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ECONOMIC OUTLOOK

National Economy

At the beginning of 2009, the US economy had beenr@tassion for over a year. In addition,

the economy was still reeling from the impact of the bursting of the housing market bubble, the
subprime mortgage market collapse, and the subsequent financial market crisis. The Federal
government was already lizing monetary policy through the lowering of the federal funds rate
and the implementation of the Troubled Asset Relief Program (TARP) to stimulate the economy
and to avoid a meltdown of the banking sector. With the start of a new administration in the
White House, the Federal government turned to fiscal poli@ppdy additional stimulus to the
economy through the enactment of the American Recovery and Reinvestment Act (ARRA).

The first quarter of 2009 was tifieurth consecutive quarter of a declimeneal GDP; declining

by 6.4 percent. However, as the fiscal stimulus package began to make its way through the
economy, real GDP decline slowed; decreasing by only 0.7 percent in the second quarter.
Although not officially declared by the National Buveaf Economic Research (NBER), the

current recession is alleged to have ended in August. For the third quarter, real GDP is estimated

to have increased by 3.5 percent. Growth is estimated to continue into the fourth quarter of the
year, albeit at a slowepace of 2.6 percent. This slower growth is primarily a result of the
expiration of the fAcash for clunkersod progran
first time homebuyers in November. Overall, the national economy is estimated twe dscli

2.5 percent in 2009.

For 2010, economic recovery is projected to continue. Real GDP growth is projected to be slow
in the first half of the year; growing at 1.8 percent. For the latter half of the year, the recovery is
projected to pick up steamitiv projected growth of 2.2 percent and 2.7 percent for the third and
fourth quarters, respectively. For all of 2010, real GDP is projected to increase by 2.1 percent.

Similar to what is happening on the aggregate level, the components of real GDéjeateg to

show the same trends. Consumption, while only declining in one quarter of 2009, has only
realized minimal growth throughout the rest of the year. Similar to the significant growth in real
GDP for the third quarter of 2009, real consumptiawgh is estimated at 2.9 percent as a result

of the federal stimulus programs mentioned above. Real consumption for the whole of 2009,
however, is estimated to decline by 0.7 percent. For 2010, growth in real consumption is
projected to return; increaginby 1.5 percent. This anemic growth is due primarily to the
continued declines in the job market; depressing wage income.

Because consumption is a large component of GDP, the factors that influence consumption are
significant contributors to economicayvth, as well. These factors include employment, wages,

and personal incomeEmployment began to decline in 2008 with more widespread job losses
occurringthroughout 2009 Through the end of 2009, total employment is estimatetketine

by 3.8 percent. In conjunction with this decline in employment, the unemployment rate is
estimated to increase to 9.2 percent in 2009, up from 5.8 percent in 2008. The increase in job
losses has, as a result, negatively impacted wage growth. For 2009, wages atedettima
decrease by 3.5 percent. With the decline in employment and wages, the decline in business
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income, as reflected in corporate profits, and the volatility of the stock market, total personal
income is estimated to decline by 2.1 percent in 2009.

Similar to the recovery from the 2001 recession, employment growth is projected to lag overall
economic growth. Employment is projected to continue to decline by 0.7 percent in 2010; with
growth projected to return in the latter half of the year. In tura, unemployment rate is
projected to continue to rise; increasing to 9.9 percent. Although job losses are still projected to
occur in 2010, wage growth and personal income growth are projected tq imetueasing by

2.2 percent and 2.8 percent, respestyi.

In addition to the income factors that influence the consumption of goods and services, the price
of those goods and services also influence consumption. The following chart shows the change
in prices, as reflected by changes in the Consumee Rrdex(CPI), from 2000 to 2010. Core

CPl is the change in prices, excluding food and energy. As shelow, inflation increased by

3.8 percent in 20Q&rimarily as a resulof the large increase in gas prices. As the recession
continued into 2009nflation essentially disappeared with deflation setting or all of 2009,

prices are estimated to decline by 0.4 percent. As the economy starts to recover in 2010, prices
are projected to increase by 1.4 percent.

