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Annual Information Statement
of the State of New York

Introduction

This Annual Information Statement (“AlS”) is dated May 4, 2005 and contains information only
through that date. This AIS constitutes the official disclosure information regarding the financial
condition of the State of New York (the “State”). This AIS, including the Exhibits attached hereto,
should be read in its entirety, together with any update or supplement issued during the fiscal year.

In this AIS, readers will find:

1. A section entitled the “Current Fiscal Year” that contains (a) extracts from the 2005-06
Enacted Budget Financial Plan prepared by the Division of the Budget (“DOB”), including
the State’s official Financial Plan projections and (b) a discussion of potential risks that may
affect the State’s Financial Plan during the current fiscal year under the heading “Special
Considerations.” The first part of the Enacted Budget Financial Plan summarizes the major
changes to the 2005-06 Executive Budget and the projected impact on operating results,
annual spending growth, and the magnitude of future potential budget gaps; the second part
provides detailed information on total receipts and disbursements projected in the State's
governmental funds in 2005-06.

2. Information on other subjects relevant to the State’s fiscal condition, including: (a) operating
results for the three prior fiscal years, (b) the State’s revised economic forecast and a profile
of the State economy, (c) debt and other financing activities, (d) governmental organization,
and (e) activities of public authorities and localities.

3. The status of significant litigation that has the potential to adversely affect the State’s
finances.

DOB is responsible for organizing and presenting the information that appears in this AIS on behalf
of the State. In preparing the AIS, DOB relies on information drawn from several sources, including the
Office of the State Comptroller (“OSC”), public authorities, and other sources believed to be reliable.
Information relating to matters described in the section entitled "Litigation™ is furnished by the State
Office of the Attorney General.

During the fiscal year, the Governor, the State Comptroller, State legislators, and others may issue
statements or reports that contain predictions, projections or other information relating to the State's
financial condition, including potential operating results for the current fiscal year and projected baseline
gaps for future fiscal years, that may vary materially from the information provided in this AIS. Investors
and other market participants should, however, refer to this AlS, as revised, updated, or supplemented, for
official information regarding the financial condition of the State.

The State plans to issue updates to this AIS on a quarterly basis and may issue supplements or other
disclosure notices as events warrant. The State intends to announce publicly whenever an update or a
supplement is issued. The State may choose to incorporate by reference all or a portion of this AIS in
Official Statements or related disclosure documents for State or State-supported debt issuance. Readers
may obtain informational copies of the AIS, updates, and supplements by contacting Mr. Louis Raffaele,
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Chief Budget Examiner, New York State Division of the Budget, State Capitol, Albany, NY 12224,
(518) 473-8705. The State has filed this AIS with the Central Post Office, Disclosure USA. The
Municipal Advisory Council of Texas (Texas MAC), has established this internet-based disclosure filing
system approved by the Securities and Exchange Commission to facilitate the transmission of disclosure-
related information to the Nationally Recognized Municipal Securities Information Repositories
(NRMSIRs). An official copy of this AIS may be obtained from the Division of the Budget, State
Capitol, Albany, NY 12224, Tel: (518) 473-8705 or from any NRMSIR. OSC expects to issue the Basic
Financial Statements for the 2004-05 fiscal year in July 2005. Copies may be obtained by contacting the
Office of the State Comptroller, 110 State Street, Albany, NY 12236 and will be available on its website
at www.osc.state.ny.us.

Usage Notice

The AIS has been supplied by the State to provide updated information about the financial condition
of the State in connection with financings of certain issuers, including public authorities of the State, that
may depend in whole or in part on State appropriations as sources of payment of their respective bonds,
notes or other obligations and for which the State has contractually obligated itself to provide such
information pursuant to an applicable continuing disclosure agreement (a “CDA”).

An informational copy of this AIS is available on the DOB website (www.budget.state.ny.us). The
availability of this AIS in electronic form at DOB’s website is being provided to you solely as a matter of
convenience to readers and does not create any implication that there have been no changes in the
financial condition of the State at any time subsequent to its release date. Maintenance of the AIS on this
website is not intended as a republication of the information therein on any date subsequent to its release
date.

Neither this AIS nor any portion thereof may be (i) included in a Preliminary Official
Statement, Official Statement, or other offering document, or incorporated by reference in an
Official Statement unless DOB has expressly consented thereto following a written request to the
State of New York, Division of the Budget, State Capitol, Albany, NY 12224 or (ii) considered to be
continuing disclosure in connection with any offering unless a CDA relating to the series of bonds
or notes has been executed by DOB. Any such use, or incorporation by reference, of this AIS or
any portion thereof in a Preliminary Official Statement, Official Statement, or other offering
document or continuing disclosure filing or incorporated by reference in any Official Statement or
other offering document or continuing disclosure filing without such consent and agreement by
DOB is unauthorized and the State expressly disclaims any responsibility with respect to the
inclusion, intended use, and updating of this AIS if so misused.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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Current Fiscal Year

The State’s current fiscal year began on April 1, 2005 and ends on March 31, 2006. On March 8,
2005, the State Legislature enacted appropriations for all State-supported, contingent contractual, and
certain other debt service obligations for the entire 2005-06 fiscal year. On March 31, 2005, the
Legislature completed action on the remaining appropriations and accompanying legislation constituting
the budget for the 2005-06 fiscal year. Subsequently, on April 12, 2005, the Legislature enacted certain
amendments to the 2005-06 Enacted Budget. The 2005-06 Enacted Budget Financial Plan, extracts of
which are set forth below, was prepared by the DOB and reflects the actions of the Legislature and
Governor through April 12, 2005.

