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Introduction

Introduction

This is the Mid-Year Update to the Financial Plan (“Financial Plan” or “Mid-Year Update”) for Fiscal
Year (FY) 2019. Except for specific revisions described herein, the projections in the Financial Plan
(and the assumptions upon which they are based) are consistent with the projections set forth in
the First Quarterly Update to the Financial Plan (the “First Quarterly Update” or “Prior Financial
Plan”) issued in August 2018. The State’s FY 2019 began on April 1, 2018 and ends on March 31,
2019. The Division of the Budget (DOB) expects to next update the State’s official Financial Plan
projections with the FY 2020 Executive Budget.

The factors affecting the State’s financial condition are numerous and complex. This Financial Plan
contains “forward-looking statements” relating to future results and economic performance 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 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 at the time they were prepared and are necessarily dependent upon
assumptions, estimates and data that it 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”, “assumes” and analogous
expressions are intended to identify forward-looking statements in this 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 projections. Such risks and uncertainties include, but
are not limited to, 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 these risks and uncertainties are
beyond the control of the State. These forward-looking statements are based on the State's
expectations as of the date of this Financial Plan.

FY 2019 Mid-Year Update 1



NEW YORK

Introduction

Significant Budgetary and Accounting Practices

Unless clearly noted otherwise, all financial information in this Financial Plan is presented on a cash
basis of accounting.

The State’s General Fund receives most State taxes and all income not earmarked for a specified
program or activity. State law requires the Governor to submit, and the Legislature to enact, a
General Fund budget that is balanced. The General Fund is balanced using the 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), and the Lottery
Fund. Therefore, the General Fund projections account for any estimated funding shortfalls in
these funds. Since the General Fund is required by law to be balanced, the focus of the State’s
budgetary and gap-closing discussion in this Financial Plan 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, but not uniformly, 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 in the General Fund, as
well as State-funded special revenue funds and Debt Service Funds (spending from Capital Project
Funds and Federal funds is excluded). As a significant amount of financial activity occurs in funds
outside of the General Fund, State Operating Funds is, in DOB’s view, a more comprehensive
measure of State-funded activities for operating purposes that are funded with State resources
(e.g., taxes, assessments, fees and tuition). The State Operating Funds perspective eliminates
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 fund
types, giving a more complete accounting of State-funded Medicaid disbursements. For such
reasons, the discussion of disbursement projections often emphasizes the State Operating Funds
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perspective. The State’s adherence to a 2 percent annual spending growth benchmark is
calculated on the State Operating Funds basis.

As described later, the Financial Plan reflects some actions that have affected, or are intended to
affect, the amount of annual spending accounted for in the State Operating Funds basis of
reporting. These include but are not limited to: (a) realignment of certain operating costs to the
capital budget to provide greater consistency in reporting across all agencies and a more accurate
accounting of the overall capital budget; (b) the payment of certain operating costs using available
resources in accounts outside the State Operating Funds basis of reporting; (c) the restructuring of
the STAR program such that the spending for certain benefits is instead provided as a tax credit
consistent with other State tax credits; (iv) appropriation of certain operating costs for the
Department of Transportation (DOT) and Department of Motor Vehicles (DMV) from the General
Fund instead of the DHBTF, a change which will increase reported disbursements from State
Operating Funds; and (v) an amendment to the enabling statute for the Payroll Mobility Tax (PMT)
to no longer require that receipts payable to the Metropolitan Transportation Authority (MTA) be
appropriated by the State Legislature, a change which is intended to improve the credit quality of
MTA bonds that may be secured by the PMT and which has the effect of lowering State Operating
Funds receipts and disbursements. In general, if these and other transactions are not executed or
reported in a manner consistent with DOB’s interpretation of legislation included with the FY 2019
Enacted Budget, then annual spending growth in State Operating Funds would be higher than
Financial Plan projections.

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 as State
Operations). The Financial Plan tables present 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 a specified purpose; 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 financial plan using, to the extent
practicable, generally accepted accounting principles (GAAP). The GAAP-basis financial plan is
informational only. It is not used by DOB as a benchmark for managing State finances during the
fiscal year, nor is it 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, but there can
be no assurance that the pro forma GAAP financial plan conforms to all GAAP principles.
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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, needed to maintain current services levels and
specific commitments, and (b) the projected level of resources, including transfers from other funds,
to pay for these disbursements. The General Fund projections are based on many assumptions
and are developed by 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 reviewed annually, taking into consideration the current and
projected fiscal position of the State.

The Financial Plan projections for FY 2020 and thereafter reflect 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, as State Operating Funds is
currently constituted in the Financial Plan, to no greater than 2 percent. Total disbursements in the
tables and narrative contained in this Financial Plan do not reflect these assumed savings, which
are reflected instead on a distinct line and labeled “Adherence to 2% Spending Benchmark.”
Financial Plan projections are subject to many risks and uncertainties, as well as future budgetary
decisions and other factors that are currently unknown. If the 2 percent annual State Operating
Funds spending growth benchmark is not adhered to, projected budget gaps would be higher (or
projected surpluses would be lower).

Differences may occur from time to time between the State's Financial Plan and OSC's financial
reports in the presentation and reporting of receipts and disbursements. For example, the
Financial Plan may reflect a net expenditure amount while OSC may report the gross amount of
the expenditure. Any such differences in reporting between DOB and OSC could result in
differences in the presentation and reporting of receipts and disbursements for discrete funds, as
well as differences in the presentation and reporting for total receipts and disbursements under
different fund perspectives (e.g., State Operating Funds and All Governmental Funds).
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Financial Plan At-A-Glance: Key Measures

FINANCIAL PLAN A LANCE: KEY MEASURES
(m ns of dollars)
FY 2018 FY 2019
First
Results Quarter Mid-Year

State Operating Funds Disbursements

Size of Budget $98,151 $100,135 $100,135
Annual Growth 2.0% 2.0% 2.0%
Other Disbursement Measures

General Fund (Excluding Transfers)® $59,872 $64,173 $64,082
Annual Growth 3.2% 7.2% 7.0%
General Fund (Including Transfers)"”? $69,724 $75,570 $74,768
Annual Growth 2.4% 8.4% 7.2%
Capital Budget (Federal and State) $10,640 $14,474 $13,170
Annual Growth 4.8% 36.0% 23.8%
Federal Operating Aid $54,953 $55,673 $58,282
Annual Growth 8.5% 1.3% 6.1%
All Funds? $163,744 $170,282 $171,587
Annual Growth 4.3% 4.0% 4.8%
Capital Budget (Including "Off-Budget" Capital®) $11,284 $15,146 $13,864
Annual Growth 5.1% 34.2% 22.9%
All Funds (Including "Off-Budget" Capital®) $164,388 $170,954  $172,281
Annual Growth 4.3% 4.0% 4.8%
Inflation (CPI) 2.1% 2.5% 2.5%
All Funds Receipts

Taxes $79,266 $77,923 $77,923
Annual Growth 6.6% -1.7% -1.7%
Miscellaneous Receipts $27,262 $28,300 $28,178
Annual Growth 2.5% 3.8% 3.4%
Federal Receipts (Operating and Capital) $58,942 $60,083 $62,510
Annual Growth 6.4% 1.9% 6.1%
Total Receipts® $165,470 $166,306 $168,611
Annual Growth 5.8% 0.5% 1.9%
General Fund Cash Balance $9,445 $5,799 $6,456
Tax Stabilization/Rainy Day Reserve $1,798 $1,798 $1,798
Extraordinary Monetary Settlements $5,020 $3,308 $3,949
All Other Reserves/Fund Balances $2,627 $693 $709
Debt

Debt Service as % All Funds Receipts 4.0% 3.3% 3.3%
State-Related Debt Outstanding $51,631 $54,964 $53,866
Debt Outstanding as % Personal Income 4.0% 4.3% 4.0%
State Workforce FTEs (Subject to Direct Executive Control) - 117,397 118,868 118,868
All Funds

1 FY 2019 General Fund disbursements, before and after transfers, exclude reclassification of mental hygiene
funds to the General Fund from Special Revenue Funds and movement of certain DOT and DMV operating
expenses to the General Fund from the Dedicated Highway and Bridge Trust Fund.

2 Includes the planned transfer of Extraordinary Monetary Settlements from the General Fund to other funds.

3 All Funds disbursements are expected to exceed receipts (including other financing sources) in FY 2019 with
the difference funded from other available resources, including Extraordinary Monetary Settlements and GO
bond proceeds used to reimburse capital spending planned from other funding sources in the first instance.

4 Represents capital spending that occurs outside the All Funds budget financed directly from State-supported
bond proceeds held by public authorities.
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Summary
Financial Plan Highlights

The FY 2019 Financial Plan projects that the General Fund will remain in balance on a cash basis
of accounting. Estimates for tax receipts remain unchanged in this Mid-Year Update, with results
through September 2018 generally on track to meet expectations. Estimates for General Fund
disbursements have been reduced in each year of the Financial Plan, based on a review of
operating results to date and other information.

The General Fund budget gap for FY 2020 is now estimated at $3.1 billion, a decrease of nearly
$1 billion compared to the First Quarterly Update. If spending growth in State Operating Funds
were to be held to 2 percent in FY 2020, DOB estimates the General Fund budget gap would be
$402 million.’

State Operating Funds disbursements are estimated at $100.1 billion in FY 2019, an increase of
2 percent over FY 2018 results. The estimate reflects downward revisions in this Mid-Year Update
to disbursements in each Financial Plan category. To maintain annual spending growth at
2 percent, the Financial Plan includes in the current-year a planned payment of $145 million for
debt service due in FY 2020.2 DOB actively manages disbursements with the goal of adhering as
closely as possible to the 2 percent spending benchmark.

On September 4, 2018, the United University Professions (UUP) ratified a six-year collective
bargaining agreement for academic years 2017 through 2022. The agreement provides for a
2 percent general salary increase in each year of the contract and additional compensation
changes, which are partly offset by benefit design changes within the New York State Health
Insurance Program (NYSHIP). The multi-year costs of the agreement (approximately $225 million
in FY 2019) are reflected in this Mid-Year Update.

On October 10, 2018, the Police Benevolent Association of the New York State Troopers
(NYSTPBA) ratified a five-year collective bargaining agreement for FY 2019 through FY 2023. The
agreement provides for a 2 percent general salary increase in each year of the contract and
additional compensation changes, which are partly offset by benefit design changes within
NYSHIP, similar to UUP and the Civil Service Employees Association (CSEA). Costs are expected
to be funded within agency operating budgets, consistent with the treatment of other negotiated
salary increases.

Since the First Quarterly Update to the Financial Plan, the State received a $40 million payment
from Mashregbank will be held in reserve, consistent with treatment of other settlements.

' Assumes the current composition of State Operating Funds, and that all savings from reducing spending growth to 2
percent are made available to the General Fund.

2 The planned payment was sized to maintain State Operating Funds disbursements at the level estimated in the First
Quarterly Update.
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Extraordinary Monetary Settlements held in the General Fund are expected to total $3.95 billion at
the close of FY 2019, of which $411 million has not been designated for specific purposes. In
addition, the General Fund is expected to maintain $1.8 billion in rainy day reserves, $500 million
for debt management, and smaller balances in other reserves.

The U.S. Bureau of Economic Analysis (BEA) has released the State personal income data used to
calculate the final School Aid Growth Cap for the 2019-20 school year pursuant to State Education
Law Section 3602. The resulting Personal Income Growth Index (PIGI), equal to the annual growth
rate in New York State personal income from FY 2017 to FY 2018, is 6.1 percent. The Mid-Year
Update assumes School Aid growth of 3.6 percent. Consistent with DOB’s practice since
enactment of the PIGI as the statutory growth cap for School Aid, the PIGI impact will be reflected
in the upcoming Executive Budget Financial Plan as part of a comprehensive recommendation for
School Aid.

The Governor is expected to submit his FY 2020 Executive Budget to the Legislature no later than
February 1, 2019. DOB expects the current Administration will continue to propose, and the
Legislature will continue to enact, balanced budgets in future years that limit annual growth in State
Operating Funds to no greater than 2 percent. The spending benchmark is calculated using the
cash basis of accounting, as described herein, and is based on the current composition of the State
Operating Funds perspective as reported by DOB. The General Fund operating projections? for
FY 2020, FY 2021, and FY 2022 are calculated based on this assumption. DOB expects that
specific proposals to limit annual spending growth in State Operating Funds to 2 percent will be
included in future Budget proposals.

Other Developments

On August 23, 2018, the Internal Revenue Service (IRS) issued proposed regulations — IRS REG-
112176-18 — that seek to provide new rules governing the availability of Federal income tax
deductions for charitable contributions when a taxpayer receives or expects to receive a state or
local tax credit for such charitable contributions. In the case of state tax credits received by a
taxpayer making a charitable contribution, the proposed regulations would reduce
the Federal income tax deduction available to such taxpayer by the amount of the state tax credit
received by the taxpayer for such charitable contribution; provided, however, this rule would not
apply, if the value of the state tax credit to be received for the charitable contribution does not
exceed 15 percent of the charitable contribution. The Treasury Department and the IRS have
collected comments from the general public on these proposed regulations and held a public
hearing on November 5, 2018. Based on its review of the proposed regulations, DOB anticipates
that if the proposed regulations are adopted in their current form, then contributions to the State
Charitable Gifts Trust Fund may decline. The proposed regulations, by their terms, do not impact
the Federal tax reduction that DOB expects would result for certain taxpayers employed by entities
enrolled in the Employer Compensation Expense Program (ECEP).

