESTIMATE FOR FY 2013
SUMMARY OF CHANGES FROM MID-YEAR UPDATE
SAVINGS/(COSTS)

(millions of dollars)

FY 2013
MID-YEAR BUDGET SURPLUS/(GAP) ESTIMATE 0
Receipts Revisions 8)
Tax Receipts 1 (99)
Miscellaneous Receipts 17)
Other Non-Tax Transfers 108
Spending Revisions 8
Local Assistance 40
Agency Operations (143)
General State Charges 34
Debt Service 104
Capital Projects 165
All Other Transfers 9)
Planned Pre-payment of Debt Service (183)
REVISED BUDGET SURPLUS/(GAP) ESTIMATE 0
1 Excludes impact of debt service reestimates.

The General Fund is expected to end FY 2013 with a cash balance of $1.47 billion. The
balance consists of $1.13 billion in the Tax Stabilization Reserve, $175 million in the Rainy Day
Reserve, $57 million in the Community Projects Fund, $21 million in the Contingency Reserve,
and $13 million reserved for debt management. In addition, the balance includes $77 million set
aside for potential retroactive costs of labor settlements with unions that have not agreed to
contracts for prior contract periods (i.e., through FY 2011). The potential retroactive costs have
been calculated using the terms agreed to by the major State employee unions that reached
settlements for those periods.

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; disbursements in certain programs, especially
economically-sensitive programs such as Medicaid, may vary from budgeted amounts; and the
Federal government may take further actions that adversely impact the State, including audits,
disallowances, and changes to Federal participation rates or other Medicaid rules. (See “Other
Matters Affecting the Financial Plan — Budget Risks and Uncertainties” herein.)

14
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REviSIONS To FY 2014 AND OuT-YEAR PROJECTIONS

The budget gap that must be closed by the FY 2014 Executive Budget is projected at $1.35
billion, an increase of $370 million from the Mid-Year Update®. The gaps in future years have
also increased. DOB has revised the multi-year forecast of receipts and disbursements based on
a review of operating results, updated forecasts for the State and national economies, and other
information. The following table summarizes the revisions to the current-services gaps as of the
Executive Budget published on January 22, 2013.

UPDATED GENERAL FUND BUDGETARY BASIS SURPLUS/(GAP) PROJECTIONS, FY 2014 THROUGH FY 2017
BEFORE EXECUTIVE BUDGET PROPOSALS/AMENDMENTS
SUMMARY OF CHANGES FROM MID-YEAR UPDATE

(millions of dollars)

FY 2014 FY 2015 FY 2016 FY 2017
MID-YEAR BUDGET SURPLUS/(GAP) ESTIMATE (982) (3,590) (4,370)
Current-Services Revisions * (370) (389) (831)
Receipts Forecast Revisions 865 599 630
Tax Receipts 3 (843) (683) (669)
Miscellaneous Receipts (22) 84 39
Spending Forecast Revisions 495 210 201
Superstorm Sandy Federal Reimbursement 200 0 0
Debt Service 132 120 95
All Other Revisions 163 90 (296)
REVISED BUDGET SURPLUS/(GAP) ESTIMATE (1,352) (3,979) (5,201) (5,663)
1 Gap estimate for FY 2017 is published for the first time with the FY 2014 Executive Budget.
2 Excludes the reclassification of certain mental hygiene and Medicaid activities between receipts and disbursements, which has no
impact on net Financial Plan operating results.
3 Excludes impact of debt service reestimates.

RECEIPTS

DOB has lowered the forecast for tax receipts in each year of the Financial Plan, consistent
with the updated forecasts for the national and State economies, including the impact of
Superstorm Sandy, and a review of receipts collections through January 2013. The estimates for
all other receipts, including miscellaneous receipts and cash balances transferred from other
funds, reflect minor adjustments based on updated information. (See "Multi-Year Financial Plan
Projections — Receipts" herein).

As noted above, the Financial Plan assumes that Federal aid under the Stafford Act,
Community Development Block Grant Program, and other Federal programs will reimburse the
State for the entire cost of disaster response and recovery. The updated Financial Plan assumes
that State outlays for disaster response and recovery in FY 2013 (estimated at approximately
$200 million) will be reimbursed in their entirety in FY 2014.

