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|. Executive Summary

On January 16, 2020, the City of New York
released a four-year financial plan for fiscal years
2020 through 2024 (the “January Plan”). The
January Plan reflects the strength in the local
economy, which has helped fuel personal and
business tax collections; new agency needs; and
an expansion in the citywide savings program.

The City now projects a surplus of more than
$2.7 billion for FY 2020, up from $550 million in
November 2019. The City intends to transfer the
surplus to FY 2021 by prepaying certain
expenses, which would help balance that year’s
budget (see Figure 1).

The surplus results mostly from an increase in
the City’s revenue forecast since the start of the
fiscal year ($1.2 billion) and a reduction in
reserves ($1.1 billion) that are no longer needed
in the current fiscal year given the strength of tax
collections. The City also anticipates savings of
$400 million from prior years’ expenses.

The citywide savings program is now expected to
generate $1.2 billion during fiscal years 2020 and
2021, but the agency savings have been more
than offset by new agency needs. Most of these
are associated with State-mandated criminal
justice reforms and educational services.

The City has now reached new labor agreements
with 81 percent of the municipal work force for
the 2017-2021 round of bargaining. In December
2019, the City reached agreement with a
coalition of eight unions that represent one-
quarter of all uniformed employees. The
agreement is more costly than the ones provided
to civilian employees because wages would
increase over 36 months rather than 43 months.
The January Plan assumes all uniformed
employees will reach similar agreements.

In total, the changes since the beginning of the
fiscal year have reduced the out-year budget
gaps to $2.4 billion in FY 2022 and $2.7 billion in

each of fiscal years 2023 and 2024. The gaps
average 3.5 percent of City fund revenues, a
share that is among the smallest in the past 20
years.

The budgets for these years include a general
reserve and capital stabilization reserve totaling
$1.25 billion, which represents about half of the
projected budget gaps. If not needed for other
purposes, the reserves could be used to reduce
the projected gaps.

The Office of the State Comptroller (OSC) notes
that the City’s revenue forecasts are relatively
conservative (particularly the forecast for
property tax collections), reflecting the City’s
concern of an economic slowdown during the
financial plan period. While the risk of a
recession in 2020 has eased since the summer,
the risk remains elevated during the financial
plan period.

OSC believes revenues could be marginally
higher than the City’s forecast based on trends in
the current fiscal year, but the benefit would be
offset by the potential for unplanned spending
(see Figure 2). If the economy outperforms the
City’s expectations in subsequent years, there is
potential for higher revenues.

While the out-year budget gaps are manageable
under current conditions, the January Plan does
not reflect the impact of the Governor’s proposed
executive budget for State fiscal year 2021,
which begins April 1, 2020. The executive budget
includes a number of proposals that, if enacted,
would adversely impact the City’s budget.

The most significant proposals would require the
City to fund a larger share of the costs of
Medicaid. The City estimates that it would have
incurred additional costs of up to $1.1 billion if
these proposals had been in effect last year.



In recent years, the City’s economy has been
strong, generating resources to provide
additional municipal services and to close
projected budget gaps. While the out-year
budget gaps are relatively small, the risk of a
recession remains elevated. In addition, the
Governor’s proposed budget could increase the
City’s Medicaid costs. For these reasons, the
City should continue to increase its reserves and
scrutinize the budget for opportunities for
savings.



