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Introduction

The Governor submitted his Executive Budget proposal for Fiscal Year (FY) 2017 to the
Legislature on January 13, 2016. The Executive Budget Financial Plan sets forth the multi-year
forecast of receipts and projections based on the Governor’s proposal.

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 2017 on February 12, 2016, as permitted by law.

This Executive Budget Financial Plan for FY 2017, as amended (the “Executive Budget” or
“Executive Budget Financial Plan”): (i) 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 13, 2016; and (ii) updates and summarizes the State of New York’s
official Financial Plan projections for FY 2016 through FY 2020. The Financial Plan projections
reflect the estimated impact of the Governor’s Executive Budget proposal, as amended, for
FY 2017, as described herein. The State’s FY 2017 will begin on April 1, 2016 and end on
March 31, 2017.

The State Budget Process

The requirements of the State budget process are set forth in Article VIl of the State Constitution,
the State Finance Law, and the Legislative Law. The annual budget process begins with the
Governor’s submission of the Executive Budget to the Legislature each January in preparation for
the start of the fiscal year on April 1 (submission date is February 1 in years following a
gubernatorial election). The Division of the Budget (DOB) prepares a multi-year Financial Plan
(“State Financial Plan”) as part of the Executive Budget. The State Financial Plan sets forth
projected receipts and disbursements for the current fiscal year, the “budget” year (i.e., upcoming
fiscal year), and the three subsequent years (“outyears”). It must be accompanied by bills that:
(a) set forth all proposed appropriations and reappropriations, (b) provide for any new or modified
revenue measures, and (c) make any other changes to existing law necessary to implement the
Budget recommended by the Governor. The General Fund must be balanced on a cash basis, as
described below. In acting on the bills submitted by the Governor, the Legislature has certain
powers to alter the recommended appropriations and proposed changes to existing law. The
Legislature may strike or reduce an item of appropriation submitted by the Governor. The
Legislature may add distinct new items of appropriation, provided such additions are stated
separately. These additional items are then subject to line-item veto by the Governor. If the
Governor vetoes an appropriation separately added by the Legislature or a bill (or a portion
thereof) related to the Budget, these separately added items of appropriation or such bill can be
reconsidered in accordance with the rules of each house of the Legislature. If, upon
reconsideration, the items are approved by two-thirds of the members of each house, such items
become law notwithstanding the Governor’s veto.

Once the appropriation bills and other budget bills become law, DOB revises the State Financial
Plan to reflect the Legislature’s actions, and begins the process of implementing the Enacted
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Budget. Throughout the fiscal year, DOB monitors actual receipts and disbursements, and may
adjust the estimates and projections in the State Financial Plan. Adjustments may also be made
to the State Financial Plan to reflect changes in the economic outlook, updated data on program
activities, new actions taken by the Governor or Legislature, and other factors. As required by
the State Finance Law, DOB updates the State Financial Plan quarterly.

Once the Budget is adopted for the fiscal year, the Legislature may enact one multi-purpose
appropriation bill and additional single-purpose appropriation bills or revenue measures
(including tax law changes) during any regular session or, if called into session for that purpose,
any special session. In the event additional appropriation bills or revenue measures are
disapproved by the Governor, the Legislature may override the Governor’s veto upon the vote of
two-thirds of the members of each house of the Legislature. The Governor may present
deficiency appropriations to the Legislature in any fiscal year to supplement existing
appropriations or provide new appropriations for purposes not considered by the regular and
supplemental appropriations.

Budget Projections

The Financial Plan projections for future years may show budget gaps or budget surpluses in the
General Fund. Budget gaps represent the difference between: (a) the projected General Fund
disbursements, including transfers to other funds, estimated to be needed to maintain current
services levels and specific commitments, and (b) the expected level of resources including
transfers from other funds, to pay for these disbursements. The General Fund projections are
based on a number of assumptions and are developed by the DOB in conjunction with other
State agencies. Some projections are based on specific, known information (e.g., a statutory
requirement to increase payments to a prescribed level), while others are based on more
uncertain or speculative information (e.g., the pace at which a new program will enroll recipients).
In general, the Financial Plan assumes that money appropriated in one fiscal year will continue to
be appropriated in future years, even for programs that were not created in permanent law and
that the State has no obligation to fund. Funding levels for nearly all State programs are made
(or, in the case of two-year appropriations, renewed) annually, taking into account the current and
projected fiscal position of the State. The Financial Plan projections for FY 2018 and thereafter,
set forth in this Executive Budget Financial Plan, reflect the savings that DOB estimates would be
realized if the Governor continues to propose, and the Legislature continues to enact, balanced
budgets that limit annual growth in State Operating Funds spending to no greater than 2 percent.
Total disbursements in Financial Plan tables contained in this Executive Budget Financial Plan do
not reflect these assumed savings, which are instead reflected on a distinct line and labeled as
“Adherence to 2 Percent Spending Benchmark.” DOB currently projects that adhering to
2 percent spending growth over the Financial Plan period would result in annual operating
surpluses, but such projections are subject to many risks and uncertainties, as well as future
budgetary decisions and factors not yet contemplated at this time.

Budgetary/Accounting Practices

Unless clearly noted otherwise, all financial information in this Executive Budget Financial Plan is
presented on a cash basis of accounting.
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The State’s General Fund receives the majority of State taxes and all income not earmarked for a
particular program or activity. State law requires the Governor to submit, and the Legislature to
enact, a General Fund budget that is balanced on a cash basis of accounting. The State
Constitution and State Finance Law do not provide a precise definition of budget balance. In
practice, the General Fund is considered balanced if sufficient resources are, or are expected to
be, available during the fiscal year for the State to: (a) make all planned payments, including
Personal Income Tax (PIT) refunds, without the issuance of deficit notes or bonds, or
extraordinary cash management actions, (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,
and (c) maintain other reserves, as required by law. For purposes of calculating budget balance,
the General Fund includes transfers to and from other funds.

The General Fund is the sole financing source for the School Tax Relief (STAR) fund, and is
typically the financing source of last resort for the State’s other major funds, which include the
Health Care Reform Act (HCRA) funds, the Dedicated Highway and Bridge Trust Fund (DHBTF),
the Lottery Fund, and the mental hygiene program and patient income accounts. 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 budgetary and
gap-closing discussion is generally weighted toward the General Fund.

From time to time, DOB will informally designate unrestricted balances in the General Fund for
specific policy goals (e.g., the payment of costs related to potential labor contracts covering prior
contract periods). These amounts are typically identified with the phrase “reserved for,” are not
held in distinct accounts within the General Fund, and may be used for other purposes.

State Operating Funds is a broader measure of spending for operations (as distinct from capital
purposes) that is funded with State resources. It includes financial activity not only in the General
Fund, but also in State-funded Special Revenue Funds and debt service funds (spending from
capital projects funds and Federal funds are excluded). As more financial activity occurred in
funds outside of the General Fund, State Operating Funds became, in DOB’s view, a more
comprehensive measure of State-funded activities for operating purposes that are funded with
State resources (i.e., taxes, assessments, fees, and tuition). The State Operating Funds
perspective has the advantage of eliminating certain distortions in operating activities that may
be caused by, among other things, the State's complex fund structure, the transfer of money
among funds, and the accounting of disbursements against appropriations in different funds. For
example, the State funds its share of the Medicaid program from both the General Fund and
HCRA funds, the latter being State Special Revenue Funds. The State Operating Funds
perspective captures Medicaid disbursements from both of these fund types, giving a more
complete accounting of State-funded Medicaid disbursements. For such reasons, the discussion
of disbursements projections often emphasizes the State Operating Funds perspective.

The State also reports disbursements and receipts activity for All Governmental Funds
(“All Funds”), which includes spending from capital projects funds and State and Federal
operating funds, providing the most comprehensive view of the cash-basis financial operations of
the State. 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
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as State Operations). The Financial Plan tables sort State projections and results by fund and
category.

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 specified purposes; Federal
Special Revenue Funds, which receive certain Federal grants; State and Federal Capital Projects
Funds, which account for costs incurred in the construction, maintenance and rehabilitation of
roads, bridges, prisons, university facilities, 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 on the State’s behalf by its public authorities.

State Finance Law also requires DOB to prepare a pro forma Generally Accepted Accounting
Principles (GAAP) financial plan for informational purposes. The GAAP-basis Financial Plan is not
used by DOB as a benchmark for managing State finances during the fiscal year and is not
updated on a quarterly basis. The GAAP-basis Financial Plan follows, to the extent practicable,
the accrual methodologies and fund accounting rules applied by the Office of the State
Comptroller (OSC) in preparation of the audited Basic Financial Statements. However, GAAP is a
financial reporting regime, not a budgeting system.

Risks and Uncertainties

The factors affecting the State's financial condition are complex. The Executive Budget Financial
Plan contains forecasts, projections, and estimates that are based on expectations and
assumptions which existed at the time such forecasts were prepared, and contains statements
relating to future results and economic performance that are “forward-looking statements” as
defined in the Private Securities Litigation Reform Act of 1995. 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. The forward-looking statements contained
herein are based on the State’s expectations and are necessarily dependent upon assumptions,
estimates, and data that the State believes are reasonable as of the date made but that may be
incorrect, incomplete or imprecise, or not reflective of actual results. 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 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; actions by the Federal government to reduce or
disallow expected aid, including Federal aid authorized or appropriated by Congress, but subject
to sequestration, administrative actions, or other actions that would reduce aid to the State; 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 of the Executive Budget
Financial Plan.

FY 2017 Executive Budget Financial Plan - Updated for Governor's Amendments and Forecast Revisions
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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 13, 2016.

GENERAL FUND - SUMMARY OF CHANGES TO EXECUTIVE BUDGET
SAVINGS/(COSTS)
(millions of dollars)

FY 2016 FY 2017 FY 2018 FY 2019 FY 2020

Total Revisions o o (4) (9) 6
Executive Amendments [0} (13) o [0} (o]
Albany PILOT Payment (0] (13) 0 0 0
Reestimates (o) 13 4) 9) 6
Tax Receipts 300 (300) 0 (0] 0
Tax Refunds (300) 300 (0] 0 (e}
Highway Use Tax U] (59) (6) (16) (6)
SUNY Police Pension Equity Bill (7) 0 0 0 0
Transfers/Other Resources 8 72 2 7 12
Monetary Settlements o (o) [0} (o) o
Morgan Stanley 150 0] 0 (0] 0]
Barclays 35 0] 0] (0] 0]
Credit Suisse 30 (0] 0] (0] (0]
Deposit to Reserves (215) [0} (0} (0] [0}

One amendment to the FY 2017 Executive Budget has a fiscal impact that has been reflected in
the multi-year Financial Plan:

e Albany Payments in Lieu of Taxes (PILOT) Payment: The Executive Budget has been
amended to include a $12.5 million payment to the City of Albany in FY 2017 to offset
revenue loss on State-owned lands. The planned re-development of these lands is
anticipated to generate additional revenue in future years.

Other technical and language changes to the Executive Budget which were submitted during the
amendment period are not expected to have a fiscal impact.

The following revisions to estimates of receipts and disbursements have been reflected in the
multi-year Financial Plan.

e Tax Receipts: The 30-Day Financial Plan increases the forecast for personal income tax
(PIT) receipts by $300 million in the current fiscal year, and reduces it by an equal amount
in FY 2017. The “estimated payment” component of PIT has been revised upward by
$260 million over the two-year period. In the current year, this component is $410 million
higher than expected. DOB estimates that $150 million of this amount is timing and
reflects overpayments by taxpayers, who will offset their liability when filing their returns
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in April 2016 (a cost in FY 2017). The "withholding" component of PIT, including bonuses,
has been revised downward by $260 million over two years ($110 million in the current
year; $150 million in FY 2017). The sustained weakness in equity markets is expected to
have a negative effect in both FY 2016 and FY 2017. Through early February 2016,
withholding receipts have performed below expectations.

To manage resources across the two fiscal years, the level of tax refunds for the 2015 tax
year that will be paid by the end of the current fiscal year (March 31, 2016) has been
increased by $300 million. This increase reduces by an equal amount the tax refunds
that otherwise would have been paid in April 2016.

e Highway Use Tax: On January 22, 2016, the Supreme Court, Albany County, issued a
summary judgment that found the State’s highway use and registration fees
unconstitutional. The Court held that the fees had a discriminatory impact on interstate
commerce and hence violated the Commerce Clause of the United States Constitution.
Specifically, the Court agreed with plaintiff’'s assertions that the State’s highway use and
registration fees were not apportioned based on miles travelled in New York and have a
discriminatory, disproportionate impact on non-New York carriers. The Financial Plan
reflects the costs of this ruling, including the payment of certain refunds. The Executive
Budget amendments include legislation to implement a re-instituted highway use decal
and registration fee collection structure which is commensurate to administrative program
costs.

e State University of New York (SUNY) Police Pension Equity Bill: On December 18, 2015
the Governor signed into law a bill that transfers SUNY police officers from the
Employees’ Retirement System (ERS) to the Police and Fire Retirement System (PFRS),
thus providing comparable benefits with other police officers in the State. On January 29,
2016, the State Comptroller revised the pension bill for FY 2016 to reflect the cost of
accrued service credits pursuant to the new law. The ongoing Financial Plan cost from
this legislation is expected to be minimal.

e Transfers/Other Resources: DOB has revised its estimates for miscellaneous receipts
and transfers from other funds based on results to date, and for lottery and VLT receipts.

o Monetary Settlements: The revised Financial Plan reflects three additional payments
announced since mid-January. On February 1, 2016, the Office of the Attorney General
announced in a press release that both Barclays Capital Inc. ($35 million) and Credit
Suisse Securities (USA) LLC ($30 million) will pay the State a combined $65 million to
settle investigations into false statements and omissions made in connection with the
marketing of their respective dark pools and other high-speed electronic equities trading
services. On February 11, 2016, the Office of the Attorney General announced in a press
release that Morgan Stanley will pay the State $150 million to settle investigations into
harms to New York State allegedly resulting from Morgan Stanley’s creation, packaging,
marketing, underwriting, sale, structuring, arrangement, and issuance of residential
mortgage-backed securities in 2006 and 2007.
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Financial Plan At-A-Glance: Key Measures

The following table provides certain Financial Plan information for FY 2015, FY 2016, and
FY 2017.