The 2005-06 Enacted Budget Financial Plan contains estimates and projections of future results that
should not be construed as statements of fact. These estimates and projections are based upon various
assumptions that may be affected by numerous factors, including future economic conditions in the State
and nation, Federal law changes, and adverse judgments against the State. There can be no assurance
that actual results will not differ materially and adversely from the estimates and projections contained in
the 2005-06 Enacted Budget Financial Plan set forth herein.

2005-06 Enacted Budget Financial Plan

The Legislature completed action on the Executive Budget appropriation and Article VI bills for the
2005-06 fiscal year by March 31, 2005 (passing the debt service appropriation bill on March 8 and the
remaining bills by the end of the month). On April 12, 2005, several amendments (“chapter
amendments™) to the 2005-06 budget were enacted that authorized, among other things, funding for the
Temporary Assistance for Needy Families program (TANF), the Environmental Protection Fund (EPF),
and the Help America Vote Act. The State's official Enacted Budget Financial Plan projections set forth
here are based on the budget bills and chapter amendments enacted through April 12, 2005.

The Executive Budget for 2005-06 presented a balanced General Fund Financial Plan that eliminated
a projected budget gap of $4.2 billion. The Enacted Budget Financial Plan for 2005-06 is also balanced,
the result of both new resources and the approval of roughly $3.3 billion of the $4.1 billion in Executive
Budget gap-closing recommendations. Reserves have been increased to $1.5 billion.

The following table summarizes the net additions to the Executive Budget, the net available
resources to finance them, and the impact on the State's General Fund operating forecast.

General Fund Status
(millions of dollars)

2005-06 2006-07 2007-08
Executive Budget 30-Day Budget Gaps 0 (2,544) (2,541)
Net Available Resources (including reserves) 1,388 1,544 1,753
Net Additions (1,388) (2,167) (3,338)

Enacted Budget Budget Gaps (3,167) (4,126)

As the table indicates, since the Executive Budget, $1.4 billion in new resources have been identified
to finance $1.4 billion in net additions. The budget gaps total $3.2 billion in 2006-07, an increase of $623
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million from the Executive Budget, and $4.1 billion in 2007-08, an increase of $1.6 billion. Detailed
information on these changes is provided later.

In summary, the Enacted Budget authorized approximately $1.8 billion of the $2.8 billion in
spending restraint proposed with the Executive Budget, including (a) roughly one-half of the $1.1 billion
in proposed Medicaid provider and recipient cost containment and all $800 million in savings from
financing certain Medicaid spending outside of the General Fund, (b) debt management initiatives to help
reduce the growth in debt service costs ($150 million), and (c) mental hygiene savings ($250 million).
Revenue actions net of tax cuts total $605 million, or $72 million above the $533 million proposed with
the Executive Budget. Finally, $889 million in one-time actions are authorized in the budget, an increase
of $33 million above the Executive proposal.

The Enacted Budget provides an $850 million school year increase in school aid, $324 million above
the level recommended in the Executive Budget. The school aid program includes a new "sound basic
education” (SBE) aid program, financed with Video Lottery Terminal (VLT) revenues, that will distribute
aid through a formula that benefits high-need districts. The SBE program is part of the State's efforts to
comply with a State Court of Appeals' ruling that found the school finance system failed to provide
students in New York City with an adequate education in violation of the State Constitution.! The
compliance plan also includes traditional school aid and Federal aid.

The Enacted Budget includes funding, consistent with the Executive Budget, to permit the State to
pay for the local share of Medicaid costs in excess of 2005 spending levels plus 3.5 percent ($121
million), to accelerate the full State takeover of the Family Health Plus (FHP) program ($25 million), and
to provide enhanced aid for local governments ($61 million).

The Enacted Budget Financial Plan projects General Fund spending, including transfers to other
funds, will total $46.2 billion, an increase of $2.1 billion (4.7 percent) from 2004-05. State Funds
spending, which includes spending financed from other State revenue sources as well as the General
Fund, is projected at $70.3 billion, an annual increase of $4.9 billion (7.4 percent). All Governmental
Funds spending (hereafter "All Funds"), which includes Federal grants, is estimated to increase by $4.4
billion (4.3 percent) for a total of $106.5 billion.

Size of the Budget
(millions of dollars)

General State All
Fund Funds Funds
2004-05 Preliminary Adjusted Actuals* 65,404 102,101
2005-06 30-Day Estimate 45,070 69,057 105,162
Net Spending Additions 1,536 1,746 2,313
Net Spending Reductions/Reestimates (399) (530) (972)
2005-06 Enacted Budget Estimate 46,207 70,273 106,503
Annual $ Change 2,080 4,869 4,402
Annual % Change 4.7% 7.4% 4.3%
Increase Above Executive Budget 1,137 1,216 1,341

Note: To provide a comparable basis for calculating annual change, the 2004-05 preliminary results have
been increased to reflect the inclusion of all HCRA funded programs on-budget and additional Mediciaid
spending to comply with Federal policy changes related to certain county shares adjustments---consistent
with the 2005-06 budget projections. The 2004-05 adjustment for HCRA is $925 million in State Funds and
All Funds; the Medicaid county shares adjustment is $508 million in the General Fund, State Funds, and All
Funds.