FIGURE 1
New York City Financial Plan

(in millions)
FY 2020 FY 2021 FY 2022 FY 2023 FY 2024
Revenues
Taxes
General Property Tax $ 29,672 $ 31,015 $ 32,271 $ 33,251 $ 33,958
Other Taxes 33,681 33,678 34,623 35,638 36,636
Tax Audit Revenue 999 921 721 721 721
Subtotal: Taxes $ 64,352 $ 65,614 $ 67,615 $ 69,610 $ 71,315
Miscellaneous Revenues 7,547 7,086 7,079 7,096 7,097
Unrestricted Intergovernmental Aid 111 .- - .- - .- - .- -
Less: Intra-City Revenue (2,126) (1,852) (1,844) (1,842) (1,842)
Disallowances Against Categorical Grants (15) (15) (15) (15) (15)
Subtotal: City Funds $ 69,869 $ 70,833 $ 72,835 $ 74,849 $ 76,555
Other Categorical Grants 1,006 874 864 863 861
Inter-Fund Revenues 719 676 676 676 676
Federal Categorical Grants 8,158 7,113 7,010 6,976 6,971
State Categorical Grants 15,674 15,803 16,263 16,720 16,769
Total Revenues $ 95,426 $ 95,299 $ 97,648 $ 100,084 $ 101,832
Expenditures
Personal Service
Salaries and Wages $ 30,112 $ 30,943 $ 30,821 $ 31,728 $ 32,291
Pensions 9,832 9,939 10,422 10,458 10,112
Fringe Benefits 11,362 11,802 12,607 13,416 14,227
Subtotal: Personal Service $ 51,306 $ 52,684 $ 53,850 $ 55,602 $ 56,630
Other Than Personal Service
Medical Assistance 5,915 5,915 5,915 5,915 5,915
Public Assistance 1,641 1,651 1,651 1,650 1,650
All Other 32,904 30,874 31,101 31,289 31,5622
Subtotal: Other Than Personal Service $ 40,460 $ 38,440 $ 38,667 $ 38,854 $ 39,087
Debt Service 6,984 7,500 8,158 8,906 9,366
FY 2019 Budget Stabilization & Discretionary Transfers (4,221) .- - --- --- ---
FY 2020 Budget Stabilization 2,723 (2,723) --- --- ---
Capital Stabilization Reserve .- - 250 250 250 250
General Reserve 300 1,000 1,000 1,000 1,000
Less: Intra-City Expenses (2,126) (1,852) (1,844) (1,842) (1,842)
Total Expenditures $ 95,426 $ 95,299 $ 100,081 $ 102,770 $ 104,491
Gap to be Closed $  --- $ --- $ (2,433) $ (2,686) $ (2,659)

Source: NYC Office of Management and Budget




FIGURE 2
Office of the State Comptroller (OSC)

Risk Assessment of the New York City Financial Plan

(in millions)
Better/(Worse)

FY 2020 FY 2021 FY 2022 FY 2023 FY 2024

Gaps Per NYC Financial Plan $--- $--- $ (2,433) $ (2,686) $ (2,659)
Tax Revenues 100 200 200 200 200
Miscellaneous Revenues 75 125 125 125 125
Debt Service 75 100 --- --- ---
MTA Paratransit Funding --- (100) (100) (100) (100)
Uniformed Agency Overtime (100) (100) (100) (100) (100)
Special Education --- (150) (150) (150) (150)
Student Transportation --- (64) (64) (64) (64)
Fair Fares NYC Program --- --- (106) (106) (106)
OSC Risk Assessment 150 1 (195) (195) (195)
Potential Gaps Per OSC"? $ 150 $ 11 $ (2,628) $ (2,881) $ (2,854)

' The January Plan includes a general reserve of $300 million in FY 2020 and $1 billion in each of fiscal years 2021 through
2024. In addition, the Capital Stabilization Reserve has a balance of $250 million in each of fiscal years 2021 through 2024.
If not needed, these resources could be used to help close the projected budget gaps. The January Plan also includes
reserves of $200 million in FY 2022 and $275 million in FY 2023 to fund potential changes in the actuarial assumptions and
methodologies used to calculate employer pension contributions.

2 The Retiree Health Benefits Trust, which the City has used in the past as a rainy-day fund, has a balance of $4.7 billion.




ll. Changes Since the Beginning of the Fiscal Year

In June 2019, the City projected a balanced
budget for FY 2020 and budget gaps of

$3.5 billion in FY 2021, $2.9 billion in FY 2022
and $3.1 billion in FY 2023. The January Plan
projects a surplus of $2.7 billion in FY 2020
based on the strength of tax collections, a
citywide savings program and a reduction in
reserves in the current fiscal year.® The City
intends to use the surplus to balance the

FY 2021 budget (see Figure 3).

