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I. Executive Summary

While the U.S. economy is in the seventh year of one of its longest economic
expansions, it has also become evident that the underlying growth potential of the
economy has lessened. In the 15 years from 2000 to 2015, the national economy grew at
a real average annual rate of 1.8 percent, compared to an annual rate of 3.4 percent in the
15 preceding years.

The sustained period of slow growth suggests that structural factors are at work.
Aggregate demand, which dropped in the aftermath of the financial crisis and recession
has not recovered to its pre-recession growth rate even as household debt ratio declined.
Real consumer spending grew by 2.7 percent in 2014 and 3.1 percent in 2015, compared
to a 3.6 percent real average annual rate from 1985 to 2000. Productivity growth, a
fundamental driver of economic growth, has also slowed, growing at half the rate in the
last ten years as the prior ten years. Moreover, many technological advances of recent
years have tended to conserve resources and physical capital rather than to stimulate their
expansion, thereby dampening their multiplier effects.

New York City’s economy has been outpacing the nation’s, but the growth of the
local economy in the current recovery has also been moderate compared to earlier
expansions. Nevertheless, job creation has been impressive; the City’s private sector
added 45,700 jobs in the first four months of 2016. However, the gains are driven by a
disproportionate expansion of local service jobs. These local sectors will eventually
become saturated without a further increase in employment in industries that serve
national and international markets.

While the City’s economy remains strong, there are signs of potential slowdown
in the economy. There is already some indication of retrenchment in the retail sector,
which has been a significant creator of jobs throughout the recovery. However, retail
employment citywide was 3,600 lower in April 2016 compared to a year earlier. In
addition, pretax net income of NYSE member firms fell by 10.5 percent in 2015, on the
heels of a 4.5 percent decline in 2014. Although the City’s economy has begun to
diversify from its over reliance on financial services, the financial sector still accounts for
over 20 percent of wages in the private sector. As a result, the recent declines in financial
services profits and compensation portend lower spending throughout the local economy.

Consequently, the Comptroller’s Office has lowered its forecast for the
economically sensitive tax revenues for the Plan period. However, the Comptroller’s
Office’s tax revenue forecasts are still above the Plan forecast in each year of the
Financial Plan. The Comptroller’s Office projects that tax revenues will be above the
Plan projections by $600 million in FY 2017, $270 million in FY 2018, $204 million in
FY 2019, and $434 million in FY 2020.



The $82.22 billion Executive Budget is $108 million more than the Preliminary
Budget. However, after adjusting for prepayments and reserves, the Executive Budget
totals $84.08 billion, $1.17 billion or 1.4 percent more than the adjusted Preliminary
Budget. Additional City-funds agency spending accounts for $1.2 billion of the increase.
Part of the additional spending is offset by spending reductions of $701 million from the
Executive Budget Citywide Savings Program.® The rest of the increased expenditures are
supported by the roll in of additional resources from FY 2016. These additional resources
results from a $539 million increase in FY 2016 City-funds revenues and a $522 million
savings from the Citywide Savings Program which increase the roll to $3.36 billion. In
addition, the Modified FY 2016 Budget includes a $250 million deposit into the Retiree
Health Benefits Trust (RHBT).

The Citywide Savings Program is expected to generate new savings of
$1.25 billion over FY's 2016 and 2017 and $3.5 billion over the Five-Year Financial Plan.
These savings are in addition to the Citywide Savings Program in the January
Preliminary Budget which projected savings of $1.1 billion in the first two years.
Combined with the savings program proposed in January, savings would total $2.3 billion
in FY's 2016 and 2017. Agency spending reductions account for less than a quarter of this
total and are 0.8 percent of the combined FY 2016 and 2017 City-funds agency
expenditures. In the past, agency savings averaged 2.6 percent of City-funds agency
expenditures. The remaining savings are from Federal Medicaid re-estimate, debt service
reductions, funding shifts and reductions in the miscellaneous budget, and other revenue
initiatives. Within agency spending, about 64 percent of the savings are due to expected
delays in hiring, year-to-date shortfalls in spending, and re-estimates of service needs.
However, most of those reductions would have been reflected in the Budget even in the
absence of a savings program.

The April 2016 Financial Plan wholly or partially addressed a number of risks and
offsets previously identified by the Comptroller’s Office. Risks to Universal Pre-
Kindergarten (UPK) funding and public assistance were fully addressed in the Plan.
Other previously identified risks for homeless shelters, special education Medicaid
reimbursement, and Health + Hospitals (H+H) were partially addressed.

Despite these adjustments, the Comptroller’s Office continues to project larger
outyear gaps of $3.34 billion in FY 2018, $3.84 billion in FY 2019, and $3.06 billion in
FY 2020 than the City. The larger gaps result from the Comptroller’s Office’s projections
of net risks of $607 million in FY 2018, $863 million in FY 2019, and $789 million in
FY 2020.

The largest risk over the Plan period is the potential need for additional City
support for H+H. While the City has removed its assumption that H+H will reimburse the
City for its debt service expenses from the Plan, it continues to assume reimbursements
for fringe benefits and medical malpractice in the Plan. It is likely that H+H will not be

! The Citywide Savings Program totals $728 million, which results in $701 million in expenditure
reductions and $27 million of additional revenues.
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able to make these payments. H+H has made only one such payment out of the four year-
period from FYs 2013 to 2016. Further, given the size of H+H’s deficit reduction plan,
under which many of the revenue actions will require Federal and State approvals, there
is a risk that the City will need to increase its subsidy to H+H. Together, City support for
fringe benefits and medical malpractice and increased subsidy results in risks of
$365 million in FY 2017 growing to $515 million in FY 2020.

Overtime spending estimates continue to pose significant risks to the Financial
Plan. The Comptroller’s Office projects that overtime spending will be above the Plan by
$302 million in FY 2017 and $250 million annually in the outyears. Other expenditure
risks include risks to homeless shelter and special education Medicaid reimbursement
estimates in the outyears. While the City has added additional funding for homeless
shelters in FY 2017 the funding does not extend to the outyears. The Comptroller’s
Office estimates that the City will need an additional $130 million annually to maintain
the same level of support. Similarly, the City has reduced its special education Medicaid
reimbursement by $79.5 million in FY 2016 and $56.5 million in FY 2017. The outyear
assumptions remain unchanged. As such, the Comptroller’s Office estimates residual
risks of $30 million in FY 2018 and $80 million in each of the outyears of the Plan.

With regards to the Plan’s non-tax revenue projections, the Comptroller’s Office
continues to risk the assumption of taxi medallion sale revenues. The Plan projects
revenues of $107 million in FY 2018, $257 million in FY 2019, and $367 million in
FY 2020. Until there is greater clarity in the taxi medallion market, the proposed sales of
taxi medallion remains uncertain, putting the assumptions of revenues from these sales at
risk. Partially offsetting the risk to taxi medallion sales revenues is the Comptroller’s
Office’s projections of higher fine revenues from speed and bus lane violations, “quality
of life” violations, and penalties for late building permit filing or lack of building permit.