1. See the section entitled "Litigation™ in this AIS for more information.
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The 2005-06 Financial Plan includes a fiscal stability reserve of $601 million. The State's general
reserves are projected to total $1.5 billion in 2005-06, equivalent to roughly 3.2 percent of General Fund
spending. As in any fiscal year, the Enacted Budget Financial Plan is subject to a variety of risks and
uncertainties that could cause actual results to differ materially from current projections. For example,
the State is involved in litigation challenging the use of proceeds from the conversion of Empire Blue
Cross/Blue Shield? from a not-for-profit corporation to a for-profit corporation. The State is counting on
$2.2 billion in conversion proceeds from Empire and other sources to finance the Health Care Reform Act
(HCRA) programs in 2005-06. In order to insure General Fund balance, the Enacted Budget provides that
no spending for certain HCRA programs may occur after June 30, 2005 unless conversion proceeds
become available. The Financial Plan assumes that this issue will be resolved to allow full year spending
for all HCRA programs. Other risks inherent in the current projections include the performance of the
State and national economies, adverse judgments against the State, and changes in the level of Federal
aid.

Summary of Annual Disbursement Growth

DOB projects General Fund disbursements will total $46.2 billion in 2005-06, an increase of $2.1
billion (4.7 percent) over 2004-05 actual results. State Funds and All Funds disbursements are projected
to reach $70.3 billion and $106.5 billion in 2005-06, an increase of $4.9 billion (7.4 percent) and $4.4
billion (4.3 percent) over the prior year.

The largest All Funds spending increases are for Medicaid ($1.7 billion), school aid ($953 million),
and higher education ($832 million), as summarized in the following table.

Summary of Annual Disbursements Growth
(millions of dollars)

General State All
Fund Funds Funds
2004-05 30-Day Estimate 43,920 65,458 102,615
Closeout Changes 207 (54) (514)
2004-05 Preliminary Adjusted Actuals 65,404 102,101
Medicaid (15) 1,641 1,729
School Aid 864 780 953
Other Education 178 194 316
Higher Education 222 824 832
Fringe Benefits (includes pensions & health insurance) 396 424 456
Transportation (5) 563 517
Welfare/Children & Family Services 52 109 288
Environmental Conservation 5 221 216
STAR 0] 163 163
World Trade Center 0 0 (1,194)
All Other 383 (50) 126
2005-06 Enacted Budget Estimate 46,207 70,273 106,503
Annual $ Change 2,080 4,869 4,402
Annual % Change 4.7% 7.4% 4.3%

All Funds Medicaid spending in 2005-06 is projected to increase by $1.7 billion over the prior year
primarily due to the increasing cost of providing health care services, as well as the rising number of
recipients and corresponding increases in medical service utilization. These trends account for over half
of the annual growth. DOB's estimate is based on current experience in the State’s Medicaid program and

2. Referred to as "Empire" elsewhere in this AlS.
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the Congressional Budget Office’s national projections. In addition, the expiration in June 2004 of a
temporary 2.95 percent Federal share increase will result in $109 million in higher State share spending in
2005-06. The remaining sources of growth include the continued phase-in of the State takeover of local
government FHP costs ($60 million in 2004-05 growing to $252 million in 2005-06), the commencement
of the State takeover of all local Medicaid costs in excess of 2005 spending levels plus 3.5 percent ($121
million) and various other changes, including the discontinuation of certain county shares adjustments.

School aid spending in State fiscal year 2005-06 is projected to total $18.5 billion on an All Funds
basis, an increase of $953 million above fiscal year 2004-05. The increase primarily reflects the balance
of aid payable for the 2004-05 school year ($248 million), the fiscal year costs of the 2005-06 school year
increase ($593 million), and higher Federal spending ($173 million). A decrease in capital projects
spending partially offsets the annual growth ($39 million).

Other education aid, including special education services and other targeted programs, is projected at
$2.6 billion, an increase of $316 million from 2004-05. The annual growth consists of higher Federal
funding under the Individuals with Disabilities Education Act program ($93 million), costs related to
enrollment growth in the Preschool Special Education Program ($73 million), and funding for
legislatively-directed education spending originally planned for 2004-05 but now expected to occur in
2005-06 (net change of $120 million over the two years).

All Funds spending for higher education is projected at $7.6 billion, an increase of $832 million over
2004-05 primarily due to higher salaries, inflationary increases, and program growth at the State
University of New York (SUNY), the City University of New York (CUNY), and Higher Education
Services Corporation (HESC) ($371 million), as well as higher capital spending for the public universities
($461 million).

Spending for General State Charges in 2005-06 is expected to total $4.8 billion on an All Funds
basis, an annual increase of $456 million. Higher costs for pensions ($262 million) and health insurance
to State employees and retirees ($189 million) are responsible for most of the increase.

All Funds spending for transportation is estimated at $5.7 billion in 2005-06, an increase of $517
million over 2004-05. Growth in capital spending financed from the Dedicated Highway and Bridge
Trust Fund and a proposed "Rebuild and Renew New York" General Obligation Bond Act, as well as
higher operating support for the Metropolitan Transportation Authority (MTA) and other transit systems,
account for the annual change. The Bond Act is subject to the approval of the voters in November 2005.

Federal aid to New York City in 2004-05 for the creation of a captive insurance company to address
claims related to recovery efforts at the World Trade Center will not recur in 2005-06 ($1.2 billion)®. The
aid "passes through” the State's All Funds Financial Plan and is counted as spending.