8 All forecast revisions made after the initial Executive Budget Financial Plan was issued in January 2013 are reflected as part of
the gap-closing plan.

15
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SPENDING

DOB has revised its multi-year spending projections across various agencies and programs to
account for recent trends and experience, the continuing impact of cost-control measures
imposed on discretionary spending, and other information.

The projections of General Fund disbursements have been lowered in a number of areas
including: debt service, reflecting the timing of bond sales and expected interest rates; School
Aid, reflecting information contained in the November 2012 database update and updated
estimates of personal income that are used in the calculation of the annual growth cap; and
Mental Hygiene, reflecting a range of savings from ongoing management initiatives. In addition,
the estimate for lottery receipts has been revised upward, which supplements the level of School
Aid that is expected to be financed from the General Fund.

These downward revisions are offset in part by projected increases in General Fund costs,
including a reduction in the level of HCRA funds expected to be available to finance General
Fund Medicaid costs, reflecting a downward revision to cigarette tax collections; higher transfers
to subsidize the operations of the DHBTF due to a decline in estimated tax collections; increased
costs expected for civil litigation against the State; and lower expected escrow receipts from
State agencies.

Projected Medicaid spending is reduced reflecting the decision by Monroe County to
participate in the local cap contribution program, effective February 1, 2013. With the change,
the State will no longer intercept a portion of county sales tax collections equal to its share of
Medicaid costs, and the county will now pay its share of Medicaid costs directly. The change
has a minimal net Financial Plan impact, resulting in both lower State spending and lower State
receipts.
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EXECUTIVE BUDGET FINANCIAL PLAN
SUMMARY

The Governor’s Executive Budget, as amended, would eliminate the General Fund budget
gap of $1.35 billion in FY 2014, and lower the budget gaps to $2.1 billion in FY 2015, $3.6
billion in FY 2016, and $4.2 billion in FY 2017. The Executive Budget includes $2.0 billion in
total gap-closing actions in FY 2014 that close the $1.35 billion gap and finance new costs and

initiatives proposed in the Executive Budget. The following table summarizes the multi-year
impact of the gap-closing plan.

GENERAL FUND BUDGETARY BASIS SURPLUS/(GAP) PROJECTIONS
EXECUTIVE BUDGET

GAP-CLOSING PLAN
(millions of dollars)

FY 2014 FY 2015 FY 2016 FY 2017
REVISED SURPLUS/(GAPS) BEFORE ACTIONS (1,352) (3.979) (5.201) (5.,663)
FY 2014 Executive Budget Proposals 1,352 1,886 1,638 1,502
Spending Control 1,123 811 738 747
Agency Operations 434 447 470 503
Local Assistance 378 298 268 244
Debt Management 311 66 0 0
Federal Revenue Reduction Plan (Net Impact) 0 (35) (13) 312
Extenders 331 671 671 395
Other Resources 18 539 242 48
Gross Resources 549 756 506 517
Fiscal Stabilization Aid (143) (61) 0 0
Debt Reduction Reserve Deposit (250) 0 0 0
Other Investments (Incl. State of the State) (138) (156) (264) (469)
Tax Receipts (Timing) (120) (100) 0 0
BUDGET SURPLUS/(GAPS) AFTER EXECUTIVE 0 (2,093) (3,563) (4,161)

The gap-closing plan provides recurring savings over the Financial Plan period. The gap-
closing plan reduces the budget gap in FY 2015 by nearly $2.0 billion. The FY 2015 budget gap
equals approximately 2.3 percent of projected State Operating Funds receipts for FY 2015.
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CoMPOSITION OF THE FY 2014 GAP-CLOSING PLAN

The Executive Budget includes $2.0 billion in total gap-closing actions in FY 2014 that
reduce spending and increase resources. These actions close the $1.35 billion gap and finance
$531 million of new costs and initiatives proposed in the Executive Budget. The following chart
summarizes the composition of the gap-closing plan.

FY 2014 Gap-Closing Plan
(billions of dollars)

82.5 A
Total Gap Closing
Actions
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820 -

515
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PROJECTED CLOSING BALANCES

If the Executive Budget is enacted as proposed, DOB estimates the State would end FY 2014
with a General Fund balance of $1.6 billion. The balance is expected to increase by $167 million
from estimated FY 2013 levels, as described below. The following table summarizes the annual
change in balances within the General Fund.