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

FY 2016 FY 2017
FY 2015 Mid-Year Current Before Executive
Results' Estimate Estimate Changes?>  Amended
State Operating Funds Disbursements
Size of Budget $92,426 $94,265 $94,289 $98,183 $95,898
Annual Growth 2.0% 2.0% 2.0% 4.1% 1.7%
Other Disbursement Measures
General Fund (Excluding Transfers) $54,255 $57,941 $57,563 $60,744 $59,133
4.0% 6.8% 6.1% 55% 2.7%
General Fund (Including Transfers)® $62,856 $72,330 $72,583 $70,368 $70,636
2.6% 15.1% 15.5% -31% -2.7%
State Funds (Including Capital) $98,148 $102,636 $102,153 $107,128 $105,276
1.9% 4.6% 4.1% 4.9% 3.1%
Capital Budget (Federal and State)* $7,548 $8,854 $9,268 $9,640 $9,682
-2.6% 17.3% 22.8% 4.0% 4.5%
Federal Operating Aid (Excluding Extraordinary Aid) * $38,668 $40,077 $40,030 $40,235 $39,786
3.1% 3.6% 3.5% 0.5% -0.6%
All Funds (Excluding Extraordinary Aid) * $138,642 $143,196 $143,587 $148,058 $145,366
2.0% 3.3% 3.6% 3.1% 1.2%
Capital Budget (Including "Off-Budget") * $8,287 $9,638 $10,027 $10,515 $10,535
-9.0% 16.3% 21.0% 4.9% 5.1%
All Funds (Including "Off-Budget" Capital) * $139,381 $143,980 $144,346 $148,933 $146,219
1.6% 3.3% 3.6% 3.2% 1.3%
Inflation (CPI) 1.2% 0.7% 0.4% 21% 1.3%
All Funds Receipts
Taxes $71,034 $74,817 $75,083 $77,895 $77,625
1.9% 5.3% 5.7% 3.7% 3.4%
Miscellaneous Receipts $29,438 $25,937 $26,333 $23,850 $24,159
21.5% -11.9% -10.5% -9.4% -83%
Federal Grants * $43,387 $44,097 $44,579 $43,920 $43,242
3.0% 1.6% 2.7% -1.5% -3.0%
Total Receipts * $143,859 $144,851 $145,995 $145,665 $145,026
57% 0.7% 15% -0.2% -0.7%
General Fund Reserves $7,300 $4,585 $5,01 $4,570 $3,158
Stabilization/Rainy Day Reserve Funds $1,798 $1,798 $1,798 $1,798 $1,798
All Other Reserves/Fund Balances® $5,502 $2,787 $3,213 $2,772 $1.360
State Workforce FTEs (Subject to Direct Executive 117,807 119,349 118,311 119,349 118,538
Control) - All Funds
Debt
Debt Service as % All Funds Receipts 4.5% 3.7% 3.9% 4.2% 3.9%
State-Related Debt Outstanding $54,190 $53,552 $52,751 $55,371 $54,693
Debt Outstanding as % Personal Income 4.9% 4.7% 4.6% 4.6% 4.6%

1 Results as reported in the State Comptroller's Annual Report to the Legislature on State Funds Cash Basis of Accounting, released July 2015.

2 Before Executive proposals to balance the FY 2017 Budget.

3 FY 2016 growth includes extraordinary transfer of $4.55 billion of monetary settlements from the General Fund to the Dedicated Infrastructure Investment
Fund in FY 2016.

4 Change in reserves in FY 2016 and FY 2017 reflects the planned extraordinary transfers of monetary settlements from the General Fund to (a) the Dedicated
Infrastructure Investment Fund ($4.55 billion in FY 2016 and $1.84 billion in FY 2017); (b) the mental hygiene account to fund a portion of a Federal
disallowance for OPWDD in FY 2016 ($850 million); and (c) the Environmental Protection Fund ($120 million in FY 2017).

* All Funds, Federal Operating Funds and Capital Projects Funds receipts and disbursements exclude (a) Federal disaster aid for Superstorm Sandy,

(b) additional Federal aid associated with Federal health care reform, and (c) capital spending from the windfall monetary settlements with financial
institutions.
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Executive Summary

e The Governor introduced the Executive Budget for FY 2017 on January 13, 2016, one
week in advance of the constitutional deadline. The Governor submitted amendments to
the Executive Budget on February 12, 2016, as permitted by law.

e The Budget provides for balanced operations in the General Fund, as required by law,
and limits the annual growth in State Operating Funds spending to 2 percent or less,
consistent with the spending benchmark adopted in FY 2012. In addition, the Governor is
expected to propose, and the Legislature is expected to enact, balanced budgets in
future years that continue to limit annual growth in State Operating Funds to no greater
than 2 percent.

e The Executive Budget proposes recurring savings through targeted reforms, as well as
continuation of the spending controls and cost-containment put in place in prior years.
Agency operations are generally expected to remain at current levels across the Financial
Plan period.

e The State has continued to receive monetary settlements with financial institutions since
enactment of the FY 2016 Budget. Similar to the approach taken with the monetary
settlements already budgeted, the FY 2017 Executive Budget proposes using the new
settlements for investments that supplement State funding of activities, including
transportation ($900 million), homeless and affordable housing ($640 million), and
economic development ($255 million). In addition, settlements are used to increase
funding for the Environmental Protection Fund (EPF) ($120 million); create a three-year toll
credit for regular users of the Thruway ($340 million); expand anti-poverty initiatives
($25 million); and promote municipal consolidation ($20 million). The State expects to
receive another $215 million ($150 million from Morgan Stanley, $35 million from Barclays,
and $30 million from Credit Suisse) by March 31, 2016.

e The combination of effective budget management and adherence to the 2 percent
spending benchmark in each of the next four fiscal years will produce surpluses in future
years, based on current projections. The Executive Budget proposes a small-business tax
cut and several new and expanded tax credits, which are sized to absorb much of the
surplus that otherwise, would be expected to occur if the State adheres to the 2 percent
spending benchmark.

10 FY 2017 Executive Budget Financial Plan - Updated for Governor's Amendments and Forecast Revisions
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The following table summarizes the multi-year impact of the Executive Budget Financial Plan on
General Fund operations.

EXECUTIVE BUDGET
GAP-CLOSING PLAN

(millions of dollars)

FY 2017 FY 2018 FY 2019 FY 2020
MID-YEAR BUDGET SURPLUS/(GAP) ESTIMATE' (1,781) (2,802) (4,414) (4,205)
Spending Changes 2,051 2,054 1,692 1,524
Agency Operations 384 145 40 (357)
Local Assistance* 1,408 2,129 2,269 2,495
Capital Projects/Debt Management 380 161 136 82
Initiatives/Investments (121) (381) (753) (696)
Resource Changes (287) (51) 127 (427)
Tax Revisions (229) (44) 164 100
All Other* (58) (7) (37) (527)
Tax Actions 17 (322) (534) (512)
Small Business Tax Rate Reductions 0 (298) (298) (298)
Tax Extenders/Credits 17 (24) (236) (214)
Adherence to 2% Spending Benchmark? n/a 1,643 3,227 4,568
EXECUTIVE BUDGET SURPLUS/(GAP) 0 522 98 948

1 Before actions to adhere to the 2 percent benchmark.

2 Savings estimated from limiting annual spending growth in future years to 2 percent (calculation based on current FY 2016 estimate). The
Governor is expected to propose, and negotiate with the Legislature to enact, a Budget in each fiscal year that restricts State Operating
Funds spending growth to 2 percent. The "Surplus/(Gap)" estimate assumes that all savings from holding spending growth to 2 percent are
made available to the General Fund.

* Converting the STAR benefit to a refundable credit will result in lower STAR spending with a comparable decrease in PIT receipts. This
change has no impact on the STAR benefits received by homeowners. See "STAR Program" in "Financial Projections Fiscal Years 2017
through 2020" herein.

Consistent with the Governor's approach in balancing his first five budgets, all of which
emphasized spending restraint, the Executive Budget Financial Plan reduces spending in
FY 2017 by $2 billion compared to prior projections. The reductions reflect reestimates to
spending based on updated information, specific cost-containment proposals, and the
prepayment of FY 2017 expenses from excess resources available in FY 2016.

— Agency Operations. Since the Governor took office in January 2011, Executive
State agency operating costs have been held flat through ongoing State agency
redesign and cost-control efforts. These measures have included 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. The FY 2017 Executive Budget generally holds Executive
agency operations at a fixed level of spending over the Financial Plan period.
Projected cost of employee health insurance and worker compensation has been
increased based on market conditions.
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— Local Assistance. Medicaid and School Aid are the State’s largest local aid
programs, comprising over 40 percent of the State Operating Funds budget. In
school year (SY) 2017, School Aid is recommended to total $24.2 billion, an
increase of $991 million (4.3 percent). Medicaid will grow at the indexed rate of
3.4 percent, consistent with the statutory index (“Global Cap”), to $17.7 billion. In
total, State-funded Medicaid will increase to $18.0 billion, including the Essential
Plan (EP), the takeover of local Medicaid costs, and other spending outside the
Global Cap. In addition, the State continues to provide a substantial amount of
capital funding to improve and restructure the State’s health care delivery system.

General Fund savings in the Executive Budget are expected from, among other
things, aligning financial responsibility for City University of New York (CUNY)
Senior Colleges with CUNY’s governance. Currently, New York City appoints
30 percent of the CUNY board but provides negligible financial support to Senior
Colleges. The Budget proposes reinvesting $240 million of the savings from this
proposal to fund potential retroactive labor agreements with CUNY employee
unions. Other Executive Budget savings include targeted reforms to STAR,
medical malpractice, and early intervention; the reinstitution of a New York City
contribution to funding the annual growth in Medicaid costs in recognition of the
financial capacity derived from the City’s exemption from the Property Tax Cap;
and updated cost estimates for a range of State programs, which reflect the
impact of cost containment and spending controls enacted in prior years.

— Capital Projects/Debt Management. Savings are expected through the
prepayment of FY 2017 debt service in the current year, continued use of
competitive bond sales, refundings, and proactive management of debt issuances.

— Initiatives/Investments. The Executive Budget proposes new initiatives and
additional funding that have a budgetary impact. Among the most significant is
juvenile justice reform, which proposes to raise, over time, the age of criminal
responsibility for juveniles from 16 to 18, starting with an Executive Order to move
currently incarcerated juveniles (16 and 17 year olds) to a separate facility from the
adult population. The Budget also proposes providing student financial
assistance to undocumented immigrants (DREAM Act), and enhanced funding for
public safety, higher education, and anti-poverty programs.

Resources. The forecast for tax receipts has been revised over the multi-year Financial
Plan based on collections experience and an updated economic forecast. Other
significant resource changes include downward revisions to expected Federal resources
to fund the mental hygiene system; savings realized from the refunding in 2014 of bonds
funded exclusively from State sales tax receipts paid to Sales Tax Asset Receivable
Corporation (STARC); and tax receipt revisions from the proposed changes to the STAR
program.

Tax Reduction Plan. The Executive Budget proposes tax reductions for small
businesses, a new Education Tax Credit to encourage private investments in education,
an expansion of the Urban Youth Jobs Program Tax Credit, and a new Thruway toll credit.
In addition, the Budget extends several tax credits.
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Annual Spending Growth

The Executive Budget holds FY 2017 annual spending growth in State Operating Funds to
1.7 percent, below the 2 percent spending benchmark. All Funds spending, which includes
spending from capital funds and Federal funds, is expected to increase by 1.2 percent from the
level estimated for FY 2016, excluding extraordinary aid. The growth is driven, in large part, by
increased capital investments.

TOTAL DISBURSEMENTS
(millions of dollars)

FY 2015 FY 2016 Annual Annual % FY 2017 Annual Annual %
Results Current Change Change Proposed Change Change
STATE OPERATING FUNDS 92,426 94,289 1,863 2.0% 95,898 1,609 1.7%
General Fund (excluding transfers) 54,255 57,563 3,308 6.1% 59,133 1,570 2.7%
Other State Funds 31,949 31,230 (719) -2.3% 31,259 29 0.1%
Debt Service Funds 6,222 5,496 (726) -M.7% 5,506 10 0.2%
ALL GOVERNMENTAL FUNDS 138,642 143,587 4,945 3.6% 145,366 1,779 1.2%
State Operating Funds 92,426 94,289 1,863 2.0% 95,898 1,609 1.7%
Capital Projects Funds 7,548 9,268 1,720 22.8% 9,682 414 4.5%
Federal Operating Funds 38,668 40,030 1,362 3.5% 39,786 (244) -0.6%
ALL GOVERNMENTAL FUNDS 143,891 152,078 8,187 5.7% 154,580 2,502 1.6%
(INCL. EXTRAORDINARY AID)
Federal Disaster Aid for Superstorm Sandy 1,960 1775 (185) -9.4% 1,500 (675) -38.0%
Federal Health Care Reform 3,289 5,974 2,685 81.6% 6,791 817 13.7%
Monetary Settlements for Capital Spending (0] 742 742 0.0% 1,323 581 78.3%
GENERAL FUND (INCLUDING TRANSFERS) 62,856 72,583 9,727 15.5% 70,636 (1,947) -2.7%
STATE FUNDS 98,148 102,153 4,005 4.1% 105,276 3,123 3.1%

Extraordinary aid relates to (a) Federal health care reform, which includes the Affordable Care Act
(ACA), the new EP, and the Federal waiver to transform the State’s health care system, all of
which increase the flow of Federal Funds through the State’s Financial Plan;
(b) Federal aid that is expected to pass through the State’s Financial Plan to local governments,
public authorities, and not-for-profits for recovery from Superstorm Sandy; and (c) capital
spending from monetary settlements with financial institutions. When extraordinary aid is
included, All Funds disbursements are projected to total $154.6 billion, an increase of
1.6 percent from FY 2016.