Since July 1, 2019, the City has raised its
revenue forecast by nearly $1.2 billion for

FY 2020, driven mostly by strong personal and
business income tax collections. While it also
raised its revenue forecast for fiscal years 2021
through 2023, it did so by smaller amounts
($728 million, $554 million and $682 million,
respectively).

The City reduced its reserves by $1.1 billion in
the current fiscal year because they were no
longer needed given the continued strength in
the local economy. It reduced the general
reserve by $850 million and eliminated the

$250 million capital stabilization reserve. It also
anticipates $400 million from overestimating prior
years’ expenses.

The citywide savings program is expected to
generate $680 million in FY 2020, $508 million in
FY 2021 and smaller amounts in subsequent
years. One-third of the savings in FY 2020

($238 million) will come from lower-than-
anticipated interest rates for recently issued debt
and variable-rate debt.

Agency actions are expected to save

$902 million during fiscal years 2020 and 2021,
and about $345 million in subsequent years. The
savings, however, have been more than offset by
$1.1 billion in new agency needs during fiscal
years 2020 and 2021, and by about $400 million
annually in subsequent years.

3 Since July 1, 2019, the City has reduced the general
reserve for FY 2020 by $850 million, leaving $300 million.

Most of the agency needs are associated with
State-mandated criminal justice reforms

($464 million), education services ($405 million),
and an expansion of speed cameras

($125 million). Eliminating the reimbursement
cap on certain administrative expenses for social
services providers ($214 million) and the cost of
the Fair Fares program in FY 2021 ($106 million)
were also factors.

Pension contributions are expected to be lower
by a cumulative total of $650 million through
FY 2023 compared to the estimates at the
beginning of the fiscal year. The savings result
mostly from better-than-expected pension fund
investment earnings in FY 2019 and an
anticipated change in the methodology used to
determine contributions to the Teachers’
Retirement System of the City of New York and
the Board of Education Retirement System.

The benefit from lower pension contributions was
mostly offset by increases in the projected cost
of wage increases for uniformed employees and
the growth in health insurance premiums to
reflect recent trends.

In total, the changes since the beginning of the
fiscal year reduced the out-year budget gaps to
$2.4 billion in FY 2022 and $2.7 billion in each of
fiscal years 2023 and 2024. These gaps are
relatively small as a share of City fund revenues,
averaging 3.5 percent, a share that is among the
smallest in the past 20 years.

Moreover, the budgets for these years include a
general reserve and capital stabilization reserve
totaling $1.25 billion. If not needed for other
purposes, these reserves could be used to
reduce the projected budget gaps. The January
Plan, however, does not include the potential
impact of the Governor’s proposed budget, which
could significantly increase the City’s costs.



FIGURE 3
Financial Plan Reconciliation—City Funds
June 2019 Plan vs. January 2020 Plan

in millions

FY 2020

Better/(Worse)