GENERAL FUND ESTIMATED CLOSING BALANCES
(millions of dollars)

FY 2013 Annual FY 2014
Current Change _Proposed

Projected Fund Balance 1,474 167 1,641

Statutory Reserves:

Tax Stabilization Reserve Fund 1131 0 1131
Rainy Day Reserve Fund 175 0 175
Contingency Reserve Fund 21 0 21
Community Projects Fund 57 (57) 0

Reserved for:

Prior Year Labor Agreements (2007-2011) 77 (26) 51
Debt Reduction 13 250 263

The Budget proposes a deposit of $250 million into the Debt Reduction Reserve in FY 2014
for debt management purposes. Funds in the reserve can be used to, among other things, defease
higher-cost debt, reduce borrowing levels, and manage debt service costs.

The closing balance in both years includes amounts reserved to cover the costs of potential
retroactive labor settlements with unions that have not agreed to terms for prior contract periods.
The reserve is calculated based on the pattern settlement for the FY 2008 through FY 2011
period agreed to by the State’s largest unions. In FY 2014, DOB estimates the reserve will be
reduced by $26 million to fund FY 2014 costs of a labor settlement reached with NYSCOPBA in
FY 2013 for the prior contract period. Reserves will be reduced as labor agreements for prior
periods are reached with other unions.

The Community Projects Fund, which finances discretionary grants allocated by the
Legislature and Governor, is expected to decrease by $57 million in FY 2014, reflecting the use
of the balance and no planned future deposits.

Balances in the State’s principal reserve funds are expected to remain unchanged in FY 2014.
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ANNUAL SPENDING GROWTH

DOB estimates that State Operating Funds spending will total $89.8 billion in FY 2014, an
increase of $202 million (0.2 percent) from the estimate for FY 2013. All Governmental Funds
spending (excluding extraordinary Federal aid for Superstorm Sandy disaster assistance and the
Affordable Care Act), which includes capital projects and Federal operating funds, would total
$134.9 billion, an increase of $777 million (0.6 percent) from the current year.

TOTAL DISBURSEMENTS
(millions of dollars)

FY 2014 Before Actions After Actions
FY 2013 Current Annual $ Annual % FY 2014 Annual $ Annual %
Current Services Change Change Proposed Change Change
State Operating Funds 89,621 91,926 2,305 2.6% 89,823 202 0.2%
General Fund (excluding other transfers) 52,459 53,878 1,419 2.7% 52,454 (5) 0.0%
Other State Funds 30,973 31,788 815 2.6% 31,496 523 1.7%
Debt Service Funds 6,189 6,260 71 1.1% 5,873 (316) -5.1%
All Governmental Funds 134,142 137,094 2,952 2.2% 134,919 777 0.6%
State Operating Funds 89,621 91,926 2,305 2.6% 89,823 202 0.2%
Capital Projects Funds 8,025 7,834 (191) -2.4% 8,242 217 2.7%
Federal Operating Funds 36,496 37,334 838 2.3% 36,854 358 1.0%
All Governmental Funds (Including Extraordinary Federal Aid) 135,642 143,236 7,594 5.6% 141,061 5,419 4.0%
Federal Disaster Aid for Superstorm Sandy 1,500 5,140 3,640 242.7% 5,140 3,640 242.7%
Federal Affordable Care Act 0 1,002 1,002 N/A 1,002 1,002 N/A
General Fund (including transfers) 59,375 61,684 2,309 3.9% 60,888 1,513 2.5%
State Funds 95,791 97,908 2,117 2.2% 96,225 434 0.5%

The following table summarizes the major sources of annual change in State spending by
major program, purpose, and Fund perspective.
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STATE SPENDING MEASURES: BEFORE AND AFTER BUDGET ACTIONS

(millions of dollars)