The following table illustrates the major sources of annual change in State spending by major
program, purpose, and fund perspective.

FY 2017 Executive Budget Financial Plan - Updated for Governor's Amendments and Forecast Revisions




NEW YORK

Financial Plan Overview STATEOR! TV

(millions of dollars)
FY 2016 FY 2017 Annual Change
Current Proposed $ %
LOCAL ASSISTANCE 63,032 64,328 1,296 2.1%
School Aid (School Year Basis) 23,233 24224 991 4.3%
DOH Medicaid' 17,480 18,038 558 3.2%
Transportation 4,797 4990 193 4.0%
STAR 3,337 3,228 (109) -3.3%
Social Services 2,921 2,870 (57 -1.7%
Higher Education 2,982 2,650 (332) -11.1%
Mental Hygiene 2,636 2,513 (123) -4.7%
All Other? 5,646 5,815 169 3.0%
STATE OPERATIONS/FRINGE BENEFITS 25,804 26,112 308 1.2%
State Operations 18,478 18,476 (2) 0.0%
Personal Service: 12,957 12,809 (148) -11%
Executive Agencies 7,263 7183 (80) -1.1%
Extra Bi-Weekly Institutional Pay Period 167 (0] (167) n/a
University Systems 3,621 3,692 71 2.0%
Elected Officials 1,906 1,934 28 1.5%
Non-Personal Service: 5,521 5,667 146 26%
Executive Agencies 2,761 2,827 66 2.4%
University Systems 2,183 2,232 49 2.2%
Elected Officials 577 608 31 5.4%
Fringe Benefits/Fixed Costs 7,326 7,636 310 4.2%
Pension Contribution 2,209 2,370 161 7.3%
Health Insurance 3,479 3,710 231 6.6%
Other Fringe Benefits/Fixed Costs 1,638 1,556 (82) -5.0%
DEBT SERVICE 5,452 5,455 3 0.1%
CAPITAL PROJECTS 1 3 2 200.0%
TOTAL STATE OPERATING FUNDS 94,289 95,898 1,609 1.7%
Capital Projects (State and Federal Funds)® 9,268 9,682 414 4.5%
Federal Operating Aid® 40,030 39,786 (244) -0.6%
TOTAL ALL GOVERNMENTAL FUNDS? 143,587 145,366 1,779 1.2%
" Includes Essential Plan.
2 "All Other" includes public health, other education, local government assistance, parks, environment, economic development, public
safety, and reconciliation between school year and State fiscal year spending for School aid.
3 Capital Projects, Federal Operating Funds, and All Funds disbursements exclude extraordinary aid for Federal health care reform
and Superstorm Sandy, and capital spending from the monetary settlements. Including disbursements for these purposes, All
Funds disbursements are expected to total $154.6 billion in FY 2017, an increase of 1.6 percent.
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Current Fiscal Year Update

The following table summarizes the revisions to the FY 2016 Financial Plan since the Mid-Year
Update. Overall, the revisions do not materially change the FY 2016 General Fund operating
estimates or the 2 percent spending forecast for State Operating Funds compared to the
Mid-Year Financial Plan.

FY 2016 GENERAL FUND BUDGETARY BASIS SURPLUS/(GAP)
SUMMARY OF CHANGES FROM MID-YEAR UPDATE

SAVINGS/(COSTS)
(millions of dollars)

MID-YEAR BUDGET SURPLUS/(GAP) ESTIMATE (o}
Receipts Revisions 239
Tax Receipts' 812
Tax Refund Acceleration (550)
Non-Tax Receipts? (23)
Spending Revisions 253
Local Assistance 294
Agency Operations (incl. GSCs) 84
Transfers to Other Funds

Debt Service (348)
Capital Projects (118)
Federal DSHP Resources (250)
All Other Transfers 85
Monetary Settlements® )
Barclays 185
Morgan Stanley 150
Credit Agricole 74
Credit Suisse 30
Other 1
Allocated in FY 2017 Executive Budget (440)
Use of Community Projects Fund Balance 14
REVISED BUDGET SURPLUS/(GAP) ESTIMATE (o]
" Excludes transfers from other funds after revisions to estimated debt service
costs.
2 Excludes the receipt of additional monetary settlements since the Mid-Year
Update.
3 See "Monetary Settlements" herein.
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General Fund receipts, including transfers from other funds, are expected to total $70.3 billion in
FY 2016. General Fund disbursements, including transfers to other funds, are expected to total
$72.6 billion. DOB expects the General Fund will end FY 2016 with a balance of $5 billion.
Disbursements exceed receipts by $2.3 billion in the current year, due almost exclusively to the
planned use of settlement money received in FY 2015 and transferred (or expected to be
transferred) to other funds. Excluding the impact of transactions related to settlement money,
disbursements exceed receipts by $239 million in the current year. This reflects the planned uses
of fund balance for Financial Plan purposes ($190 million), retroactive labor settlements
($35 million), and community projects fund purposes related to reappropriations ($14 million).

DOB has increased the estimate for General Fund receipts by $679 million compared to the
Mid-Year Update. The estimate for tax receipts has been increased by $812 million, mainly
reflecting stronger than expected PIT and business tax collections to date. This increase is offset
by an increase in the level of PIT refunds that will be paid in the current fiscal year ($550 million).
The estimate for lower non-tax receipts (excluding settlements) has been lowered based on a
review of current year results. In addition, DOB has increased the estimate of payments
expected from monetary settlements by $440 million based on expected and actual receipts to
date. The full list of settlements is described in “Monetary Settlements” herein.

Estimated General Fund disbursements have been revised upward by $253 million from the
Mid-Year Update. Local assistance and agency spending have been revised downward across a
range of programs based on operating results to date and other information. Transfers to other
funds have been increased to reflect the prepayment of debt service, increased capital funding
due to the timing and availability of bond proceeds, and a downward revision to the expected
level of Federal resources available to fund mental hygiene services.

DOB expects the General Fund will end FY 2016 with a balance of $5 billion, an increase of
$426 million compared to the Mid-Year estimate. The change reflects the increase in monetary
settlements offset by the use of $14 million from the Community Projects Fund balance for
spending against reappropriations.

Risks to the current estimates remain. For example, while tax receipts have exceeded
expectations, collections are subject to significant volatility in the final quarter of the fiscal year.
In addition, there can be no assurance that Federal aid for health care, mental hygiene and other
purposes will be received at the levels or on the timetable assumed in the Financial Plan. These
and other risks and uncertainties are described more fully later in this Financial Plan. (See “Other
Matters Affecting the Financial Plan” herein.)
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FY 2017 Financial Plan

DOB estimates that the Executive Budget Financial Plan provides for balanced operations in the
General Fund in FY 2017, consistent with balanced budget requirements. The following table
summarizes the projected annual changes from FY 2016 to FY 2017 in General Fund receipts,
disbursements, and fund balances.

GENERAL FUND FINANCIAL PLAN

(millions of dollars)

Annual Change
FY 2016 FY 2017
Current Proposed Dollar Percent
Opening Fund Balance 7,300 5,01 (2,289) -31.4%
Taxes (After Debt Service) 63,247 65,388 2,14 3.4%
Miscellaneous Receipts/Federal Grants 5,820 2,642 (3178) 54.6%
Other Transfers 1227 753 (474) -38.6%
Total Receipts 70,294 68,783 (1,511) -2.1%
Local Assistance Grants 44153 45427 1,274 2.9%
Departmental Operations: 8,222 8,234 12 0.1%
Personal Service 6,139 6,025 (114) -19%
Non-Personal Service 2,083 2209 126 6.0%

General State Charges 5,188 5,472 284 5.5%
Transfers to Other Funds' 15,020 11,503 (3517) -23.4%
Total Disbursements 72,583 70,636 (1,947) -2.7%
Excess (Deficiency) of Receipts Over Disbursements (2,289) (1,853) 436 19.0%
Closing Fund Balance 5,01 3,158 (1,853) -37.0%
Statutory Reserves:

"Rainy Day" Reserve Funds 1,798 1,798 0

Community Projects Fund 60 44 (16)

Contingency Reserve Fund 21 21 0
Fund Balance Reserved for:

Debt Management 500 500 0

Prior-Term Labor Agreements 15 (6] (15)

Monetary Settlements' 2,617 555 (2,062)

Possible CUNY Labor Agreement? 0 240 240

" Includes planned extraordinary transfers of monetary settlement receipts from the General Fund to (a) the Dedicated Infrastructure
Investment Fund ($4.55 billion in FY 2016 and $1.84 billion in FY 2017); (b) the mental hygiene account to fund a portion of a Federal
disallowance for OPWDD ($850 million in FY 2016); and (c) the Environmental Protection Fund ($120 million in FY 2017).
2 Amount that would be available if the Legislature enacts the change in funding shares for CUNY Senior Colleges proposed in this

Executive Budget. See "FY 2017 Detailed Gap-Closing Plan" herein.
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Receipts

General Fund receipts, including transfers from other funds, are expected to total $68.8 billion in
FY 2017, an annual decrease of $1.5 billion (2.1 percent). Tax collections, including transfers of
tax receipts to the General Fund after payment of debt service, are expected to total $65.4 billion
in FY 2017, an increase of $2.1 billion (3.4 percent). This growth is offset by the lower amount of
monetary settlements expected to be received in FY 2017 compared to FY 2016.

General Fund PIT receipts, including transfers after payment of debt service on State PIT
Revenue Bonds, are expected to increase by $2.7 billion (6.4 percent) from FY 2016. This
primarily reflects increases in withholding and estimated payments attributable to the 2016 tax
year, and the planned acceleration of tax refund payments into FY 2016.

General Fund consumption/use tax receipts, including transfers after payment of debt service on
Local Government Assistance Corporation (LGAC) and Sales Tax Revenue Bonds, are estimated
to total $12.6 billion in FY 2017, an increase of $361 million (2.9 percent) from FY 2016, reflecting
projected growth in taxable consumption.

General Fund business tax receipts are estimated at $5.8 billion in FY 2017, a decrease of
$426 million (6.9 percent) from FY 2016. The annual estimate reflects declines across all
business tax components.’

Other tax receipts in the General Fund are expected to total $1.9 billion in FY 2017, a decrease of
$486 million (20.1 percent) from FY 2016. The decline primarily reflects extraordinary estate tax
and real estate transfer tax collections in FY 2016 that are not expected to recur.

General Fund non-tax receipts and transfers are estimated at $3.4 billion in FY 2017, a decrease
of $3.7 billion from FY 2016. The decline is primarily due to the large amount ($3.6 billion) of
monetary settlements received in FY 2016 and lower than expected receipts and transfers from a
variety of sources.

General Fund receipts are affected by various factors, including the deposit of dedicated taxes in
other funds for debt service and other purposes; and the transfer of balances between funds of
the State. For a more comprehensive discussion of the State's projections for tax receipts,
miscellaneous receipts, and transfers, presented on a State Funds and All Funds basis, see
“Financial Plan Projections Fiscal Years 2016 Through 2020” herein.

! Legislation enacted in 2014 merged the bank tax with the corporate franchise tax, and amended the corporate
franchise tax to accommodate changes in the financial services industry and make other modernization changes.

FY 2017 Executive Budget Financial Plan - Updated for Governor’'s Amendments and Forecast Revisions



NEW YORK

SISECHEY General Fund Financial Plan

Disbursements

General Fund disbursements, including transfers to other funds, are expected to total
$70.6 billion in FY 2017, a decrease of $1.9 billion (2.7 percent) from FY 2016 spending levels.
This change reflects monetary settlements that have been, or are expected to be, transferred
from the General Fund to: the Dedicated Infrastructure Investment Fund (DIIF) ($4.6 billion in
FY 2016 and $1.8 billion in FY 2017); the EPF ($120 million in FY 2017); and the Federal
government as part of a multi-year settlement for the resolution of a Office for People with
Developmental Disabilities (OPWDD) disallowance ($850 million in FY 2016). Excluding these
extraordinary transfers, General Fund spending is expected to increase $1.5 billion or
2.2 percent.

Local assistance grants are expected to total $45.4 billion, an annual increase of $1.3 billion
(2.9 percent), including $654 million for school aid (on a State fiscal year basis) and $433 million
for Medicaid. Other local assistance increases include payments for a range of social services,
public health, and general purpose aid programs, as well as accounting reclassifications that
have the effect of moving spending between financial plan categories, mainly for Medicaid
payments to State-operated facilities. These sources of growth in local assistance are offset by
the Executive proposals related to CUNY senior colleges, STAR, and other programs. See
“FY 2017 Detailed Gap-Closing Plan” herein.

State operations disbursements in the General Fund are expected to total $8.2 billion in FY 2017,
an annual increase of $12 million (0.1 percent). In general, Executive agency spending on a State
Operating Funds basis is flat with few exceptions, including the Department of Health (DOH) to
operate the New York State of Health (NYSOH) Exchange, continue the transition of
administrative functions from local service districts to the State, and operate the new EP.