3 The Financial Plan displays General Fund budget gaps both before and after savings that would be estimated to
occur if annual growth in State Operating Funds spending is held to 2 percent in FY 2020 and each year thereafter.
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General Fund Operating Results Through September

The State ended September 2018 with a General Fund cash balance of $6.5 billion, $533 million
above the Enacted Budget Financial Plan estimate. The higher balance is mainly attributable to
lower spending for agency operations and capital projects, and receipt of unplanned extraordinary
monetary settlements.

Receipts, including transfers from other funds, totaled $35.9 billion through September 2018. Tax
receipts were generally consistent with Enacted Budget Financial Plan estimates. Non-tax receipts
were $262 million above planned levels, due mainly to Extraordinary Monetary Settlements.

Disbursements, including transfers to other funds, totaled $38.9 billion through September 2018,
$350 million lower than initial projections in the Enacted Budget Financial Plan. Lower spending
for local assistance reflects payments for education, higher education, and social services
programs. Many of these payments are expected to occur by the end of the third quarter of
FY 2019. However, some of the spending reduction has been recognized in the revisions
described herein. In addition, certain General Fund transfers to other funds were not needed in
the first half of FY 2019, as spending for capital projects and other purposes occurred more slowly
than expected. These transfers are expected to be made later in FY 2019.
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Multi-Year Financial Plan Revisions

General Fund

The following table summarizes revisions to the FY 2019 First Quarterly Financial Plan Update.
Descriptions of significant changes follow the table below.

SUMMARY OF REVISIONS TO FIRST QUARTERLY FINANCIAL PLAN
GENERAL FUND BUDGETARY BASIS OF ACCOUNTING
SAVINGS/(COSTS)

(millions of dollars)

FY2019 FY2020 _FY2021 _ FY2022
FIRST QUARTERLY UPDATE SURPLUS/(GAP) 0 (4,027) (6,946) (6,957)
Receipts Revisions® (145) 385 214 (128)
Tax Receipts (before Debt Service) 0 0 0 0
Debt Service (impact on Tax Receipts)1 209 166 76 142
Debt Service Prepayment (145) 145 0 0
Other Debt Service Revisions (64) 21 (76) (142)
Non-Tax Receipts 24 219 290 14
Mashregbank Settlement Payment 40 0 0 0
Disbursements Revisions 802 662 418 254
Local Assistance 35 56 (149) 141
Agency Operations 56 299 292 228
Transfers to DIIF 601 107 114 (280)
Transfers to Debt Service Funds 52 125 113 129
Transfers to Other Funds 58 75 48 36
Use/(Reserve) of Fund Balance (657) (90) (115) 280
Extraordinary Monetary Settlements 641 107 114 280
Settlement Payments Received (40) 0 0 0
Transfer to DIIF (601) (107) (114) 280
Community Projects Fund (16) 17 (1) 0
Change in Adherence to 2% Spending - Calculated Savings 0 579 117 235
MID-YEAR UPDATE SURPLUS/(GAP) 0 (3,070)  (6,429) (6,551)
Adherence to 2% SOF Spending - Calculated Savings * 0 2,668 5,431 6,235
MID-YEAR UPDATE SURPLUS/(GAP) 0 (402) (998) (316)

1 Includes impact of changes to estimated debt service that alter the amount of tax receipts transferred to the
General Fund.

2 Before actions to adhere to the 2 percent benchmark.

3 Savings estimated from limiting annual spending growth in future years to 2 percent (calculation based on
current FY 2019 projections), assuming that the Governor continues to propose, and the Legislature continues to
enact, a Budgetin each fiscal year that restricts State Operating Funds spending growth to 2 percent. Assumes
that all savings from holding spending growth to 2 percent are made available to the General Fund. Total
disbursements in Financial Plan tables and discussion do not reflect these savings. If the 2 percent State
Operating Funds spending benchmark is not adhered to, the projected budget gaps would be higher (or the
projected surpluses lower).
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Receipts Revisions

General Fund receipts, including transfers from other funds, are projected to total
$72.8 billion in FY 2019, a decrease of $145 million from the First Quarterly Update. Projected
General Fund tax receipts remain unchanged. However, transfers of tax receipts after payment of
debt service have been revised to reflect the planned payment in FY 2019 of $145 million in debt
service due in FY 20204 In addition, miscellaneous receipts and transfers from other State funds
have been revised to reflect the receipt of an unplanned Extraordinary Monetary Settlement
payment, updated information and accounting reclassifications, as well as certain transactions that
may not be completed by year-end.

Disbursements Revisions

General Fund disbursements, including transfers to other funds, are expected to total
$75.8 billion in FY 2019, a decrease of $802 million from First Quarterly Update projections.
Revisions to General Fund disbursements are based on a review of operating results to date and
updated information on programs and activities.

Local Assistance

Projected General Fund disbursements for local assistance have been revised downward in each
year of the Financial Plan. General Fund disbursements for local assistance are expected to total
$51 billion in FY 2019, a $35 million decrease from the First Quarterly Update. Notable revisions
include:

e Mental Hygiene (FY 2019: $57 million; FY 2020 $13 million): Lowered General Fund
spending in FYs 2019 and 2020 is largely driven by the timing of Federal support for a
variety of Medicaid-funded programs including children’ s residential treatment
services, and care coordination expenses.

4 Prepayments will be funded with resources that DOB expects to be available after operations. The level of
prepayments may change, depending on FY 2019 operating results. Debt service revisions typically affect both
transfers from and to the General Fund. Thus, the reduction in tax receipts transferred to the General Fund is offset in
part by a downward revision to General Fund transfers to support spending from the Debt Service Fund.
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e School Aid/Special Education (FY 2019: $42 million; FY 2020 $63 million): School
Aid changes include recoveries of overpayments for the 2018-19 school year, as well
as underspending for Statewide Universal Full-Day Prekindergarten outside of New
York City. Spending for the preschool special education and summer school special
education programs has been revised downward due to lower than anticipated
enrollment and minimum wage costs.

e Social Services (FY 2019: $0; FY 2020: $33 million): Spending reductions are due
mainly to updated assumptions for detention and foster care spending.

¢ Health/Medicaid (FY 2019: $33 million; FY 2020: $17 million): Estimated HCRA
surcharge receipts have been increased by $101 million in FY 2019 and in each year
thereafter, based on prior year trends and actual collections to date. Savingsin FY 2019
are offset by a claims corrections that is expected to drive a one-time $50 million
increase in State costs. Child Health Plus (CHP) enrollment continues to grow above
current estimates, resulting in upward revisions to spending over the multi-year
Financial Plan. Beginning in FY 2020, the projected cost of the minimum wage increase
to the Medicaid program has been revised upward by roughly $100 million annually,
due to increased utilization. In addition, health care transformation spending has been
increased [see the Health Care Transformation Fund (HCTF) summary included in the
“State Financial Plan Projections Fiscal Years 2019 Through 2022” herein].

e Human Services Cost-of-Living Adjustment (COLA) (FY 2019: $0; FY 2020:
$32 million): The statutory human services COLA calculation affecting service
providers, primarily in children and family and mental hygiene programs, was updated
in August 2018. The updated COLA for FY 2020 is 2.9 percent, compared to
2.5 percent estimated in the Enacted Budget.

e Other: Local assistance spending estimates have been revised for other programs
based on enrollment, applications, participation and spending to date.

FY 2019 Mid-Year Update 13
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Agency Operations

General Fund disbursements for agency operations, including employee fringe benefits, are
expected to total $19.2 billion in the current year, a decrease of $56 million from First Quarterly
Update projections. The most significant changes include:

e Health Insurance (FY 2019: $71 million; FY 2020: $231 million): Reflects revised
estimates for health care inflation and enrollment trends, including lower costs
associated with the competitively bid NYSHIP prescription drug contract, which is
pending final approval from the State Comptroller.

e Pensions (FY 2019: $38 million; FY 2020: $72 million): Reflects revised estimates
from the pension system, including updated information on salary trends, veterans
pension credit costs, and higher than anticipated investment returns.

e Other: State Operations estimates have been revised across several areas based on
spending to date. Notable changes include an upward revision for mental hygiene
spending due mainly to delayed timing of the expansion of community-based services.
Revisions also reflect an increase in Social Security costs due to the UUP contract,’
which are entirely funded by the State.

5 The cost of the SUNY UUP salary contract ratified by members in September 2019 has been added to the Financial
Plan, including retroactive payments to academic year 2017. Nearly all the spending (roughly $225 million in FY 2019
and $265 million in FY 2020) occurs outside of the General Fund in SUNY special revenue accounts.
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Transfers to Other Funds

General Fund transfers to other funds are expected to total $5.5 billion in FY 2019, a decrease of
$711 million from the First Quarterly Update. The most significant changes include:

o Transfers to the Dedicated Infrastructure Investment Fund (DIIF) (FY 2019:
$601 million; FY 2020: $107 million): Timing of transfers of settlement reserves to
support activities appropriated in other funds has been updated based on spending to
date.

e Transfers to Debt Service Funds (FY 2019: $52 million; FY 2020: $125 million):
Updated debt service costs reflect actual bond sales to date and savings from refunding
certain bonds.

e Transfers to Other Funds (FY 2019: $58 million; FY 2020: $75 million): Other General
Fund transfers are expected to be lower than previously anticipated mainly due to
revised levels of spending for capital projects and other programs, and other
accounting reclassifications and adjustments.

FY 2019 Mid-Year Update 15
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Annual Spending Growth

DOB estimates spending in State Operating Funds will grow at 2 percent from FY 2018 to
FY 2019, consistent with the 2 percent spending growth benchmark. The table below illustrates
major sources of the change in annual State spending by major program, purpose and fund.

STATE SPENDING MEASURES
(millions of dollars)

FY 2018 FY 2019 Annual Change

Results Updated $ %
LOCAL ASSISTANCE 65,604 66,700 1,096 1.7%
School Aid (School Year Basis) 25,639 26,553 914 3.6%
DOH Medicaid" 19,143 20,396 1,253 6.5%
Transportation2 5,025 3,936 (1,089) -21.7%
STAR® 2,589 2,459 (130) -5.0%
Social Services 2,837 2,971 134 4.7%
Higher Education 2,833 3,057 224 7.9%
Mental Hygiene 2,350 2,181 (169) -7.2%
All Other® 5,188 5,147 (41) -0.8%
STATE OPERATIONS/GENERAL STATE CHARGES 26,674 27,915 1,241 4.7%
State Operations 18,821 19,505 684 3.6%
Personal Service: 13,170 13,716 546 4.1%
Executive Agencies 7,314 7,434 120 1.6%
DOT/DMV Operations Reclassification 0 167 167 0.0%
University Systems 3,806 4,022 216 5.7%
Elected Officials 2,050 2,093 43 2.1%
Non-Personal Service: 5,651 5,789 138 2.4%
Executive Agencies 2,690 2,798 108 4.0%
DOT/DMV Operations Reclassification 0 115 115 0.0%
University Systems 2,377 2,273 (104) -4.4%
Elected Officials 584 603 19 3.3%
General State Charges 7,853 8,410 557 7.1%
Pension Contribution 2,442 2,417 (25) -1.0%
Health Insurance 3,963 4,205 242 6.1%
Other Fringe Benefits/Fixed Costs 1,448 1,788 340 23.5%
DEBT SERVICE 5,873 5,520 (353) -6.0%
TOTAL STATE OPERATING FUNDS 98,151 100,135 1,984 2.0%
Capital Projects (State and Federal Funds) 10,640 13,170 2,530 23.8%
Federal Operating Aid 54,953 58,282 3,329 6.1%
TOTAL ALL GOVERNMENTAL FUNDS 163,744 171,587 7,843 4.8%

1 Total State share Medicaid funding excludes Master Settlement Agreement (MSA) payments to the State that will be deposited
directly to the Medicaid Management Information System (MMIS) Escrow Fund to defray the cost of the State's takeover of
Medicaid costs for counties and New York City.

2 The FY 2019 transportation estimate does notinclude the MTA PMT. The Enacted Budget provided that the PMT be remitted to
MTA without an appropriation beginning in FY 2019.

3 The FY 2018 Enacted Budget converted the New York City Personal Income Tax (PIT) rate reduction benefit to a nonrefundable
State PIT credit. This change has no impact on STAR benefits received by homeowners; it will decrease reported disbursements
for STAR and decrease reported PIT receipts by an identical amount. See "STAR Program" in "State Financial Plan Projections
Fiscal Years 2019 Through 2022" herein.