The City has benefitted from one of the longest postwar recoveries. However,
there are signs of a potential slowdown in the economy. In addition, the Comptroller’s
Office is projecting larger outyear gaps than the Plan. As such, it is essential that the City
continues to build its budgetary cushion to be in a position to weather a slowdown
without cutting essential services. It is encouraging that the City has added $250 million
to the Retiree Health Benefits Trust in the current Plan. But, the City’s budget has also
grown and the City now needs to add more than $300 million to the budgetary cushion
simply to maintain it at the same level as a percent of the adjusted budget. The City needs
to grow the cushion by $1.6 billion to reach 12 percent of the adjusted FY 2017 Budget.
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Table 1. April 2016 Modification and FY 2017-FY 2020 Financial Plan

($ in millions)

Changes
FYs 2016 — 2020
FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 Dollar Percent

Revenues
Taxes:

General Property Tax $23,020 $24,191 $25,612 $27,120 $28,389 $5,369 23.3%

Other Taxes $29,668 $29,738 $30,890 $31,881 $32,984 $3,316 11.2%

Tax Audit Revenues $1,060 $714 $714 $714 $714 ($346) (32.6%)

Subtotal: Taxes $53,748 $54,643 $57,216 $59,715 $62,087 $8,339 15.5%
Miscellaneous Revenues $7,070 $6,500 $6,432 $6,577 $6,777 ($293) (4.1%)
Unrestricted Intergovernmental Aid $6 $0 $0 $0 $0 ($6) (100.0%)
Less: Intra-City Revenues ($1,983)  ($1,763)  ($1,764)  ($1,758)  ($1,765) $218 (11.0%)
Disallowances Against Categorical Grants ($15) ($15) ($15) ($15) ($15) $0 0.0%

Subtotal: City Funds $58,826 $59,365 $61,869 $64,519 $67,084 $8,258 14.0%
Other Categorical Grants $705 $851 $834 $832 $828 $123 17.4%
Inter-Fund Revenues $583 $645 $643 $582 $581 ($2) (0.3%)
Federal Categorical Grants $8,467 $7,677 $6,811 $6,680 $6,618 ($1,849) (21.8%)
State Categorical Grants $13,485 $13,682 $14,291 $14,761 $15,247 $1,762 13.1%

Total Revenues $82,066 $82,220 $84,448 $87,374 $90,358 $8,292 10.1%
Expenditures
Personal Service

Salaries and Wages $25,364 $26,153 $27,555 $29,086 $29,590 $4,226 16.7%

Pensions $9,288 $9,422 $9,710 $9,853 $9,785 $497 5.4%

Fringe Benefits $9,250 $9,862 $10,411 $11,088 $11,874 $2,624 28.4%

Retiree Health Benefits Trust $250 $0 $0 $0 $0 ($250) (100.0%)

Subtotal-PS $44,152 $45,437 $47,676 $50,027 $51,249 $7,097 16.1%
Other Than Personal Service

Medical Assistance $5,817 $5,915 $5,915 $5,915 $5,915 $98 1.7%

Public Assistance $1,481 $1,584 $1,602 $1,613 $1,624 $143 9.7%

All Other $26,811  $26275  $25758  $26,050  $26,440 ($371) (1.4%)

Subtotal-OTPS $34,109  $33,774  $33275 $33,578  $33,979 ($130) (0.4%)
Debt Service

Principal $2,231 $2,197 $2,250 $2,175 $2,309 $78 3.5%

Interest & Offsets $1,974 $2,205 $2,251 $2,421 $2,674 $700 35.4%

Subtotal Debt Service $4,205 $4,402 $4,501 $4,596 $4,983 $778 18.5%
FY 2015 BSA ($3,524) $0 $0 $0 $0 $3,524  (100.0%)
FY 2016 BSA $3,356  ($3,356) $0 $0 $0  ($3,356)  (100.0%)
TFA Debt Redemption ($103) $0 $0 $0 $0 $103 (100.0%)
TFA

Principal $696 $829 $971 $1,252 $1,259 $563 80.9%

Interest & Offsets $1,108 $1,397 $1,524 $1,656 $1,922 $814 73.5%

Subtotal TFA $1,804 $2,226 $2,495 $2,908 $3,181 $1,377 76.3%
Capital Stabilization Reserve $0 $500 $0 $0 $0 $0 N/A
General Reserve $50 $1,000 $1,000 $1,000 $1,000 $950 1,900.0%

$84,049 $83,983 $88,947 $92,109 $94,392 $10,343 12.3%

Less: Intra-City Expenses ($1,983)  ($1,763)  ($1,764)  ($1,758)  ($1,765) $218 (11.0%)

Total Expenditures $82,066 $82,220 $87,183 $90,351 $92,627 $10,561 12.9%
Gap To Be Closed $0 $0  ($2,735) ($2,977) ($2,269) ($2,269) N/A




Table 2. Plan-to-Plan Changes
April 2016 Plan vs. January 2016 Plan

($ in millions)
FY 2016 FY 2017 FY 2018 FY 2019 FY 2020
Revenues
Taxes:
General Property Tax $259 $108 $252 $426 $443
Other Taxes $69 ($517) ($292) ($388) ($459)
Tax Audit Revenues $65 $0 $0 $0 $0
Subtotal: Taxes $393 ($409) ($40) $38 ($16)
Miscellaneous Revenues $153 ($121) ($245) ($213) ($115)
Unrestricted Intergovernmental Aid $2 $0 $0 $0 $0
Less: Intra-City Revenues $18 $15 $23 $23 $22
Disallowances Against Categorical Grants $0 $0 $0 $0 $0
Subtotal: City-Funds $566 ($515) ($262) ($152) ($109)
Other Categorical Grants ($58) $28 $6 $7 $7
Inter-Fund Revenues ($23) $13 $70 $9 $9
Federal Categorical Grants ($197) $466 $41 $114 $60
State Categorical Grants $69 $116 $312 $420 $623
Total Revenues $357 $108 $167 $398 $590
Expenditures
Personal Service
Salaries and Wages ($237) $306 $396 $330 $292
Pensions ($55) $23 $156 $119 ($322)
Fringe Benefits ($68) $25 $13 ($106) ($109)
Retiree Health Benefits Trust $250 $0 $0 $0 $0
Subtotal-PS ($110) $354 $565 $343 ($139)
Other Than Personal Service
Medical Assistance ($261) ($305) ($305) ($305) ($305)
Public Assistance $0 $82 $89 $89 $89
All Other $0 $1,113 $428 $462 $510
Subtotal-OTPS ($261) $890 $212 $246 $294
Debt Service
Principal $0 ($24) ($31) ($33) ($34)
Interest & Offsets ($18) ($79) ($172) ($167) ($75)
Subtotal Debt Service ($18) ($103) ($203) ($200) ($109)
FY 2015 BSA $0 $0 $0 $0 $0
FY 2016 BSA $1,061 ($1,061) $0 $0 $0
TFA Debt Redemption $0 $0 $0 $0 $0
TFA
Principal $0 $0 $44 $44 $46
Interest & Offsets ($83) $13 ($18) ($18) $4
Subtotal TFA ($83) $13 $26 $26 $50
Capital Stabilization Reserve $0 $0 $0 $0 $0
General Reserve ($250) $0 $0 $0 $0
Less: Intra-City Expenses $18 $15 $23 $23 $22
Total Expenditures $357 $108 $623 $438 $118
Gap to be Closed $0 $0 ($456) ($40) $472