General State Charges (GSCs) are expected to total $5.5 billion in FY 2017, an annual increase of
$284 million (5.5 percent) from FY 2016. The increase is mainly due to projected growth for
health insurance costs ($231 million) and the State's annual pension payment ($161 million). The
State, including the Office of Court Administration (OCA), does not currently plan to amortize its
pension payments in FY 2017, and will repay a total of $432 million due in FY 2017 on amortized
amounts from FY 2011 through FY 2016.

General Fund transfers to other funds, excluding extraordinary transfers and uses of monetary
settlement receipts described earlier, are expected to total $9.5 billion in FY 2017, a decrease of
$77 million from FY 2016.

General Fund disbursements are affected by the level of financing sources available in other
funds, transfers of balances between funds of the State, and other factors that may change from
year to year. For a more comprehensive discussion of the State's disbursements projections by
major activity, presented on a State Operating Funds basis, see “Financial Plan Projections Fiscal
Years 2016 through 2020” herein.
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Closing Balance for FY 2017

DOB projects that the General Fund will end FY 2017 with cash balance of $3.2 billion, a
decrease of $1.9 billion from the FY 2016 closing balance. The decline reflects of the planned
transfers of monetary settlements ($2.1 billion), use of Community Projects Fund resources
($16 million), and use of the collective bargaining reserve to fund the recent labor agreements
($15 million). This decrease is partly offset by the planned set aside of $240 million for potential
retroactive labor agreements with CUNY unions, which is contingent upon enactment of the
changes in financial responsibilities for CUNY senior colleges proposed in this Executive Budget.

Balances in the State’s principal "rainy day" reserves, the Tax Stabilization Reserve Fund and the
Rainy Day Reserve Fund, are expected to remain unchanged in FY 2017.

The Executive Budget Financial Plan maintains a reserve of $500 million for debt management
purposes in FY 2017, unchanged from the level held at the end of FY 2016. DOB will decide on
the use of these funds based on market conditions, Financial Plan needs, and other factors.

TOTAL BALANCES
(millions of dollars)

FY 2016 FY 2017 Annual
Current Proposed Change
TOTAL GENERAL FUND BALANCE 5,011 3,158 (1,853)
Statutory Reserves:
"Rainy Day" Reserve Funds 1,798 1,798 0
Community Projects Fund 60 44 (16)
Contingency Reserve Fund 21 21 0
Fund Balance Reserved for:
Debt Management 500 500 0
Possible CUNY Labor Agreement 0 240 240
Prior-Term Labor Agreements 15 0 (15)
Monetary Settlements 2,617 555 (2,062)
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FY 2017 Detailed Gap-Closing Plan

The following table and narrative summarize the proposed gap-closing plan. To the extent the
State enacts budgets that adhere to the 2 percent spending benchmark, the level of savings
required in each subsequent year to hold spending to 2 percent would be lower.

FY 2017 EXECUTIVE BUDGET GENERAL FUND GAP-CLOSING PLAN
(millions of dollars)

FY 2017 FY 2018 FY 2019 FY 2020

MID-YEAR BUDGET SURPLUS/(GAP) ESTIMATE' (1,781) (2,802) (4,414) (4,205)
SPENDING CHANGES 2,051 2,054 1,692 1,524
Agency Operations 384 145 40 (357)
Executive Agency Operations 222 153 181 125
Fringe Benefits/Fixed Costs 168 1 (122) (463)
University Systems 19 19 19 19
Independent Officials (25) (38) (38) (38)
Local Assistance 1,408 2,129 2,269 2,495
Higher Education 176 531 540 542
Mental Hygiene 215 173 101 32
Health Care 308 539 603 738
STAR - Program Conversion* 185 478 576 671
STAR - Other Actions 55 16 172 228
Human Services/Housing 154 10 10 101
All Other 315 182 167 183
Capital Projects/Debt Management 380 161 136 82
Initiatives/Investments 121 (381) 753 696
DREAM Act (19) (27) (27) (27)
Juvenile Justice Reform ("Raise the Age") (2) (161) (403) (385)
SUNY/CUNY Performance Incentive Program 0 (30) (30) (30)
Continue Charter School Tuition Funding 0 (27) 0 0
Public Financing of Campaigns 0 (2) (17) (6)
All Other (100) (134) (176) (248)
RESOURCE CHANGES 287, (51) 127 427,
Tax Revisions (229) (44) 164 100
Federal DSHP Resources (250) 0 0 6]
STARC Debt Refunding Savings 200 200 200 (6]
STAR Conversion* 0 (185) (478) (576)
All Other (8) (22) 241 49
TAX ACTIONS 17 (322) (534) (512)
Small Business Tax Rate Reduction (0] (298) (298) (298)
Thruway Toll Credit 0 (13) (M3) (M4)
Use of Monetary Settlements for Thruway Toll Credit (] 13 13 14
Education Tax Credit 0 0 (150) (150)
Other Tax Extenders/Credits 17 (24) (86) (64)
ADHERENCE TO 2% SPENDING BENCHMARK 2 n/a 1,643 3,227 4,568
EXECUTIVE BUDGET SURPLUS/(GAP) (o] 522 98 948

1 Before actions to adhere to the 2 percent benchmark.

2 Savings estimated from limiting annual spending growth in future years to 2 percent (calculation based on current FY 2016 estimate). The
Governor is expected to propose, and negotiate with the Legislature to enact, a Budget in each fiscal year that restricts State Operating
Funds spending growth to 2 percent. The "Surplus/(Gap)" estimate assumes that all savings from holding spending growth to 2 percent are
made available to the General Fund.

Converting the STAR benefit to a refundable credit will result in lower STAR spending with a comparable decrease in PIT receipts. This
change has no impact on the STAR benefits received by homeowners. See "STAR Program" in "Financial Plan Projections Fiscal Years
2016 through 2020" herein.
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Spending Changes
Agency Operations

Operating costs for State agencies include salaries, wages, fringe benefits, and non-personal
service (NPS) costs (i.e., supplies, utilities). These costs have significantly declined over the past
several years through ongoing State agency redesign and cost-control efforts. Reductions from
the prior projections for agency operations contribute $384 million to the General Fund gap-
closing plan. Specifically:

o Executive Agencies: The Budget proposes to hold agency spending flat with limited
exceptions, such as costs attributable to the NY State of Health marketplace and the new
EP program. Agencies are expected to continue to use less costly forms of service
deliveries, improve administrative practices, and pursue statewide solutions, including the
utilization of Lean initiatives to streamline operations and management. The Budget also
includes savings from the continued transition of individuals from mental hygiene
institutions to appropriate community settings. In addition, certain operating and
equipment costs have been more appropriately aligned with capital and Federal financing
sources.

Spending increases in the later years of the Financial Plan are driven mainly by revised
spending assumptions across multiple agencies to account for inflationary cost increases,
as well as higher Medicaid administration expenses expected to support the NYSOH
insurance exchange as available Federal funding expires.

e Fringe Benefits/Fixed Costs: Estimates for fringe benefit and fixed costs have been
lowered to reflect the planned payment of the FY 2017 ERS/ PFRS pension bill in April
2016 rather than on the March 1, 2017 due date. Additional resources are expected to be
provided directly to the State Insurance Fund (SIF) to offset the State’s cost for workers’
compensation claims over the next four years ($140 million in FY 2017; $100 million in
FY 2018 and 2019, respectively; and $35 million in FY 2020). Health insurance savings
are expected from the proposed elimination of Income Related Monthly Adjustment
Amount (IRMAA) reimbursement for high income New York State Health Insurance
Program (NYSHIP) enrollees, maintaining reimbursement of the standard Medicare Part B
premium at current levels and implementing differential healthcare premiums based on
years of service for new civilian retirees with less than thirty years of service, similar to the
calculation for pension benefits. Costs would be proportionately greater for these new
retirees with ten years of service, and gradually decrease until they are no different than
current levels once an individual reaches thirty years of service. Increasing fringe benefit
costs associated with updated baseline growth in health insurance rate renewals and
workers’ compensation costs offset these savings in future years.
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e University Systems: Spending on SUNY hospital operations will be reduced through the
discontinuation of previous legislative additions to hospital spending ($19 million). This
change would maintain support consistent with the Downstate Medical Center
Sustainability Plan approved in 2013.

Local Assistance

Local assistance spending includes financial aid to local governments and nonprofit
organizations, as well as entittement payments to individuals. Reductions from the prior
projections for local assistance spending are expected to generate $1.4 billion in General Fund
savings.” Savings are expected from both targeted actions and continuation of prior-year cost
containment. Specifically:

e Higher Education: The Executive Budget proposes changing the financial responsibility
for CUNY senior colleges to better align with CUNY’s governance. The Executive Budget
proposes that the City of New York pay a 30 percent share of $1.6 billion in support
currently funded by the State, which aligns with the City's 30 percent share of CUNY
governance. The Executive Budget proposes setting aside $240 million of the State
savings to fund potential retroactive labor agreements with CUNY employee unions
conditioned on enactment of the change in financial responsibilities.

Other savings include revisions to scholarship awards due to updates in both enroliment
patterns and average award amounts.

o Mental Hygiene: The spending has been reduced to reflect revised timelines for ongoing
transformation efforts in the mental hygiene system and the Federal government’s
extension of the timeframe to disburse funding from the Balancing Incentive Program
(BIP).

e Health Care: The Budget also re-institutes the New York City contribution toward
financing the growth in Medicaid expenses, effective October 1, 2016. The contribution
level is increased by 3.6 percent in FY 2017 and 5.8 percent in FY 2018, with annual
growth of about 2 percent thereafter. This action reflects that the City is in a better
overall financial condition than when the State first proposed to phase-out the fixed
contribution towards Medicaid growth. Since 2012, all local governments and school
districts have been subject to the State’s Property Tax Cap, with the exception of New
York City. Due to this exception, the City’s property tax levy has been growing at a
significantly higher rate each year than what is allowed under the tax cap without an
override. In 2016, the City’s levy is up to $3.5 billion more than if it had been subject to
the property tax cap limit.

2 Local assistance includes payments for School Aid, STAR, Medicaid, public assistance, child welfare, local

government assistance and a range of other purposes.
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Other savings include additional HCRA resources available that lower General Fund
spending. Spending estimates have been reduced for the Child Health Plus (CHP)
program as a result of Federal funding under the ACA and a reduction in the Excess
Medical Malpractice subsidy payment levels, which reimburse certain physicians and
dentists for a secondary layer of medical malpractice insurance coverage.

e STAR: The Executive Budget proposes gradually transforming the STAR benefit currently
provided to taxpayers as a tax exemption, to a refundable PIT credit. The change would
apply only to new housing transactions, i.e., new homebuyers and homeowners who
move®. The transformation will reduce State spending and more appropriately reflect the
program costs as a tax expenditure, which is the current basis of the program, as well as
increase transparency regarding school district tax levy growth. In addition, the Budget
proposes a conversion of the New York City PIT STAR credit to a New York State PIT
credit, a simple reporting change that eliminates the need to reimburse costs paid in the
first instance by the City. Lastly, the Budget proposes placing a cap on the annual growth
in the exemption benefit, which would be held flat rather than the current 2 percent
growth allowance. Other savings includes mandating enrollment in the Income
Verification Program beginning in FY 2018.

e Human Services: Savings reflect the use of Temporary Assistance for Needy Families
(TANF) funding sources to reduce the Office of Children and Family Services (OCFS) Child
Care General Fund spending. They also reflect a one-time revision to the Pay For
Success program based on timing, and updated spending forecasts in several programs,
including OCFS spending on detention reconciliation, the Committee on Special
Education, and Medicaid-related foster care spending. These savings are offset by a
projected increase in spending in the Bridges to Health program and the reinvestment of
State savings gained from Federal rule changes in post-adoption and primary preventive
services. This reinvestment is required in order to continue Federal provision of Title IV-E
funds.

o All Other: Savings are expected as a result of updated spending assumptions across a
number of program areas, including utilization of available Mortgage Insurance Fund (MIF)
resources to fund initiatives addressing housing and homelessness programs; mental
hygiene funding within the Global Cap; education programs and grant spending revisions
based on updated information; eliminating General Fund support for certain local
government programs which can be funded with available capital resources earmarked
for municipal restructuring; and spending revisions based on utilization trends in other
local assistance programs.

3 Transforming the STAR benefit to a refundable credit will result in lower STAR spending with a comparable decrease
in PIT receipts. This change has no impact on the STAR benefits received by homeowners.
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Capital Projects/Debt Management

o Capital/Debt Revisions: Savings are expected to be achieved through a variety of debt-
management actions, including the prepayment of $550 million of FY 2017 expenses in
FY 2016 and $60 million of FY 2018 expenses in FY 2017; refunding of higher-cost debt,
management of bondable resources; and efficiency savings through the continued use of
competitive bond sales.