4 "All Other" includes a reconciliation between school year and State fiscal year spending for School Aid. On a State fiscal year
basis, School Aid is estimated to total $26.5 billion in FY 2019, an increase of $1 billion from FY 2018. Italso reflects a
reduction for the portion of the State's takeover of Medicaid costs for counties and New York City that will be funded from MSA
payments deposited directly to the MMIS Escrow Fund ($435 million in FY 2019), which reduces reported disbursements.
Lastly, itincludes spending for public health, other education, local government assistance, parks, environment, economic
development, and public safety, as well as reclassifications.
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State Operating Funds — Summary of Annual Spending Change

A significant amount of spending that occurs in State Operating Funds is supported with resources
generated in exchange for services provided by State entities. Examples include State University
of New York (SUNY) operations that are funded with tuition, patient and fee revenue; and
regulatory activities by the Workers' Compensation Board (WCB) and Department of Financial
Services (DFS) that are funded with industry assessments. In addition, other spending is supported
with revenues that are used exclusively, or nearly exclusively, for dedicated purposes, such as the
various taxes collected and disbursed to the MTA and other transit systems from the Metropolitan
Mass Transportation Fund and public transportation funds. These “own-source” revenues
contribute more than $400 million in spending growth from FY 2018 to FY 2019. These activities
have no direct bearing on the State’s ability to maintain a balanced budget in the General Fund.

Spending growth in recent years reflects the State’s effort to address long-standing public policy
issues. For example, in FY 2015, the State absorbed the full cost of growth in Medicaid on behalf
of local governments, creating the most significant mandate relief initiative for counties in
decades. The State takeover of local government Medicaid costs had been proposed as early as
1991, followed by many subsequent unsuccessful attempts. Additionally, in FY 2017, the State
enacted a law that provides for predictable increases in the minimum wage. In 1970, the State’s
minimum wage was $1.85. Over the following 45 years, the State increased the minimum wage
sporadically, with long periods of no change. By 2013, in inflation-adjusted dollars, the value of the
State’s minimum wage had fallen to about 65 percent of its 1970 value. The FY 2019 State
Operating Funds spending increases include over $900 million for the incremental cost of the local
Medicaid growth takeover, and nearly $800 million for the direct cost of the minimum wage
increase to health care providers.

Local Assistance

Medicaid and School Aid are the State’s largest local aid programs, comprising approximately
45 percent of State Operating Funds spending. In School Year (SY) 2019, School Aid is expected
to total $26.6 billion, an increase of $914 million (3.6 percent), due primarily to a $618 million
increase in Foundation Aid.® Medicaid spending subject to the Medicaid spending cap (or “Global
Cap”) is expected to grow at the indexed rate of 3.2 percent to $18.9 billion. In total, Medicaid
spending funded from State resources will increase to $20.4 billion. Increases are primarily
attributable to the takeover of local Medicaid growth ($182 million), the cost of minimum wage
increases, ($448 million), and other spending outside the Global Cap.

In FY 2018, bonds secured by annual payments from tobacco manufactures under the Master
Settlement Agreement (MSA) were retired, with no remaining debt service to be paid on these
bonds. Thus, DOB expects payments under the MSA of approximately $435 million to be available
in FY 2019 (including $103 million from FY 2018) and additional payments to be available in
subsequent years. Legislation included in the FY 2018 Enacted Budget directed these payments

6 Total education aid, including reimbursement for charter school supplemental tuition and facilities aid, is projected at
$26.7 billion in SY 2019, an increase of nearly $1 billion (3.9 percent) from SY 2018.
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be used to help defray costs of the State’s takeover of Medicaid costs for counties and New York
City. The State takeover, in which local Medicaid costs are capped permanently at 2015 calendar
year levels, is expected to cost the State $917 million in FY 2019 and $1.1 billion in
FY 2020. Consistent with State law, DOB expects MSA payments to be deposited directly to the
Medicaid Management Information System (MMIS) Escrow Fund. The deposit mechanism has no
impact on overall Medicaid spending funded with State resources, but does reduce reported State-
supported Medicaid spending accounted for in FY 2019 State Operating Funds by $435 million.

The FY 2019 Enacted Budget includes legislation dedicating $836 million to the MTA’s NYC
Subway Action Plan, which will provide $508 million for operating purposes and $328 million for
capital purposes. The State and NYC will each fund 50 percent of the MTA’s NYC Subway Action
Plan ($418 million). The State will provide $194 million from Extraordinary Monetary Settlements
and $60 million in accelerated PMT pass-through resources, which constitute the State’s operating
obligation consistent with the Subway Action Plan. The Action Plan will address system failures,
breakdowns, delays and deteriorating customer service.

The PMT will no longer be appropriated annually by the State Legislature. Previously, the State
collected the PMT on behalf of, and disbursed the entire amount to, the MTA. The FY 2019 Enacted
Budget amended the enabling statute to no longer require the PMT to be appropriated annually
by the State Legislature but instead be paid directly to MTA from a sole custody fund. This allows
the MTA to collect PMT receipts without delays or uncertainty related to the appropriation
process. Consistent with this statutory change, the Financial Plan does not include PMT receipts
and related local assistance disbursements. In FY 2019 the PMT receipts and disbursements that
are no longer reported in the Financial Plan are estimated at approximately $1.5 billion and $1.4
billion, respectively.

STAR spending in FY 2018 and FY 2019 is affected by the conversion of STAR benefits to State PIT
credits. The conversion of STAR benefits to PIT credits has no impact on the value of the STAR
benefits received by taxpayers. It does, however, decrease the level of reported PIT receipts and
reported disbursements for STAR on a State Operating Funds basis by an identical amount
(estimated at $775 million in FY 2018 and $937 million in FY 2019).

Higher Education spending growth is due mainly to the second phase of the Excelsior Free Tuition
Program, the timing of certain payments during academic year 2018, and increased funding for
other scholarships, which provide financial aid to approximately 400,000 students.

Local assistance spending reported in the Financial Plan is affected by the accounting treatment
of State payments to the Sales Tax Asset Receivable Corporation (STARC). Pursuant to legislation
enacted in FY 2017, NYC is remitting savings to the State from a 2014 refunding of STARC bonds,
which are supported solely by the annual payment of State aid. The legislation specifies that the
money refunded from STARC could be received by the State as a miscellaneous receipt, or
directed by the State to a State public authority to offset debt service costs on State-supported
bonds. The Legislature authorized, via specific language in the STARC appropriation, that the
STARC refunding money recouped from NYC be treated as an offset to State spending. The
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Financial Plan reflects the offset in the calculation of FY 2019 State Operating Funds spending. In
prior years, the reimbursement money was reflected as a miscellaneous receipt.

State Operations/Fringe Benefits

Spending for Executive agency operations is expected to increase by 2.3 percent in
FY 2019, excluding the reclassification of certain DOT and DMV operating costs to the General
Fund. Beginning in FY 2019 certain transportation operating costs are appropriated from the
General Fund instead of the DHBTF. These operating expenses were previously funded by a
transfer from the General Fund to the DHBTF. The change, which will increase disbursements in
State Operating Funds by roughly $280 million in FY 2019, applies to operating costs related to
snow and ice removal; bus, truck and rail inspection; and DMV regulatory activities.

Operations spending for the University Systems and elected officials, which include the Attorney
General, Comptroller, Legislature and Judiciary, is expected to increase by 1.8 percent and
2.4 percent, respectively.

Spending growth for fringe benefits is due mainly to rising employee health care and prescription
drug costs. The State continues to repay the State Retirement System for amounts amortized from
FY 2011 through FY 2016. The payments were amortized to mitigate the extraordinary increase in
annual contributions following investment losses. In FY 2019 amortization repayment totals
$432 million.

Debt Service

The decline in Debt Service Funds spending is mainly due to the payment of $594 million in
planned FY 2019 debt service costs during FY 2018, which is partly offset by the planned payment
of $145 million of FY 2020 debt service costs in FY 2019.
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Impact of Federal Tax Law Changes

On December 22, 2017, President Trump signed into law the Tax Cuts and Jobs Act of 2017 (TCJA)
(H.R. 1, P.L. 115-97), making major changes to the Federal Internal Revenue Code, most of which
are effective in the 2018 tax year. The new Federal tax law makes extensive changes to Federal
personal income taxes, corporate income taxes, and estate taxes.

The State’s income tax system interacts with the Federal system in numerous ways. The changes
to the Federal tax code will have significant flow-through effects on state tax burdens and state tax
receipts. From the standpoint of individual New York State taxpayers, one of the most onerous
provisions in the TCJA is a new $10,000 limit on the deductibility of State and Local Tax (SALT)
payments, effective for tax year 2018. The TCJA’s SALT deduction limit represents a large increase
in the State’s effective tax rate relative to historical experience, and may adversely affect New
York’s economic competitiveness.

DOB and the Department of Taxation and Finance (DTF) estimate that the SALT deduction limit
raises Federal tax liability for New York taxpayers by $14.3 billion for tax year 2018, relative to what
taxpayers would have paid absent the limitation. Over the course of the eight years the SALT
deduction limit is scheduled to be in effect, the State estimates that resident taxpayers who itemize
at the Federal level for each year through 2025 will collectively pay an additional $121 billion in
Federal taxes relative to what they would have paid absent the SALT deduction limit.

Moreover, the TCJA contains numerous provisions that may adversely affect residential real estate
prices in New York State and elsewhere, of which the SALT deduction limit is the most significant. A
loss of wealth associated with a decline in home prices could have a statistically significant impact
on household spending in the State through the wealth effect, whereby consumers perceive the
rise and fall of the value of an asset, such as a home, as a corresponding increase or decline in
income, causing them to alter their spending practices. Reductions in household spending by New
York residents, if they were to occur, would be expected to result in lower sales for the State’s
businesses, which, in turn, would cause further reductions in economic activity and employment.
Lastly, falling home prices could result in homeowners delaying the sale of their homes. The
combined impact of lower home prices and fewer sales transactions could result in lower real
estate transfer tax collections.

In sum, the Federal tax law changes may intensify migration pressures and erode the value of home
prices, thereby posing risks to the State’s tax base.

20 FY 2019 Mid-Year Update



NEW YORK

Overview of the Financial Plan

State Response to Federal Tax Law Changes

The FY 2019 Enacted Budget includes State tax reforms intended to mitigate issues arising from
the Federal law, including decoupling many State tax provisions from the Federal changes, the
creation of an optional payroll tax program, and the establishment of a new State charitable giving
vehicle, all of which are described below. The State is evaluating other tax law changes in response
to the TCJA, including the feasibility of an unincorporated business tax.

On July 17, 2018, the State, joined by Connecticut, Maryland, and New Jersey, filed a lawsuit
intended to protect New York taxpayers from the new Federal limit on the SALT deduction. The
lawsuit argues that the new SALT limit was enacted to target New York and similarly situated states,
that it interferes with states’ rights to make their own fiscal decisions, and that it will
disproportionately harm taxpayers in these states.

Decoupling From Federal Tax Code

The State tax code is closely aligned in many respects with the Federal tax code. The FY 2019
Enacted Budget includes legislation that decouples the State tax code from the Federal tax code,
where appropriate, to minimize roughly $1 billion in State tax increases that would otherwise have
been the result of the Federal tax changes. Those decoupled Federal changes, which would have
affected the General Fund budget gaps projected in FY 2020 and beyond, include:

e Federal Limit on SALT Deduction. The TCJA capped the itemized deductions for SALT at
$10,000. The State tax code is updated to decouple from this limit, preventing a State tax
increase from the linkage of this Federal limit to State income tax returns.

¢ Federal Changes and Eliminations to Certain Deductions. The State decoupled from new
Federal limits on other deductions.

e Temporary Federal Medical Expense Deduction Increase. Federal changes impose a
two-year increase in the itemized medical expense deduction, thereby lowering taxpayer
liability. The State has not changed its tax code.

e Child Tax Credit. Federal law changes the value of, and eligibility for, the child tax credit.
The Empire State Child Tax Credit program will remain unchanged.

¢ New York Single Filer Standard Deduction. The Federal repeal of personal exemptions
would have eliminated the ability of New York single-filer taxpayers to claim the standard
deduction on their State tax returns. The FY 2019 Enacted Budget includes legislation to
address this issue. Absent this legislation, New York State taxpayers would have been
subject to an annual State tax increase of $840 million, beginning in FY 2020.

FY 2019 Mid-Year Update 21



NEW YORK

Overview of the Financial Plan L

Employer Compensation Expense Program (ECEP)

Under legislation approved with the FY 2019 Enacted Budget, employers may optin to a new ECEP,
which is intended to mitigate the tax burden for employees affected by the SALT deduction limit.
While the TCJA limits deductibility for individuals, it does not cap deductibility for ordinary and
necessary business expenses paid or incurred by employers in carrying on a trade or business.

Employers that elect to participate in the ECEP will be subject to a 5 percent State tax on all annual
payroll expenses in excess of $40,000 per employee, phased in over three years beginning on
January 1, 2019 as follows: 15 percent in tax year 2019, 3 percent in 2020, and
5 percent in 2021. Employers must elect to participate in the ECEP for the upcoming tax year by
December 1 of the preceding calendar year, with the first annual election due by December 1, 2018
for the tax year beginning on January 1, 2019.