Annual growth in welfare, children and family services, environmental conservation, and the School
Tax Relief (STAR) program contribute to the remaining increases in spending from 2004-05.

EXECUTIVE BUDGET VS. ENACTED BUDGET GAP-CLOSING ACTIONS

The Enacted Budget included nearly eighty percent of the $4.2 billion in gap-closing actions
proposed in the 2005-06 Executive Budget. The Legislature also increased spending for several
programs, including school aid. The additional costs were financed with additional resources identified
since the time of the Executive Budget. The following table compares the gap-closing actions approved
in the Enacted Budget against those proposed with the Executive Budget.

3. Includes $1 billion for captive insurance and $200 million in other Federal aid.
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Executive vs. Enacted General Fund Gap-Closing Actions
(millions of dollars)

Executive Enacted
TOTAL BUDGET ACTIONS 4,152 3,278
Spending Cuts 1,820 844 (976)
Medicaid: 1,103 546 557
Family Health Plus Cost Containment 227 74 (153)
Health Care Provider Assessments 234 146 (88)
Nursing Home Cost Containment 182 1 (181)
Hospital Cost Containment 201 75 (126)
Pharmacy Cost Containment 80 65 (15)
Restructure dental/other optional benefits 66 0 (66)
Reestimates 0 105 105
All Other 113 80 (33)
Debt Management 150 150 0
Restructure TAP/Enhanced Loan Program 135 5 (130)
SUNY/CUNY 137 0 (137)
All Other 295 143 (152)
Recommended Spending Initiatives (313) (284) 29
Cap Local MA Costs (State Costs/Local Savings) (121) (121) 0
Local MA relief (grant payment/FHP Takeover Acceleration) (45) (25) 20
Aid and Incentives for Municipalities (55) (61) (6)
All Other Adds 92) @7 15
Offsets/Fund Shifts/Federal 1,256 1,224 (32)
Medicaid 795 795 [¢]
Mental Hygiene (PIA/Federal Initiatives) 196 196 0
Transportation/Motor Vehicles 163 163 0
All Other Offsets/Fund Shifts/Federal Actions 102 70 (32)
Revenue Actions 779 605 (174)
Two Week Clothing Exemption at $250 (Local Share) 456 476 20
Power Authority PILOT Payments 75 75 (0]
Corporation Franchise Taxes 51 51 0
Close "Thrift" Loophole on REIT 50 0 (50)
Eliminate Quick Draw Restrictions 39 0 (39)
Increase Wine Tax 38 0 (38)
All Other Revenue 70 3 (67)
Tax Cuts (246) 0 246
PIT Top Tax Rate Decrease (190) 0 190
Corp Franchise Tax Cuts (SPUR) (30) 0 30
STAR Plus 12) 0 12
All Other Tax Cuts (14) 0 14
Nonrecurring Resources 856 889 33
Pensions 321 152 (169)
Use 2004-05 Surplus 170 170 0
TANF 61 61 0
Asset Sales 54 54 [¢]
Mortgage Insurance Fund (Excess Balances) 50 50 (0]
Federal Medicaid for Non-Citizens 42 42 0
Abandoned Property 0 90 90
Fund Balances (0] 112 112
All Other One-Timers 158 158 0

Note on abbreviations used in table: "MA" means Medicaid; "PIA" means the Patient Income Account; "REIT" means real estate
investment tax; "PIT" means personal income tax; "STAR" means the School Property Tax Relief program; and "TANF means
the Temporary Assistance for Needy Families Program.
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GENERAL FUND -- NET AVAILABLE RESOURCES ABOVE
THE EXECUTIVE BUDGET

DOB estimates that $1.4 billion in new resources above the Executive Budget forecast have become
available for 2005-06, including $1.1 billion from projected higher tax collections in 2004-05 and 2005-
06 (approximately $600 million has already been received through the end of the 2004-05 fiscal year), as
summarized below.

a O et Available Reso e Above e O-Da ate
O O ao a

2005-06 2006-07 2007-08
Recurring Resources 1,215 1,243 1,453
Additional Revenues 1,061 1,105 1,305
Welfare Caseload Recast 115 115 115
All Other Spending Cuts/Reestimates 39 23 33
Nonrecurring Resources 173 301 300
Fund Balances 112 0 [0}
Abandoned Property 90 0 [0}
(Increase)/Use of Fiscal Stability Reserve (29) 301 300
Net Available Resources 1,388 1,544 1,753

Additional Revenues: The Executive and Legislature reached consensus on the 2004-05 and 2005-
06 revenue forecast on March 1, 2005. The consensus agreement projected higher revenues of $350
million in 2004-05 and $250 million in 2005-06 compared to the 30-day forecast. In addition, DOB now
projects that annual revenues for 2004-05 and 2005-06 will exceed the consensus forecast by $461
million, based on the latest collections information, bringing the total revisions to $1.1 billion.

Welfare Caseload Recast: Welfare caseload projections have been revised downward based on
recent trends. In 2004-05, the total caseload is now expected to average 627,000 recipients, a decrease of
5,000 from the Executive Budget forecast. In 2005-06, it is projected at 620,000, a decrease of 29,000
recipients from the Executive forecast. The lower caseload levels are projected to reduce costs from
previous estimates by $115 million annually.

All Other Spending Cuts/Reestimates: Funding has been reduced or eliminated in the Enacted
Budget for, among other things, the operating budgets of several agencies and shared-service grants to
local governments.