Initiatives/Investments

e DREAM Act: The proposed DREAM Act extends student financial assistance to
undocumented immigrant students pursuing higher education in New York State.

e Juvenile Justice Reform (“Raise the Age”): The Financial Plan includes additional
funding to support the movement of 16 and 17 year old non-violent criminal offenders from
general prison populations to separate facilities, as directed by an Executive Order issued
in December 2015. The Department of Corrections and Community Supervision (DOCCS),
OCFS and the Office of Mental Health (OMH) will collaborate on implementing a plan to
gradually remove minors from adult prisons in the State, and on providing specialized
programming and services. The Executive Budget also includes legislation to raise the
age of juvenile jurisdiction from 16 to age 18 by January 1, 2019.

o SUNY/CUNY Performance Incentive Program: As part of the Governor’s Opportunity
Agenda, $30 million is recommended for SUNY State-operated campuses and CUNY
senior colleges to implement campus performance improvement plans that identify and
implement best practices from around the systems to improve outcomes in student
access, completion, and post-graduation success.

e Continue Charter School Tuition Funding: The Budget proposes extending increased
funding for charter school tuition into school year 2016-17.

e Public Financing of Campaigns: The Budget proposes a voluntary public financing
system beginning in 2018, modeled on the system in New York City. The system would
provide a public match of $6 to $1 of campaign contributions of up to $175. The new
system would take effect for the 2018 elections (FY 2019).

o All Other: The Executive Budget includes funding for programs and initiatives, including
homelessness, poverty reduction, the State subsidy to maintain Verrazano Bridge toll
levels, victim services, upstate transit infrastructure, firearm violence prevention, and
aging. It also reflects debt service costs for new capital initiatives funded with bonds.
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Resource Changes

e Tax Revisions: The estimate for annual tax receipts has been revised across all major tax
categories to reflect results to date. In addition, the reconciliation of prior year tax
collections from mobile telecommunication services companies is expected to reduce
sales tax collections.

o Federal Designated State Health Program (DSHP) Resources: Resources have been
reduced by $250 million to remove previously expected Federal DSHP revenue to
support transformational changes in the Mental Hygiene service delivery system while the
State continues to pursue the matter with the Centers for Medicare & Medicaid Services
(CMS).

e STARC Debt Refunding Savings: The Executive Budget includes a provision that permits
the State to realize refunding savings on debt funded exclusively with State resources. In
2004, STARC issued $2.6 billion in debt to refinance certain obligations related to the
New York City fiscal crisis. The STARC bonds are secured by $170 million in annual State
sales tax payments to STARC through 2034. In October 2014, STARC refunded the
outstanding debt, generating about $650 million in debt service savings that, due to
structuring provisions, accrued to New York City. Given the unique structure of the bonds,
the State will realize the savings it is due over the next three state fiscal years through the
adjustment of sales tax receipts otherwise payable to New York City.

e STAR Program Conversion: The proposals to convert the NYC STAR credit to a State PIT
credit, and the STAR benefit for new homeowners to a tax credit, will not impact individual
benefits, but will result in lower General Fund tax collections.

e Other Resource Changes: Other changes include updated estimates of various
miscellaneous receipts and transfers from other funds, including revenue transfers from
the New York Power Authority (NYPA) to support $20 million in annual energy-related
program activity, with no additional contributions expected.

Tax Actions

e Lower Taxes on Small Businesses: The Executive Budget proposes to lower tax rates
both for small businesses who pay via the corporate tax, and for individuals paying
through the PIT.

o Establish Thruway Toll Tax Credits: A nonrefundable credit for Thruway tolls paid
electronically that would begin on January 1, 2016 and sunset December 31, 2018 would
save drivers $340 million over 3 years. The cost of this program is supported by
monetary settlements.

e Establish Education Tax Credits: The Financial Plan includes the costs of new credits to
provide $150 million in tax relief annually through the Parental Choice in Education Act.
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e Other Tax Extenders/Credits: Other significant tax actions include enhancing the Urban
Youth Jobs Program Tax Credit and other extensions of tax credits, including for hiring
veterans, clean heating fuel usage, and increased credits for low income housing.

Cash Flow

The State authorizes the General Fund to temporarily borrow resources from available funds in
the Short-Term Investment Pool (STIP) for up to four months, or to the end of the fiscal year,
whichever period is shorter. The State last used this authorization in April 2011 when the General
Fund needed to temporarily borrow a minimal amount of funds from STIP for a period of five
days. 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 money 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 bond proceeds and money obligated for debt service payments.

DOB expects that the State will have sufficient liquidity to make all planned payments as they
become due through FY 2017, as reflected in the following table that includes month-end cash
balance projections. 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 and Sales Tax bonds, continues to be set
aside as required by law and bond covenants.

ALL FUNDS MONTH-END CASH BALANCES

FY 2017
(millions of dollars)
General Other All

Fund Funds Funds
April 7,229 7,708 14,937
May 4,283 8,179 12,462
June 4,338 8,175 12,513
July 4,046 8,927 12,973
August 3,263 9,375 12,638
September 6,418 6,730 13,148
October 5,352 7,015 12,367
November 3,102 7,071 10,173
December 4,976 6,637 11,613
January 5,673 9,130 14,803
February 5,468 9,234 14,702
March 3,158 7120 10,278
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Monetary Settlements

The Department of Financial Services (DFS), Department of Law, and the Manhattan District
Attorney’s Office have reached financial settlements with a number of banks and other
associated entities for violations of New York banking laws, and with a number of insurance
companies and other associated entities for violations of New York insurance laws. The State
has received a total of $8.3 billion from monetary settlements since the beginning of FY 2015,
and expects to receive another $215 million by the end of the current fiscal year for a total of
$8.5 billion. Of this amount, $5.4 billion was programmed in the FY 2016 Budget and $627 million
has been set aside for Financial Plan operations, as planned. The FY 2017 Executive Budget
proposes using another $2.3 billion of settlement money for investments that supplement State
activities, including: transportation ($900 million); homeless and affordable housing
($640 million); economic development ($255 million); expand anti-poverty initiatives ($25 million);
and to promote municipal consolidation ($20 million). The balance will be used to supplement
the EPF ($120 million) and to fund the three-year toll credit for regular users of the Thruway
($340 million), leaving $215 million in reserve.

SUMMARY OF SETTLEMENTS BETWEEN

REGULATORS AND FINANCIAL INSTITUTIONS
(millions of dollars)

FY 2015 FY 2016 Total

Monetary Settlements 4,942 3,605 8,547
BNP Paribas 2,243 1348 3.591
Department of Financial Services (DFS) 2,243 (0] 2,243
Asset Forfeiture (DANY) 0] 1,348 1,348
Deutsche Bank 0] 800 800
Credit Suisse AG 715 30 745
Commerzbank 610 82 692
Barclays (0] 670 670
Credit Agricole (0] 459 459
Bank of Tokyo Mitsubishi 315 (0] 315
Bank of America 300 [0} 300
Standard Chartered Bank 300 (0] 300
Morgan Stanley (0] 150 150
Bank Leumi 130 (0] 130
Ocwen Financial 100 0 100
Citigroup (State Share) 92 0 92
Goldman Sachs (0] 50 50
MetLife Parties 50 (0] 50
American International Group, Inc. 35 0 35
PricewaterhouseCoopers 25 0 25
AXA Equitable Life Insurance Company 20 0 20
Promontory (0] 15 15
New Day (0] 1 1
Other Settlements 7 (6} 7
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Settlements Received/Expected

The following settlements were received or are expected to be received by the State in FY 2015
and FY 2016.

e BNP Paribas, S.A. New York Branch (BNPP) paid nearly $3.6 billion pursuant to (i) a June
29, 2014 consent order between the New York State DFS and BNPP and (ii) a June 30,
2014 plea agreement between BNPP and the New York County District Attorney (DANY)
in connection with conduct by BNPP which violated U.S. national security and foreign
policy and raised serious safety and soundness concerns for regulators. BNPP’s conduct
included obstructing governmental administration, failing to report crimes and
misconduct, offering false instruments for filing, and falsifying business records.

e Credit Suisse AG paid a $715 million civil monetary penalty pursuant to a May 18, 2014
consent order between DFS and Credit Suisse AG. This consent order pertained to
Credit Suisse AG’s decades-long operation of an illegal cross-border banking business
whereby Credit Suisse AG knowingly and willfully (i) aided thousands of U.S. clients in
opening and maintaining undeclared accounts, and (ii) concealed offshore assets and
income from the Internal Revenue Service and New York authorities.

On February 1, 2016, the Office of the Attorney General announced in a press release that
Credit Suisse Securities (USA) LLC will pay the State $30 million to settle investigations
into false statements and omissions made in connection with the marketing of their
respective dark pools and other high-speed electronic equities trading services.

e Commerzbank AG New York Branch and Commerzbank AG (collectively “Commerzbank”)
paid a $610 million civil monetary penalty pursuant to a March 12, 2015 consent order
between Commerzbank and DFS. This consent order pertained to Commerzbank’s
transactions on behalf of Iran, Sudan, and a Japanese corporation which engaged in
accounting fraud in violation of New York State Banking Law and regulations.
Additionally, Commerzbank AG paid $81.7 million in fines and forfeiture payments
pursuant to a Deferred Prosecution Agreement between Commerzbank, the Manhattan
District Attorney’s Office and the United States Department of Justice. This Deferred
Prosecution Agreement pertained to Commerzbank’s actions in moving more than
$250 million through the U.S. financial system primarily on behalf of Iranian and Sudanese
customers in violation of U.S. sanctions, by concealing the illegal nature of these
transactions and deceiving U.S. banks into processing illegal wire payments.

e Deutsche Bank AG and Deutsche Bank AG New York Branch (collectively “Deutsch
Bank”) paid a $600 million civil monetary penalty in accordance with an April 23, 2015
consent order between Deutsche Bank and DFS. This consent order pertained to
Deutsche Bank’s manipulation of benchmark interest rates, including (i) the London
Interbank Offered Rate, (ii) the Euro Interbank Offered Rate and (iii) the Euroyen Tokyo
Interbank Offered Rate, in violation of New York State Banking Law and regulations.
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e Deutsche Bank paid an additional $200 million civii monetary penalty pursuant to a
November 3, 2015 consent order between DFS and Deutsche Bank. This consent order
pertained to Deutsche Bank’s use of non-transparent methods and practices to conduct
more than 27,200 U.S. dollar clearing transactions, valued at over $10.86 billion, on behalf
of Iranian, Libyan, Syrian, Burmese, and Sudanese financial institutions and other entities
subject to U.S. economic sanctions, including entities on the Specially Designated
Nationals List of the U.S. Treasury Department’s Office of Foreign Assets Control.

e Barclays paid $635 million, which included (i) a $485 million civil monetary penalty in
accordance with a May 2015 consent order between Barclays and DFS, and (ii) a
$150 million civil monetary penalty in accordance with a November 2015 consent order
between Barclays and DFS. The May 2015 consent order pertained to Barclays’
attempted manipulation of benchmark foreign exchange rates and other manipulative
conduct in violation of New York State Banking Law and regulations. The November
2015 consent order pertained to Barclays’ automated electronic foreign exchange trading
misconduct.

On February 1, 2016, the Office of the Attorney General announced in a press release that
Barclays Capital Inc. will pay the State $35 million to settle investigations into false
statements and omissions made in connection with the marketing of their respective dark
pools and other high-speed electronic equities trading services.

e Credit Agricole paid $459 million, which included (i) a $385 million civil monetary penalty
pursuant to an October 2015 consent order between DFS and Credit Agricole, and (ii) an
asset forfeiture of $74 million pursuant to a deferred prosecution agreement with the New
York County District Attorney’s office. Both the consent order and deferred prosecution
agreement pertained to Credit Agricole’s processing billions of dollars of payments on
behalf of certain sanctioned parties on behalf of certain sanctioned parties.

e The Bank of Tokyo-Mitsubishi UFJ, Ltd. (BTMU) paid a $315 million civil monetary penalty
pursuant to a November 18, 2014 consent order between DFS and BTMU. This consent
order pertained to BTMU’s wrongful actions in misleading DFS concerning BTMU’s U.S.
dollar clearing services conducted on behalf of sanctioned Sudanese, Iranian, and
Burmese parties. Previously, BTMU paid a $250 million civil monetary penalty pursuant to
a June 19, 2013 consent order between DFS and BTMU. Such consent order pertained to
BTMU’s unlawful clearance through the New York Branch and other New York-based
financial institutions of approximately 28,000 U.S. dollar payments, valued at
approximately $100 billion, on behalf of certain sanctioned parties.

e Bank of America (BofA) paid $300 million pursuant to an August 18, 2014 settlement
agreement to remediate harms related to BofA’s violations of State law in connection with
the packaging, origination, marketing, sale, structuring, arrangement, and issuance of
residential mortgage-backed securities and collateralized debt obligations. The
settlement agreement is the result of investigations by Federal and State entities into
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BofA Corporation, Bank of America, N.A., and Banc of America Mortgage Securities, as
well as their current and former subsidiaries and affiliates.

e Standard Chartered Bank, New York Branch (SCB NY) paid $300 million pursuant to an
August 19, 2014 consent order between the DFS and SCB NY for failure to fully comply
with a September 21, 2012 consent order between the parties. The August 19, 2014
consent order pertained to SCB NY’s use of ineffective risk management systems for the
identification and management of compliance risks related to compliance with the Bank
Security Act (BSA) and anti-money laundering (AML) laws, rules, and regulations. Such
risks included U.S. dollar clearing for clients of SCB United Arab Emirates and SCB Hong
Kong, among others.

e Morgan Stanley is expected to pay $150 million pursuant to a 2016 settlement agreement
between the Office of the Attorney General and Morgan Stanley. This settlement
agreement pertained to harms to New York State allegedly resulting from Morgan
Stanley’s creation, packaging, marketing, underwriting, sale, structuring, arrangement,
and issuance of residential mortgage-backed securities in 2006 and 2007.

e Bank Leumi paid a $130 million civil monetary penalty pursuant to a December 22, 2014
consent order between DFS and Bank Leumi. This consent order pertained to Bank
Leumi’s (i) knowing and willful operation of a wrongful cross-border banking business
which assisted U.S. clients in concealing offshore assets and evading U.S. tax obligations,
and (ii) misleading DFS about Bank Leumi’s improper activities.

e Ocwen Financial paid a $100 million civil monetary penalty and another $50 million as
restitution to current and former Ocwen borrowers pursuant to a December 19, 2014
consent order between DFS and Ocwen. This consent order pertained to, among other
things, numerous and significant violations of a 2011 agreement between Ocwen and DFS
which required Ocwen to adhere to certain servicing practices in the best interest of
borrowers and investors. The $100 million payment is to be used by the State for
housing, foreclosure relief, and community redevelopment programs supporting New
York’s housing recovery. The $50 million restitution payment will be used to pay $10,000
to current and former Ocwen borrowers in New York whose homes were foreclosed upon
by Ocwen between January 1, 2009 and December 19, 2014. The balance of the
$50 million will then be distributed equally among borrowers who had foreclosure actions
filed against them by Ocwen between January 1, 2009 and December 19, 2014, but in
which Ocwen did not complete such foreclosure action.

e Citigroup Inc. (“Citigroup”) paid $92 million pursuant to a July 2014 settlement agreement
to remediate harms to the State resulting from the packaging, marketing, sale, structuring,
arrangement, and issuance of residential mortgage-backed securities and collateralized
debt obligations. The settlement agreement is the result of investigations by Federal and
State entities into Citigroup.