The ECEP is intended to be revenue neutral, with any decrease in New York State PIT receipts
expected to be offset by a comparable increase in ECEP revenue. Remittance of ECEP revenue to
the State is expected to occur on the same schedule as PIT withholdings, with remittances starting
in the fourth quarter of FY 2019. A new State PIT credit will be available to employees whose
wages are subject to the tax; any decrease in New York State PIT receipts is expected to be offset
by a comparable increase in ECEP revenue because the formula used to calculate the State PIT
credit corresponds in value to the ECEP.

DOB expects to include information on actual ECEP participation by the third quarterly update to
the Enacted Budget Financial Plan, as information on employer elections becomes available.

State Charitable Gifts Trust Fund

The FY 2019 Enacted Budget created a new State Charitable Gifts Trust Fund to accept gifts,
starting in tax year 2018, for the purposes of improving health care and education in New York
State. Taxpayers who itemize deductions may claim these charitable gifts as deductions on their
Federal and State income tax returns. Any taxpayer making a donation may also claim a State tax
credit equal to 85 percent of the donation amount for the tax year after the donation is made. State
PIT receipts will be reduced by the State tax deduction and 85 percent tax credit.” Amounts on
deposit in the Charitable Gifts Trust Fund at the close of calendar year 2018 are expected to be
appropriated for authorized purposes in the FY 2020 Budget.

7 The FY 2019 Enacted Budget also provides that the SUNY Research Foundation, the CUNY Research Foundation,
and Health Research, Inc. may accept up to $10 million each in charitable gifts on an annual basis. State PIT
receipts will also be reduced by the State tax deduction and an 85 percent credit for those donations that will be
available beginning in tax year 2019.

22 FY 2019 Mid-Year Update



NEW YORK

Overview of the Financial Plan

To date, the State has received $93 million in charitable gifts that have been deposited to the
Charitable Gifts Trust Fund for healthcare and education ($57 million and $35 million,
respectively). See the discussion below under “Impact of Tax Changes on PIT Revenue Bonds” for
a stress test projection of the potential impact to bondholders from charitable giving.

Impact of Tax Law Changes on PIT Revenue Bonds

To offset the potential reduction in the level of New York State PIT receipts resulting from activity
of the ECEP and the State Charitable Gifts Trust Fund, the FY 2019 Enacted Budget amended the
State Finance Law provisions creating the Revenue Bond Tax Fund to increase the percentage of
New York State PIT receipts required to be deposited upon receipt in the Revenue Bond Tax Fund
from 25 percent to 50 percent. In addition, the legislation that created the ECEP requires that 50
percent of ECEP receipts received by the State be deposited to the Revenue Bond Tax Fund.
These changes became effective April 1, 2018.

The amendments also increase the amount of all New York State PIT receipts collected from payroll
withholding and ECEP receipts that must be deposited in the Revenue Bond Tax Fund in the event
that (a) the State Legislature fails to appropriate amounts required to make all debt service
payments on State PIT Revenue Bonds or (b) having been appropriated and set aside pursuant to
a certificate of the Director of the Budget, debt service payments and other cash requirements
under the Financing Agreement have not been made when due on the State PIT Revenue Bonds.
Under prior law, New York State PIT receipts from payroll withholding were to be deposited to the
Revenue Bond Tax Fund until amounts on deposit in the Revenue Bond Tax Fund equaled the
greater of 25 percent of annual New York State PIT receipts or $6 billion. Under the new law, New
York State PIT receipts and ECEP receipts are deposited to the Revenue Bond Tax Fund until
amounts on deposit in the Revenue Bond Tax Fund equal the greater of 40 percent of the
aggregate of annual New York State PIT receipts and ECEP receipts or $12 billion.

Donations to the Charitable Gifts Trust Fund could reduce State PIT receipts by nearly one dollar
for every dollar donated. Accordingly, the amount of donations to the State Charitable Gifts Trust
Fund is the principal direct risk to the amount of New York State PIT receipts deposited to the
Revenue Bond Tax Fund under the tax law changes enacted by the State as part of the FY 2019
Enacted Budget. To address this risk, the State increased the amount of PIT receipts deposited
into the Revenue Bond Tax Fund from 25 percent to 50 percent.

DOB and DTF performed a calculation of the maximum amount of charitable donations to the State
Charitable Gifts Trust Fund that could occur annually under varying assumptions as of the FY 2019
Enacted Budget. The calculation of this ceiling is intended as a stress test on State PIT receipts
that may flow to the Revenue Bond Tax Fund under different levels of assumed taxpayer
participation. It should not, under any circumstances, be viewed either as an estimate or projection
of likely donations. The factors that may influence donation activity are complex and include, but
are not limited to, possible statements, actions, or interpretive guidance by the IRS or other
governmental actors relating to the deductibility of such donations; the liquidity position, risk
tolerance, and knowledge of individual taxpayers; advice or guidance of tax advisors or other
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professionals; changes in general economic conditions; adoption of similar trusts in other states;
and tax reciprocity agreements among states.

The ceiling on the amount of potential donations is calculated to be in the range of $28 billion
annually, on average (2018 through 2022).2 The calculation of the ceiling assumes that every
resident taxpayer who has an incentive to donate will do so, and such donations will be equal to
the total value of each resident taxpayer’s SALT payments, less the value of the $10,000 Federal
SALT deduction limit, up to the value of the taxpayer’s total State tax liability. The calculation is
dependent on several assumptions concerning the number of itemized filers. It relies on the most
recent personal income tax population study file (2015), as trended forward, as well as the impact
of the TCJA and State law changes on the number and distribution of itemized and standardized
filers. The calculation also assumes that (i) no further changes in Federal tax law occur, and (ii) DOB
projections of the level of State taxpayer liability for the forecast period as set forth in the Enacted
Budget Financial Plan are materially accurate.

In general, taxpayer behavior is simplified using assumptions that maximize the impact of charitable
giving on PIT receipts in each year. After these adjustments and with inclusion of ECEP revenues,
receipts to the Revenue Bond Tax Fund are projected to remain above the level of receipts that
would have been expected under statutes effective prior to enactment of the
FY 2019 Budget, even in a maximum participation scenario.

The DOB and DTF calculation of the projected ceiling on the amount of donations is necessarily
based on many assumptions that may change materially over time. While DOB believes that these
factors can be expected to constrain donation activity, there can be no assurance that, under
conditions of maximum participation, the amount of annual charitable gifts will not reduce the level
of PIT receipts deposited into the Revenue Bond Tax Fund below the levels projected in
the FY 2019 Executive Budget Financial Plan, as amended. If that were to occur, it is DOB’s
expectation that changes to the tax law would be recommended to further increase the percentage
of PIT receipts deposited into the Revenue Bond Tax Fund.

Accordingly, although the calculation of a maximum amount reflects DOB’s and DTF’s current best
judgment and estimates, such amount may be higher.

IRS Guidance

On August 23, 2018, the IRS issued proposed regulations — IRS REG-112176-18 — that seek to
provide new rules governing the availability of Federal income tax deductions for charitable
contributions when a taxpayer receives or expects to receive a state or local tax credit for such
charitable contributions. In the case of state tax credits received by a taxpayer making a charitable
contribution, the proposed regulations would reduce the Federal income tax deduction available
to such taxpayer by the amount of the state tax credit received by the taxpayer for such charitable
contribution; provided, however, this rule would not apply, if the value of the state tax credit to be

8 The calculation of maximum potential donations is based on current law, including the scheduled reversion of the top
PIT rate to 6.85 percent starting in tax year 2020.
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received for the charitable contribution does not exceed 15 percent of the charitable
contribution. The Treasury Department and the IRS have collected comments from the general
public on these proposed regulations and held a public hearing on November 5, 2018. Based on
its review of the proposed regulations, DOB anticipates that if the proposed regulations are
adopted in their current form, then contributions to the State Charitable Gifts Trust Fund may
decline. The proposed regulations, by their terms, do not impact the Federal tax reduction that
DOB expects would result for certain taxpayers employed by entities enrolled in the ECEP.

Implementation

The State developed the ECEP and Charitable Gifts Trust Fund based on a review of existing laws,
regulations, and precedents. However, there can be no assurance that the IRS will allow taxes paid
under the ECEP by an electing employer, or donations made by taxpayers to the Charitable Gifts
Trust Fund, to be deductible for Federal tax purposes under current law and the TCJA. As noted
above, the IRS has proposed regulations that would impair the ability of taxpayers to deduct
donations to the Charitable Gifts Trust Fund from Federally taxable income while receiving State
tax credits for such donations.

The FY 2019 Enacted Budget allows taxpayers to claim reimbursement from the State for interest
on underpayments of Federal tax liability for the 2019, 2020 and 2021 tax years if the
underpayments arise from reliance on amendments to State tax law enacted in 2018. To receive
reimbursement, taxpayers are required to submit their reimbursement claims to DTF within 60 days
of making an interest payment to the IRS.

There could be a material expense to the State if taxpayer participation in the ECEP and Charitable
Gifts initiatives for the 2019, 2020 and 2021 tax years results in Federal determinations of
underpayment of Federal income tax. Any cost to the Financial Plan from State reimbursement of
interest charges would occur in FY 2021 at the earliest, for determinations on 2019 tax payments
due in April 2020, or thereafter.

The Financial Plan does not include any estimate of the magnitude of the possible interest expense
to the State, which depends on several factors, including: rates of participation in the ECEP; the
magnitude of donations to the State Charitable Gifts Trust Fund; the amount of determinations of
underpayment attributable to reliance on other changes in State tax law made in 2018; the amount
of time between the due date of the return and the date any Federal determination is issued; the
interest rate applied; and the frequency at which taxpayers submit timely reimbursement claims to
the State. Interest on unpaid Federal tax generally accrues from the due date of the return until
the date of payment in full. Under current Federal law, the interest rate is determined quarterly
and is the Federal short-term rate plus 3 percent, compounded daily.
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General Fund Cash-Basis Financial Plan

The General Fund is affected by two fund reclassifications approved in the FY 2019 Enacted
Budget. The changes have no net impact on General Fund operations, but change the reporting
of receipts and disbursements in total and among spending categories.

¢ Mental Hygiene Fund Reclassification. Spending from two State Special Revenue Fund
accounts, the Mental Hygiene Program Fund and the Patient Income Account, is
reclassified to the General Fund to improve reporting transparency by eliminating large
transfers between funds. The reclassification moves local assistance and operations
spending, as well as the supporting revenue, into the General Fund, and eliminates
transfers from the General Fund to the two Mental Hygiene State Special Revenue Fund
accounts. In addition, roughly $1.4 billion of fringe benefit spending associated with Mental
Hygiene agencies will move from the respective agencies to the central General State
Charges (GSCs) budget.

e DOT/DMV Operating Cost Reclassification. Certain DOT and DMV operating costs
related to snow and ice removal; bus, truck and rail inspection; and DMV regulatory
activities are reclassified from the DHBTF to the General Fund. In the General Fund, the
increased operating spending is offset by an identical reduction in the transfer to the
DHBTF. The reclassification is intended to align operating and capital functions with their
revenue sources.
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The reclassifications affect the comparability of FY 2018 results to FY 2019 estimates. In addition,
General Fund receipts and disbursements continue to be affected by the receipt and use of
Extraordinary Monetary Settlements. The following table adjusts for the impact of the
reclassifications and Extraordinary Monetary Settlements. Unless otherwise noted, the discussions
of receipts and disbursements that follow the table exclude (a) the receipts and use of Extraordinary
Monetary Settlements and (b) the fund reclassifications for mental hygiene activity and the DHBTF
that take effect in FY 2019. See “Financial Plan Tables and Accompanying Notes” herein for the
unadjusted plan.