Fund Balances: Legislation was enacted to sweep $112 million in additional balances to the
General Fund. Significant balances will be transferred from a Higher Education Services Corporation
sole custody account ($51 million) and various special revenue funds ($57 million). The balances are
summarized in more detail in the section entitled "Nonrecurring Resources" later in this Report.

Abandoned Property: The State Comptroller has indicated that an additional $90 million in
abandoned property resources will be available in 2005-06.

Fiscal Stability Reserve: The 2005-06 budget includes a fiscal stability reserve of $601 million. It
is currently projected that this reserve will guard against risks in 2005-06 and be used in equal
installments to help close the outyear budget gaps.

GENERAL FUND -- NET ADDITIONS ABOVE THE EXECUTIVE BUDGET

DOB estimates that additions to the 2005-06 Executive Budget total $1.4 billion, and grow to $2.2
billion in 2006-07 and $3.3 billion in 2007-08. In contrast to the new resources included in the Enacted
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Budget, which remain relatively flat after 2005-06, the additions, especially for Medicaid, higher
education, and tax cuts, grow substantially. The following table summarizes DOB’s estimate of the

additions to the Executive Budget.

a a Add

2005-06 2006-07 2007-08
Health 557 1,184 1,453
Education 292 370 370
Higher Education 267 431 510
General Government/Local Assistance 170 (116) (45)
Human Services/Labor 61 73 81
Agriculture/Environmental Conservation/Housing 37 58 59
Public Protection 45 48 49
Mental Hygiene 12 12 12
Economic Development 8 10 (13)
Transportation 5 9 44
General Conference (66) 88 818
-- Member Item Funding (0} 100 100
-- Reject Autospeed Enforcement 15 33 33
-- Net Tax/Revenue Changes (81) (45) 685
Net Additions 1,388 2,167 3,338

DETAILED SUMMARY OF LEGISLATIVE GENERAL FUND ADDITIONS BY

CONFERENCE SUB COMMITTEE

This section provides more information on the specific additions approved by the Legislature, as

compared to the Executive Budget Financial Plan.

conference subcommittee responsible for recommending the additions.

Health and Medicaid

Health and Medicaid

Recipient Actions
Modified FHP Cost Containment/Copay
No Adult Dental/Other Practioner Benefit Changes
No LTC Loophole Closures

Hospital Actions
Partially Restore Hospital Assessment
No Hospital Inpatient Detox Rate Reduction
Trend Factor Rate Increase
All Other Hospital Cost Containment

Nursing Home Actions
No Regional Pricing Methodology
No Revisions to Medicaid Case Mix Calculation
Trend Factor Rate Increase
Supplemental Qualitly Improvement Demo
Nursing Home Assessment at 6 percent for 2 years only

Pharmacy Actions
Modify Preferred Drug Program
Prior Authorization Program
Savings Associated with 340-B Medicare/pharmacy rebates

All Other Medicaid Changes

No Local Takeover Transition Aid

HCRA Tobacco Guarantee Payment
Denied GPHW Funding Structure Change
Add Funding for Public Health Initiatives
Add Funding for Aging

The information is organized by the legislative

Costs/(Savings) vs. Executive Budget

2005-06 2006-07 2007-08
557 1,184 1,453
246 472 495
153 246 258

66 123 123
27 103 114
214 335 405
88 142 212
45 73 73
41 74 74
40 46 46
i81 232 490
68 90 90
58 77 77
49 65 65
6 (0] (0]
0 o) 258
as) 9 15
8 28 31
7 14 17
(30) (33) (33)
(73) (44) (44)
(20) (10) )
(0] 119 (0]
10 22 34
12 47 56
2 2 2
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The Enacted Budget authorized more than $500 million of the $1.1 billion in Medicaid cost
containment actions advanced in the Executive Budget and all $800 million in proposals to finance
certain Medicaid costs outside the General Fund. It also extended cost containment approved in prior
years which was already assumed in the Executive Budget projections. In addition to continuing prior
year cost containment, the most significant actions incorporated in the Enacted Budget include:

o A preferred drug program, similar to programs underway in 37 other states, that will require prior
authorization for certain drugs for which no price concession has been provided. In addition, the
program will enhance patient safeguards and reduce inappropriate utilization of drugs, while allowing
the physician the final determination of what drug is prescribed.

¢ Modifications to the FHP benefit package that align vision benefits with the State employee package
and increase co-payments for certain services, including primary care, dental care and pharmacy
services.

e A temporary increase in the reimbursable assessment on nursing home revenues to 6.0 percent from
5.0 percent in 2005-06 and 2006-07.

o Nearly all the proposals that would finance certain Medicaid spending from HCRA instead of the
General Fund, with no impact on services.

o A reestimate of savings related to certain actions, including estimated lower pricing for certain drugs
covered under the 340-B drug discount program, collection of “past due” pharmacy rebates from
manufacturers, anti-fraud initiatives, and enrollment of Supplemental Security Income (SSI) eligible
individuals in managed care.

The Enacted Budget did not incorporate some of the cost containment proposals that would have
further restrained growth in Medicaid spending, including:

o Closing certain long-term care eligibility loopholes, further reductions to the FHP benefit package,
and elimination of coverage for adult dental care and other services, including private duty nursing,
audiology, podiatry, and clinical psychology.

o Hospital cost containment initiatives including a proposed reduction to the reimbursement rate for
inpatient detoxification services, and the elimination of the inflationary rate adjustments; and a 0.35
percent assessment on hospital revenues instead of the 0.7 percent assessment proposed in the
Executive Budget.

o Nursing home cost containment including revisions to the regional reimbursement methodology and
the Medicaid-only case-mix calculation, and the elimination of the inflationary rate adjustment.