Annual Change Annual Change
FY 2013 FY 2014 Before Actions FY 2014 After Actions
Current Base $ % Proposed $ %
Local Assistance 58,694 60,521 1,827 3.1% 59,186 492 0.8%
School Aid 20,056 20,566 510 2.5% 20,557 501 2.5%
Annual Professional Performance Review * 0 0 0 0.0% (240) (240) 0.0%
DOH Medicaid (Incl Operational Costs) * 15,912 16,370 458 2.9% 16,421 509 3.2%
Transportation 4,344 4,718 374 8.6% 4,722 378 8.7%
Mental Hygiene 3,644 3,723 79 2.2% 2,799 (845) -23.2%
STAR 3,276 3,420 144 4.4% 3,419 143 4.4%
Social Services 3,056 3,095 39 1.3% 3,010 (46) -1.5%
Higher Education 2,628 2,783 155 5.9% 2,788 160 6.1%
Public Health/Aging 2,023 2,126 103 5.1% 2,053 30 1.5%
Special/Other Education 1,975 1,992 17 0.9% 2,083 108 5.5%
Local Government Assistance 763 767 4 0.5% 767 4 0.5%
All Other’ 1,017 961 (56) -5.5% 807 (210) -20.6%
State Operations/Fringe Benefits 24,790 25,140 350 1.4% 24,799 9 0.0%
State Operations 18,210 17,911 (299) -1.6% 17,715 (495) -2.7%
Personal Service: 12,568 12,504 (64) 0.5% 12,348 220 -1.8%
Executive Agencies 7,202 7,084 (118) -1.6% 6,988 (214) -3.0%
University System 3,507 3,519 12 0.3% 3,504 (3) -0.1%
Elected Officials 1,859 1,901 42 2.3% 1,856 (3) -0.2%
Non-Personal Service: 5,642 5.407 235) 42% 5.367 (275) 4.9%
Executive Agencies 2,963 2,671 (292) -9.9% 2,630 (333) -11.2%
University System 2,144 2,199 55 2.6% 2,199 55 2.6%
Elected Officials 535 537 2 0.4% 538 3 0.6%
Fringe Benefits/Fixed Costs 6,580 7,229 649 9.9% 7,084 504 7.7%
Pension Contribution 1,605 2,057 452 28.2% 2,013 408 25.4%
Employee Health Insurance 3,159 3,423 264 8.4% 3,301 142 4.5%
Other Fringe Benefits/Fixed Costs 1,816 1,749 67) -3.7% 1,770 (46) -2.5%
Debt Service 6,132 6,260 128 2.1% 5,833 (299) -4.9%
Capital Projects 5 5 0 0.0% 5 0 0.0%
TOTAL STATE OPERATING FUNDS 89,621 91,926 2,305 2.6% 89,823 202 0.2%
Capital Projects (State Funded) 6,170 5,982 (188) -3.0% 6,402 232 3.8%
TOTAL STATE FUNDS 95,791 97,908 2,117 2.2% 96,225 434 0.5%
Federal Aid (Including Capital Grants) * 38,351 39,186 835 2.2% 38,694 343 0.9%
TOTAL ALL GOVERNMENTAL FUNDS ® 134,142 137,094 2,952 2.2% 134,919 777 0.6%
! Reflects the withholding of aid beginning in FY 2014 due to non-compliance with the requirements concerning the Annual Professional
Performance Review process.
2 Department of Health Medicaid spending only, excludes other State agency spending. For display purposes, includes Medicaid operational
spending that supports contracts related to the management of Medicaid and the costs of administrative takeover.
3 "All Other" includes an adjustment for Medicaid operational costs to avoid distorting financial plan category totals, as well as local aid spending
in a number of other programs, including education, parks and the environment, economic development, public safety, and disaster assistance.
45 All Funds and Federal Operating Aid spending excludes Federal disaster aid estimated at $1.5 billion in FY 2013 and $5.1 billion in FY 2014, and
additional Federal aid under the Affordable Care Act estimated at $1.0 billion in FY 2014.
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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 2014
(millions of dollars)