Figure 1
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The decline in the housing market and its impact upon the economy has been at the forefront of
the economic news. In 2008, housing starts and home sales combined declined by over 17
percent. Housing starts and homes sales are estimated to tgcineadditional 3L percenin

2009. However, this decline is a combination of a 34 percent decline in housing starts offset by
a 2.7 percent increase in existing home sales. The growth in homes galesrily attributed to

the first time homebuyer xacredit authorized under the federal stimulus plan. Growth in both
housing starts and existing home satgwojected to return in 2010, growing by 5.8 percent.



Besides the decline in the housing market, which has impacted the residential fixed envestm
component of GDP, declines in nonresidential fixed investment, essentially business spending on
facilities and equipment, have been a significant drag on GDP in 2009. Nonresidential fixed
investment declined over the first three quarters of 2009¢lkne onlybeginning toslow in

the third quarter. Although growth in this component is projected for the fourth quarter, a double
digit decline of 17.3 percent is projected for the year. Similar to growth in consumption in 2010,
nonresidential fixednvestment is projected to grow in 2010 but, only by 0.3 percent.

A portion of the decline in nonresidential fixed investment is due to the lack of access to the
capital markets by businesses as a result of the financial market dkisther factor iste

decline in corporate profitsBecause corporate profits are decliningsinessesalnot have the

money to invest in their infrastructure. As shown in the chart below, corporate profits began to
decline in 2007 As the recession took hold over the s®iof 2008 and the financial market
crisis ensued, corporate profits declined by 11.7 percent. This downward trend, while no longer
as severe, is expected to continue through calendar year 2009 with corporate profits declining
another 5.9 percent. Asdmational economy slowly begins to recover from the recession,
profits are projected to increase 8.6 percent through 2010. Much of this growth can be expected
in the latter half of 2010.

Figure 2
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As corporate profits deidled and the economygontinued to weakenthe stock market
experienced extreme volatilityrigure 3shows the changes in the S&P 500 inétexn October
2007, when the S&P Index peaked at 1587the presentThe S&P 500 reached a low in March
but has sbwn a steady recovery since thaanreasingoy over 420 points from its low in March.
Although the S&P 50Mhas been growing, on averadem its trough in Marchthe average
value of thelndex over the course 02009 isestimated to decrease by 23.7 petcfrom the
average value of the Inddar all of 2008. As shown in Figure 3, the S&P 500 was over 1,200
for almost three quarters of 2Q0&ith the Index declining by over 300 points in tloeirth
quarter. For 2009, the Indémcreased to ovet000 afer August; averaging less than 1000 for
the first three quarters of the yeafhe S&P 500 is estimated to remain above 1000 for the
remainder of 2009.

As the economy is projected to continue to show positive signs of recovery, the stock market,
through he S&P 500, is projected to continue to groihrough 2010, the S&P 500 is projected

to increase by 15 percersn annualized average of 1071; still significantly off the peak value of
1567

Figure 3
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New York Economy

Unike the recession of 2001 where New Yorkos e
rest of the nation, New York entered the current recession after the nation. As sligwreid,

New Yor k 6s pedoonedbettgr théinahe national econoitiyough 2009. However,

primarily due to the significant impact that the financial markets have on the New York State

economy, New Yorkds recovery fr ofatertatdgdowere c e s s i
than the nationods.

Figure 4
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Both employment and unemployment in New York have been impacted by the severity of the
recession in New York. However, as walygregateeconomic growth, New York has fared
somewhabetter tharthe rest of the natioas unemployment ratésve not increased as rapidly

as t he. EmploymenhidNew York is estimated to decrease by 2 percent in 2009 and to
continue to decrease by 0.4 percent in 2010. In turn, the unemployment rate in New York is
estimated to be 8.5 percent for 200;regasing to 9.3 percent in 201®igure 5shows how
New Yor k 6 s raeshaJe oojnpaeed tb the nation as a whole.
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As employment in New York is projected to decline in both 2009 and 2010, wagesrandg
income are negatively affected as well. Wages are estimated to decline by 0.7 percent in 2009.
Similar to the nation as a whole, wage growth is projected to return in 2010, increasing by 2.9

percent.

Unlike personal income at the national lewdlich is estimated to decline in 2009, personal
income in New York is estimated to grow, although at the anemic rate of 0.3 percent. Personal

income is projected to continue to grow in 2010, increasing by 2.8 percent.