While the Enacted Budget approved the Governor's plan to cap local Medicaid costs and accelerate
the State takeover of FHP local costs in all counties outside of New York City, it did not authorize
proposed direct local aid to offset Medicaid costs in the current year. It also added funding to maintain
the General Public Health Works program under current reimbursement rules, and to support various
public health and aging initiatives.

Finally, as noted earlier, the Enacted Budget did not address ongoing litigation challenging the use of
proceeds from the conversion of Empire Blue Cross/Blue Shield from a not-for-profit corporation to a
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for-profit corporation that may result in a loss of $1.8 billion in resources in both the General Fund and
HCRA in 2005-06. Pursuant to court order the State Comptroller is currently holding all proceeds in
escrow until a judgment is rendered. HCRA is counting on a total of $2.2 billion in Empire proceeds
through June 30, 2007, the availability of which depends on successful resolution of the litigation and
release of the moneys currently held in escrow. The Enacted Budget includes authorization that would
halt nearly all spending for programs financed by HCRA effective July 1, 2005 until such Empire
proceeds are received. Furthermore, the Enacted Budget did not authorize any additional insurance
conversions.” The current HCRA plan assumes the availability of a total of $1.2 billion in additional
insurance conversion proceeds through June 30, 2007. The current forecast assumes successful resolution
of these issues and projects full year spending for all HCRA programs.

Education
Costs/(Savings) vs. Executive Budget

2005-06 2006-07 2007-08
Education 292 370 370
School Aid (above Executive Budget) 221 354 354
School Aid Database Update 30 0 0
Legislative Directed Initiatives 27 0 0
Funding for Other SED Programs 14 16 16

The Enacted Budget authorized an $850 million increase in school aid on a school year basis, $324
million above the Executive Budget school year recommendation ($221 million on a State fiscal year
basis). The budget provided funding for both Flex Aid and the SBE program (funded with VLT
revenues) at the level recommended in the Executive Budget, as well as funding for BOCES, private
excess cost aid, and categorical programs.

In addition, the Budget included funding for additional 2004-05 school year costs payable in the
2005-06 fiscal year associated with the February 15, 2005 database update, legislatively-directed
education-related programs ($27 million), and increased funding for State Education Department (SED)
programs including public libraries, public broadcasting, and agency operations that was not
recommended in the Executive Budget.

Higher Education

Costs/(Savings) vs. Executive Budget

2005-06 2006-07 2007-08
Higher Education 267 431 510
No TAP Reform Initiatives 130 265 338
Increased Funding for SUNY/CUNY Operating Aid 83 92 92
Increased Funding for Community College Base Aid 20 26 26
Increased Funding for HEOP/EOP/SEEK/CD 19 27 27
Increased Funding for NYSTAR Programs 4 4 4
Funding for New Loan Forgiveness Programs 3 3 3
Debt Service for New SUNY/CUNY Capital Bonding 4 12 23
Reduced Higher Education Capital Matching Grant Program (1) 4) (10)
All Other 5 6 7

The Enacted Budget provides a $115 per full-time student increase in SUNY and CUNY community
college base aid, bringing total aid to $2,350 a year. In addition, $3 million is added to fund new student
loan forgiveness programs for nursing faculty and social workers.

4. Conversion of other non-profit insurers to for-profit companies.
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It also added spending in several programs above Executive Budget levels, including supplemental
financial aid provided through the Higher Education Opportunity Program, Educational Opportunity
Program, Search for Education, Elevation and Knowledge, and College Discovery programs, as well as
for the Office of New York Science, Technology and Academic Research for the CAT Development,
Faculty Development, and Watson Investigator programs.

An additional $810 million is provided for new capital appropriations of $550 million for SUNY and
$260 million for CUNY. When coupled with the $323 million increase provided in the Executive
Budget, new capital appropriations for SUNY and CUNY will total over $1.1 billion. In addition, the
budget reflects a reduction in bonding authorization and spending recommendations for the Higher
Education Facilities Capital Matching Grants program from $250 million for public and private colleges
to $150 million for private colleges only.

The Enacted Budget did not authorize either a tuition increase for SUNY and CUNY or reforms to
the Tuition Assistance Program (TAP) that would have deferred one-half of the awards for first-time
recipients to encourage timely graduation strengthened academic standards and eligibility criteria.

General Government/Local Assistance

Costs/(Savings) vs. Executive Budget

2005-06 2006-07 2007-08
General Government/Local Assistance 170 (116) (45)
No Pension Reform Proposal/Permit Amortization 169 (87) (16)
Amortize Judiciary Pension Contribution (15) 2 2

No Court of Claims Interest Savings 7
Reduce Performance-Based Unrestricted Aid 0
Add Funding for Unrestricted Aid 8
Add Funding for Department of State 6 6 6
Add Funding for OGS Green Power 4
Add Funding for OSC School District Audits 1
Judiciary Lump Sum Cut (10) (10) (10)

In the areas of pensions and local aid, the Executive Budget advanced several reforms that were not
approved in the Enacted Budget, including:

e Calculating the interest rate paid by the State for Court of Claims judgments at current market rates,
rather than the current fixed rate of 9.0 percent.

o Requiring the State Comptroller to delay discretionary actuarial revisions to pension estimates, and
implement such changes only after independent review and public comment. Instead the Legislature
permitted the State to defer its 2005-06 pension contribution in excess of 9.5 percent of payroll
(compared to a 7.0 percent contribution rate from the Executive's proposal), and pay such costs with
interest over a ten year period.