FY 2014 FY 2015 FY 2016 FY 2017
CURRENT SERVICES GAP ESTIMATES (BEFORE ACTIONS) (1,352) (3,979) (5,201) (5.663)
Spending Control 1,123 811 738 747
Agency Operations 434 447 470 503
Executive Agencies 214 278 287 320
Independent Officials/University System 51 30 28 28
Health Insurance Rate Renewal 89 89 89 89
Fringe Benefits/Fixed Costs 80 50 66 66
Local Assistance 378 298 268 244
COLAs/Trends 71 85 88 95
Public Health/HCRA/Aging 161 126 149 143
Social Services/Housing 104 32 0 0
Education 61 52 52 52
All Other (19) 3 (1) (46)
Debt Management 311 66 0 0
Federal Revenue Reduction Plan 1] (35) (13) 312
OPWDD Federal Rate Change* (1,100) (1,000) (650) (325)
State Savings Plan 500 510 302 302
Federal Resources 600 455 335 335
Extenders 331 671 671 395
18-A Utility Assessment 255 509 509 509
Limit on High Income Charitable Contributions 70 140 140 70
Film Credit 0 0 0 (165)
Historic Properties Rehabilitation Credit 0 0 0 41)
Tax Modernization 6 22 22 22
Other Resources 18 539 242 48
Gross Resources 549 756 506 517
Workers' Compensation Reform 250 500 250 250
Annual Professional Performance Review 240 240 240 240
Wage Garnishment/Driver License Suspension Program 35 15 15 15
All Other 24 1 1 12
Proposed Investments (531) 217 264 469
Debt Reduction Reserve Deposit (250) 0 0 0
Fiscal Stabilization Aid (143) (61) 0 0
Thruway Authority (84) (86) 87) (89)
Capital Commitment Plan (Debt Service Impact) (5) (25) (87) 277)
Empire State Development 0 0 (36) (36)
All Other (49) (45) (54) (67)
Tax Receipts (120) (100) 0 0
EXECUTIVE BUDGET SURPLUS/(GAP) ESTIMATE 0 (2,093) (3,563) (4,161)
* The current services gap estimates had assumed the phase-down of Federal rates for State-Operated disability services beginning in FY 2016.

The FY 2014 gap-closing actions are organized into four general categories: (a) actions that
reduce current-services spending in the General Fund on a recurring basis (“Spending Control”);
(b) actions that continue revenues on a recurring basis that would otherwise be reduced
(“Extenders”); (c) actions that increase resources on a recurring basis (“Gross Resources”); and
(d) new investments that increase spending or reduce resources (“Proposed Investments”).
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The sections below provide details on the actions that are recommended in each category.
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 2014
Executive Budget Economic and Revenue Outlook™ herein.

SPENDING CONTROL

Before the spending controls and management actions proposed in the Executive Budget,
State Operating Funds spending was projected to total $91.9 billion, an increase of $2.3 billion,
or 2.6 percent, over the current-year estimate. The FY 2014 Executive Budget would reduce
State Operating Funds spending in FY 2014 to $89.8 billion, an annual increase of 0.2 percent
over the FY 2013 estimate.

AGENCY OPERATIONS

Agency Operations include salaries, wages, fringe benefits, and non-personal service costs
(e.g., supplies, utilities). State Operating Funds spending for agency operations is estimated at
$24.8 billion in FY 2014, the same level as the current year. Reductions from the FY 2014
current-services forecast for agency operating costs contribute $434 million to the General Fund
gap-closing plan.

» Executive Agencies: Continued workforce management, annualization of savings from
recent closures of facilities, elimination of excess capacity, and efforts to right-size State
government are expected to result in lower personal service and fringe benefits costs.
The size of the Executive State workforce is projected to remain roughly constant at
119,600 FTEs. Additional savings are expected through operational efficiencies as
agencies continue to redesign operations to improve service delivery, reduce costs, and
eliminate duplicative functions.

> Independent Officials/University Systems: The budgets for the Legislature, Judiciary,
State Comptroller, and the Department of Law do not propose spending increases for FY
2014. In addition, funding for SUNY hospitals added in the FY 2013 Enacted Budget
has been discontinued.

» Health Insurance Rate Renewal: Savings are expected to be achieved through a lower
than anticipated 2014 rate renewal increase for the Empire Plan.

> Fringe Benefits/Fixed Costs: Lower spending is expected by making monthly payments
(rather than a single payment in March) to the State’s pension system to realize annual
interest savings, and by eliminating Federal Medicare Part B reimbursements for higher
income retirees.
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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 $59.2 billion in FY 2014, an increase of $492 million (0.8
percent) from the current year. Reductions from the FY 2014 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 $378 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 1.4 percent human services “cost-of-living” increase for FY 2014, and
maintaining existing rates for mental hygiene programs, including various residential and
day programs for individuals with developmental disabilities, and other health and human
services programs.