FY 2021

FY 2022 | FY 2023

Projected Gaps Per June 2019 Plan $ --- |%$(3,521)|9% (2,879) | $ (3,141)
Tax Reestimates
Business Taxes 453 50 41 67
Personal Income 367 383 444 517
Sales Taxes 87 67 72 74
General Property Taxes 57 106 121 141
Real Estate Transactions (67) (244) (314) (316)
Other Taxes 34 31 23 8
Tax Audits --- 200 --- ---
Subtotal 931 593 387 491
Non-tax Changes:
Asset Sale 45 --- --- ---
All Other 188 135 167 191
Subtotal 233 135 167 191
Total Revenue Changes 1,164 728 554 682
Reserves
General Reserve 850 S . -
Capital Stabilization Reserve 250 . . -
Subtotal 1,100 S - -
Citywide Savings Program
Agency Actions 442 460 344 345
Debt Service 238 48 35 32
Subtotal 680 508 380 376
Collective Bargaining (38) (85) (94) (120)
Expense Reestimates
New Agency Needs (632) (475) (402) (407)
Pension Contributions 132 191 154 174
Prior Years’ Expenses 400 - .- .-
Health Insurance Premiums --- --- (82) (189)
All Other (83) (69) (64) (61)
Subtotal (183) (353) (393) (484)
Total Expense Changes 1,560 70 (108) (227)
Net Change 2,723 798 446 454
Gaps to Be Closed Before Prepayment $ 2,723 | $ (2,723) | $ (2,433) | $ (2,686)
FY 2020 Prepayment of FY 2021 Expenses (2,723) 2,723 --- ---
Gaps to Be Closed Per January 2020 Plan $ --- |9 --- 9% (2,433) | $ (2,686)

Note: Columns may not add due to rounding.
Sources: NYC Office of Management and Budget; OSC analysis




lll. Potential Impact of State Actions

On January 21, 2020, the Governor released his
executive budget for State fiscal year (SFY)
2021, which begins April 1, 2020. As discussed
below, the proposed budget includes a number
of actions that could have an adverse impact on
the City’s financial plan, but the most significant
would require the City to shoulder a larger share
of the costs of Medicaid.

In November 2019, the New York State Division
of the Budget (DOB) reported that the State was
on track to exceed its Medicaid spending cap by
$4 billion in SFY 2020 and $3.1 billion in

SFY 2021. In response, the Governor has
proposed deferring some Medicaid payments
($1.7 billion in SFY 2020) and implementing a
savings plan ($599 million in SFY 2020 and
$851 million in SFY 2021).

In addition, the executive budget would require
localities to fund the growth in the local share of
Medicaid if property tax revenues exceed the
statewide property tax cap. While New York City
would remain exempt from the tax cap, the State
would calculate the City’s Medicaid liability as if
the cap applied. The City estimates that it would
have incurred additional costs of $518 million if
the law had been in effect last year. The actual
impact on the City’s budget in any given fiscal
year would depend on the growth in Medicaid in
the prior State fiscal year.

The executive budget also would withhold from
localities certain federal Medicaid funds that
were increased when the Affordable Care Act
was approved. The City estimates that this
proposal would result in a loss of $587 million.
Together, the two proposals would have
increased the City’s costs by $1.1 billion.

The Governor has also reconstituted the
Medicaid Redesign Team (MRT) to identify
additional Medicaid cost-containment measures
($2.5 billion in SFY 2021) and to ensure that
spending in future years adheres to the State’s

Medicaid global cap indexed rate (which is
currently 3 percent). The MRT must report its
recommendations to generate the $2.5 billion in
savings before April 1, 2020. The MRT does not
include any representatives from the City or the
Health and Hospitals Corporation.

The Governor has directed the MRT to not
recommend any changes that rely on local
governments as a funding source or adversely
impact beneficiaries. The MRT may recommend
changes that increase efficiencies or rely on new
resources provided by the health industry.

Implementation of the MRT’s recommendations
will require the approval of the State Legislature.
The Governor has proposed that the budget
director be authorized to impose across-the-
board cuts in certain State Medicaid
appropriations to achieve the savings if the
Legislature fails to do so by April 1, 2020.

The executive budget would also increase the
City’s financial responsibility for a number of
other social services and health programs, which
the City estimates could increase its costs by a
total of $82 million in FY 2021. For example, the
Governor’s budget would require the City to fund
15 percent of the cost of the family assistance
and emergency family assistance programs (an
increase of five percentage points from current
law). The City believes this initiative could
increase its costs by $68 million in FY 2021,
while the State believes the impact would total
$51 million.

The Governor’s executive budget would increase
State education aid to New York City by

$224 million in FY 2021, an increase of

2 percent. According to the City, the increase is
$136 million less than it had anticipated. The City
could benefit from a share of $200 million in
fiscal stabilization grants and could apply for a
share of $50 million in statewide competitive
grants.