In addition, the Enacted Budget limited performance-based increases in unrestricted aid to one year
(lowering costs by $49 million in the outyears) and cut funding for the Judiciary ($10 million).
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Human Services and Labor

Costs/(Savings) vs. Executive Budget

2005-06 2006-07 2007-08
Human Services/Labor 61 73 81
No Full Family Sanctions 9 26 26
No Work Participation Rate Penalities 4 25 25
No Strengthening Families Through Stronger Fathers @) (20) (25)
Increased Spending of TANF Funds 30 0 0
Increase State Supplement for SSI Recipients 4 20 34
Add Funding for Labor 11 11 11
Add Funding for Children & Family Services 8 8 6
All Other 2 3 4

The Enacted Budget added funding for the following items:

An additional $30 million of TANF funding by accelerating TANF resources planned for use in
future years in order to fund legislative initiatives, thereby reducing the amount available for the
Earned Income Tax Credit program.

An increase to the State supplement for SSI recipients in adult care facilities. Cost projections
assume that required technical amendments to legislation relating to SSI recipients in such facilities
will be made prior to implementation.

Department of Labor programs for displaced homemakers, dislocated worker assistance, on the job
training, workforce development institutes, and other programs.

Office of Children and Family Services (OCFS) programs for day care center workers, delinquency
prevention, foster care providers, runaway and homeless youth, child advocacy centers, family
preservation centers, domestic violence training, and maternity and early childhood services.

The Executive Budget recommended several reform proposals, none of which were enacted,

including:

Imposing full family sanctions and fiscal penalties on districts that fail to meet Family Assistance and
Safety Net work participation rates.

Funding for a new "Strengthening Families Through Stronger Fathers” program that would have
assisted unemployed and under-employed non-custodial parents in obtaining and retaining
employment.

Mergers involving the Workers' Compensation Board, the Public Employment Relations Board/State
Employment Relations Board, and the Vocational and Educational Services for Individuals with
Disabilities Program with the Department of Labor.
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Agriculture/Environmental Conservation/Housing

Costs/(Savings) vs. Executive Budget

2005-06 2006-07 2007-08
Agriculture/Environmental Conservation/Housing 37 58 59
No DEC Hard-Dollar Capital Shift to EPF 0 10 10
No Sweep from SPIF to General Fund 0 10 10
Restore/Add Funding for Agriculture & Markets 11 11 11
Restore/Add Funding for Environmental Conservation 8 8 8
Reduce All Terrain Vehicle Fee Increase 6 8 8
Add for Neighborhood Preservation Program 5 5 5
Add for Rural Preservation Program 2 2 2
Add for Parks Programs 5 2 2
Debt Service for New Housing Capital Bonding 0 2 3

The Enacted Budget contained the following:

e Financing $10 million in Environmental Conservation capital spending from the General Fund rather
than the EPF in 2005-06 only.

e Adding funding for various programs in the Department of Agriculture and Markets including grants
to Cornell University and other entities, and rejecting Article VII proposals related to inspections for
pet dealers and food safety.

e Adding funding for Environmental Conservation programs including Jamaica Bay and Whitney Point
water quality projects, and a new Invasive Species Eradication program.

¢ Reducing the proposed All Terrain Vehicle registration fee from $45 to $25.

e Adding spending in Housing for the Neighborhood Preservation Program, the Rural Preservation
Program, and in Parks for the Historic and Independence Trails.

e Authorizing for one year a planned transfer from the State Park Infrastructure Fund (SPIF) to the
General Fund.

The Enacted Budged added capital spending of $10 million for the Affordable Housing Corporation,
$10 million for the Housing Trust Fund, and $5 million for other housing programs that is expected to add
$2 million in annual debt service costs beginning in 2006-07.

Public Protection

Costs/(Savings) vs. Executive Budget

2005-06 2006-07 2007-08
Public Protection 45 48 49
No Correctional Facilities Closures 22 25 26
Funding for Westchester Policing Program 3 3 3
Increased Parole Field Staff 2 3 3
Increased Funding for State Police 2 2 2
Funding for Attorney General/Department of Law 9 9 9
General Fund Support to Replace Federal Byrne Grant 3 3 3
All Other 4 3 3
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The Enacted Budget added funding for the following:

e Continued operation of correctional facilities at Camp Pharsalia, Camp McGregor, Fulton Work
Release Facility, Groveland Annex, and Greene and Watertown Special Housing Units, all of which
were slated to be closed under the Executive Budget because of underutilization.

e Westchester County for policing of the Parkways.

o Parole field staff that the Executive Budget recommended reducing due to a decline in the parolee
population.

e 16 State Police troopers assigned to security at the Empire State Plaza and Capitol, and denial of the
Executive proposal to establish a new aggregate weight standard for laboratory analysis of illegal
drug evidence.

e General Fund support to offset a reduction in Federal Byrne Grant Funding for anti-drug, anti-
violence, crime control, prevention and treatment programs; and in the Department of Law for
personal service costs, a document management and anti-crime and anti-fraud initiative.

The Enacted Budget did not include the proposed merger of the Division of Probation and
Correctional Alternatives into the Division of Criminal Justice Services.