Public Health/HCRA/Aging: Savings are expected to be achieved through the
consolidation of wvarious public health programs, which is expected to generate
programmatic and administrative efficiencies; reforms and reductions to the Excess
Medical Malpractice program; and improvements in program administration. In addition,
increased Federal funding under the ACA will be used to achieve $40 million in savings
in FY 2014.

Social Services/Housing: Savings are expected through the application of supplemental
Federal TANF funding to Child Care that will provide General Fund relief in FY 2014.
In addition, resources from SONYMA's excess MIF reserves will be used to support the
Community Prevention Program (formerly known as Neighborhood and Rural
Preservation Programs) and the Rural Rental Assistance program in FY 2014 and FY
2015.

Education: The Budget proposes limiting growth in preschool special education through
various initiatives including building county capacity to monitor providers and
authorizing New York City to implement a process to select providers and set rates
within State parameters. In addition, the Budget proposes lottery changes that are
expected to generate additional receipts for State aid for education.

Other Local Programs: Savings will be achieved across multiple functions and program
areas including: delays to certain plans associated with mental health bed development,
and other construction projects; the establishment of fraud protection mechanisms related
to the STAR program; and the elimination of certain legislative grants.
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FEDERAL REVENUE REDUCTION PLAN

In addition, the Executive Budget Financial Plan addresses reductions in Federal Medicaid
revenue related to reimbursement for State-operated developmental disability services. (See
"Revisions to the Executive Budget Financial Plan" and "Other Matters Affecting the Financial
Plan™ herein.) The following table (a) summarizes the specific actions that are reflected in the
Financial Plan to address the decline in Federal funding and (b) illustrates the impact of those
actions on State Operating Funds.

FEDERAL REVENUE REDUCTION PLAN SUMMARY
SUMMARY OF ACTIONS

(millions of dollars)

FY 2014

OPWDD Federal Rate Reduction (1,100)
State Actions 500
6% Reduction to OPWDD Providers 120
Global Cap Underspending in FY 2013 200
MRT Investment Delays/Accelerated Reforms 180
Other Resources 600
Federal Aid for Emergency Medicaid/Other Costs 250
ACA Resources 100
Other Federal Aid 250

Impact of Actions on State Operating Funds Spending

Change in Available SOF Resources Due to Aid Reduction (850)
Change in SOF Disbursements (850)
6% Reduction to OPWDD Providers (120)
Transfer of Costs to DOH Medicaid (730)
Global Cap Underspending (200)

MRT Investment Delays/Reform Acceleration (180)

State MA Costs Finance with Eligible Federal Resources (350)
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EXTENDERS

>

18-A Utility Assessment: The current 18-a assessment on public utilities expires in FY
2014. The assessment is used to support ongoing State expenses. The Budget proposes a
five-year extension of the assessment.

High Income Charitable Contributions: The Budget recommends a three-year
extension, starting with tax-year (i.e., calendar year) 2013, of the existing limitation on
charitable contributions deductions for New York State and New York City taxpayers
with adjusted gross incomes over $10 million.

Film Credit: Provides an additional film tax credit allocation of $420 million per year
for tax years 2015 through 2019. Enhancements include reducing restrictions on
claiming the post-production portion of the credit. Transparency improvements include
increased employment reporting as well as required periodic audits and economic benefit
studies.

Historic Properties Rehabilitation Credit: To provide assurance to developers who are
rehabilitating historic property, or are considering doing so, the Budget proposes
extending the existing $5 million per project tax credit for five years (2015-2019) and
making the credit refundable for projects completed in tax year 2015, or later.

Historic Residential Properties Rehabilitation Credit: Provides for an extension of
the current higher credit cap and refund-ability for five years (2015-2019).

Tax Modernization: The Budget proposes a permanent extension to provisions first
enacted in FY 2011 that include mandatory e-filing and e-payment for preparers and
taxpayers, sales tax payment requirements, and segregated accounts for noncomplying
vendors.