Table 3. Plan-to-Plan Changes
April 2016 Plan vs. June 2015 Plan

($ in millions)
FY 2016 FY 2017 FY 2018 FY 2019
Revenues
Taxes:
General Property Tax $431 $494 $907 $1,351
Other Taxes $749 ($58) $232 $261
Tax Audit Revenues $349 $3 $3 $3
Subtotal: Taxes $1,529 $439 $1,142 $1,615
Miscellaneous Revenues $531 ($184) ($353) ($267)
Unrestricted Intergovernmental Aid $6 $0 $0 $0
Less: Intra-City Revenues ($214) $0 $10 $11
Disallowances Against Categorical Grants $0 $0 $0 $0
Subtotal: City-Funds $1,852 $255 $799 $1,359
Other Categorical Grants ($151) $5 ($17) ($16)
Inter-Fund Revenues $8 $99 $95 $33
Federal Categorical Grants $1,321 $799 $336 $305
State Categorical Grants $508 $333 $536 $678
Total Revenues $3,538 $1,491 $1,749 $2,359
Expenditures
Personal Service
Salaries and Wages ($27) $710 $764 $779
Pensions $533 $703 $940 $985
Fringe Benefits ($28) $104 $84 ($34)
Retiree Health Benefits Trust $250 $0 $0 $0
Subtotal-PS $728 $1,517 $1,788 $1,730
Other Than Personal Service $0 $0 $0 $0
Medical Assistance ($509) ($509) ($509) ($509)
Public Assistance $0 $120 $138 $149
All Other $2,179 $1,959 $1,345 $1,323
Subtotal-OTPS $1,670 $1,570 $974 $963
Debt Service $0 $0 $0 $0
Principal $0 ($113) ($33) ($52)
Interest & Offsets ($337) ($103) ($214) ($208)
Subtotal Debt Service ($337) ($216) ($247) ($260)
FY 2015 BSA $30 $0 $0 $0
FY 2016 BSA $3,356 ($3,356) $0 $0
TFA Debt Redemption $0 $0 $0 $0
TFA
Principal $0 ($42) $82 $81
Interest & Offsets ($245) $53 ($30) ($42)
Total ($245) $11 $52 $39
Capital Stabilization Reserve ($500) $500 $0 $0
General Reserve ($950) $0 $0 $0
Less: Intra-City Expenses ($214) $0 $10 $11
Total Expenditures $3,538 $26 $2,577 $2,483
Gap To Be Closed $0 $1,465 ($828) ($124)




Table 4. Risks and Offsets

(% in millions, positive numbers reduce the gap and negative numbers increase the gap)

FY 2016 FY 2017 FY 2018 FY 2019 FY 2020
City Stated Gap $0 $0 ($2,735) ($2,977) ($2,269)
Tax Revenues
Property Tax $0 $74 $79 $60 $213
Personal Income Tax ($32) $280 $321 $291 $140
Business Taxes $8 $60 ($122) ($12) $47
Sales Tax $0 $155 $192 $180 $150
Sales Tax Intercept $0 ($50) ($200) ($150) $0
Real-Estate-Related Taxes $22 _$81 _$0 ($165) ($116)
Subtotal Tax Revenues ($2) $600 $270 $204 $434
Non-Tax Revenues
Bus Lane Camera Fines $0 $3 $2 $4 $3
Speed Camera Fines $0 $20 $12 $20 $25
ECB Fines $0 $0 $7 $7 $7
Late Filing/No Permit Penalties
(Department of Buildings) $0 $7 $7 $7 $7
Taxi Medallion Sales _$0 _$0 ($107) ($257) ($367)
Subtotal Non-Tax Revenues $0 $30 ($79) ($219) ($325)
Total Revenues ($2) $630 $191 ($15) $109
Expenditures
Overtime ($96) ($302) ($250) ($250) ($250)
DOE Medicaid Reimbursement $0 ($30) ($80) ($80) ($80)
Homeless Shelters $0 ($0) ($130) ($130) ($130)
DOE Students in Shelter $0 $0 ($10) ($10) ($10)
NYC Health + Hospitals $0 ($365) ($415) ($465) ($515)
VRDB Rate Savings $40 $88 $87 $87 $87
Short-term Borrowing Elimination $0 $75 $0 $0 $0
General Reserve $50 $0 $0 $0 $0
Subtotal ($6) ($534) ($798) ($848) ($898)
Total (Risks)/Offsets ($8) $96 ($607) ($863) ($789)
Restated (Gap)/Surplus ($8) $96 ($3,342) ($3,840) ($3,058)




II. The City’s Economic Outlook

A. COMPTROLLER’'S ECONOMIC FORECAST FOR NYC, 2016-
2020

The Comptroller’s forecast anticipates slow to moderate economic growth in the
U.S. and in New York City during 2016, extending the slowest—but one of the longest--
postwar national recoveries well into its seventh year. Although there are no major
imbalances that appear to pose significant near term recession risks, the anticipated slow
growth could make the economy especially vulnerable to shocks that could tip the
balance. Continued slow growth and low inflation, however, should make the Federal
Reserve more cautious about normalizing interest rates, minimizing the risk of a further
slowdown caused by monetary tightening.

So far in 2016, the U.S. economy has mimicked its performance of 2014 and
2015. For the third consecutive year, real GDP grew weakly in the first quarter, but has
shown signs of bouncing back in the following months. As a result, GDP is expected to
grow 2.0 percent in 2016, and should perform somewhat better in 2017.

U.S. GDP grew 0.5 percent in the first quarter of 2016 after growing only
1.4 percent in the fourth quarter of 2015. This weak momentum is expected to suppress
the year-over-year growth rate for 2016. However, strong job growth, even through the
sluggish winter months, suggests that the current expansion is not exhausted and may be
poised for a summertime resurgence. Oil price stabilization should help private
investment and a rebound in the international economy should help net trade.

The City’s economy is expected to continue growing at a moderate rate. Total job
growth in the city has been outpacing the nation since 2006, and the city’s private sector
continues to create jobs at an impressive pace. Since 2011, the city’s private sector has
added 90,000 jobs or more each year and the city’s unemployment rate has fallen back to
its pre-recessionary levels.

Table 5 shows the Comptroller’s and the Mayor’s forecast of five economic
indicators for 2016 to 2020.



Table 5. Selected NYC Economic Indicators, Annual Averages, Comptroller and
Mayor’s Forecasts, 2016-2020

Selected NYC Economic Indicators, Annual Averages

2016 2017 2018 2019 2020
Real GCP, (2009 $), Comptroller 2.7 2.6 2.4 2.2 2.3
% Change Mayor 0.2 1.9 1.9 1.7 0.9
Payroll Jobs, Comptroller 89 61 59 59 59
Change in Thousands Mayor 53 48 32 34 33
Inflation Rate Comptroller 1.3 2.2 2.4 2.5 25
Percent Mayor 1.0 2.5 2.8 2.8 2.8
Wage-Rate Growth, Comptroller 1.3 2.2 2.3 2.4 2.4
Percent Mayor 1.4 2.8 3.7 3.3 2.7
Unemployment Rate, Comptroller 5.5 5.4 5.4 5.3 5.4
Percent Mayor NA NA NA NA NA
Selected U.S. Economic Indicators, Annual Averages
2016 2017 2018 2019 2020
Real GDP, (2009 $), Comptroller 2.0 2.4 2.3 2.1 2.1
% Change Mayor 2.3 2.7 2.6 24 2.4
Payroll Jobs, Comptroller 2.6 2.2 2.0 2.0 2.0
Change in Millions Mayor 25 1.9 1.3 1.4 1.6
Inflation Rate Comptroller 1.2 1.9 2.2 2.3 2.3
Percent Mayor 0.8 2.3 2.7 2.7 2.6
Fed Funds Rate, Comptroller 0.5 1.0 1.7 2.4 3.0
Percent Mayor 0.6 1.4 24 3.0 3.0
10-Year Treasury Notes, Comptroller 1.9 2.6 3.0 3.5 4.2
Percent Mayor 2.3 2.9 3.3 3.6 3.6

SOURCE: Comptroller=forecast by the NYC Comptroller's Office. GCP=Gross City Product. Mayor= forecast by the NYC
Office of Management and Budget in the Executive Budget Fiscal Year 2017 Message of the Mayor. NA=not available.