Mental Hygiene

Costs/(Savings) vs. Executive Budget
2005-06 2006-07 2007-08
Mental Hygiene 12 12 12
OMH Local Restorations and Program Adds 6 6 6
OASAS Local Restorations and Program Adds 5 5 5
OMRDD Program Adds 1 1 1

The Enacted Budget authorized the use of $196 million in additional patient income account
revenues resulting from enhanced trend factors, Medicaid rate adjustments, additional revenue for
inpatient billings, and Medicare cost settlements, as proposed in the Executive Budget. It also approved
the closure of the Middletown Psychiatric Center on April 1, 2006, the merger of the Office of Advocate
for Persons with Disabilities and Commission on Quality of Care for the Mentally Disabled to strengthen
advocacy for all persons with disabilities and the transfer of the State's Compulsive Gambling program
from the Office of Mental Health (OMH) to and the Office of Alcoholism and Substance Abuse Services
(OASAS).

The Enacted Budget restored partial funding for certain local services cuts in OMH and OASAS, and
added funding for programs in all three mental hygiene agencies. In OMH, additions included partial
restoration of funding for adult and children consumer oriented services and the alternative rate
methodology, funding for Nathan Kline Institute research positions and rate increases for children's day
treatment programs and other legislative member initiatives. OASAS additions included partial
restoration of funding for statewide community treatment and chemical dependence prevention in NYC
schools and other legislative member initiatives.
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Economic Development

Costs/(Savings) vs. Executive Budget
2005-06 2006-07 2007-08
Economic Development 8 10 (13)
No Funding for NY Sports/Convention Center 0 0 (23)
Add Funding for Economic Development Programs 8 10 10

The Enacted Budget revised the Empire Zones program to add twelve new zones, modify zone
boundary requirements and enhance zone benefits in distressed areas. It also added funding for various
Economic Development programs including the Metropolitan Development Association Essential New
York initiative, and American-Axle Tonawanda Forge.

In addition, the Budget included a $90 million Capital Projects Fund appropriation that was
originally proposed in the Executive Budget for Operation Strategic Partnership for Upstate Resurgence,
as well as a $250 million capital appropriation for Technology and Development Program. Funds can be
used to advance high technology and emerging technology projects, as well as projects that enhance the
competitiveness of traditional industries. A newly created New York State Foundation for Science,
Technology and Innovation will administer programs that could be supported from these sources.

The Enacted Budget did not authorize $300 million for the New York Sports and Convention Center
proposed with the Executive Budget, resulting in lower debt service costs beginning in 2007-08.

Transportation

Costs/(Savings) vs. Executive Budget

2005-06 2006-07 2007-08
Transportation 5 9 44
Debt Service for New Transportation Bond Act (0] 9 30
Hold Sales Tax to MTOA Harmless (0] (o} 14
Add Funding for High Speed Rail Study 5 (0] [0}

Both the State's five-year transportation and transit plans are being renewed in 2005. The new plan
authorizes $35.8 billion in total commitments over five years to be divided equally between MTA and the
Department of Transportation (DOT) programs ($17.9 billion each) and proposed a $2.9 billion bond act
with resources to be divided equally between MTA and DOT programs ($1.45 billion each). Effectively,
this adds $455 million above the Executive Budget DOT proposal and $1.9 billion above the Executive
Budget MTA proposal. The proposed bond act is expected to add $4.5 billion in total debt service costs,
with annual costs beginning in 2006-07.

To partially finance the new plans, the Enacted Budget authorized certain tax and fee actions
including a 1/8 cent increase in the MTA region sales tax, a Mortgage Recording Tax increase of 5 cents
per $100 of recorded mortgage in the MTA region, and increases in various Motor Vehicles fees.

A comprehensive five-year transportation program and financial plan with detail on programs,
projects or commitment schedules is expected to be finalized later this year. Additional resources still
need to be developed in the outyears of the plan to support the MTA, DOT, and DMV. The Executive
Budget proposed a public/private partnership initiative to provide additional resources which has not yet
been enacted.

Finally, the Enacted Budget added funding for a study on the implementation and operation of high
speed rail routes in New York State.
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General Conference Committee

Costs/(Savings) vs. Executive Budget

2005-06 2006-07 2007-08
General Conference Committee (66) 88 818
Funding for Member Items 0 100 100
No Automated Speed Enforcement 15 33 33
Denied/Modified Revenue Actions (86) (82) 566
Two Week Clothing Exemption (20) (20) 605
Eliminate Quick Draw Restrictions 39 57 57
Close "Thrift" Loophole on REIT 50 50 50
Increase Wine Tax 38 44 45
Empire Zone Reforms 0 25 25
Premium Tax Exclusion for Mutual Insurance Companies 18 18 18
PIT Top Tax Rate Decrease (190) (130) 0
SPUR (35) (50) (50)
STAR Plus 8 (42) (99)
Co-STAR Initiative 0 (67) (146)
All Other 6 33 61
New Revenue Actions 5 37 119
Empire Zones 0 22 44
Single Sales Factor 0 26 80
Native American Regulations 0 (16) (16)
All Other 5 5 11

The Enacted Budget added a $200 million lump sum appropriation from the Community Projects
Fund for legislative initiatives, commonly referred to as “member items,” which will be financed in two
$100 million installments from the General Fund in 2006-07 and 2007-08. It is expected that the member
item fund, which had a balance of $325 million at the close of 2004-05, will have sufficient existing
resources to finance member item spending in 2005-06.

The budget did not authorize the use of cameras to monitor speeding in work-zones or the expansion
of a program to use cameras