FY 2017 Executive Budget Financial Plan - Updated for Governor's Amendments and Forecast Revisions




NEW YORK

General Fund Financial Plan STATEOR

e Goldman Sachs Group, Inc. and Goldman Sachs and Co. (collectively “Goldman”) paid a
$50 million civil monetary penalty pursuant to an October 2015 consent order between
DFS and Goldman. This consent order pertained to Goldman’s failure to implement and
maintain adequate policies and procedures relating to post-employment restrictions of
former government employees.

e American Life Insurance Company (ALICO), Delaware American Life Insurance Company
(DelAm), and MetLife, Inc. (MetLife) (collectively “MetLife Parties”) paid $50 million as a
civil fine pursuant to a March 31, 2014 consent order between DFS and MetLife Parties.
This consent order pertained to a DFS investigation into whether ALICO and DelAm
conducted an insurance business in New York without a New York license, and aided
other insurers in conducting businesses in New York without a New York license.

e American International Group, Inc. (AIG) paid a $35 million civil monetary penalty pursuant
to an October 31, 2014 consent order between DFS and AIG. This consent order
pertained to a DFS investigation which determined former subsidiaries ALICO and DelAm
(i) solicited insurance business in New York without a license and (ii) made intentional
misrepresentations and omissions to DFS concerning such activities.

e PricewaterhouseCoopers LLP (PwC) paid $25 million pursuant to an August 14, 2014
settlement agreement between DFS and PwC to (i) resolve the DFS’s investigation of
PwC’s actions in performing certain consulting services for the Tokyo Branch of The Bank
of Tokyo-Mitsubishi UFJ, Ltd. in 2007 and 2008, and (ii) establish the basis for a
constructive relationship between the parties that will better protect investors and the
public.

e AXA Equitable Life Insurance Company (AXA) paid a $20 million civil fine pursuant to a
March 17, 2014 consent order between DFS and AXA. The consent order pertained to
whether AXA properly informed DFS regarding the implementation of its “AXA Tactical
Manager” strategy.

e Promontory Financial Group, LLC (Promontory) paid the State $15 million pursuant to an
August 18, 2015 agreement between DFS and Promontory. This agreement pertained to
Promontory’s performance of regulatory compliance work for Standard Chartered Bank
wherein Promontory failed to meet DFS’s requirements for consultants performing such
regulatory compliance work.

e New Day Financial LLC Fulton, Maryland (New Day) paid a $1 million civii monetary
penalty pursuant to a November 18, 2015 consent order between the DFS and New Day.
The consent order pertained to New Day’s violation of the Nationwide Multistate
Licensing System and Registry Rules of Conduct and New York Mortgage Banking laws.

34 FY 2017 Executive Budget Financial Plan - Updated for Governor’'s Amendments and Forecast Revisions



NEW YORK

SISECHEY General Fund Financial Plan

Use of Monetary Settlements

The Executive Budget proposes to use the majority of the settlement resources to fund new
capital investments.

PROPOSED USE/RESERVE OF AVAILABLE SETTLEMENTS
(millions of dollars)

TOTAL SETTLEMENTS (FY 2015 - FY 2017) (8,547)
Financial Plan - Purposes (FY 2015 - FY 2017) (627)
FY 2016 Enacted Budget Initiatives (5,405)
FY 2017 Executive Budget Proposed Uses (2,300)

Transfer to Dedicated Infrastructure Investment Fund (1,840)
New York State Thruway Toll Credit (340)
Transfer to Environmental Protection Fund (120)
Unbudgeted Reserve (215)

The FY 2017 Executive Budget proposes to use $2.3 billion of unbudgeted settlement funds for a
variety of purposes including: $1.8 billion to be transferred from the General Fund to the DIIF
during FY 2017; $340 million for the Thruway Toll Credit; and $120 million for the EPF.

Resources are proposed to be transferred to DIIF to fund the following initiatives:

e Thruway Stabilization Plan ($700 million): The Executive Budget invests in Thruway
infrastructure, on top of last year’s commitment of $1.285 billion. This two-year investment
of nearly $2 billion will support both the New NY Bridge project and other transportation
infrastructure needs for the rest of the Thruway’s core system across the State. Further, it
will allow the Thruway to be able to freeze tolls for all drivers until at least 2020.

e Transportation Capital Plan ($200 million): The Executive Budget allocates settlement
funds towards transportation infrastructure projects across the State, consistent with the
$22.1 billion fiver-year State Transportation Capital Plan. This plan will improve roads,
bridges, airports, rail facilities, ports, and transit systems funded through the Department
of Transportation (DOT) budget and make State-funded investments in the Thruway.

e Housing and Homeless Plan ($640 million): The Executive Budget establishes a
comprehensive multi-year investment in affordable housing, services and other housing
opportunities for individuals and families who are homeless or at risk of homelessness.
Funds will be invested over the next five years to create new housing opportunities for
individuals and families in need of supportive services, as well as assist vulnerable
populations in securing stable housing. In FY 2017, it is proposed that $640 million of
settlement funds be directed towards this effort, including $590 million for capital projects
and $50 million for other service costs.
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e Economic Development ($255 million): The Executive Budget includes $170 million to
continue support of the revitalization of Upstate New York through a competitive process.
An additional $85 million will continue the economic development strategy of creating
jobs, strengthening and diversifying economies, and generating economic opportunities
across the State.

e Empire State Poverty Reduction Initiative ($25 million): The Budget includes
new funding to significantly expand the anti-poverty initiative begun in 2015. Planning
grants totaling $5 million will be available in ten communities with high concentrations of
poverty. In addition, $20 million will be available for grants to match private sector and
foundation funding.

e Municipal Consolidation Competition ($20 million): The Executive Budget proposes
funding for a new Municipal Consolidation Competition to encourage the reduction of
costs through a competitive process, to be administered by the Department of State.

The DIIF legislation permits the use of available funds in case of economic downturn, or to cover
disallowances or settlements related to overpayment of Federal Medicare and Medicaid
revenues in excess of $100 million.

Other resources are proposed to fund the following initiatives:

e Thruway Toll Credit ($340 million): Proposes monetary settlement resources fund a tax
credit to eligible Thruway motorists, such as frequent travelers, small businesses, and
farmers.

e EPF ($120 million): Proposes monetary settlement resources be directed toward the
EPF. These and other EPF resources would provide dedicated funding to communities
throughout New York State to improve the environment, combat climate change, and
reduce greenhouse gas emissions.

The updated Financial Plan includes another $215 million expected by the end of the current year
that is expected to remain in reserve for future use.
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General

The Executive Budget Financial Plan is subject to complex economic, social, financial, political,
and environmental 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 Financial Plan 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 forecasted in the
Executive Budget Financial Plan. In addition, the surplus projections in future years are based on
the assumption that annual growth in State Operating Funds spending is limited to 2 percent, and
that all savings resulting from the 2 percent limit will be made available to the General Fund.

DOB routinely executes cash management actions to manage the State’s large and complex
budget. These actions are intended for a variety of purposes that include improving the State’s
cash flow, managing resources within and across fiscal years, assisting in the adherence to
spending targets and better positioning the State to address future risks and unanticipated costs,
such as economic downturns, unexpected revenue deterioration and unplanned expenditures.
As such, the State regularly makes certain payments above those initially planned to maintain
budget flexibility. All payments made above the planned amount are reflected in the year they
occur and adhere to the limit of the State’s 2 percent spending benchmark.

The Executive Budget Financial Plan 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 reflect the impacts of: national and international events; ongoing financial
instability in the Euro-zone; changes in consumer confidence, oil supplies and oil prices; major
terrorist events, hostilities or war; climate change and extreme weather events; 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 which may adversely affect bonus income and capital gains
realizations; the effect of household debt reduction on consumer spending and State tax
collections; and the outcome of litigation and other claims affecting the State.

Among other factors, the Executive Budget Financial Plan is subject to various uncertainties and
contingencies relating to: wage and benefit increases for State employees that exceed projected
annual costs; 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 expected in the Executive Budget Financial Plan; 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 issues are described in more detail herein. The projections and assumptions
contained in the Executive Budget Financial Plan are subject to revisions which may result in
substantial change. No assurance can be given that these estimates and projections, which
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depend in part upon actions the State expects to be taken but which are not within the State's
control, will be realized.

Budget Risks and Uncertainties

There can be no assurance that the State’s financial position will not change materially and
adversely from current projections. |If this were to occur, the State would be required to take
additional gap-closing actions. Such actions may include, but are not limited to: 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.

The Executive Budget Financial Plan projections for the outyears assume that School Aid and
Medicaid disbursements will be limited to the annual growth in NYS personal income and the ten-
year average growth of the medical component of the Consumer Price Index (CPI), respectively.
However, the FY 2014 Enacted Budget, FY 2015 Enacted Budget and FY 2016 Enacted Budget
authorized spending for School Aid to increase above the growth in personal income that would
otherwise be used to calculate the school year increases. The FY 2017 Executive Budget
proposes a School Aid increase of 4.3 percent, compared to the indexed rate of 3.9 percent.

State law grants the Governor 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, 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.

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 Executive Budget Financial Plan, including revenues associated with
gaming activity in the State; 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 Issues

The State receives a substantial amount of Federal aid for health care, education, transportation,
and other governmental purposes, as well as Federal funding to address response to, and
recovery from, severe weather events and other disasters. Despite modest legislative
adjustments to the budgetary caps contained in the Budget Control Act of 2011, the possibility for
a reduction in Federal support is elevated so long as the caps remain in place. Any reduction in
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Federal funding levels could have a materially adverse impact on the 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. Issues of particular concern are described below.

Medicaid Redesign Team (MRT) Medicaid Waiver

The State and CMS have reached an agreement authorizing up to $8 billion in new Federal
funding, over several years, to transform New York’s health care system and ensure access to
quality care for all Medicaid beneficiaries. This funding, provided through an amendment to the
State’s Partnership Plan 1115 Medicaid waiver, is divided among the Interim Access Assurance
Fund (IAAF), the Delivery System Reform Incentive Payment (DSRIP) Program, Health Homes, and
various other Medicaid redesign initiatives.

Since January 1, 2014, in accordance with provisions of the ACA, New York State has been
eligible for enhanced Federal Medical Assistance Percentage (FMAP) funding associated with
childless adults. The DOH continues working with the CMS, and refining the eligibility data
systems to draw the appropriate amount of enhanced FMAP. This reconciliation may result in a
modification of payments to the State and local governments.

Federal Debt Ceiling

In October 2013, an impasse in Congress caused a temporary Federal government shutdown and
raised concern for a time that the Federal debt ceiling would not be raised in a timely manner.
Including the temporary suspension of the debt limit that ended that standoff in 2013, Congress
has passed three suspensions since then, the most recent extending through March of 2017.

A Federal government default on payments, particularly for a prolonged period, could have a
materially adverse effect on the national and State economies, financial markets, and
intergovernmental aid payments. The specific effects on the Financial Plan of a Federal
government default in the future are unknown and impossible to predict. However, data from
past economic downturns suggest that the State’s revenue loss could be substantial if the
economy goes into a recession due to a Federal default.

A payment default by the United States may adversely affect the municipal bond market.
Municipal issuers, as well as the State, could face higher borrowing costs and impaired market
access. This would jeopardize planned capital investments in transportation infrastructure,
higher education facilities, hazardous waste remediation, environmental projects, and economic
development projects. Additionally, the market for and market value of outstanding municipal
obligations, including municipal obligations of the State, could be adversely affected.
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ACA - Excise Tax on High Value Health Benefits (“Cadillac Tax”)

A 40 percent excise tax component of the Federal ACA assessed on the premium cost of
coverage for health plans that exceed a certain annual limit, known as the “Cadillac Tax”, is
expected to take effect in calendar year (CY) 2020. Final guidance from the Internal Revenue
Service is still pending. DOB has no current estimate as to the potential Financial Plan impact of
this Federal excise tax.

Current Labor Negotiations (Current Contract Period)

For the contract period FY 2012 - FY 2015, the State has settled collective bargaining agreements
with 99 percent of the State workforce subject to direct Executive control. Seven-year
agreements through FY 2018 were achieved for officers in the Division of State Police
represented by the Police Benevolent Association of the New York State Troopers (NYSPBA) in
two distinct bargaining units: the Commissioned/Non-Commissioned Officers (CO/NCO) unit and
the Troopers unit. The estimated costs of salary increases associated with NYSPBA agreements,
inclusive of fringe benefit costs, are $41 million in FY 2016; $28 million in FY 2017; and $34 million
in fiscal years subsequent to FY 2017. These costs are partially offset by health benefit savings
resulting from increases to employee/retiree premium shares, co-pays, out-of-pocket deductibles
and coinsurance.

Five-year agreements with employees represented by the Civil Service Employees Association
(CSEA), the United University Professions (UUP), the New York State Correctional Officers and
Police Benevolent Association (NYSCOPBA), Council 82, District Council-37 (DC-37) (Housing),
and the Graduate Student Employees Union (GSEU) will expire at the end of FY 2016. Employees
represented by the Public Employees Federation (PEF) and the Police Benevolent Association of
New York State (PBANYS) negotiated four-year agreements that expired at the end of FY 2015.