B. UNDERLYING FACTORS AFFECTING THE FORECAST

The National Economy

The U.S. economy in 2016 seems poised to repeat its pattern of 2014 and 2015; a
weak first quarter followed by a rebound in the following quarters. As a result, economic
growth is expected to be slow in 2016 and is expected to be only slightly stronger in
2017,

In the 15 years from 1985 to 2000, under both Republican and Democratic
presidents, the American economy grew at a real annual average rate of 3.4 percent. In
the 15 years from 2000 to 2015, under both Republican and Democratic presidents, the
economy grew at a real annual average rate of 1.8 percent. The down-shifting in the
economy’s growth rate can no longer be plausibly attributed to policy mistakes, market
excesses or random shocks. Evidently, structural factors are also at play that warrant a
reconsideration of the underlying growth potential of the U.S. economy, at least for the
foreseeable future.

A number of prominent economists argue that the American and other advanced
economies are currently suffering from insufficient aggregate demand, and that this
underlying drag on growth should be addressed with more aggressive Federal spending,




especially on physical infrastructure.? Federal fiscal policy has indeed been unduly
restrictive since spending through the American Recovery and Investment Act (ARRA)
wound down, and Federal spending has contributed less to this recovery than to previous
expansions. However, while more expansionary Federal spending may be a palliative for
weak aggregate demand, fiscal policy has not necessarily been the underlying cause for
it.

In the aftermath of the financial crisis and recession of 2007 — 2009, it was widely
believed that consumer spending was being constrained by the excessive debt
accumulation of previous years and the consequent need for households to deleverage.
From 2009 through 2013 real personal consumption expenditures increased at an annual
rate of only 1.8 percent, but as households worked off existing debt and grew wary of
taking on new debt, the household debt service ratio fell from 11.94 at year-end 2009 to
10.15 at year-end 2013.3 However, during the past few years the improved financial
condition of American households has not translated into dramatically faster growth in
consumer spending. Real consumer spending in 2014 and 2015 increased by only
2.7 percent and 3.1 percent, respectively. That compares to a 3.6 percent average annual
rate of increase from 1985 to 2000.

With credit tight, home equity diminished, and households chastened by the debt
excesses of 2001-2007, increased consumer spending is dependent on rising household
incomes. However, slow wage growth and rising income inequality are increasingly
being recognized as an impediment to consumer spending and an underlying structural
cause of weak aggregate demand. Wage growth during this recovery has been unusually
slow; from April 2009 through April 2016 the average weekly earnings of all private-
sector employees grew at only a 2.4 percent annual rate. Moreover, from 2009 through
2013, taxpayers in the top 1 percentile of filers captured 29 percent of all income gains
and taxpayers in the top 5.0 percent captured 46 percent. Since the propensity to consume
is lower among the highest earners, such skewed income growth is not conducive to the
broad-based consumer spending necessary to support business and spur fixed investment.

Another plausible cause of the chronically slow growth thus far this century is a
pronounced slowdown in productivity growth. It is a truism of growth economics that
rising labor productivity is the ultimate source of growth in per capita output and income.
However, while labor productivity in the private business sector of the American
economy grew at a 2.3 percent annual rate between 1985 and 2005, it grew at only a
1.2 percent rate from 2005 through 2015. There is little agreement on the causes of the
productivity slowdown.

A related argument is that the technological advances of recent years, especially
those related to information technology and the internet, do not generate the spillover

2 See, for example, Larry Summers, “The Age of Secular Stagnation: What It Is and What to Do
About It.” Foreign Affairs, March/April 2016.

3 Household debt service ratio is the ratio of total required household debt payments to total
disposable personal income.



effects on the rest of the economy that earlier innovations, such as railroads,
electrification, and automobiles did. In fact, it is argued that modern “tech” innovations
serve to conserve resources and physical capital rather than to stimulate the expansion of
them, thus dampening the multiplier effects of their adoption.

While further research on the productivity and growth slowdown are certain to
shed more light on the causes, sufficient time has elapsed to compel forecasters to
downgrade their expectations of long-run growth. Consequently, the Comptroller’s
Office does not anticipate U.S. economic growth to exceed 2.4 percent in any year of the
City’s current Financial Plan.

Slower underlying growth may make the economy more vulnerable to external
shocks that cause lapses in the growth rate or even outright recessions. In recent years
many of the potential shocks that could derail growth have emanated from abroad; during
2015, concerns about China’s economic growth and financial stability eclipsed the
chronic concerns about the Eurozone. However, recent evidence indicates that China’s
real estate markets have stabilized, reducing fears of a real-estate induced financial crash.
Reflecting those abating concerns, the IMF increased its projections of China’s economic
growth to 6.5 percent in 2016 and 6.2 percent in 2017.

Other tangible evidence of lessening international risk has been the dollar’s
decline against major currencies since mid-January 2016, indicating that global investors’
demand for safe-haven investments in the United States is abating. The deterioration in
the U.S. net export balance caused by the rising dollar subtracted 0.64 percentage points
from annual GDP growth in 2015, and that drag should moderate in coming quarters.

With the U.S. economy adding almost 2.6 million private-sector jobs in the
twelve months ending April 2016, it appears that there will be enough growth in
household incomes to keep real consumption spending growing at a 2.0 to 3.0 percent
annual rate through 2016. However, there are some weaknesses in the national economic
picture that could develop into more serious risks as the year unfolds. In particular,
corporate profits peaked in the third quarter of 2014 (on a seasonally-adjusted basis) and
have since declined in four of the past five quarters. A continued erosion of corporate
profitability could translate into cutbacks in investments in plants and equipment, which
have already been notably weak during this expansion. Since non-residential fixed
investment typically accounts for about 15 percent of GDP, continued declines in
business spending could offset some or all of the lift expected from consumer spending.

One traditional risk to economic expansions that seems extremely low at present
IS aggressively contractionary monetary policy. With inflation running below the Federal
Reserve’s target level of 2.0 percent, and the economy growing at a modest pace, the Fed
has no reason to deliberately restrain the economy. In fact, it has backed off its
anticipated schedule of monetary normalization and market expectations of the path of
interest rates have been lowered.



In summary, the current weak recovery is suffering from three structural
problems. As long as those problems are not resolved, economic growth is expected to be
weak and vulnerable.

The New York City Economy

New York City’s economy has been outpacing the nation and is expected to do so
again in 2016.

The City’s economy has grown at a rate of 2.9 percent per year since 20009.
Similar to the nation’s economic performance, the steady growth of the local economy
during this expansion falls short of that attained during the “roaring nineties” and
suggests that structural factors may be dragging on output and incomes.

Although the private sector added 45,700 jobs in the first four months of 2016,
there are also some signals of waning momentum. In particular, the pretax net income of
NYSE member firms, as reported by NYSE Group, fell by 10.5 percent in 2015,
following a 4.5 percent drop in 2014. The eroding financial industry profits led to an
estimated 15.9 percent decrease in Wall Street bonus payouts in 2015, as estimated by the
Comptroller’s Office, and to a modest 3.1 percent year-over-year increase in city personal
income tax collections from paycheck withholding in the first quarter of 2016.

While the City’s economy has recently benefitted from an impressive
diversification away from its over-reliance on financial services, the financial sector still
accounts for over 20 percent of all wages paid by the city’s private employers.
Consequently, the recent declines in financial sector profits and compensation will
inevitably lessen the amount of spending rippling through the local economy. Moreover,
recent announcements by major domestic and international banks of strategic
consolidation and reorganization plans indicate that the financial industry has not
completed its adaptation to the post-crisis business and regulatory environment, and that
an upward trajectory in employment and compensation cannot be counted upon.