GENERAL FUND FINANCIAL PLAN
(millions of dollars)

Adjusted Annual Change
FY 2018 FY 2019 MH DOT/DMV FY 2019
Results Adjusted Reclass Reclass Updated Dollar Percent
Opening Fund Bal; (Excluding Extraordinary Monetary Settlements) 2,414 4,425 0 0 4,425 2,011 83.3%
Total Receipts 70,642 71,336 986 30 72,352 694 1.0%
Taxes 67,370 67,486 0 0 67,486 116 0.2%
Miscellaneous Receipts/Federal Grants * 2,351 2,167 (166) 30 2,031 (184) -7.8%
Transfers from Other Funds 921 1,683 1,152 0 2,835 762 82.7%
Total Disbursements 69,323 73,637 986 30 74,653 4314 6.2%
Local Assistance 46,072 49,303 1,710 0 51,013 3,231 7.0%
State Operations 13,800 14,779 4,075 388 19,242 979 7.1%
Transfers to Other Funds 2 9,451 9,555 (4,799) (358) 4,398 104 1.1%
Net Change in Operations 1,319 (2,301) 0 0 (2,301) (3,620) -274.5%
General Fund Use of Extraordinary Monetary Settlements® 692 383 383 (309) -44.7%
Closing Fund Balance (Excluding Extraordinary Monetary Settlements) 2 4,425 2,507 0 0 2,507 (1,918) -43.3%
Extraordinary Monetary Settlements
Opening Balance 5,335 5,020 5,020 (315) -5.9%
New Settlements Received” 805 518 518 (287) -35.7%
Transfers/Uses 1,120 1,589 (1,589) (469) 41.9%
Closing Balance (Extraordinary Monetary Settlements) 5,020 3,949 3,949 (1,071) -21.3%
Closing Fund Balance (Including Extraordinary Monetary Settlements) 9,445 6,456 6,456 (2,989) -31.6%
1 Excludes the Extraordinary Monetary Settlements received by the General Fund, except those amounts retained by the Department of Law in other funds to support
operational costs.
2 Excludes the use of Extraordinary Monetary Settlements to support transfers from the General Fund to other funds (e.g., Dedicated Infrastructure Investment Fund).
3 FY 2018: $461 million for operations, $76 million for an unbudgeted litigation payment, and $155 million set aside to fund potential retroactive salary increases.
FY 2019: $383 million expected to be used for operations.
4 Includes the gross value of all settlements received by the State, including funds retained by the Department of Law in other funds to support operational costs.
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Receipts®

General Fund receipts, including transfers from other funds, are projected to total $71.3 billion in
FY 2019, an increase of $694 million (1.0 percent) from FY 2018 results. The annual change is
impacted by the shift of an estimated $1.9 billion of receipts from FY 2019 into FY 2018 due to the
TCJA and the payment of $500 million in additional PIT refunds in the last quarter of FY 2018.
Excluding these shifts, the total receipts increase is $4.0 billion or 5.8 percent.

General Fund PIT receipts, including transfers after payment of debt service on State PIT Revenue
Bonds, are expected to total $46.4 billion, an annual decrease of $580 million. Excluding the shifts
described above, the underlying PIT growth of roughly 6.0 percent is consistent with forecasted
economic growth and revisions based on April 2018 results.

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 $13.4 billion, an annual increase of $207 million (1.6 percent). This reflects projected growth
in disposable income and taxable consumption.

General Fund business tax receipts are estimated at $5.6 billion, an increase of $710 million
(14.4 percent). This growth is due to projected increases in corporate profits and new for-profit
insurance providers subject to a premium insurance tax.

Other tax receipts to the General Fund are expected to total $2.0 billion including transfers after
payment of debt service on Clean Water/Clean Air (CW/CA) bonds, a decrease of $221 million
(9.7 percent). This decrease reflects reflecting a return to an average number of estate tax
payments exceeding $25 million.

Non-tax receipts are estimated at $3.9 billion, an increase of $578 million. The growth is mainly
due to the expected transfer of resources from the HCTF.

General Fund receipts are affected by the deposit of dedicated taxes in other funds for debt service
and other purposes, the transfer of balances between funds of the State, and other factors. 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 “State Financial Plan Projections
Fiscal Years 2019 Through 2022” herein.

° The reported activity by Financial Plan category excludes the impact of (a) Extraordinary Monetary Settlements on
receipts and disbursements and (b) the fund reclassifications for mental hygiene activity and the DHBTF that take
effect in FY 2019.
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Disbursements

General Fund disbursements, including transfers to other funds, are expected to total
$73.6 billion in FY 2019, an annual increase of $4.3 billion (6.2 percent) from FY 2018 results.

Local assistance grants are expected to total $49.3 billion in FY 2019, an annual increase of
$3.2 billion (7.0 percent). The largest increases are $1.0 billion for School Aid (on a State fiscal year
basis) and $971 million for Medicaid.

General Fund disbursements for agency operations, including fringe benefits and fixed costs, are
expected to total $14.8 billion, an annual increase of $979 million (7.1 percent). Personal and non-
personal service costs increased $685 million from FY 2018, reflecting increased personal service
costs driven by labor agreements. Fringe benefit costs associated with State employees, including
retiree health insurance costs, are expected to increase by $294 million (5.3 percent), mainly due
to negotiated rate increases reflecting medical cost inflation and current enrollment levels. The
State’s costs for Workers’ Compensation are expected to increase by $174 million, due to
underlying growth in the average weekly wage benefit and medical costs ($69 million), as well as
a reduction in other resources available to offset costs ($105 million).

General Fund transfers to other funds are estimated to total $9.6 billion, an increase of $104 million.
The increase is mainly due to transfers for capital projects (excluding transfers funded with
Extraordinary Monetary Settlements), reflecting the timing of General Fund capital reimbursements
from bond proceeds.

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 disbursement projections by major
activity, presented on a State Operating Funds basis, see “State Financial Plan Projections Fiscal
Years 2019 through 2022” herein.

'© The reported activity by Financial Plan category excludes the impacts of (a) Extraordinary Monetary Settlements on
receipts and disbursements and (b) the fund reclassifications for mental hygiene activity and the DHBTF that take

effect in FY 2019.
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Closing Balance for FY 2019

DOB projects that the State will end FY 2019 with a General Fund cash balance of $6.5 billion, a
decrease of $3.0 billion from FY 2018. The General Fund closing balance, excluding Extraordinary
Monetary Settlements, is estimated at $2.5 billion, or $1.9 billion lower than the closing balance at
the end of FY 2018. The change is due almost entirely to the expected use of the $1.9 billion in
cash received in FY 2018 that is attributed to taxpayer behavior, principally the acceleration of tax
payments in response to the Federal limit on SALT deductibility, which became effective January
1, 2018.

Balances in the State’s principal "rainy day" reserves, the Tax Stabilization Reserve and the Rainy
Day Reserve, are expected to remain unchanged at $1.8 billion. The Financial Plan continues to
maintain a reserve of $500 million for debt management purposes. DOB will decide on the use of
these funds based on market conditions, financial plan needs, and other factors.

The balance from Extraordinary Monetary Settlements is expected to total $3.9 billion at the close
of FY 2019, a decrease of $1.1 billion from FY 2018. The anticipated decrease reflects the use of
Extraordinary Monetary Settlements to fund activities appropriated from other funds ($937 million);
the MTA Subway Action Plan ($194 million); and general operations ($383 million), partly offset by
the receipt of settlement payments to date in FY 2019 ($518 million less $75 million retained by the
Department of Law in other funds).

TOTAL BALANCES
(millions of dollars)

FY 2018 FY 2019 Annual
Results Updated Change

TOTAL GENERAL FUND BALANCE 9,445 6,456 (2,989)

General Fund (Excl. Extraordinary Monetary Settlements) 4,425 2,507 (1,918)

Statutory Reserves:

"Rainy Day" Reserves 1,798 1,798 0

Community Projects 46 33 (13)

Contingency Reserve 21 21 0
Fund Balance Reserved for:

Debt Management 500 500 0

Labor Agreements 155 155 0

Undesignated Fund Balance 1,905 0 (1,905)
Extraordinary Monetary Settlements Fund Balance 5,020 3,949 (1,071)
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Cash Flow

State Finance Law authorizes the General Fund to borrow money temporarily from available funds
held in the Short-Term Investment Pool (STIP). Money may be borrowed for up to four months, or
until 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 borrow funds from STIP for a period of five days.
The amount of resources that can be borrowed by the General Fund is limited to 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 in FY 2019 to make all planned payments
as they become due without having to temporarily borrow from STIP. The State continues to
reserve money on a quarterly basis for debt service payments 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.

PROJECTED MONTH-END CASH BALANCES
FY 2019

(millions of dollars)

General Other All

Fund Funds Funds
April 9,938 4,075 14,013
May 5,130 3,865 8,995
June 6,313 4,853 11,166
July 5,417 6,286 11,703
August 4,114 6,555 10,669
September 6,451 4,883 11,334
October 6,612 4,516 11,128
November 3,883 3,521 7,404
December 6,478 4,743 11,221
January 12,456 4,418 16,874
February 12,748 3,763 16,511
March 6,456 3,899 10,355
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Extraordinary Monetary Settlements

From the beginning of FY 2015 through October 2018, DOB calculates that the State has received
a total of $11.2 billion in Extraordinary Monetary Settlements for violations of State laws by major
financial and other institutions. The following table lists the Extraordinary Monetary Settlements by
firm and amount.

SUMMARY OF RECEIPTS OF EXTRAORDINARY MONETARY SETTLEMENTS BETWEEN

REGULATORS AND FINANCIAL INSTITUTIONS
(millions of dollars)

FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 Total

Extraordinary Monetary Settlements 4,942 3,605 1,317 805 518 11,187
BNP Paribas 2,243 1,348 o] 350 0] 3,941
Department of Financial Services (DFS) 2,243 0 0 350 0 2,593
Asset Forfeiture (DANY) 0] 1,348 0 0 0 1,348
Deutsche Bank 0] 800 444 0 205 1,449
Credit Suisse AG 715 30 0 135 0 880
Commerzbank 610 82 0 0 0 692
Barclays 0 670 0 0 0 670
Credit Agricole 0 459 0 0 0 459
Bank of Tokyo Mitsubishi 315 0 0 0 0 315
Bank of America 300 6] 0 o] 0 300
Standard Chartered Bank 300 0 0 0 0 300
Goldman Sachs 0 50 190 0 55 295
Morgan Stanley 0 150 0 0 0 150
Bank Leumi 130 0 0 0 0 130
Ocwen Financial 100 ] ] o] (0] 100
Citigroup (State Share) 92 0 0 0 0 92
Metlife Parties 50 0 0 0 0 50
American International Group, Inc. 35 0 0 0 0 35
PricewaterhouseCoopers LLP 25 (o] (] (] (o] 25
AXA Equitable Life Insurance Company 20 0 0 0 0 20
Promontory 0 15 0 0 o] 15
New Day 0 1 0 0 (0] 1
Volkswagen 0 0 32 33 0 65
Mega Bank 0 0 180 0 0 180
Agricultural Bank of China 0 0 215 0 0 215
PHH Mortgage [0] (6] 28 0 0] 28
Intesa SanPaolo 0] 0 235 0 0 235
Habib Bank 0 0] 0 225 0 225
Cigna 0 0 0 2 0 2
Western Union 0 0 0 60 0 60
RBS Financial Products Inc. 0 0 0 0 100 100
Bank of America Merrill Lynch 0 ] ] ] 42 42
UBS 0 0 0 0 41 41
Athene Life Insurance 0 ] 0 0 15 15
Nationstar Mortgage 0] 0 0 0 5 5
William Penn 0 0 0 0 6 6
Lockton Affinity 0 0 0 0 7 7
Chubb 0 0] 0 0 1 1
Mashregbank o] 0 0 0 40 40
Other Settlements 7 0 (7) 0 1 1
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Since the First Quarterly Update, the State received $40 million from Mashregbank, psc and
Mashregbank, psc, New York Branch (together, Mashregbank) for a penalty pursuant to an October
10, 2018 Consent Order between Mashreqgbank and the DFS. This consent order pertains to
Mashregbank’s (a) failure to maintain an effective and compliant anti-money laundering program,
and (b) failure to maintain and make available appropriate books, accounts and records reflecting
all transactions and actions.

In addition, Wells Fargo & Company ("Wells Fargo") will pay a $65 million penalty pursuant to an
October 18, 2018 Settlement Agreement between Wells Fargo and the Office of the Attorney
General. This Settlement Agreement pertains to Wells Fargo's representations to investors
regarding its cross-selling business model and publicly reported cross-sell metrics. This payment
has not been reflected as the disposition of the funds by the Attorney General is not yet known.

36 FY 2019 Mid-Year Update



NEW YORK

FY 2019 General Fund Financial Plan

Uses of Extraordinary Monetary Settlements

A total of $10.8 billion in Extraordinary Monetary Settlements has been allocated to date. The
remaining balance of $411 million remains unallocated.