Figure 6
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Consumption is as significant to the New York economy as it is to the national ecottcaiso
generatesevenuedor the State and local governments through the imposition of the sales tax.
As shown in Figure @&bove the growth in reaconsumptionin New York since 199Gs, on
average, one percent However, asillustrated, recessionary periods serve to restrain
consumption. Most notable is thepact onreal consumption in the current recession.

Risksto the Forecast

As with any brecast, there are unforeseen risks associated with forecasting the economy. Any
Ashocko to the various sectors of the economy
effects on whether the economy continues to recover or falls back intsioece&or example,

the state of the economic recovery is of significant risk to the forecast. Economic growth,
through the growth in real GDP, has only occurred in one quarter. While this growth was
significant, mainly as a result of fiscal stimulusthg federal government, the sustainability of

that growth is still in question.

Thetimingof New Yorkés fiscal year also affects tl
collections. Although calendar year 2009 is over three quarters contpiefescal year is only

half complete. The final quarter of the calendar year as well as the first two months of the
Ssubsequent year play a major role in New York
economic variables, affect the forecgsing forward.

The most notable in this aspect is the amount of bonus payments to be paid by the finance and
insurance sector. Although there have been reports of increased compensation for Wall Street
firms, if and how bonus payments may Ipaid is unckar. With the political backlash from
bonus payments being made by firms who received Federal stimulus funds, the structure of
bonus payments may be significantly different than in years past. For example, firms may
spread the amount of the bonus thraugithe year in the form of increased base compensation.
Another option would be to issue stock options as bonuses. In this form, tax revenues would not
be received until the option was exercised.

Holiday sales are also a risk. With the decline in eympkent and wages, people have less
money to spend. Although the economy has shown signs of improvement, consumer confidence
has not.



Economic Outlook
(Percent Change)

2009 2010 2011
National Economy
GDP (1.2) 3.2 4.5
Real GDP (2.5) 2.1 29
Consumption Expenditures (0.7) 15 2.3
Government Expenditures 1.8 1.2 (1.5)
Exports (10.4) 7.5 7.0
Imports (13.9) 9.4 6.3
CPI - All Urban, Percent Change (0.4) 14 2.2
Pretax Corporate Profits (5.9) 8.7 10.3
Personal Income (2.1) 2.8 4.0
Wages and Salaries (3.5) 2.2 4.2
Nonagricultural Employment (3.8) (0.7) 1.9
Unemployment Rate 9.2 9.9 9.4
T-Note Rate, 10-Year 3.23 3.51 3.88
New York Economy

Personal Income 0.3 2.8 4.2
Wages and Salaries (0.7) 2.9 4.3
Nonagricultural Employment (2.0) (0.4) 1.6
Unemployment Rate 8.5 9.3 8.7

Source: IHS Global Insight October Forecast




REVENUE OUTLOOK

All Funds

All Funds tax collections are estimated to total $59.42 biliio&FY 200910. This reflects a
decrease of 1.5 percefrom collectionsof $60.34 billion in SFY 20089. The decline is a

result of the continued negative impact of the recession on all aspects of the economy including
employment, personal income, consumption, and corporate profits. However, the decline has
been mitigatedoy various revenue measures that were included in the SFY-ED@hacted
Budget. These measures include: the imposition of the personal income tax surcharge on high
income taxpayers, the increase in the March prepayment by businesses, and the moeretse i
vehicle registration and license fees.

For SFY 201611, All Funds tax collections are projected to increas@.Bypercent to $6357

billion. This increase reflects economic growth as a result of the continued recovery projected
for 2010 as welbs the full year impact of the revenue measures enacted in SFY1Q00®
addition, the increaseacludes revenues from the issuance of new license plates to occur in April
2010 as well as the full year impacts of various revenue measures that weeel émactpport

the Metropolitan Transportation Authority.

General Funds

General Fund tax collections are estimated to 3@43 billion in SFY 200910, a decrease of

2.3 percent from SFY 20089 collections of $384 billion. Similar to the decline in fa
collections at the All Funds level, the decline in General Fund collections is a result of the
ongoing recession offset by revenue measures enacted in the SFY®bB08get. However, the
decline is greater than the decline in All Funds revenues dine tabsence of revenue measures
that impact General Fund collections. Most naablthe increase in motor vehicle registration
and license fees that are deposipeinarily to the Dedicated Highway and Bridge Trust Fund
and the Metropolitan Transportati Operating Account with little General Fund impact.