Since the recovery began other industries that serve primarily national and
international markets have displayed encouraging growth. That continued during the past
year, with the advertising industry adding 5,100 jobs in the 12 months ending April 2016,
management and consulting adding 2,400 jobs, scientific research and development
adding 1,400 jobs, and architecture and engineering adding 1,300 jobs. Job creation in
these relatively well-paying export industries brings external income into the city and
stimulates local spending and local-sector job creation.

During this expansion, however, the city’s impressive job creation has been due
primarily to a disproportionate expansion of local service jobs, a trend which cannot
continue indefinitely. From April 2010 through April 2016, for example, the city’s food
service industry added 87,700 jobs while the retail trade sector added 45,500 jobs.
Without a corresponding increase in export sector jobs, those local sectors will eventually
become saturated. There is already some evidence that that is occurring in retail trade, in
which employment fell by about 3,600 in the 12 months ending April 2016. Data releases



in coming months will help to determine if those retail employment declines are due to
softening tourist spending or to a retrenchment in neighborhood retail services.

One consequence of employment growth that is skewed toward local service
industries is that the incomes of New Yorkers have not expanded as rapidly as might be
hoped. According to Bureau of Labor Statistics data, the average weekly earnings of
private-sector employees in New York City increased at only a 1.0 percent annual rate
from 2008 to 2015, not even keeping up with the 1.4 percent regional rate of inflation
during that time. Although a pickup in local wage growth in 2015 signaled that the tighter
labor market was having a beneficial effect, a 0.7 percent decline in average weekly
earnings in the first quarter of 2016 (on a year-over-year basis) suggests that wage growth
for the city’s workers may again disappoint.

With the City’s largest job creators, the educational and medical sectors, showing
no signs of slowing down (they added over 32,400 employees in the 12 months ending
April 2016), the prospects are for continued economic growth and job creation in the city
during 2016. However, it is unlikely that the city’s unemployment rate will fall much
below the 5.2 percent registered in the fourth quarter of 2015. In fact the average
unemployment rate ticked up to 5.4 percent as the labor force expanded by 23,500 in the
first four months of 2016. Chart 1 shows the change in jobs by industry between April
2015 and April 2016.

Chart 1. Change in the NYC Payroll-Jobs, April 2015 to April 2016

Change In Jobs, in Thousands

0 20 40 60 80 100 120
Total Nonfarm I 99.8
Total Private I 965
Natural Resources, Mining and Construction [l 738
Manufacturing | 1.3
Trade, Transportation, and Utilittes B 3.1
Information Bl 5.3
Financial Activities B 4.7
Professional and Business Services N 247
Educational and Health Services NI 324
Leisure and Hospitality W 117
Other Services Bl 55

Government M 33

SOURCE: NYS Department of Labor.
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I11. The FY 2017 Executive Budget

The FY 2017 Executive Budget totals $82.2 billion, an increase of $108 million
from the FY 2017 Preliminary Budget. Estimates for Federal and State categorical grants
were increased by $466 million and $116 million, respectively, while the City-funds
portion of the budget decreased by $515 million. Federal and State categorical grants are
discussed in greater detail in “Federal and State Aid” beginning on page 26.

The $515 million drop in City-funds revenues from the Preliminary Budget
estimate is due to downward revisions of $409 million in tax revenue and $106 million in
non-tax revenue projections. As shown in Table 6, the reduction in tax revenues stems
primarily from lower estimates of personal income, business and sales tax revenues. The
reduction also reflects New York State’s intercept of $200 million of the City’s sales tax
in SFY 2017 to recoup savings from a 2014 refunding of Sales Tax Asset Receivable
Corporation (STAR-C) bonds.* Because the State’s fiscal year begins on April 1,
$50 million of the intercept will be in FY 2016 and the remaining $150 million will be in
FY 2017.

Table 6. Changes to FY 2017 City-Funds Estimates
FY 2017 Executive Budget vs. FY 2017 Preliminary Budget

($ in millions)

REVENUES EXPENDITURES
Property Tax $108
Personal Income Tax (83) Agency Expenses $1,148
Business Taxes (223) Pensions 23
Sales Tax (85) Collective Bargaining 54
Sales Tax Intercept (150) Energy Adjustment (6)
Real-Estate-Related Taxes 20 Lease Adjustment (32)
Other Taxes 4 Miscellaneous Expenses 60
Subtotal Tax Revenues ($409) Subtotal $1,247
NYC Health + Hospitals Debt Service ($180)
Other Non-Tax Revenues $47 Savings Program (Expenses) ($701)
Savings Program (Revenues) $27 Prepayment of FY 2017 Debt Service ($1,061)

Total ($515) Total ($515)

The decline in non-tax revenues is driven by the City’s support of NYC Health +
Hospitals’ (H+H) debt service payments. As part of its increased support to H+H, the
City will waive H+H reimbursements for debt service payments. As a result, the City will
forgo H+H projected debt service reimbursements of $180 million in FY 2017,
$173 million in FY 2018, $179 million in FY 2019, and $203 million in FY 2020. A net
increase of $47 million in other non-tax revenues and additional revenues of $27 million
from the Executive Budget Citywide Savings Program partially offset the loss of the
FY 2017 reimbursement.

4 The State plans to intercept $200 million a year in SFYs 2017 through 2019 for a total of
$600 million.
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Baseline City-funds expenditures in the Executive Budget are $1.25 billion more
than the FY 2017 Preliminary Budget, as shown in Table 6. Agency expenditures account
for $1.15 billion of the increase. Table 7 shows the ten agencies with the largest
increases. Together, these agencies account for more than three-quarters of the additional
spending. The largest agency increase is for the Department of Homeless Services
(DHS). An increase of $160 million to the estimate for homeless shelter operations
accounts for most of the $198 million increase in DHS. The next largest increase is in the
Department of Education (DOE) due to a lower assumption of Medicaid reimbursement
for special education students. This change is projected to increase City-funds spending
by $57 million in FY 2017. DOE expenditures are discussed in greater detail in
“Department of Education” beginning on page 36. In the Department of Social Services
(DSS), an increase of $141 million stems primarily from the cost of homeless services
restructuring ($49 million), a re-estimate of cash assistance spending ($39 million), and
homeless programmatic enhancements ($25 million).

The agency with the largest proportional increase was the Department of Housing
Preservation and Development (HPD) which added $71 million in baseline City-funds
expenditures. The majority of this increase stems from $50 million in new funds and
$20 million in unspent FY 2016 funds for fagade repairs at New York City Housing
Authority (NYCHA) properties in accordance with Local Law 11. The City contends that
the scope of work for the $70 million portion of the NYCHA fagade repair program does
not meet requirements for placement in the capital budget and is therefore included in the
expense budget.

Table 7. Changes in Baseline Agency Spending from the Preliminary Budget

$ in millions)
Agency $ Change % Change
Dept. of Homeless Services $198 34.2%
Dept. of Education 187 1.7%
Dept. of Social Services 141 1.9%
Dept. of Environmental Protection 85 7.5%
Housing Preservation & Development 71 76.9%
Fire Department 65 3.9%
Dept. Health & Mental Hygiene 39 6.2%
Dept. of Information Technology & Telecommunications 36 8.2%
Board of Elections 33 37.7%
Dept. of Citywide Administrative Services 29 9.7%
All Other 264 1.9%
Total $1,148 3.1%

Due to additional resources available in FY 2016, the City has increased its
planned prepayment of FY 2017 expenses by $1.06 billion to $3.36 billion. The
additional prepayment together with an expected $701 million in spending reductions
from the savings program more than offset the $1.1 billion increase in baseline spending,
producing a net reduction of $515 million in City-funds expenditures.
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The FY 2016 Budget

As shown in Table 8, there was no net change in City-funds expenditures from the
January Plan in the April Plan. Increases in agency expenses and energy costs were offset
by lower estimates for pension contributions, collective bargaining, and miscellaneous
expenditures. A planned deposit of $250 million to the Retiree Health Benefits Trust is
funded with a reduction of $250 million in the FY 2016 General Reserve, which now
stands at $50 million.