In FY 2015, general salary increases of 2 percent were provided to all employees with settled
agreements. In FY 2016, another 2 percent increase was provided to employees with five-year
agreements. The Division of State Police Troopers and CO/NCO also received a 2 percent
increase in FY 2016, and will receive 1.5 percent increases in FY 2017 and FY 2018, respectively.

The union representing State Police Investigators has no contract in place for the period April
201 forward. The PEF- and PBANYS-represented employees have no contracts in place for the
period April 2015 forward. The State is currently engaged in collective bargaining with these
unions.

Minimum Wage Increase

The Governor has proposed a phase-in schedule to raise the minimum wage to $15 an hour for
State employees, including SUNY. Given existing and expected salary levels for State
employees, DOB does not expect this change will have a material impact on State costs.
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Pension Amortization
Background

Under legislation enacted in August 2010, the State and local governments may amortize (defer
paying) a portion of their annual pension costs. Amortization temporarily reduces the pension
costs that must be paid by public employers in a given fiscal year, but results in higher costs
overall when repaid with interest.

In FY 2015, the State made a total pension payment to the New York State and Local Retirement
System (NYSLRS) of $1.7 billion and amortized $619.5 million (the maximum amount legally
allowable). The total payment included an additional $18.8 million to pay off the 2006
amortization cost. In addition, the State’s OCA made a total pension payment of $268 million and
amortized $93.6 million (the maximum amount legally allowable). This included an additional $21
million to pay off the 2011 retirement incentive liability. The total deferred amount of the FY 2015
pension payment — $713.1 million — will be repaid with interest over the next ten years, with the
final payment being made in FY 2025.

The State is required to begin repayment on each new amortization in the fiscal year immediately
following the year in which the deferral was made. The full amount of each amortization, with
interest, must be repaid within ten years, but the amount can be paid off sooner. The annual
interest rate on each new amortization is determined by OSC, and is fixed for the entire term of
the deferral.

For amounts amortized in FY 2011 through FY 2016, the State Comptroller set interest rates of
5 percent, 3.75 percent, 3 percent, 3.67 percent, 3.15 percent and 3.21 percent, respectively. The
normal annual employer contribution to the NYSLRS is based on rates established by the
NYSLRS Actuary using the annual fund valuation and actuarially prescribed policies and
procedures. Employer contribution rates are established for both ERS and PFRS. These rates
are then applied to the State-employee salary base for each respective employee group. The
State’s normal annual contribution is the total bill, excluding payments for deficiency, group life,
previous amortizations, incentive costs, administrative costs, and prior-year adjustments.

The amortization rates (i.e. the graded rates) for ERS and PFRS are determined by a formula
enacted in the 2010 legislation. The respective graded rates always move toward their system’s
average normal rate by up to 1 percent per year. When the average normal rate is more than
1 percent greater than the graded rate, the use of the amortization program reduces the portion
of the normal contribution that is payable immediately. The balance of the normal contribution
may be amortized. However, when the graded rate equals or exceeds the normal average rate,
amortization is not allowed. Additionally, when the graded rate is more than 1 percent greater
than the average normal rate, the employer is required to pay the graded rate. Any additional
contributions are first used to pay off existing amortizations. If all amortizations have been paid,
any excess is deposited into a reserve account and used to offset future increases in contribution
rates.
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For both the ERS and the PFRS, the following table provides: i) system average normal rates; and
ii) amortization (graded) rates.

New York State Police and Fire Retirement System

New York State Employees' Retirement System (ERS) (PFRS)

Fiscal Year Normal Rates Graded Rates Normal Rates Graded Rates
(FY) (GLIP Portion)’ (does not apply to GLIP) (GLIP Portion) (does not apply to GLIP)
FY 201 11.9 (0.4) 9.5 18.2 (0.1) 17.5
FY 2012 16.3 (0.4) 10.5 21.6 (0.0) 18.5
FY 2013 18.9 (0.4) "5 25.8 (0.) 195
FY 2014 20.9 (0.4) 12.5 28.9 (0.0) 205
FY 2015 201 (0.4) 13.5 27.6 (0.) 215
FY 2016 18.2 (0.5) 14.5 247 (0.0) 225
FY 2017 15.5 (0.4) 1541 24.3 (0.0) 235
! Group Life Insurance Plan (GLIP) portion reflected in parenthesis along with normal rates.

Outyear Projections

All projections are based on projected market returns and numerous actuarial assumptions,
which, if unrealized, could change these projections materially.

This year, the NYSLRS (ERS and PFRS) updated its actuarial assumptions based on the results of
the 2015 five-year experience study. In September 2015, the System announced that employer
contribution rates would decrease for FY 2017 and the assumed rate of return would be lowered
from 7.5 percent to 7 percent. The salary scale assumptions were also changed — for ERS the
scale was reduced from 4.8 percent to 3.8 percent and for PFRS the scale was reduced from
5.4 percent to 4.5 percent. Factoring in these and other assumptions, the average contribution
rate for ERS will decrease from 18.2 percent of payroll to 15.5 percent, or about 15 percent, while
the average contribution rate for PFRS will decrease from 24.7 percent of payroll to 24.3 percent,
or approximately 2 percent.

The FY 2017 ERS/PFRS pension estimate of $2.1 billion that is reflected in the Financial Plan
incorporates the estimate prepared by the Comptroller’s Office in October, includes payment of
prior amortizations in the amount of $432 million, and also reflects additional interest savings by
acceleration of the non-Judiciary pension payment to April 2016 as part of the Executive Budget
proposal. The total payment estimates are inclusive of both the non-Judiciary and Judiciary
components.
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The following table provides the aggregate pension costs across all the various systems
associated with State employees: i) ERS for both the Executive Branch and the Judiciary; ii) PFRS
for the Executive; iii) Teachers’ Retirement System (TRS) for both SUNY and the State Education
Department (SED); iv) Optional Retirement Program (ORP) for both SUNY and SED; and
v) NYS Voluntary Defined Contribution Plan (VDC). Amortization (graded) rates, deferrals and
repayments are provided for ERS (Executive and Judiciary) and PFRS (Executive).

STATE PENSION COSTS AND AMORTIZATION SAVINGS
(millions of dollars)

FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020

AMORTIZATION THRESHOLDS (Graded Rate)

ERS (%) 9.5 10.5 ns 125 135 145 151 151 14.6 14.8

PFRS (%) 17.5 18.5 19.5 205 215 225 235 238 233 235
STATEWIDE PENSION PAYMENTS 1,470 1,696 1,601 2,086 2,118 2,209 2,370 2,480 2,488 2,546

Gross Pension Costs 1,633 2,140 2,192 2,744 2,438 2,170 1938 2,048 2,056 214

(Amortization Amount) / Excess Contributions (250) (563) (779) (937) (713) (353) o] (o] (o] 0

Repayment of Amortization (incl. FY 2005 and FY

2006) 87 19 188 279 393 392 432 432 432 432

The next table reflects projected pension contributions and amortizations exclusively for the
Executive Branch and Judiciary employees participating in the ERS and PFRS. The “Normal
Costs” column shows the amount of the State’s pension cost prior to amortization, as authorized
in 2010. The "(Amortized) / Excess Contributions" column shows amounts deferred
(i.e., amortized) or payments of outstanding contingencies. The “Amortization Payments” column
provides the amount paid in a given fiscal year (principal and interest on deferrals) as authorized
in 2010. The “Total” column provides the State’s actual or planned pension contribution, net of
amortization.
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EMPLOYEE RETIREMENT SYSTEM AND POLICE AND FIRE RETIREMENT

SYSTEM'

PENSION CONTRIBUTIONS AND OUTYEAR PROJECTIONS
(millions of dollars)

Normal (Amortized)/Excess Amortization
Fiscal Year Costs? Contributions Payments Total
Results:
2011 1,543.2 (249.6) 0.0 1,293.6
2012 2,037.5 (562.8) 323 1,507.0
2013 2,076 (778.5) 100.9 1,398.5
2014 2,633.8 (937.0) 1921 1,888.9
2015 2,325.8 (713.7) 305.6 1,918.3
Projections:
2016 1,966.5 (353.1) 389.9 2,003.3
2017 1,715.5 0.0 431.7 2.147.2
2018 1,821.8 0.0 431.7 2,2535
2019 1,8254 0.0 4317 2,2571
2020 1,878.0 0.0 431.7 2,309.7
2021 1,914 0.0 431.7 2,3431
2022 1,977.8 0.0 3994 2,377.2
2023 1,993.5 0.0 330.9 23244
2024 2,0091 0.0 239.7 2,248.8
2025 2,0244 0.0 1261 2.150.5
2026 2,039.6 0.0 41.8 2,0814
2027 2,054.3 0.0 0.0 2,054.3
2028 2,068.9 0.0 0.0 2,068.9
2029 2,061.5 0.0 0.0 2,061.5
2030 2,0521 0.0 0.0 2,0521
1 Pension contribution values in this table do not include pension costs related to the Optional
Retirement Program and Teachers' Retirement System for SUNY and SED, whereas the
projected pension costs in other Financial Plan tables include such pension disbursements.
2 Normal costs include payments from amortizations prior to FY 2011, which will end in
FY 2016 as a result of early repayments.
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Other Post-Employment Benefits (OPEB)

State employees become eligible for post-employment benefits (e.g., health insurance) if they
reach retirement while working for the State and are enrolled in NYSHIP, or are enrolled in the
NYSHIP opt-out program at the time they reach retirement, and have at least ten years of eligible
service for NYSHIP benefits. The cost of providing post-retirement health insurance is shared
between the State and the retired employee. Contributions are established by law and may be
amended by the Legislature. The State pays its share of costs on a Pay-As-You-Go (PAYGO)
basis as required by law.

In accordance with the Governmental Accounting Standards Board (GASB) Statement 45, the
State must perform an actuarial valuation every two years for purposes of calculating OPEB
liabilities. As disclosed in Note 13 of the State’s Basic Financial Statements for FY 2015, the
State’s Annual Required Contribution (ARC) represents the annual level of funding that, if set
aside on an ongoing basis, is projected to cover normal costs each year and to amortize any
unfunded liabilities of the plan over a period not to exceed 30 years. Amounts required but not
actually set aside to pay for these benefits are accumulated, with interest, as part of the net OPEB
obligation, after adjusting for amounts previously required.

As reported in the State’s Basic Financial Statements for FY 2015, the projected unfunded
actuarial accrued liability for FY 2015 is $77.4 billion ($63.4 billion for the State and
$13.9 billion for SUNY), an increase of $9.2 billion from FY 2014 (attributable entirely to the State).
The unfunded actuarial accrued liability for FY 2015 used an actuarial valuation of OPEB liabilities
as of April 1, 2014 for the State, and April 1, 2012 for SUNY. These valuations were determined
using the Frozen Entry Age actuarial cost method, and are amortized over an open period of 30
years using the level percentage of projected payroll amortization method. Driving a significant
portion of the annual growth in the State’s unfunded actuarial accrued liability is the adoption of
new generational mortality projection tables developed by the Society of Actuaries reflecting an
improvement in life expectancy in future years, resulting in increases to accrued liabilities and the
present value of projected benefits. Also driving a portion of the annual growth are the expected
increases in NYSHIP costs due to health care cost trends and utilization increases.

The actuarially determined annual OPEB cost for FY 2015 totaled $3 billion ($2.3 billion for the
State and $0.7 billion for SUNY), an increase of $20 million from FY 2014 ($17 million for the State
and $3 million for SUNY). The actuarially determined cost is calculated using the Frozen Entry
Age actuarial cost method, allocating costs on a level basis over earnings. The actuarially
determined cost was $1.5 billion ($1 billion for the State and $0.5 billion for SUNY) greater than
the cash payments for retiree costs made by the State in FY 2015. This difference between the
State’s PAYGO costs, and the actuarially determined ARC under GASB Statement 45, reduced
the State’s net asset condition at the end of FY 2015 by $1.5 billion.

GASB does not require the additional costs to be funded on the State’s budgetary (cash) basis,
and no additional funding is assumed for this purpose in the Executive Budget Financial Plan.
The State continues to finance these costs, along with all other employee health care expenses,
on a PAYGO basis.
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There is no provision in the Executive Budget Financial Plan to fund the ARC for OPEB. If the
State began making a contribution, the additional cost above the PAYGO amounts would be
lowered. The State’s Health Insurance Council, which consists of the Governor’s Office of
Employee Relations (GOER), Civil Service and DOB, will continue to review this matter and seek
input from the State Comptroller, the legislative fiscal committees and other outside parties.
However, it is not expected that the State will alter its planned funding practices.

The State is currently examining GASB Statement 75, which amends GASB Statement 45. The
GASB Statement 75 will alter the actuarial methods used to calculate OPEB liabilities, standardize
asset smoothing and discount rates, and require the funded status of the OPEB liabilities to be
reported by the State. The State does not currently expect to implement the GASB Statement 75
changes until the State’s FY 2019 financial statements.

Litigation

Litigation against the State may include potential challenges to the constitutionality of various
actions. The State may also be affected by adverse decisions that are the result of various
lawsuits. Such adverse decisions may not meet the materiality threshold to warrant individual
description but, in the aggregate, could still adversely affect the Financial Plan.