For SFY 201611, General Fund tax collectiorsse projected to increase by 7.9 percent to
$4037 billion. As with All Funds collections for SFY 20411, this increase reflects projected
economic growt as well as the full year impact of the revenue measures enacted in SFY 2009
10. The General Fund growth in tax collections is higher than the All Funds growth as a result of
the license plate reissuance in April 2010. Whiidy a small portion of motovehicle fees have
historically been deposited to the General Fund, all of the revenues from the license plate
reissuance will be deposited to the General Fuitherefore the growth in General Fund
collections for SFY2010-11 is inflatedas a result ofhese revenues.



ALL FUNDS TAX COLLECTIONS

(Millions of Dollars)

2008-09 2009-10 2010-11

Actual | Estimated | Projected

Personal Income Tax 36,840 34,929 38,291
Withholding 27,686 28,696 29,828
Estimated Payments 12,690 9,883 12,464
Final Returns 2,686 1,888 1,976
Other 949 1,115 1,132
Gross Collections 44,011 41,582 45,400
Refunds (7,171) (6,653) (7,109)
User Taxes and Fees 14,004 14,077 14,772
Sales and Use 10,985 10,739 11,074
Auto Rental 61 85 103
Motor Vehicle 723 966 1,278
Cigarette/Tobacco 1,340 1,346 1,309
Motor Fuel 504 513 516
Highway Use 141 142 147
Alcoholic Beverage 250 272 260
MTA Taxicab Surcharge 0 14 85
Business Taxes 7,604 7,681 7,805
Corporate Franchise 3,221 3,077 3,230
Corporate Utilities 863 973 918
Insurance 1,181 1,423 1,493
Bank 1,233 1,076 1,054
Petroleum Business 1,106 1,132 1,110
Other Taxes 1,889 1,234 1,309
Real Property Gains 0 (1) 0
Real Estate Transfer 701 351 431
Estate and Gift 1,165 860 854
Pari-mutuel 22 23 23
Other 1 1 1
MTA Payroll Tax 0 1,498 1,568
Total All Funds Taxes 60,337 59,419 63,745
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GENERAL FUND TAX COLLECTIONS

(Millions of Dollars)

2008-09 2009-10 2010-11

Actual | Estimated | Projected

Personal Income Tax 23,196 22,757 25,238
Withholding 27,686 28,696 29,828
Estimated Payments 12,690 9,883 12,464
Final Returns 2,686 1,888 1,976
Other 949 1,115 1,132
Gross Collections 44,011 41,582 45,400
Refunds (7,171) (6,653) (7,109)
STAR (4,434) (3,440) (3,480)
RBTF (9,210) (8,732) (9,573)
User Taxes and Fees 8,361 8,268 8,819
Sales and Use 7,707 7,541 7,962
Motor Vehicle (42) 19 149
Cigarette/Tobacco 446 436 424
Alcoholic Beverage 250 272 260
Business Taxes 5,556 5,517 5,648
Corporate Franchise 2,755 2,654 2,786
Corporate Utilities 654 737 695
Insurance 1,086 1,211 1,266
Bank 1,061 915 901
Other Taxes 1,188 883 878
Real Property Gains 0 (1) 0
Estate and Gift 1,165 860 854
Pari-mutuel 22 23 23
Other 1 1 1
Total General Fund Taxes 38,301 37,425 40,374
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Personal Income Tax

Article 22 of the tax law impses a tax on the New York income of individuals, estates and
trusts. Personal Income Tax (PIT) receipts contribute over one half of all tax collections
deposited into the General Fund.

Figure 7
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The personal income tax is paid invariety of ways: thie withholding of wages and other income
payments, the payment of estimated taxes, the payment of unpaid taxes through final returns, and
the payment of overdue taxes known as delinquencies through assessments. Any overpayment of
the personal income tax refunded to the taxpayer. Theammer of payment determines the

income year to which the tax applies. For example, withholding is paid when the income is
earned. Therefore, 2009 wages would be refleict&aD09withholding. However, tayayments

made withthe final returns aréased orthe piory ear 6 s i nc o me. As a res|
made in 2009 are a reflection of income earned in 2008. The same pattern holds true for refunds.