City-funds revenues, on the other hand, shows a net increase of $539 million from
the January Plan. The higher estimates result from upward revisions of $393 million to
tax revenues and $146 million to non-tax revenues. The increase in tax revenues is due
primarily to upward revisions to property and real-estate-related tax revenues, reflecting
higher collections than projected in the January Plan. Revisions to fines and forfeiture
revenue estimates account for most of the non-tax revenue increase. The additional
revenues, combined with an expected $522 million in FY 2016 budget relief from the
savings program, provide additional resource of $1.06 billion. These additional resources
are used to increase the Budget Stabilization Account to $3.36 billion, as shown in
Table 8.

Table 8. Change to FY 2016 BSA

$ in millions)
January 2016 BSA $2,295
Property Tax $259
PIT (139)
Business Tax 47
Sales Tax (52)
Sales Tax Intercept (50)
Real-Estate-Related Tax 311
Other Taxes _111
Subtotal Tax Revenues $393
Non-Tax Revenues _146
Total Revenues $539
Agency Expenses $126
Pensions (55)
Collective Bargaining (96)
Energy Adjustment 40
Miscellaneous Expense (15)
General Reserve (250)
Retiree Health Benefits Trust 250
Total Expenditures $0
Citywide Savings Program $522
Change in BSA $1,061
May 2016 BSA $3,356
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CITYWIDE SAVINGS PROGRAM

The April 2016 Financial Plan includes a Citywide Savings Program which is
expected to generate new savings of $1.25 billion over FYs 2016 and 2017 and
$3.5 billion over FY's 2016 — 2020. These savings are in addition to the Citywide Savings
Program in the January Preliminary Budget, which projected savings of $1.1 billion in
the first two years. Combined with the savings program proposed in January, savings
would total $2.3 billion in FYs 2016 and 2017.

Prior to the current Administration, budget savings programs, known as Programs
to Eliminate the Gap (PEG), had been routinely included in the City’s Adopted Budget
since the early 1980s. To identify savings, every agency was given a mandatory savings
target. The PEG program was discontinued by the current Administration in the budget
cycle for the FY 2015 budget. After several budget monitors, including the Comptroller’s
Office, called for the City to return to the practice of seeking agency efficiency savings,
the Administration signaled they would initiate a savings program in the FY 2016
Preliminary Budget. Instead the Administration unveiled the Citywide Savings Program
in the FY 2016 Executive Budget with total savings of $1.1 billion over FYs 2015 and
2016. The program was voluntary, and only 29 agencies participated. Only 39 percent of
the two-year savings came from agency spending reductions; a similar share of the
savings accrued from debt service refinancing and re-estimates.

Before the FY 2017 Preliminary Budget was released, almost half of the City
Council called for a specific savings target for all agencies. However, similar to the
savings program adopted with the FY 2016 budget, the savings program proposed in
January was voluntary with no specific savings target. The program relied heavily on
non-agency actions such as re-estimates of debt service expenses that are largely
determined by interest rate markets. Last March, the City sent a letter requiring all
agencies “to find productivity and management improvements.” Nonetheless, combined
with the January savings program, only 48 percent of agencies, or 36 of 75, would
participate in the current Plan.

Agency spending reductions would account for only 25 percent of the total
savings over FYs 2016 and 2017, representing 0.8 percent of the agencies’ City-funded
expenditures. In contrast, in past Programs to Eliminate the Gap agency reductions
averaged 2.6 percent of agency expenditures, and members of the City Council had
advocated for a 5.0 percent agency reduction target.

The agency savings in the current savings program are a combination of
efficiency and productivity measures, expected delays in hiring and spending, year-to-
date shortfalls in spending, and re-estimates of service needs. The latter three types of
spending adjustments would have been reflected in the budget in the absence of a savings
program. For example, the Department of Sanitation has reduced its personal service (PS)
expenditures by $9 million in FY 2016 and $3 million in FY 2017 to reflect an
anticipated surplus in its PS budget. The Administration for Children Services has
reduced its estimates for foster care expenditures by $4 million annually because of an
anticipated 6.0 percent drop in the foster care census. Such passive savings differ
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significantly from actively targeted efficiency savings such as ending obsolete programs,
eliminating duplicative functions, or making better use of technology.

Efficiency and productivity measures represent a small share of the combined
January and April savings program. Over FYs 2016 and 2017 such actions will reduce
spending by only $206 million. The limited identification of initiatives that enhance
efficiency or productivity is concerning because such actions would generate recurring
benefits. Other types of agency savings, such as hiring delays, do not have lasting
impacts.

Additionally, some savings are overstated. The City’s prior practice was to net out
any costs associated with implementing a savings measure; however, in at least one
instance the latest savings plan includes only the gross savings. An expansion of vertical
case processing in the Law Department, in which a single attorney handles a case from
start to finish, is estimated to save $16 million in FY 2018 and $32 million in each of
FYs 2019 and 2020 from lower legal settlements. However, because the City has also
added $18 million annually in new expenses starting in FY 2017 to the Law Department
Tort Division to implement the strategy, net savings will not occur until FY 20109.

The largest savings in the April savings program is a re-estimate of Federal
Medicaid reimbursements stemming from a provision in the Affordable Care Act, which
provides for enhanced Federal reimbursement for childless adults who are below
100 percent of the federal poverty level. The savings program assumes annual City-funds
budget savings of $305 million in FYs 2016 through 2020 from the Federal Medicaid re-
estimates. These savings account for 26 percent of the total Citywide Savings Program in
FYs 2016 and 2017.

Savings from debt service refinancing and re-estimates account for $546 million,
or 24 percent, of savings in the first two years. Other savings items in the Citywide
Savings Program include funding switches, revisions to miscellaneous expenses, and new
agency revenues.

RISKS AND OFFSETS

The Executive Budget wholly or partially addressed a number of risks and offsets
previously identified by the Comptroller’s Office. Two risks were fully addressed: public
assistance and universal pre-kindergarten (UPK). The Comptroller’s Office identified a
$20 million per year recurring risk from public assistance beginning in FY 2017. The
Executive Budget increased these expenses by $39 million in FY 2017 and $44 million in
each of the following years of the Plan. The Comptroller’s Office had also projected an
ongoing $21 million annual risk for UPK in the outyears of the Financial Plan, and the
Executive Budget revised its forecast upward to support the additional 323 UPK teachers
and paraprofessionals previously budgeted for only FY 2016. Other previously identified
risks for homeless shelters, special education Medicaid reimbursement, and H+H were
partially addressed. These items are discussed in more detail below.
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Despite these adjustments, the Comptroller’s Office continues to project the City
faces larger gaps than those projected in the City’s April Financial Plan: $3.34 billion in
FY 2018, $3.84 billion in FY 2019, and $3.01 billion in FY 2020. The Comptroller’s
Office estimates of additional tax revenues throughout the Plan are more than offset by
projections of lower taxi medallion sales revenues, higher overtime expenses, and higher
homeless shelter costs and other identified risks.