Update on Storm Recovery

In recent years, New York State has sustained damage from three powerful storms that crippled
entire regions. In August 201, Hurricane Irene disrupted power and caused extensive flooding
to various New York State counties. In September 2011, Tropical Storm Lee caused flooding in
additional New York State counties and, in some cases, exacerbated the damage caused by
Hurricane Irene two weeks earlier. On October 29, 2012, Superstorm Sandy struck the East
Coast, causing widespread infrastructure damage and economic losses to the greater New York
region. The frequency and intensity of these storms present economic and financial risks to the
State. Reimbursement claims for costs of the immediate response are being processed, and
both recovery and future mitigation efforts have begun, largely supported by Federal funds. In
January 2013, the Federal government approved approximately $60 billion in Federal disaster
aid for general recovery, rebuilding and mitigation activity nationwide. It is anticipated that New
York State, the Metropolitan Transportation Authority (MTA), and New York State localities may
receive approximately one-half of this amount over the coming years for response, recovery, and
mitigation costs. There can be no assurance that all anticipated Federal disaster aid described
above will be provided to the State and its affected entities, or that such Federal disaster aid will
be provided on the expected schedule.

FY 2017 Executive Budget Financial Plan - Updated for Governor’'s Amendments and Forecast Revisions



NEW YORK Other Matters Affecting the State

STATE OF

OPPORTUNITY.

Financial Plan

Climate Change Adaptation

Climate change poses 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. In recent years,
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 surges. Significant long-term planning and investment by the Federal government,
State, municipalities, and public utilities are expected to be needed for adapting existing
infrastructure to climate change risks.

Financial Condition of New York State Localities

The financial demands on State aid may be affected by the fiscal conditions of New York City and
potentially other localities, which rely in part on State aid to balance their budgets and meet their
cash requirements. Certain localities outside New York City, including cities and counties, have
experienced financial problems and have requested and received additional State assistance
during the last several State fiscal years. In 2013, the Financial Restructuring Board for Local
Governments was created to provide assistance to distressed local governments by performing
comprehensive reviews, and providing grants and loans as a condition of implementing
recommended efficiency initiatives. For additional details on the Board, please visit
www.frb.ny.gov.

Bond Market

Implementation of the Financial Plan is dependent on the State's ability to market its bonds
successfully. The State finances much of its capital spending in the first instance from the
General Fund or the STIP, which it then reimburses with proceeds from the sale of bonds. If the
State cannot sell bonds at the levels (or on the timetable) expected in the capital plan, the State’s
overall cash position and capital funding plan may be adversely affected. The success of
projected public sales will, among other things, be subject to prevailing market conditions.
Future developments in the financial markets, including possible changes in Federal tax law
relating to the taxation of interest on municipal bonds, as well as future developments concerning
the State and public discussion of such developments, may affect the market for outstanding
State-supported and State-related debt.

Debt Reform Act Limit

The Debt Reform Act of 2000 (“Debt Reform Act”) restricts the issuance of State-supported debt
to capital purposes only, and for maximum terms of 30 years. The Debt Reform Act limits the
amount of new State-supported debt to 4 percent of State personal income, and new State-
supported debt service costs to 5 percent of All Funds receipts. The restrictions apply to all new
State-supported debt issued since April 1, 2000. The cap on new State-supported debt
outstanding began at 0.75 percent of personal income in FY 2001, and was fully phased in at
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4 percent of personal income during FY 2011. The cap on new State-supported debt service
costs began at 0.75 percent of All Funds receipts in FY 2001, and was fully phased in at
5 percent during FY 2014. It was determined that the State was in compliance with the statutory
caps in the most recent calculation period (FY 2015).

Current projections anticipate that debt outstanding and debt service will continue to remain
below the limits imposed by the Debt Reform Act. Based on the most recent personal income
and debt outstanding forecasts, the available room under the debt outstanding cap is expected
to decline from $4.4 billion in FY 2016 to $189 million in FY 2020. This includes the estimated
impact of the bond-financed portion of proposed increased capital commitment levels. Debt
outstanding and debt service caps continue to include the existing SUNY Dormitory Facilities
lease revenue bonds, which are backed by a general obligation pledge of SUNY. Bonds issued
under the new SUNY Dormitory Facilities Revenue credit (which are not backed by a general
obligation pledge of SUNY) are not included in the State’s calculation of debt caps. Capital
spending priorities and debt financing practices may be adjusted from time to time to preserve
available debt capacity and stay within the statutory limits, as events warrant.

DEBT OUTSTANDING SUBJECT TO CAP TOTAL STATE-SUPPORTED DEBT
(millions of dollars) (millions of dollars)

Personal Debt Outstanding $ Remaining Debtasa % Remaining Debt Outstanding Total State-Supported
Year Income Cap% Cap$ Since April 1, 2000 Capacity % of Pl Capacity Prior to April 1, 2000 Debt Outstanding
FY 2016 1,142,275 4. OO% 45,691 41,288 4,403 3.61% 0.39% 9,590 50,878
FY 2017 1,195,907 4.00% 47,836 44,944 2,892 3.76% 0.24% 8,285 53,230
FY 2018 1,256,498 4.00% 50,260 48,738 1,622 3.88% 0.12% 6,922 55,660
FY 2019 1,320,585 4.00% 52,823 52,193 630 3.95% 0.05% 5,870 58,063
FY 2020 1,384,080 4.00% 55,363 55,174 189 3.99% 0.01% 4,948 60,123
FY 2021 1,448,554 4.00% 57,942 57,358 584 3.96% 0.04% 3,477 60,835
(millions of dollars) (millions of dollars)
All Funds Debt Service $ Remaining DSasa % Remaining Debt Service Total State-Supported
Year Receipts Cap% Cap$ Since April 1, 2000 Capacity % of Revenue Capacity Prior to April 1, 2000 Debt Service
FY 2016 153,743 5.00% 7,687 4,087 3,600 2.66% 2.34% 1,339 5,426
FY 2017 152,915 5.00% 7,646 4,439 3,206 2.90% 2.10% 990 5,429
FY 2018 157,233 5.00% 7,862 4,901 2,960 3.12% 1.88% 1,397 6,298
FY 2019 159,885 5.00% 7,994 5,405 2,590 3.38% 1.62% 1,372 6,776
FY 2020 163,971 5.00% 8,199 5,868 2,330 3.58% 1.42% 1,356 7,224
FY 2021 170,971 5.00% 8,549 6,244 2,304 3.65% 1.35% 1,192 7,436

Secured Hospital Program

Under the Secured Hospital Program, the State entered into service contracts to enable certain
financially distressed not-for-profit hospitals to have tax-exempt debt issued on their behalf, to
pay for the cost of upgrading their primary health care facilities. In the event of revenue shortfalls
to pay debt service on the Secured Hospital bonds, which include hospital payments made under
loan agreements between the Dormitory Authority of the State of New York (DASNY) and the
hospitals and certain reserve funds held by the applicable trustees for the bonds, the service
contracts obligate the State to pay debt service, subject to annual appropriations by the
Legislature, on bonds issued by DASNY through the Secured Hospital Program. As of December
31, 2015, there were approximately $297 million of bonds outstanding for this program.
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The financial condition of hospitals in the State’s Secured Hospital Program continues to
deteriorate. Of the remaining hospitals, one is experiencing significant operating losses that
have impaired its ability to remain current on its loan agreement with DASNY. In relation to the
Secured Hospital Program, the State’s contingent contractual obligation was invoked to pay debt
service for the first time in FY 2014 when $12 million was paid, and again in FY 2015 when
$24 million was paid. DASNY also estimates the State will pay debt service costs of
approximately $19 million in FY 2016, approximately $25 million in FY 2017, and approximately
$14 million annually in FY 2018 through FY 2021. These amounts are based on the actual
experience to date of the participants in the program, and would cover the debt service costs for
one hospital that currently is not meeting the terms of its loan agreement with DASNY, a second
hospital whose debt service obligation was discharged in bankruptcy but is paying rent which
offsets a portion of the debt service, and a third hospital that is now closed. The State has
estimated additional exposure of up to $24 million annually, if all hospitals failed to meet the
terms of their agreements with DASNY and if available reserve funds were depleted.

SUNY Downstate Hospital and the Long Island College Hospital (LICH)

In May 2011, the New York State Supreme Court issued an order (the "May 2011 Order") that
approved the transfer of real property and other assets of LICH to a New York State not-for-profit
corporation (“Holdings”), the sole member of which is SUNY. Subsequent to such transfer,
Holdings leased the LICH hospital facility to SUNY University Hospital at Brooklyn ("Downstate
Hospital"). In 2012, DASNY issued tax exempt State PIT Revenue Bonds ("PIT Bonds"), to refund
approximately $120 million in outstanding debt originally incurred by LICH and assumed by
Holdings.

To address the deteriorating financial condition of Downstate Hospital, which has been caused in
part by the deteriorating financial position of LICH, legislation adopted with the FY 2014 Enacted
Budget required the Chancellor of SUNY to submit to the Governor and the Legislature a multi-
year sustainability plan to: a) set forth recommendations necessary to achieve financial stability
for Downstate Hospital, and b) preserve the academic mission of Downstate Hospital’s medical
school. In accordance with this legislation, the Chancellor of SUNY submitted the sustainability
plan for Downstate Hospital on May 31, 2013, and supplemented the plan with changes in a letter
dated June 13, 2013. The supplemented plan was approved by both the Commissioner of Health
and the Director of the Budget on June 13, 2013. Generally, the approved sustainability plan
anticipates: a) a significant restructuring of health care service lines at Downstate Hospital in
order to achieve financial milestones assumed in the sustainability plan, and supported by State
financial assistance from DOH; and b) monetizing the LICH asset value to support the costs
associated with Downstate Hospital exiting LICH operations. Consistent with the sustainability
plan, as supplemented, SUNY, together with Holdings, issued a request for proposals (RFP) to
provide health-care services in or around the LICH facilities and to purchase the LICH real estate.

In 2013, State Supreme Court Judge Demarest, who issued the May 2011 Order, issued, sua
sponte, certain additional orders that could have affected the validity of the May 2011 Order.
Also, in 2013, State Supreme Court Judge Baynes issued a series of orders that, effectively,
precluded SUNY from exiting LICH operations. On February 25, 2014, Judges Demarest and
Baynes approved a settlement whereby all parties agreed to discharge their claims, and the
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judges vacated their orders. Pursuant to a court-approved settlement in 2014, SUNY, together
with Holdings, issued a new RFP seeking a qualified party to provide or arrange to provide health
care services at LICH and to purchase the LICH property. The structure of the settlement also
increased the likelihood that sufficient proceeds from the transaction would be available to
support defeasance of the PIT Bonds by setting a minimum purchase price.

In accordance with the settlement, Holdings has entered into a purchase and sale agreement
with FPG Cobble Hill Acquisitions, LLC (the “purchaser”), an affiliate of Fortis Property Group, LLC
(“Fortis”) (also party to the agreement), which proposes to purchase the LICH property, and with
NYU Hospitals Center which will provide both interim and long-term health care services. The
Fortis affiliate plans to develop a mixed-use project. The agreement was approved by the Offices
of the Attorney General and the State Comptroller, and the sale of all or substantially all, of the
assets of Holdings was approved by the State Supreme Court in Kings County. The Initial Closing
was held as of September 1, 2015 and on September 3, 2015, sale proceeds of approximately
$120 million were transferred to the trustee for the PIT Bonds which were paid and legally
defeased from such proceeds. Title to 17 of the 20 properties was conveyed to the special
purpose entities formed by the Purchaser to hold title.

The next closing, when title to the New Medical Site (“NMS”) portion of the LICH property is to be
conveyed to NYU Hospitals Center (the "NMS Closing") is anticipated to occur on or before
June 30, 2016. However, the New Medical Site must be conveyed with all improvements fully
demolished and all environmental issues remediated by Fortis. The external demolition of the
buildings has been the subject of a court ordered restraint. As of October 29, 2015, the restraint
has been removed.

The final closing is anticipated to occur within 36 months after the NMS Closing. At the final
closing, title to the two remaining portions of the LICH properties, will be conveyed to special
purpose entities of Fortis, and Holdings will receive the balance of the purchase price,
$120 million less the remaining down payment. The final closing is conditioned upon completion
of the construction of the New Medical Building by NYU Hospitals Center and relocation of the
emergency department to the New Medical Building.

There can be no assurance that the resolution of legal, financial, and regulatory issues
surrounding LICH, including the payment of outstanding liabilities, will not have a materially
adverse impact on SUNY.
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STATE OF

OPPORTUNITY.

Fiscal Years 2016 through 2020

Introduction

This section presents the State’s updated multi-year Financial Plan projections for FY 2016
through FY 2020, with an emphasis on the FY 2017 projections. The projections reflect the
impact of the Executive Budget proposal.

The State’s cash-basis budgeting system, complex fund structure, and practice of earmarking
certain tax receipts for specific purposes complicate the discussion of the State’s receipts and
disbursements projections. Therefore, to minimize the distortions caused by these factors and,
equally important, to highlight relevant aspects of the projections, DOB has adopted the following
approaches in summarizing the projections:

e Receipts: The detailed discussion of tax receipts covers projections for both the General
Fund and State Funds (including capital projects). The State Funds perspective reflects
overall estimated tax receipts before their diversion among various funds and accounts,
including tax receipts dedicated to capital projects funds (which fall outside of the General
Fund and State Operating Funds accounting perspectives). DOB believes this
presentation provides a clearer picture of projected receipts, trends and forecast
assumptions, by factoring out the distorting effects of earmarking certain tax receipts.

o Disbursements: Roughly 40 percent of projected State-financed spending for operating
purposes (excluding transfers) is accounted for outside of the General Fund and is
concentrated primarily in the areas of health care, School Aid, higher education,
transportation and mental hygiene. To provide a clearer picture of spending
commitments, the multi-year projections and growth rates are presented, where
appropriate, on both a General Fund and State Operating Funds basis.

In evaluating the State’s multi-year operating forecast, it should be noted that the reliability of the
estimates and projections as a predictor of the State’s future financial position is likely to
diminish, the further removed such estimates and projections are from the date of this Executive
Budget Financial Plan. Accordingly, in terms of outyear projectio