GENERAL FUND SUMMARY OF RECEIPTS AND USE/TRANSFER OF FUNDS FROM EXTRAORDINARY MONETARY SETTLEMENTS
BETWEEN REGULATORS AND FINANCIAL INSTITUTIONS
(millions of dollars)

FY2015 FY2016 FY2017 FY2018 FY2019 FY2020 _FY2021 FY2022 FY2023 FY 2024
Opening Settlement Balance in General Fund 0 4,667 6,300 5,335 5,020 3,949 2,908 2,167 1,282 613
Receipt of Extraordinary Monetary Settlement Payment 4,942 3,605 1,317 805 518 (] [1] [1] (1] 0
Use/Transfer of Funds 275 1,972 2,282 1,120 1,589 1,041 741 885 669 202
Capital Purposes:
Transfer to DIIF 0 857 697 941 1,009 1,145 989 822 646 202
Transfer to Environmental Protection Fund 0 0 120 0 0 0 0 0 0 0
Transfer to Capital Projects Fund - Mass Transit 0 0 0 67 6 6 6 0 0 0
Transfer to Capital Projects Fund - Healthcare 0 0 0 19 72 70 80 63 23 0
Transfer to DIIF for Javits Center Expansion 0 0 0 164 350 320 166 0 0 0
Bond Proceed Receipts for Javits Center Expansion 0 0 0 0 0 (500) (500) 0 0 0
FY 2017 Temporary Loan to Capital Projects Fund 0 0 1,300 (1,300) 0 0 0 0 0 0
FY 2018 Temporary Loan to Capital Projects Fund 0 0 0 500 (500) 0 0 0 0 0
Other Purposes:
Transfer to Audit Disallowance - Federal Settlement 0 850 0 0 0 0 0 0 0
CSX Litigation Payment 0 0 0 76 0 0 0 0 0 0
Financial Plan - General Fund Operating Purposes 275 250 102 461 383 0 0 0 0 0
Transfer to Local Assistance Account - Mass Transit Operating 0 0 0 10 0 0 0 0 0 0
MTA Operating Aid [ 0 0 0 194 0 0 0 0 0
Department of Law - Litigation Services Operations 0 10 63 27 75 0 0 0 0 0
Transfer to OASAS Chemical Dependence Program 0 5 0 0 0 0 0 0 0 0
Reservation of Funds:
Reserve for Retroactive Labor Settlements 0 0 0 155 0 0 0 0 0 0
Closing Settlement Balance in General Fund 4,667 6,300 5,335 5,020 3,949 2,908 2,167 1,282 613 411

A total of $7.8 billion of Extraordinary Monetary Settlement receipts has been, or is expected to be,
used to finance various spending from capital appropriations, including operating activities
associated with the maintenance, protection, preservation, and operation of capital assets.
Another $2.9 billion has been, or is expected to be, used for other purposes, including resolution
of certain matters such as Office for People with Developmental Disabilities (OPWDD) Federal
disallowances in FY 2016, retroactive labor costs, General Fund operations, one-time litigation
payments to CSX Transportation, Inc. (CSX), and costs of the Department of Law’s Litigation
Services Bureau.
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OPPORTUNITY.

The Financial Plan reflects use of previously unallocated Extraordinary Monetary Settlements to
support:

e General Fund Operations ($383 million). Consistent with prior years, the Financial Plan
reflects the use of funds not appropriated for other purposes.

e MTA Subsidy ($194 million). Additional support will be provided to the MTA for its
operations in FY 2019 as part of the State’s commitment to fund 50 percent of the MTA’s
New York City Subway Action Plan.

¢ Health Care Capital Grants ($125 million). An additional $525 million will be provided to
the Health Care Facility Transformation Program, of which $125 million will be funded from
Extraordinary Monetary Settlements over a multi-year period.
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General

The 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 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. Forinstance, actual receipts collections have fallen substantially
below the levels forecasted in certain fiscal years. In addition, certain projections contained in this
Financial Plan assume that annual growth in State Operating Funds spending will be limited to
2 percent in FY 2020, FY 2021, and FY 2022, and that all savings that result from the 2 percent
spending growth benchmark 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 State fiscal years, assisting in 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 annual spending growth benchmark.

The Financial Plan is based on numerous assumptions, including condition of the State and national
economies, and the concomitant collection of economically sensitive tax receipts in the amounts
projected. Other uncertainties and risks concerning economic and receipts forecasts include
impacts of: national and international events; ongoing financial risks in the eurozone; changes in
consumer confidence, oil and gas supplies and prices; major terrorist events, hostilities or war;
climate change and extreme weather events; Federal statutory and regulatory changes concerning
financial sector activities; Federal tax law and other programmatic purposes; 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 financial markets; financial and
real estate market developments which may adversely affect bonus income and capital gains
realizations; effect of household debt on consumer spending and State tax collections; and
outcomes of litigation and other claims affecting the State.

The 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; 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; willingness and ability of the Federal government to provide the aid projected in the
Financial Plan; ability of the State to implement cost reduction initiatives, including reductions in
State agency operations, success with which the State controls expenditures; and ability of the
State and its public authorities to issue securities successfully in the public credit markets. Some
of these issues are described in more detail herein. Projections and assumptions contained in the
Financial Plan are subject to revisions which may result in substantial change. No assurance can
be given that these estimates and projections, which depend in part upon actions the State expects
to be taken but which are not within the State's control, will be realized.
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Budget Risks and Uncertainties

There can be no assurance that the 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; use of non-recurring resources; or other measures. In some cases, the
ability of the State to implement such actions requires approval of the Legislature and cannot be
implemented solely by action of the Governor.

Financial Plan projections for the FYs 2020 through 2022 assume that School Aid and Medicaid
disbursements will not exceed the annual growth in NYS personal income, and the ten-year rolling
average growth of the medical component of the Consumer Price Index (CPI), respectively.
However, since FY 2014, the State has annually authorized School Aid spending increases above
the PIGI. In SY 2019, the Financial Plan reflects a 3.6 percent School Aid increase, compared to
1.5 percent growth in the PIGI. For SY 2020 the Financial Plan reflects a School Aid increase of
3.6 percent. However, recently updated personal income growth data results in a 6.1 percent index.

State law grants the Commissioner of Health certain powers and authority to maintain Medicaid
spending levels assumed in the Financial Plan. Over the past six years, the Department of Health
(DOH) State Funds Medicaid spending levels have remained at or below indexed levels without
requiring the Commissioner to exercise this authority. However, Medicaid program spending is
sensitive to several factors including fluctuations in economic conditions, which may increase
caseload, and changes in Federal aid, which could affect State health care spending. The
Commissioner’s powers are intended to limit the rate of annual growth in DOH State Funds
Medicaid spending to the levels estimated for the current fiscal year, through actions which may
include reducing reimbursements to providers. These actions may be dependent upon timely
Federal approvals and other elements of the program that govern implementation. It should further
be noted that the Medicaid Global Cap, which is indexed to historical CPl Medical trends, applies
to State Operating Funds and, therefore, General Fund spending remains sensitive to revenue
performance in the State’s HCRA fund. The HCRA fund finances approximately one-quarter of the
State’s share of Medicaid costs.

The Financial Plan forecast contains specific transaction risks and other uncertainties including, but
not limited to: receipt of certain payments from public authorities; receipt of certain revenue sharing
payments under the Tribal-State compact, including payments from the Seneca Nation"; receipt of
miscellaneous revenues at the levels expected in the Financial Plan; and achievement of cost-
saving measures including, but not limited to, transfer of available fund balances to the General
Fund at levels currently projected. Such risks and uncertainties, if they were to materialize, could
adversely impact the Financial Plan in current or future years, or both.

" The Seneca Nation has withheld payments to the State expected in FY 2018 and FY 2019 (between April 1,
2017 and September 30, 2018). The State and Seneca Nation are currently in arbitration. The Financial
Plan assumes successful resolution by the end of FY 2019.
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The Financial Plan also includes actions that affect spending reported on a State Operating Funds
basis of reporting including (a) realignment of certain operating costs to the capital budget to
provide consistency in reporting across all agencies and a more accurate accounting of the overall
capital budget; (b) payment of certain operating costs using available resources in accounts outside
the State Operating Funds basis of reporting; and (c) restructuring of the STAR program as a tax
credit for consistency with the reporting of other State tax credits. If these and other transactions
are not implemented as planned, annual spending growth in State Operating Funds would increase
above current estimates.

In developing the Financial Plan, DOB attempts to mitigate financial risks from receipts volatility,
litigation, and unexpected costs, with particular emphasis on the General Fund. It does this by,
among other things, exercising caution when calculating total General Fund disbursements, and
managing the accumulation of financial resources that can be used to offset new costs (including,
but not limited to, fund balances not needed in a given year, acceleration of tax refunds above the
level budgeted in a given year, and prepayment of expenses). There can be no assurance that
such resources will be sufficient to address risks that may materialize in a given fiscal year.

Federal Issues

The State receives substantial Federal aid for health care, education, transportation, and other
governmental purposes, as well as Federal funding to respond to, and recover from, severe
weather events and other disasters. Many policies that drive this Federal aid may be subject to
change under the Trump Administration and current Congress. Current Federal aid projections,
and assumptions on which they rely, are subject to revision as a result of changes in Federal policy.
Actions by the Federal government, including the TCJA, pose a heightened risk to State finances.
Enactment of Federal tax law changes is currently projected to add $1.9 trillion to the Federal deficit
over the next ten years,”? increasing the likelihood that Congress will seek material cuts in Federal
aid programs or impose new barriers to the receipt of Federal aid by families and individuals.

In addition, the Financial Plan may also be adversely affected by other Federal government actions,
including audits, disallowances, and changes to Federal participation rates or other Medicaid rules.
For instance, the Financial Plan includes reimbursement to the Federal government of $100 million
annually through FY 2027 pursuant to a March 2015 agreement between the State and the Centers
for Medicare and Medicaid Services (CMS). The agreement resolved a pending disallowance for
FY 2011 and all related payment disputes for State-provided services prior to April 1, 2013, including
home and community-based waiver services. Pursuant to the agreement, the State must adjust
the Federal/State share of future Medicaid costs to reimburse the Federal government. The State
used $850 million in Extraordinary Monetary Settlement payments, previously set aside for
financial risks, to finance the initial repayment amount in FY 2016.

2 Congressional Budget Office, “The Budget and Economic Outlook: 2018 to 2028”, April 2018.
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Given this uncertainty, the Enacted Budget includes legislation to continue authorization for a
process by which the State could manage any potentially significant reductions in Federal aid
during FYs 2019 and 2020. Specifically, the legislation allows the Budget Director to prepare a
plan for consideration by the Legislature if Federal policymakers (a) reduce Federal Financial
Participation (FFP) in Medicaid funding to New York State or its subdivisions by
$850 million or more; or (b) reduce FFP or other Federal aid to New York State that affects the
State Operating Funds financial plan by $850 million or more, exclusive of any cuts to Medicaid.
Each limit is triggered separately and is not additive. The plan prepared by the Budget Director
must equally and proportionally reduce appropriations and cash disbursements in the General
Fund and State Special Revenue Funds. Upon receipt of the plan, the Legislature has 90 days to
prepare its own corrective action plan, which may be adopted by concurrent resolution passed by
both the Senate and Assembly. Otherwise, the plan submitted by the Budget Director takes effect
automatically.

Current Federal Aid

President Trump has proposed significant cuts to mandatory and discretionary domestic programs
in Federal Fiscal Years (FFYs) 2018 and 2019. Proposed cuts for FFY 2018 were largely rejected
by the Consolidated Appropriations Act of 2018, enacted in March 2018. Portions of the FFY 2019
budget are still under consideration by Congress. If the proposed cuts are adopted, Federal aid to
New York could be reduced by billions of dollars.

The Budget Control Act (BCA) of 2011, which temporarily raised the Federal debt limit, established
discretionary spending caps on the Federal government through FFY 2021, and under certain
conditions institutes automatic spending cuts for specific Federal funds on which the State relies.
Discretionary Federal funding to the State could be reduced if these caps are not adjusted,
suspended or eliminated. On February 9, 2018, the Federal government enacted legislation
increasing the spending caps for FFYs 2018 and 2019, lessening the potential for significant
spending cuts in discretionary domestic programs through FFY 2019.

Medicaid Disproportionate Share Hospital (DSH) Payments

Provisions within the Medicaid statute allow for a capped amount of payments to hospitals that
treat a disproportionate number of Medicaid recipients. Changes made initially in the Affordable
Care Act (ACA) to reduce the aggregate amount of Federal reimbursements for DSH payments
came into effect with the start of FFY 2018, beginning October 1, 2017. These changes have since
been delayed to FFY 2020 (beginning October 1, 2019) by Federal legislation enacted on February
9, 2018. The legislation also accelerates full implementation of the DSH cuts to begin in FFY 2021,
in contrast to the previous multi-year phase-in.

DOB estimates that if the changes take effect as scheduled, New York will see the largest reduction

among all states, costing the State billions of dollars in lost Federal DSH payments when fully
phased in. DOB continues to monitor Federal Medicaid DSH payment policies.
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Federal Health Care Policy

In 2017, the Federal government attempted to end the Basic Health Program Essential Plan (EP) in
New York State, the ACA’s Medicaid expansion, and to shift a larger share of growth in Medicaid
costs to states by imposing per capita caps on Medicaid spending in lieu of Medicaid’s current
open-ended entitlement. If these bills had been enacted into law, these policies would have had
a substantial adverse impact on the Financial Plan.

Additionally, the Trump Administration withheld Cost Sharing Reduction (CSR) payments,
threatening low-cost health insurance coverage for income-eligible recipients purchasing Qualified
Health Plan (QHP) or EP coverage through the New York State of Health (NYSOH), New York’s
official health plan marketplace. However, recent actions by the Trump Administration in response
to litigation brought by the State will allow the State to recoup some of the withheld EP funding
through changes to the reimbursement methodology. The Financial Plan continues to reflect
support for the EP program.

While Federal funding for the Children's Health Insurance Program (CHIP) has been reauthorized
through FFY 2027, other Federal changes could potentially affect the State’s health care
policies. DOB continues to monitor Federal health care policy.