Compared to current City assumptions, the Comptroller’s Office forecasts slightly
higher local economic growth and projects tax revenues will grow 2.8 percent in FY 2017
and average 4.1 percent growth over the Plan, producing additional tax revenues of
$600 million in FY 2017, $270 million in FY 2018, $204 million in FY 2019, and
$434 million in FY 2020. Higher projections for property taxes, personal income taxes,
and sales taxes in each year of the Plan are partially offset by lower business taxes in
FY 2018 and FY 2019 and lower real-estate-related taxes in FY 2019 and FY 2020. Tax
revenues will also be reduced by a planned sales tax revenue intercept from the State to
recapture savings from refinancing the State-backed STAR-C bonds. A provision in the
recently adopted State budget for State fiscal year 2017 provides legal authority for the
State to intercept $600 million in City sales tax revenue over three years. However, the
City has only recognized $200 million, the first State fiscal year’s impact, creating a risk
of $400 million.

Additional revenue is projected to be generated from bus lane and speed camera
fines, “quality-of-life” fines adjudicated by the City’s Environmental Control Board, and
Department of Buildings penalties for late permit filing or lack of permits. The
Comptroller’s Office previously identified offsets of $135 million over FYs 2016 — 2020
for speed cameras. In the Executive Budget, projections for speed camera fines were
increased by $39 million over the Plan, reducing the current projected offset to
$77 million. Bus lane cameras are also projected to generate more revenue than assumed
in the Financial Plan based on current collections per route and the City’s schedule to
install cameras along an additional 10 routes over the next three years. The Comptroller’s
Office has also identified as a risk all of the revenue from the future sale of additional
taxi medallions during the Financial Plan. Until there is a better clarity on the taxi
medallion market, the sales of these medallions remain uncertain. The Administration has
already delayed these sales three times.

The largest risk to the FY 2017 budget is overtime. Based on overtime
expenditures through April, the City is on track to exceed the current fiscal year
projection by $96 million. If overtime remains at the current-year level, city expenses
would be higher by $302 million in FY 2017 and $250 million in each subsequent year.
The risk in FY 2017 includes $201 million for the City’s uniformed workforce and
$101 million for civilians.

Despite additional City commitments to the financially-troubled H+H, long-term
risks remain. New City assistance includes $160 million in FY 2016 and recurring
funding to cover debt service payments, starting with $180 million in FY 2017. In
addition to debt service, the City’s public hospital system is required to reimburse the
City for medical malpractice claims and fringe benefits costs incurred on the system’s
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behalf. However, H+H has only made one payment out of the four-year period spanning
FY 2013 to FY 2016. If H+H does not make its full reimbursement payments, the City
will have to cover expenses of $165 million in each of FYs 2017 — FY 2020. In addition,
given the size of H+H deficit reduction plan in FYs 2017 — 2020, a significant portion of
which will require Federal and State approvals, it is likely that the City will need to raise
its subsidy in each year in the Financial Plan. Together, the additional subsidy and
continued City support of medical malpractice claims and fringe benefits would result in
risks of $365 million in FY 2017 and growing to more than $500 million by FY 2020.

Following the January Preliminary Budget, the Comptroller’s Office identified
risks of $80 million annually for Federal Medicaid reimbursement to the Department of
Education (DOE) for special education services. While the City lowered its estimates by
$79.5 million in FY 2016 and $56.5 million in FY 2017, residual risks remain. Between
FY 2014 and FY 2015, the DOE collected about 40 percent of their Medicaid
reimbursement target for special education services — $17 million collected compared to
a target of $42 million. Since FY 2012, the DOE has only collected 12 percent of the total
Medicaid revenues assumed at budget adoption — $60 million realized out of $468
million projected. In recognition of this problem, funding was added to DOE and the
Department of Information Technology and Telecommunications to upgrade the
reimbursement system, with the goal of full reimbursement in FY 2018. If these efforts
continue to fall short, the City will need to cover an additional $30 million in expenses in
FY 2017 and $80 million in each of FYs 2018 through 2020.

A risk of $100 million annually was also previously identified by the
Comptroller’s Office for expenses related to adult homeless shelters in recognition of
persistent growth in the adult homeless shelter population. In the Executive Budget, the
City raised its share of the shelter expense budget by $160 million in FY 2017, including
revisions for both adult and family shelters. However, the additional funding does not
extend into the outyears of the Plan thereby posing risks of $130 million annually
beginning in FY 2018. Similarly, DOE budgeted $10 million in FY 2017 to provide
enhanced support to students living in homeless shelters but did not extend the funding to
the outyears of the Plan. As such, the Comptroller’s Office projects risks of $10 million
in each of FYs 2018 through 2020 as the support is expected to continue in the outyears.
These expenditure risks are somewhat offset by anticipated savings from low interest
rates on variable rate debt bonds (VRDB) if rates remain historically low. In addition,
with high general fund cash balances, the Comptroller’s Office projects no need for short-
term borrowing in FY 2017, saving $75 million.

Overall, the Comptroller projects expenditures could be higher than the City’s
Plan by $6 million in FY 2016, $534 million in FY 2017, $798 million in FY 2018,
$848 million in FY 2019, and $898 million in FY 2020. Combined, the Comptroller’s
revenue and expense projections result in net risks of $8 million in FY 2016,
$607 million in FY 2018, $863 million in FY 2019, $789 million in FY 2020 and net
additional resources of $96 million in FY 2017.
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Table 9. Risks and Offsets

(% in millions, positive numbers reduce the gap and negative numbers increase the gap)

FY 2016 FY 2017 FY 2018 FY 2019 FY 2020
City Stated Gap $0 $0 ($2,735) ($2,977) ($2,269)
Tax Revenues
Property Tax $0 $74 $79 $60 $213
Personal Income Tax ($32) $280 $321 $291 $140
Business Taxes $8 $60 ($122) ($12) $47
Sales Tax $0 $155 $192 $180 $150
Sales Tax Intercept $0 ($50) ($200) ($150) $0
Real-Estate-Related Taxes $22 _$81 _$0 ($165) ($116)
Subtotal Tax Revenues ($2) $600 $270 $204 $434
Non-Tax Revenues
Bus Lane Camera Fines $0 $3 $2 $4 $3
Speed Camera Fines $0 $20 $12 $20 $25
ECB Fines $0 $0 $7 $7 $7
Late Filing/No Permit Penalties
(Department of Buildings) $0 $7 $7 $7 $7
Taxi Medallion Sales _$0 _$0 ($107) ($257) ($367)
Subtotal Non-Tax Revenues $0 $30 ($79) ($219) ($325)
Total Revenues ($2) $630 $191 ($15) $109
Expenditures
Overtime ($96) ($302) ($250) ($250) ($250)
DOE Medicaid Reimbursement $0 ($30) ($80) ($80) ($80)
Homeless Shelters $0 ($0) ($130) ($130) ($130)
DOE Students in Shelter $0 $0 ($10) ($10) ($10)
NYC Health + Hospitals $0 ($365) ($415) ($465) ($515)
VRDB Rate Savings $40 $88 $87 $87 $87
Short-term Borrowing Elimination $0 $75 $0 $0 $0
General Reserve $50 $0 $0 $0 $0
Subtotal ($6) ($534) ($798) ($848) ($898)
Total (Risks)/Offsets ($8) $96 ($607) ($863) ($789)
Restated (Gap)/Surplus ($8) $96 ($3,342) ($3,840) ($3,058)
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V. Revenue Assumptions

The FY 2017 Executive Budget and Financial Plan projects total revenues will
grow from $82.07 billion in FY 2016 to $90.36 billion in FY 2020. City-fund revenues
will grow from $58.83 billion in FY 2016 to $67.08 billion in FY 2020. Tax Revenues
are expected to comprise 65 percent of total revenues in FY 2016 and increase to
69 percent by FY 2020. Property tax revenue is expected to grow 23.3 percent over the
Plan period, rising from $23.02 billion in FY 2016 to $28.39 billion by FY 2020, while
non-property tax revenues are forecast to grow 9.7 percent, from $30.73 billion in
FY 2016 to $33.70 billion in FY 2020.°

Miscellaneous revenue, excluding intra-City revenue, is expected to decline
18 percent in FY 2016 to $5.09 billion as projected non-recurring revenues decline. For
FY 2017, the Plan anticipates miscellaneous revenue will decline further by 7.0 percent
to $4.74 billion. Between FYs 2017 and 2020 growth in miscellaneous revenue is
expected to average 1.9 percent annually from $4.74 billion in FY 2017 to $5.01 billion
in FY 2020.