The proposed budget would require the City to
vacate Pier 76 in Manhattan (currently used as a
tow pound by the New York City Police
Department) and transfer ownership to the
Hudson River Park Trust by December 31, 2020.
If the City continued to occupy Pier 76 after that
date, it would be required to compensate the
trust ($12 million) and, beginning

February 1, 2021, to pay rent of $3 million per
month.

According to the City, the executive budget
would also increase the small business tax
deduction from 5 percent to 15 percent, which it
estimates could result in a revenue loss to the
City of $33 million annually starting in FY 2021.

The City also estimates that a proposed cap on
school transportation aid could cost at least

$30 million beginning in FY 2022. It also
estimates that a proposal to increase the number
of permitted charter schools (by the number of
such schools that were previously closed or were
dormant since July 1, 2015) could increase the
City’s costs by $47 million in FY 2022 and higher
amounts in subsequent years.

The executive budget would authorize an
additional $3 billion contribution to the
Metropolitan Transportation Authority’s 2020-
2024 capital program. While the State budget
director has indicated that the $3 billion
contribution would be matched by the City, the
City has not yet agreed to make the contribution.

The Governor would also authorize the State
budget director to cut certain local assistance
payments by an amount equal to as much as
1 percent of State operating funds
(approximately $1.1 billion) if the State, in any
quarterly update to its financial plan, estimates
that SFY 2021 will end with an imbalance of
$500 million or more. Another proposal would
extend a provision enacted in 2017 that allows
the State budget director to impose spending
cuts if certain federal assistance is reduced by
$850 million or more.
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IV: Citywide Savings Program

In November 2019, the Mayor announced a
citywide savings program that would generate
$1 billion during fiscal years 2020 through 2024.
The program, which was expanded in the
January Plan, is now expected to generate
nearly $2.4 billion and eliminate 731 positions
(see Figure 4).

Agency actions will save an average of

$450 million during fiscal years 2020 and 2021,
and then almost $350 million annually in
subsequent years. Efficiencies are responsible
for only $67 million of the savings in FY 2020,
but the amount would increase to $199 million in
FY 2021 and about $189 million annually
thereafter. Reestimates, including the receipt of
unanticipated federal and State funds, will
reduce the City’s costs by $375 million in

FY 2020, $261 million in FY 2021 and

$156 million annually in subsequent years.

More than one-third of the savings from the
citywide savings program in FY 2020 will come
from debt service ($238 million), although the
share is much smaller in subsequent years. Most
of the savings result from lower-than-anticipated
interest rates for recently issued debt and
variable-rate debt.

Together, the departments of Education and
Correction are responsible for more than half of
the savings from agency actions. The
Department of Education has offered severance
incentives to employees in the absent teacher
pool, will reduce funding for professional
development, and plans to achieve savings in
procurement and food services.

The Department of Correction will close two jails,
thereby reducing staffing by 840 uniformed
officers through attrition, and has generated
savings from delays in filling vacant positions.
The balance of the savings from agency actions
is concentrated at the health and welfare
agencies.

All of the initiatives in the citywide savings
program appear to be within the City’s control to
implement. Given the potential impact of the
Governor’s proposed budget on New York City,
the State Comptroller urges the City to begin
preparations to expand the citywide savings
program.

FIGURE 4
Citywide Savings Program
in millions
Positions | FY 2020 FY 2021 FY 2022 FY 2023 | FY 2024 Total
Agency Actions
Reestimates (3) 375 261 156 156 156 1,105
Efficiencies (728) 67 199 188 189 189 831
Subtotal (731) 442 460 344 345 346 1,936
Debt Service --- 238 48 35 32 69 423
Total (731) 680 508 380 376 415 2,359

Note: Adjusted for restorations. Totals may not add as a result of rounding.
Sources: NYC Office of Management and Budget; OSC analysis
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