Excise Tax on High-Cost Employer-Sponsored Health Coverage (“Cadillac Tax”)

The Excise Tax on High-Cost Employer-Sponsored Health Coverage (26 USC 4980l) is a
40 percent excise tax assessed on the portion of the premium for an employer-sponsored health
insurance plan that exceeds a certain annual limit. The provision was initially included in the ACA
to offset mandatory spending increases but has since been altered by intervening laws that delay
the implementation of the tax until 2022.

Regulations from the IRS have yet to be published. DOB has no current estimate as to the potential
impact to the Financial Plan from this Federal excise tax.

Medicaid Redesign Team (MRT) Medicaid Waiver

The Federal CMS and the State have 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, the State has been eligible for
enhanced Federal Medical Assistance Percentage (FMAP) funding associated with childless adults.
DOH continues to work with the CMS and to refine eligibility data systems to draw the appropriate
amount of enhanced FMAP funding. This reconciliation may result in a modification of payments
to the State and local governments.
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Federal Debt Limit

On February 9, 2018, the Federal government enacted legislation suspending the Federal debt
limit through March 1, 2019, forestalling possible default by the Federal government until at least
that time. A Federal government default on payments, particularly for a prolonged period, could
have a materially adverse effect on both national and State economies, financial markets, and
intergovernmental aid payments. Specific effects on the Financial Plan of a future Federal
government default 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, including 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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Current Labor Negotiations and Agreements (Current Contract Period)

The State has multi-year labor agreements in place with the majority of the unionized workforce.
CSEA and DC-37 (Rent Regulation) employees have a five-year labor contract that provides annual
salary increases of 2 percent for FYs 2017 through 2021 and additional compensation changes,
offset by benefit design changes within NYSHIP and reductions in overtime costs.

On September 4, 2018, the United University Professions (UUP) ratified a six-year collective
bargaining agreement that covers academic years 2017 through 2022. The agreement provides
for a 2 percent general salary increase in each year of the contract and additional compensation
changes, which are partly offset by benefit design changes within NYSHIP. The cost of the
agreement (approximately $225 million in FY 2019) has been included in this Mid-Year Update and
is primarily funded by SUNY with the exception of the related fringe benefit costs, which are paid
by the State.

On October 10, 2018, the Police Benevolent Association of the New York State Troopers
(NYSTPBA) ratified a five-year collective bargaining agreement for FY 2019 through FY 2023. The
agreement provides for a 2 percent annual general salary increase in each year of the contract and
additional compensation changes, which are partly offset by changes to health insurance benefit
design within NYSHIP, similar to UUP and CSEA. The cost of this agreement is expected to be
offset by agency management plan savings, consistent with past practice.

Employees represented by the Public Employees Federation (PEF) and the Graduate Student
Employees Union (GSEU) have a three-year collective bargaining agreement providing 2 percent
annual salary increases in FYs 2017 through 2019. Salary increases provided to PEF and GSEU
employees have also been extended to Management/Confidential (M/C) employees.

The State is in negotiations with all other employee unions whose contracts concluded in previous
fiscal years, including the New York State Police Investigators Association (NYSPIA), Council 82,
and the New York State Correctional Officers and Police Benevolent Association (NYSCOPBA)
following the March 2017 membership rejection of a tentative collective bargaining agreement on
a five-year labor contract through FY 2021.® Negotiations also continue with the Police Benevolent
Association of New York State (PBANYS), whose contract expired at the end of FY 2015.

The Judiciary has reached agreements with all 12 unions represented within its workforce. The
contract periods are as follows: FY 2018 to FY 2020 for CSEA; FY 2012 to FY 2019 for Court
Officers Benevolent Association of Nassau County (COBANC); FY 2012 to FY 2021 for the NYS
Supreme Court Officers Association, the NYS Court Officers Association and the Court Clerks
Association; and FY 2017 to FY 2019 for seven other unions.

3 The five-year collective bargaining agreement with NYSCOPBA that was not ratified would have provided for annual
2 percent general salary increases through FY 2021, and differentials typically received within the law enforcement
community (e.g., Hazardous Duty Pay), the costs of which were offset by benefit design changes within NYSHIP and
reductions in overtime costs.
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Pension Contributions

Overview

The State makes annual contributions to the New York State and Local Retirement System
(NYSLRS) for employees in Employees’ Retirement System (ERS) and Police and Fire Retirement
System (PFRS). This section discusses contributions from the State, including the Judiciary, to the
NYSLRS, which account for the majority of the State’s pension costs." All estimates are based on
projected market returns and numerous actuarial assumptions which, if unrealized, could change
these projections materially.

During FY 2016, the NYSLRS updated its actuarial assumptions based on the results of the 2015
five-year experience study. In September 2015, the NYSLRS announced that employer
contribution rates would decrease beginning in FY 2017 and the assumed rate of return would be
lowered from 7.5 percent to 7 percent. Salary scale assumptions were also changed — for ERS the
scale was reduced from 4.9 percent to 3.8 percent and for PFRS the scale was reduced from
6.0 percent to 4.5 percent. During FY 2019, salary scale assumptions were further changed via a
one-time 10 percent increase for both ERS and PFRS, to be reflected in FY 2020 contribution rates.

FY 2019 Projections

The State’s FY 2019 ERS/PFRS pension estimate of $2.2 billion is based on the most recent bill
prepared by OSC as of October 2018. The estimate includes payment of $432 million towards the
balance outstanding on prior-year deferrals (i.e., amortizations) and additional interest savings from
paying the majority of the pension bill in April 2018. The State’s FY 2019 ERS/PFRS pension
estimate is revised downward based on actual FY 2018 salary base (used to calculate the FY 2019
bill), which was lower than previously projected.

" The State’s aggregate pension costs also include costs for State employees in the Teachers’ Retirement System
(TRS) for both SUNY and the State Education Department (SED), the Optional Retirement Program (ORP) for both
SUNY and SED, and the New York State Voluntary Defined Contribution Plan (VDC).
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FY 2020 Projections

The preliminary FY 2020 ERS/PFRS pension liability of $2.3 billion is impacted by FY 2018
investment returns of 11.4 percent, which was above the Comptroller’s assumed rate of return
(7 percent). The estimate also reflects the impact of past investment performance and growth in
the number of lower cost Tier 6 members. As a result, the average contribution rate for ERS will
decrease from 14.9 percent of payroll to 14.6, while the average contribution rate for PFRS will
remain stable at 23.5 percent.’”s

The pension liability also reflects changes to military service credit provisions found in Section 1000
of the Retirement and Social Security Law (RSSL) enacted during the 2016 legislative session
(Chapter 41 of the Laws of 2016). All veterans who are members of NYSLRS may, upon application,
receive extra service credit for up to three years of military duty if such veterans
(a) were honorably discharged, (b) have achieved five years of credited service in a public
retirement system, and (c) have agreed to pay the employee share of such additional pension
credit. Costs to the State for employees in the ERS will be incurred at the time each member
purchases credit, as documented by OSC at the end of each calendar year, while costs for
employees in PFRS will be distributed across PFRS employers and billed on a two-year lag (e.g.
FY 2017 costs will first be billed in FY 2019). Additionally, Section 25 of the RSSL requires the State
to pay the ERS employer contributions associated with this credit on behalf of local governments.
The State is also permitted to amortize the cost of past service credits newly incurred in a given
fiscal year; however, the State does not anticipate choosing this option as there would be an
interest rate of 7 percent applied to this amortization. The ERS cost to the State (including the costs
covered for local ERS) was $52 million in FY 2018 based on actual credit purchased through
December 31, 2017. DOB currently estimates ERS costs of $30 million in FY 2019 and $30 million
in FY 2020. Additionally, the State expects ongoing costs of $7 million beginning in FY 2021 as
additional veterans become eligible to purchase the credit.

Outyear Projections

Pension estimates for FY 2021 and beyond, as projected by DOB, reflect growth in normal costs
based primarily on the expectation that collective bargaining will result in continued salary
increases, and that investment returns will be below the actuarially assumed 7 percent rate of
return in the near-to-mid-term.

'S Average contribution rates include the Group Life Insurance Program (GLIP), and thus differ from the system average
normal rates reported in the pension amortization section.
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Pension Amortization

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.

The State and local governments are required to begin repayment on each new amortization in
the fiscal year immediately following the year in which the amortization was initiated. The full
amount of each amortization must be repaid within ten years at a fixed interest rate determined by
OSC. Legislation included in the FY 2017 Enacted Budget authorized the State to prepay a portion
of remaining principal associated with an amortization, and then pay a lower recalculated interest
installment in any subsequent year for which the principal has been prepaid. This option does not
allow the State to delay the original ten-year repayment schedule, nor does it allow for the interest
rate initially applied to the amortization amount to be modified.

The portion of an employer’'s annual pension costs that may be amortized is determined by
comparing the employer’s amortization-eligible contributions as a percentage of employee salaries
(i.e., the normal rate’®) to a system-wide amortization threshold (i.e., the graded rate). Graded rates
are determined for ERS and PFRS according to a formula enacted in the 2010 legislation, and
generally move toward their system’s average normal rate by up to one percentage point per year.
When an employer’s normal rate is greater than the system-wide graded rate, the employer can
elect to amortize the difference. However, when the normal rate of an employer that previously
amortized is less than the system-wide graded rate, the employer is required to pay the graded
rate. Additional contributions are first used to pay off existing amortizations and are then deposited
into a reserve account to offset future increases in contribution rates. Chapter 48 of the Laws of
2017 changed the graded rate computation to provide an employer specific graded rate based on
the employer’s own tier and plan demographics.

The State has not amortized its pension costs [including the Office of Court Administration (OCA)]
since FY 2016.

The amortization threshold is projected to equal the normal rate in upcoming State fiscal years.
The following table reflects projected pension contributions and amortizations exclusively for
Executive branch and Judiciary employers participating in ERS and PFRS.

'® For the purpose of this discussion, "normal rate" refers to all amortization-eligible costs (i.e. normal and administrative
costs, as well as certain employer-provided options such as sick leave credit) divided by salary base.
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EMPLOYEE RETIREMENT SYSTEM AND POLICE AND FIRE RETIREMENT SYSTEM
IMPACTS OF AMORTIZATION ON PENSION CONTRIBUTIONS
(millions of dollars)

Rates for Determining (Amortization
Statewide Pension Payments1 Amount) / Excess Contributions
(Amortization Total Interest Rate
Amount) / Statewide on Amortization
Normal Excess Repayment of Pension  Amortization System Average Threshold

Fiscal Year Costs’ Contributions Amortization Payments  Amount (%)3 Normal Rate® (Graded Rate)

ERS (%) PFRS (%) ERS (%)  PFRS (%)
2011 1,543.2 (249.6) 0.0 1,293.6 5.0 115 18.1 9.5 17.5
2012 2,037.6 (562.9) 323 1,507.0 3.8 15.9 216 10.5 18.5
2013 2,076.1 (778.5) 100.8 1,3984 3.0 18.5 25.7 115 19.5
2014 2,633.8 (937.0) 192.0 1,888.8 3.7 20.5 28.9 125 20.5
2015 2,325.7 (713.1) 305.7 1,918.3 3.2 19.7 27.5 135 215
2016 1,972.1 (356.1) 389.9 2,005.9 3.2 17.7 24.7 145 225
2017 1,788.6 0.0 432.1 2,220.7 2.3 15.1 243 15.1 235
2018 1,786.6 0.0 432.1 2,218.7 2.8 149 243 149 243
2019 Est. 1,774.8 0.0 432.1 2,206.9 3.6 144 235 144 235
2020 Est. 1,838.3 0.0 432.1 2,270.4 TBD 14.2 235 14.2 235

Projected by pos8°®

2021 1,922.7 0.0 432.1 2,354.8 TBD 153 245 15.2 245
2022 2,157.9 0.0 399.8 2,557.7 TBD 16.2 255 16.2 255
2023 2,477.5 0.0 3313 2,808.8 TBD 17.2 26.5 17.2 26.5
2024 1,860.6 0.0 240.1 2,100.7 TBD 16.2 255 16.2 255
2025 1,876.0 0.0 126.4 2,002.4 TBD 15.2 245 15.2 245
2026 1,891.3 0.0 42.2 1,9335 TBD 14.2 235 14.2 235

1 Pension Contribution values in this table do not include pension costs related to the ORP, VDC, and TRS 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 ended in FY 2016 as a result of early repayments.

3 |Interest rates are determined by the Comptroller based on the market rate of return on comparable taxed fixed income investments (e.g., Ten-Year
Treasuries). Theinterestrateis fixed for the duration of the ten-year repayment period.

4 The system average normal rate represents system-wide amortization-eligible costs (i.e. normal and administrative costs, as well as the cost of
certain employer options) as a percentage of the system's total salary base. The normal rate does not include the following costs, which are not
eligible for amortization: Group Life Insurance Program (GLIP) contributions, deficiency contributions, previous amortizations, incentive costs,
administrative costs, costs of new legislation in some cases, and prior-year adjustments. "(Amortization Amount) / Excess Contributions" are
calculated for each employer in the system using employer-specific normal rates, which may differ from the system average.