All Funds net personal income tax receipts $6tY 200910 are estimatedt &34.93 billion, a
drop of $1.9billion, or 5.2 percent, from SFZ00809. Gross receipts are estimated to decline
by $2.4billion, or 5.5percent, from SFY200809. This decline idargely attributable to a 22.1
percentdecline in estimated paymeanipaticularly in extension payments relatedtbe 2008ax
year.
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All Funds net personal income tax rgate for SFY201011 are projected to increase by $3.4
billion, or 9.6 percent, t8383 hllion. Gross receipts are projecteditcreaseby $3.8hillion, or

9.2 percent reflecting an increase in wage growth as well as the continued impact of the PIT
surcharge enacted in SFY 2000,

General Fund receipfer SFY 200910 are estimated to #22.75 billion, $439 million lower
than SFY 20089. General Fud receipts forSFY 201011 are projected at $Z3L billion, an

increase of $2.5 billion from SFY 20a®. This increasés aresultof increases in withholding

taxesand estimated paymends a result dietter economic conditiemnand the PIT surcharge

Components of PIT Collections
Withholding

In order to spread the payment of the personal income tax over the course of the tax year,
empl oyers are required to withhold a portio
earnings. Withholdindpas a slight lag from the period in which it is withheld to the time the
State receives the payment from the employer. Withholding is closely correlated to wage and
salaries received during any given quarter. As part of the SFY-PO@hacted Budget, thax

n

rate was increased on New Yorkodés high i ncome

rate still rising and th&ethargicrecovery oftheeconomy, increased revenues from the higher tax
rates have been offset by decreased revenues as a resulseoffabmrs. For SFY 20680,
withholding taxes are estimated to be $28.7 billion; an increase of approximately $1 billion from
SFY 200809. For SFY 20141, withholding tax is projected to increase to $29.8 billion, an
increase of approximately $1.13 k.

Estimated Tars

Individuals make estimated payments if the tax they will owe for the year is significantly more
than the amount of tax being withheld from their wages. Individuals who have large amounts of
nonwage income (seémployment income, terest, dividends, or capital gains) generally make
these quarterly payments. Estimated tax payments are due on the fifteenth of April, June
Septemberand January. Estimated paymentsre alsomade when a taxpayer files for an
extension to file his anmal return. Whenra taxpayer files for an extension, he is required to
estimate his tax liability and, if payment is due, submit it with the extension. Estimated payments
for SFY 200910 are estimated to be $9.9 billion, a decrease of $2.8 billion from 86&0D.

This decline is consistent with current economic conditions. As the economy is still in the midst
of the recession, newage income, especially that earned by sole proprietors, is estimated to
decline. For SFY 20121, estimated payments are potgal to be $12.5 billion. This increase is

a result of the increase in personal income as a result of the recovering economy.

Final Returns

Final returns are due by April fifteenth of every year. The final return is essentially a
reconciliation betwee a t axpayer ds withholding and/ or

13
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calculated on the total personal income received throughout the tax year. A payment is due
when the combination of withholding and estimated payments result in an underpayniment of t
total tax liability. For SFY 20090, personal income tax collections from final returns are
estimated at $89 billion, $798 million lower than collections in SFY 20@8. This decrease is
attributed to the decline in personal income growth from 20B&: SFY 201611, collections

from final returns are projected to be $.Hllion, an increase of $88 million from SFY 2009

10.

Other Paymend

These collections are comprised of delinquencies and filing fees required to be paid by the State
limited liability companies and limited liability partnerships. Delinquencies are the sum
payments due on overdue tax liability and any penalties and interesteithpossuch past due
liabilities. These aressentiallycollectionsreceived fromTax Department audst For SFY
200910, other payments are estimated atLl®billion, an increase of $166 million from SFY
200809. This increase is attributable to the restructuring of the LLC filing fees that was enacted
in SFY 200809. For SFY 20141, collections fromother payments are projected at 18l

billion.