OTHER RESOURCES

>

Workers” Compensation Reform: The Executive Budget includes legislation to reform
the State's complex and inefficient Workers' Compensation system. As a by-product of
the reform legislation, SIF, a State agency that provides Workers' Compensation
insurance, would release reserves that would no longer be required to fund future
liabilities. The Budget proposes using the released reserves over a period of four years to
pay for new capital projects with cash rather than with debt, maintain Workers'
Compensation rates at stable levels, cover new spending initiatives, and meet other
Financial Plan needs. In FY 2014, the Executive Budget directs the reserve release to be
used for debt reduction ($250 million) and capital projects ($500 million) that otherwise
would be financed with long-term bonds.
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» Annual Professional Performance Review: Certain school districts were not in
compliance with the Annual Professional Performance Review by the January 17, 2013
deadline, thereby forfeiting planned aid increases. This results in lower expected costs of
$240 million in FY 2014 and thereafter.

» Wage Garnishment: The Department of Taxation and Finance (DTF) has the authority
to garnish wages of delinquent taxpayers after filing a warrant with the Department of
State or County Clerks. The Budget proposes allowing DTF to garnish wages without
filing a warrant, but only after a taxpayer has exhausted his or her right to appeal. All
taxpayer protections and appeal rights remain in place, and unlike when a warrant is filed,
a warrantless garnishment would not appear on a person’s credit history.

» Driver License Suspension Program: The program would authorize the revocation of
driver licenses for individuals who surpass a threshold tax delinquency amount of
$10,000 or more. Individuals may settle within 30 days, or get a restricted license until
delinquency is satisfied.

» All Other: Additional revenue will be made available through several resources
including transfers to the General Fund from public authorities and proceeds from
bonding capital projects under the EPF; applying surcharges to lesser vehicle and traffic
law violations to which speeding tickets are commonly pled down; and an increase in the
penalty for possession of unstamped cigarettes.

PROPOSED INVESTMENTS

> Debt Reduction Reserve Deposit: The Budget includes a deposit of $250 million into
DRRF for debt management purposes, which will be financed with $250 million from the
release of SIF reserves.

> Fiscal Stabilization Aid: The Budget proposes a one-time unallocated, fiscal
stabilization increase of $204 million (school year basis) to school districts in recognition
of the fiscal constraints faced by districts as a result of a multi-year national recession and
the recent significant growth in pension costs.

» Thruway Authority: The personnel and fringe benefit costs for a unit of the New York
State Police that handles traffic enforcement for the Thruway Authority, as well as certain
operating costs of the Authority, will be financed from general revenues of the State. The
State's assumption of these costs, which were previously financed by revenues generated
from Thruway toll collections, will help the Thruway Authority maintain fiscal stability
without an immediate toll increase.
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» Empire State Development: The Mitchell-Lama program provides affordable rental
and cooperative housing to moderate- and middle-income families. The program will be
restructured and transferred from ESD to DHCR in order to improve the housing stock.
Once transferred, ESD will lose the HUD subsidy associated with the portfolio, and
accordingly, the Financial Plan includes additional support for ESD beginning in FY
2016.

> 19-A PILOT Payments to Albany: The FY 2014 PILOT payment to be made by the
State to the City of Albany is scheduled to decrease by $8 million under the existing
statutory schedule. To help alleviate the City’s fiscal needs, the Executive Budget, as
amended, proposes accelerating a PILOT payment due in a future year.

» 2014 Super Bowl: New York and New Jersey will co-host Super Bowl XLVIII in
February 2014. The Executive Budget, as amended, proposes $5 million to support
activities in New York State to promote tourism and stimulate economic development
opportunities associated with this premier event.

> Tribal State Compact: The City of Salamanca has not received payments from the
Seneca Nation pursuant to the Tribal State Compact for over three years. These annual
payments represent nearly 40 percent of the City’s budget. Accordingly, this lack of
payment has left the City unable to meet its expenses. The Executive Budget as amended
proposes providing $2.5 million from the General Fund to the Tribal State Compact
account, representing the amount required by Salamanca for CFY 2013.
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OTHER MATTERS AFFECTING THE FINANCIAL PLAN

GENERAL

The Executive Budget is subject to many complex economic, social, financial, environmental
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 certain 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; changes in 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 debt
reduction on consumer spending and State tax collections.