5 Outyear projections are prepared by DOB. The Retirement System does not prepare, or make available, outyear projections of pension costs.
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The “Normal Costs” column shows the State’s underlying pension cost in each fiscal year, before
amortization. The “(Amortization Amount) / Excess Contributions” column shows amounts
amortized. The “Repayment of Amortization” column provides the amount paid in principal and
interest towards the outstanding balance on prior-year amortizations. The “Total Statewide
Pension Payments” column provides the State’s actual or planned pension contribution, inclusive
of amortization. The “Interest Rate on Amortization Amount (%)” column provides the interest rate
at which the State will repay the amortized contribution, as determined by OSC. The remaining
columns provide information on the normal rate and graded rate, which are used to determine the
maximum allowed "(Amortized)" amount or the mandatory "Excess Contributions" amount for a
given fiscal year.

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; are enrolled in either NYSHIP or the NYSHIP opt-out
program at the time they reach retirement; and have at least ten years of eligible service. 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 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 2018, 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 2018, the unfunded actuarial accrued
liability for FY 2018 is $90.5 billion ($72.8 billion for the State and $17.7 billion for SUNY), an
increase of $3.3 billion from FY 2017 (attributable entirely to SUNY). The unfunded actuarial
accrued liability for FY 2018 used an actuarial valuation of OPEB liabilities as of April 1, 2016. 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. A significant portion of the annual growth in the State’s unfunded actuarial accrued liability
is due to the reduction of the discount rate from 3.155 to 2.637 percent, calculated as the average
STIP rate for the past 20 years at the time of valuation. The decline in the discount rate increases
the present value of the projected benefit obligation.
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The actuarially determined annual OPEB cost for FY 2018 totaled $5.5 billion ($4.3 billion for the
State and $1.2 billion for SUNY), an increase of 1.3 billion from FY 2017 ($1 billion for the State and
$264 million for SUNY). The actuarially-determined cost is calculated using the Frozen Entry Age
actuarial cost method, allocating costs on a level percentage of earnings basis. The actuarially
determined cost was $3.6 billion ($2.7 billion for the State and $878 million for SUNY) greater than
the PAYGO required cash payments for retiree costs made by the State in FY 2018. This difference
between the State’s PAYGO costs, and the actuarially determined ARC under GASB Statement 45,
reduced the State’s net position at the end of FY 2018 by $3.6 billion.

GASB has no authority to 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 Financial Plan. The State
continues to fund these costs, along with all other employee health care expenses, on a PAYGO
basis, meaning the State pays these costs as they become due.

There is no provision in the 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. However, it is not
expected that the State will alter its current PAYGO funding practice.

The FY 2018 Enacted Budget included legislation creating a Retiree Health Benefit Trust Fund (the
“Trust Fund”) that authorizes the State to reserve money for the payment of health benefits of
retired employees and their dependents. Under the legislation, the State may deposit into the
Trust Fund, in any given fiscal year, up to 0.5 percent of total then-current unfunded actuarial
accrued OPEB liability. The Financial Plan does not include any deposits to the Trust Fund.

The provisions of GASB Statement 75 (Accounting and Financial Reporting for Postemployment
Benefits Other Than Pensions), which amends GASB Statement 45 and GASB Statement 57, is
expected to be incorporated into the State’s FY 2019 Basic Financial Statements. The FY 2019
Basic Financial Statements are expected to be issued in July 2019. The GASB Statements, as
amended by GASB Statement 75, alter the actuarial methods used to calculate OPEB liabilities,
standardizes asset smoothing and discount rates, and requires the unfunded net OPEB obligation
to be reported by the State in its Statement of Net Position. Reporting the unfunded OPEB liability
on the Statement of Net Position, rather than as a note to the Basic Financial Statements, is
expected to significantly increase the State’s total long-term liabilities and show the State in a
negative net position.

GASB Statement 75 is not expected to alter the Financial Plan cash PAYGO projections for health
insurance costs. DOB’s methodology for forecasting these costs over a multi-year period already
incorporates factors and considerations consistent with the new actuarial methods and calculations
required by the GASB Statement.
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Litigation

Litigation against the State may include, among other things, potential challenges to the
constitutionality of various actions. The State may also be affected by adverse decisions resulting
from 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.

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. Storms in recent years,
including Superstorm Sandy, Hurricane Irene, and Tropical Storm Lee, have demonstrated
vulnerabilities in the State’s infrastructure (including mass transit systems, power transmission and
distribution systems, and other critical lifelines) to extreme weather events including coastal
flooding caused by storm surges. Climate change risks, if they materialize, can adversely impact
the Financial Plan in current or future years. Significant long-term planning and investment by the
Federal government, State, municipalities, and public utilities are expected to be needed to adapt
existing infrastructure to climate change risks.

On October 8, 2018, the United Nations' Intergovernmental Panel on Climate Change (IPCC)
released a special report on the impacts of global warming. The report finds that human activity
has already caused approximately 1.0°C of warming and is continuing to increase average global
temperatures at 0.2°C per decade due to past and ongoing emissions. The IPCC states that global
warming is likely to reach 1.5°C of warming between 2030 and 2052 if temperatures continue to
increase at the current rate. This increase is expected to produce a range of adverse outcomes
(“reasons for concern”). For example, the IPCC rates global risks of extreme weather events and
coastal flooding as increasing from moderate ("detectable") today, to high ("severe and
widespread") at 1.5°C of warming. The risk of severe impacts increases further at higher
temperatures. Using current trends, climate change risks increasingly fall within the term of State
bonds, which may be issued with a term of up to 30 years under State statute.

Participants in financial markets are acknowledging climate change risks. In June 2017, an industry-
led Task Force on Climate-Related Financial Disclosure convened by the Financial Stability Board
(an international body which monitors the global financial system), published recommendations
stating that climate risk affects most market sectors and that climate-related risk should be publicly
disclosed to investors in annual financial filings.” In November 2017, Moody's Investors Service
issued guidance to state and local governments that climate change is forecast to heighten
exposure to economic losses, placing potential pressure on credit ratings. The Moody's report
identified rising sea levels and the effect on coastal infrastructure as the primary climate risks for

7 For further context to the June 2017 disclosure recommendations, the Financial Stability Board was asked by an
international coalition of G20 Finance Ministers and Central Bank Governors to address concerns that undisclosed
climate risk could destabilize global financial markets.
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the northeastern U.S., including New York State. These risks are heightened by population
concentration in coastal counties.

The State continues to recover from the damage sustained during three powerful storms that
crippled entire regions. In August 2011, Hurricane Irene disrupted power and caused extensive
flooding to various State counties. In September 2011, Tropical Storm Lee caused flooding in
additional 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, recovery, and future mitigation efforts
continue, 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 the State, MTA, and State localities may receive
approximately one-half of this amount for response, recovery, and mitigation costs. To date, a total
of $17 billion has been committed to repairing impacted homes and businesses, restoring
community services, and mitigating future storm risks across the State. There can be no assurance
that all anticipated Federal disaster aid described above will be provided to the State and its
affected entities over the coming years.

Cybersecurity

New York State government, like many other large public and private entities, relies on a large and
complex technology environment to conduct its operations. As a recipient and provider of
personal, private, or sensitive information, the State and its public corporations and municipalities
face multiple cyber threats including, but not limited to, hacking, viruses, malware and other attacks
on computer and other sensitive digital networks and systems. Entities or individuals may attempt
to gain unauthorized access to the State’s digital systems for the purposes of misappropriating
assets or information or causing operational disruption and damage. To mitigate the risk of
business operations impact and/or damage from cyber incidents or cyber-attacks, the State invests
in multiple forms of cybersecurity and operational controls. The State’s Chief Information Security
Office (CISO) within the State’s Office of Information Technology Services (ITS) maintains
comprehensive policies and standards, programs, and services relating to the security of State
government networks and geographic information systems', and annually assesses the
implementation of security policies and standards to ensure compliance through the Nationwide
Cyber Security Review. In addition, the CISO maintains the New York State Cyber Command
Center team and hotline, which provides a security operations center, digital forensics capabilities,
and related procedures for cyber incident reporting and response, distributes real-time advisories
and alerts, provides managed security services, and implements statewide information security
training and exercises for State and local government. While controls are routinely reviewed and
tested, no assurances can be given that such security and operational control measures will be
completely successful at guarding against cyber threats and attacks. The results of any such attack

'8 Statewide security policies can be found at: https://its.ny.gov/eiso/policies/security.
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could impact business operations and/or damage State digital networks and systems, and the costs
of remedying any such damage could be substantial.

The State has also adopted regulations designed to protect the financial services industry from
cyberattacks. Banks, insurance companies and other covered entities regulated by DFS are,
unless eligible for limited exemptions, required to: (a) maintain a cyber security program, (b) create
written cybersecurity policies and perform risk assessments, (¢) designate a CISO with
responsibility to oversee the cybersecurity program, (d) annually certify compliance with the
cybersecurity regulations, and (e) report to DFS cybersecurity events that have a reasonable
likelihood of materially harming any material part of the entity’s normal operation(s) or of which
notice is required to any government body, self-regulatory agency, or supervisory body.

Financial Condition of New York State Localities

The State’s localities rely in part on State aid to balance their budgets and meet their cash
requirements. As such, unanticipated financial need among localities can adversely affect the
State’s financial plan projections. 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 aid distressed local governments. The Restructuring Board
performs comprehensive reviews and provides grants and loans on the condition of implementing
recommended efficiency initiatives. For additional details on the Restructuring Board, please visit
www.frb.ny.gov.

Bond Market

Successful implementation of the Financial Plan is dependent on the State's ability to market
bonds. 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 be subject to prevailing market conditions, among other things. 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 generally, may affect the market for outstanding State-supported and State-
related debt. The TCJA adversely impacts the State and its public authorities by removing certain
refunding opportunities for Federal tax exempt financing, including advance refundings for debt
service savings when interest rates are favorable.
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Debt Reform Act Limit

The Debt Reform Act of 2000 (“Debt Reform Act”) restricts the issuance of State-supported debt
funding to capital purposes only, and limits the maximum term of bonds to 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 after April 1, 2000. DOB, as administrator of the Debt
Reform Act, determined that the State was in compliance with the statutory caps in the most recent
calculation period (FY 2018).

The statute requires that limitations on the amount of State-supported debt and debt service costs
be calculated by October 31 of each year and reported in the Mid-Year Financial Plan. If the actual
amount of new State-supported debt outstanding and debt service costs for the prior fiscal year
are below the caps at that time, State-supported debt may continue to be issued. However, if either
the debt outstanding or debt service caps are met or exceeded, the State would be precluded
from issuing new State-supported debt until the next annual cap calculation is made and debt is
found to be within the applicable limitations.

For FY 2018, the cumulative debt outstanding and debt service caps are 4 and 5 percent,
respectively. As shown in the following tables, actual levels of debt outstanding and debt service
costs continue to remain below the statutory caps. From April 1, 2000 through March 31, 2018, the
State has issued new debt resulting in $44.7 billion of debt outstanding applicable to the debt
reform cap. This is about $6.5 billion below the statutory debt outstanding limitation. In addition,
the debt service costs on this new debt totaled $4.5 billion in FY 2018, or roughly

$3.8 billion below the statutory debt service limitation.

DEBT OUTSTANDING CAP DEBT SERVICE CAP
(millions of dollars) (millions of dollars)

Dollar Percent Dollar Percent
Personal Income (CY 2017)' 1,281,082 All Funds Receipts (FY 2018) 165,470
Max. Allowable Debt Outstanding 51,243 4.00% Max. Allowable Debt Service 8,274 5.00%
Debt Outstanding Subject to Cap 44,744 3.49% Debt Service Subject to Cap 4,472 2.70%
Remaining Capacity 6,499 0.51% Remaining Capacity 3,802 2.30%
" Bureau of Economic Analysis (BEA).

The State uses personal income estimates published by the Federal government to calculate the
cap on debt outstanding, as required by statute. From January to October 2018, the State
experienced volatility in FY 2018 debt capacity because of changes in Federal personal income
estimates. The BEA increased its calendar year 2017 personal income estimate by $70 billion from
March to October 2018, resulting in a $2.8 billion increase in debt outstanding capacity. Notably,
this material fluctuation in statutory debt capacity occurred between the end of FY 2018, when
debt outstanding is measured, and the final compliance determination in October 2018. This
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volatility could compromise the State's ability to manage within its statutory debt cap, particularly
if the personal income estimate is revised downward unexpectedly by a similar amount.

The volatility in estimates has prompted DOB to reexamine how BEA calculates personal income,
in particular the apportionment of income among states. For Federal reporting purposes, BEA
reassigns income from the state where it was earned to the state in which a person resides, for
situations where a person lives and earns income in different states (the “residency adjustment”).
The BEA residency adjustment has the effect of understating New York State personal income
because income earned in New York by nonresidents regularly exceeds income earned in other
states by New York residents. The net residency adjustment