The FY 2017 Executive Budget projects total Federal and State aid to decrease
2.7 percent, from $21.95 billion in FY 2016 to $21.36 billion in FY 2017. The current
FY 2017 forecast reflects an increase of $582 million since the Preliminary Budget. A
significant portion of this increase represents $404 million in Community Development
Block Grant funds for disaster recovery (CDBG-DR), partly from recognition of actions
previously anticipated in FY 2016. Other major increases recognized in FY 2017 include
$110 million for welfare services, $35 million for health and mental hygiene and $29
million for education. The City projects that Federal and State aid will decrease to $21.1
billion in FY 2018, which is primarily attributable to the decline in CDBG-DR funds and
the City’s conservative assumptions for most Federal aid categories, partly offset by
increased education support. Federal and State grants are then projected to rebound to
$21.44 billion in FY 2019 and to $21.87 billion in FY 2020, driven mainly by the City’s
expectation of growth in State education aid.

Tax Revenues

In the FY 2017 Executive Budget and Financial Plan, total tax revenues are
projected to grow 1.7 percent in FY 2017 to $54.64 billion, following an estimated
3.5 percent growth in FY 2016. The City raised its FY 2016 tax revenue forecast by a net
$393 million, to $53.75 billion, and reduced its tax revenue forecast for FY 2017 by a net
of $409 million. The City believes lower Wall Street profits and moderate wage growth
will restrain non-property tax revenue growth in FY 2017.

5 If not indicated specifically, throughout this section, Personal Income Tax (PIT) and Property tax
revenues include School Tax Relief (STAR) reimbursement.
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Changes to the City’s Tax Revenue Forecast

As Table 10 shows, in the April 2016 Financial Plan, the City increased its
FY 2016 tax revenue forecast by a net $393 million. This change is mostly due to higher
than expected collections from the real-estate-related taxes; i.e., the real property transfer
tax (RPTT) and the mortgage recording taxes (MRT), and a reduction in reserves for
uncollectible property taxes in each of FYs 2016 — 2020, which increased the net
property tax revenue estimates compared to the January Plan forecasts. These increases
were partially offset by reductions in projected collections from the personal income tax
(PIT), the business corporation tax and the sales tax.

In addition, the City recognized reductions in sales tax revenues of $50 million in
FY 2016 and $150 million in FY 2017 to account for revenue intercept by New York
State associated with the Sales Tax Asset Receivable Corporation (STAR-C) refinancing
from which the City generated $650 million in savings. The State enacted a provision that
allows the recoupment of $600 million in savings over three years by intercepting
$200 million a year in City sales tax revenue over three years. Since the April Plan only
recognizes a total of $200 million in revenue intercept, the Comptroller’s Office believes
the remaining $400 million represents a risk to the Financial Plan.

Table 10. Revisions to the City’s Tax Revenue Assumptions
January 2016 vs. April 2016

($ in millions)

FY 2016 FY 2017 FY 2018 FY 2019 FY 2020

January 2016 Financial Plan Total $53,355 $55,052 $57,256 $59,677 $62,103

Revisions:
Property 259 108 252 426 443
Personal Income (PIT) (139) (83) (203) (144) (198)
Business 47) (223) (86) (159) (202)
Sales (52) (85) (104) (102) (92)
Real-Estate-Related 311 20 (12) (18) (20)
All Other 46 4 13 35 53
Tax Audit 65 0 0 0 0
NYS Actions — Sales Tax Intercept (50) (150) _ 0 _ 0 _ 0
Revisions-Total $393 ($409) ($40) $38 ($16)

April 2016 Financial Plan - Total $53,748 $54,643 $57,216 $59,715 $62,087

SOURCE: NYC Office of Management and Budget.

For FY 2017, the City lowered its tax revenue projection by $409 million,
primarily due to a downward revision to the business tax revenue forecast of $223 million
and a $150 million anticipated revenue loss due to the planned sales tax revenue intercept
by the State.
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Tax revenue estimates were also lowered for FY 2018 and FY 2020, by a net
$40 million and $16 million respectively, while the projection for FY 2019 tax
collections increased by a net $38 million.®

Projected Tax Revenue Growth, FYs 2016-2020

The FY 2017 Executive Budget and Financial Plan projects total tax revenues will
grow from $53.75 billion in FY 2016 to $62.09 billion in FY 2020, an average annual
growth rate of 3.7 percent. However, as shown in Table 11, the April Plan assumes tax
revenues will grow by a modest 1.7 percent in FY 2017, down from a projected
3.5 percent in FY 2016. The projected slowdown in tax revenue growth in the upcoming
fiscal year is attributed mainly to an anticipated decline in revenues from the real-estate-
related taxes and an expected decline in tax audit revenues in FY 2017. The projected
drop in audit revenues is a reflection of unusually large payments from sales tax audits in
FY 2016. Total tax revenues are expected to grow at a more robust 4.7 percent rate in
FY 2018 as collections from non-property taxes begin to rebound. Tax revenues in the
outyears of the Plan are based on the City’s assumption of moderate economic growth.

Table 11. Tax Revenue Forecast, Growth Rates, FY 2016 — FY 2020

Average
Annual
FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 Growth

Property

Mayor 7.0% 5.1% 5.9% 5.9% 4.7% 5.4%

Comptroller 7.0% 5.4% 5.9% 5.8% 5.2% 5.6%
PIT

Mayor 2.1% 0.7% 2.7% 3.5% 3.8% 2.6%

Comptroller 1.8% 3.4% 3.0% 3.2% 2.5% 3.0%
Business

Mayor (2.0%) 1.3% 5.6% 1.5% 2.4% 2.7%

Comptroller (1.8%) 2.2% 2.5% 3.3% 3.3% 2.8%
Sales

Mayor 3.3% 2.1% 6.2% 4.3% 4.3% 4.2%

Comptroller 3.3% 3.6% 4.5% 4.8% 5.8% 4.7%
Real-Estate-Related

Mayor (0.4%) (7.8%) (0.1%) 3.1% 2.8% (0.6%)

Comptroller 0.3% (5.7%) (3.0%) (3.1%) 4.8% (1.8%)
All Other

Mayor 1.9% (0.2%) 2.9% 2.9% 2.9% 2.2%

Comptroller 1.9% (0.2%) 2.9% 2.9% 2.9% 2.2%
Total Tax with Audit

Mayor 3.5% 1.7% 4.7% 4.4% 4.0% 3.7%

Comptroller 3.5% 2.8% 4.1% 4.2% 4.3% 4.1%

Source: NYC Office of Management and Budget and NYC Comptroller’s Office.

NOTE: Sales tax revenue growth rates reflects the impact of the State Intercept of $50 million in FY 2016 and $150 million in
FY 2017 as recognized in the April 2016 Financial Plan.

5 On April 13, 2