Among other factors, the Financial Plan is subject to uncertainties and contingencies relating
to: the extent, if any, to which wage increases for State employees exceed the annual wage costs
assumed; changes in the size of the State’s workforce; the 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 Financial Plan 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.
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BUDGET RISKS AND UNCERTAINTIES

There can be no assurance that the General Fund budget gaps will not increase materially
from current projections. If such events were to occur, the State would be required to take
additional gap-closing actions. Such actions 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; delays in or 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 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. In addition, savings are dependent upon timely Federal approvals,
appropriate amendments to existing systems and processes, revenue performance in the State’s
HCRA fund, which finances approximately one-third of the DOH State-share costs of Medicaid,
and the participation of health care industry stakeholders. In particular, funding resources that
are expected to be generated through health care surcharges and other provider assessments may
decline as a result of Medicaid Redesign initiatives which are expected to reduce expenditures
and unnecessary utilization, as well as from the continued movement from fee-for-service
delivery models to managed care. An inability to achieve these planned savings would reduce
the funding for Medicaid available from HCRA, and could potentially require a commensurate
level of additional General Fund support in order to meet program needs.

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
receipts at the levels expected in the Financial Plan, including payments pursuant to the Tribal-
State Compact that have failed to materialize in prior years; 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.

FEDERAL ACTIONS

The State receives a substantial amount of Federal aid for health care, education,
transportation, and other governmental purposes. Any reduction in Federal funding levels could
have a materially adverse impact on the State's Financial Plan. In addition, the Financial Plan
may be adversely affected by other actions taken by the Federal government, including audits,
disallowances, and changes to Federal participation rates or other Medicaid rules.
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FEDERAL REIMBURSEMENT FOR STATE MENTAL HYGIENE SERVICES

The Federal government is lowering Medicaid developmental center payment rates for New
York City, effective April 1, 2013 which is expected to reduce Federal funding to New York by
approximately $1.1 billion beginning in FY 2014. The Executive Budget Financial Plan includes
a plan to address the loss in Federal aid. The plan is subject to implementation risks and
dependent, in part, on the approval of the State Legislature and the Federal government. As
described below, CMS may seek to retroactively recover Federal funds regarding this matter.

AUDIT DISALLOWANCE

On February 8, 2013 the Federal CMS, with the assistance of the Office of the Inspector
General, began a review to determine the allowability of Medicaid costs for services provided to
the Medicaid population in New York State-Operated Intermediate Care Facilities for the
Developmentally Disabled (ICF/DD). The initial review period will include claims for services
provided during the period April I, 2009 through March 31, 2010. Pending the outcome of this
audit, CMS may seek to recover Federal funds on any payments found in excess of Federal
payment requirements. While New York State continues to work collaboratively with its Federal
partners to resolve these concerns, adverse action by the Federal government relative to these
claims could jeopardize a significant amount of Federal financial participation in the State
Medicaid program.

BUDGET CONTROL ACT

The Federal Budget Control Act (BCA) of 2011 imposed annual caps on Federal
discretionary spending over a ten-year period. The specific spending reductions necessary for
Congress to remain within the caps will be decided through the annual Federal budget process,
and therefore the magnitude of the impact on Federal aid for the State has yet to be determined.
Further, unless additional deficit reduction is enacted, BCA directs that these additional savings
be achieved through sequestration of FY 2013 funding, with across-the-board cuts to Federal
programs originally scheduled for January 2013, but which Congress has delayed until March
2013, and lower discretionary caps in the following eight years. If the sequester and lower
spending caps are implemented, DOB estimates that New York State and local governments
could lose approximately $5 billion in Federal funding over nine years, beginning in March
2013, from these additional Federal deficit reduction measures.
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CLIMATE CHANGE ADAPTATION

Climate change is expected to cause long-term threats to physical and biological systems.
Potential hazards and risks related to climate change for the State include, among other things,
rising sea levels, more severe coastal flooding and erosion hazards, and more intense storms.
Storms in recent years, including Superstorm Sandy, Hurricane Irene, and Tropical Storm Lee,
have demonstrated vulnerabilities in the State’s infrastructure, including mass transit systems,
power transmission and distribution systems, and other critical lifelines, to extreme weather
events, including coastal flooding caused by storm 