Refunds

A refund occurs when a taxpayer overpays his personal income tax, either through over
withholding or remitting excess estimated payments. Similar to payments made with final
returns, refunds are mads a result of filing an annual return. For SFY 20090, refunds are
estimated at &65 billion, a decrease of $518 million from SFY 2008. This decrease is
primarily due to the amount of refunds paid in the fourth quarter of the fiscal years.cificspe
amount of refunds is authorized to be issued to those taxpayers who file their returns early. Prior
to SFY 200809, these refunds were set at $1.5 billion. In SFY ADW8the amount was
increased to $1.75 billion. This resulted in a portion fids that historically had been paid in

April of the next fiscal year to be paid in March. For SFY 2Q10refunds are projected to be
$7.11billion, reflecting the lower growth in personal income for 2009.

User Taxes

New Yor kdés us e rdofseveredifferent taxes.c Theypncluds: esales and use tax,
cigarette and tobacco taxes, motor fuel tax, motor vehicle fees, alcoholic beverage tax, highway
use tax, and the auto rental tax. For SFY 20D09total user taxes on an All Funds basis are
estimated to be&14.07 billion, a0.5 percent inease from SFY 20089. On aGeneralFund
basis,receips areestimated to declinby 1.1 percent, from $8.4 billion in SFY 2008 t0$8.3

billion in SFY 2009-10.

For SFY 201611, All Funds user taxes apeojectedto be $148 billion, a 5.3 percent increase
from SFY 200910. This increase is attributable to the economic recovery as well as the full year
impact of tax increases that were enacted in the SFY-200fudget. On a General Fund basis,
user taxe are projected tbe $861 billion, an increase of 4.1 percent over SFY 2009
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Sales and Use Tax

The sales and use tax is the Stateds second
use tax was enacted in 1965 at the rate of 2 percentaXhate was subsequently increased to 3
percent in 1969, 4 percent in 1971, and to 4.25 percent in 2003. The rate reverted back to 4
percent after June 2005.

On an All Funds basis, sales and use tax collections are estimated10.b4 billion, a2.2
percentdecline from SFY 20089. General Fund collections aestimated to declinby 2.1

percent from $7.7 billioto $7.54 billion inSFY 200910. For SFY 201611, All Fundssales

tax collectiors are projectetb be $11.07 billionan increase of @.percent. This increase is due

to economic recovery as well as the imposition of the tax on additional serviceatisatasted

in the SFY 200910 budget. On a General Fund basis, sales and use tax collections are projected
to be $7.8 billiona 3.1percentincrease from SFY 200%0.

Cigarette & Tobacco Tax

In New York, an excise tax is imposed upon cigarettes at a rate of $2.75 per package of 20
cigarettes. The State also imposes a tax on other tobacco products, such as chewing tobacco,
snuff, cigas, pipe tobacco and rejour-own cigarette tobacco. This tax is imposed at a rate of

42 percent of the wholesale priaxcept for snuff products which are taxed at a rate of $0.96
cents per ounce.

For SFY 200910, All Funds collections frontigaretteand tobacco tags are estimated to
increase from $1.34 billion to $1.35 billion, an increas®.6fpercent On aGeneralFundbasis,
collections from these taxes aimated to declinfom $446 million in SFY 20089 to $436
million in SFY 200910, adecrease of 2.3 percent

In SFY 201011, All Funds cigarette and tobacco tax collections pngectd to decrease to

$1.31 billion inSFY 2010611, a decrease of 2.8 percent. General Fund collections are projected
to decrease t®424 million a decreasef 2.7 percent. This decrease is due todbmetinued
downward trend in the consumption of cigarettes. The decline in consumption reflects the impact
of increased public awareness of the adverse health effects of smoking, smoking restrictions
imposed by gvernments, ansmoking education programs, and changes in consumer
preferences toward other types of tobacco.

Motor Fuel Tax

Motor fuel and diesel motor fuel taxes are imposed by Articld I the Tax Law upon the

sale, generally for highway use, mibtor fuel and diesel motor fuel, respectively. A motor fuel

tax of two cents was imposed on gasoline motor fuel in 1929. The tax on gasoline was increased
to 3 cents in 1932, to four cents in 1937, to six cents in 1956, to seven cents in 1959 dmd to eig
cents in 1972. A motor fuel tax of two cents was imposed on diesel motor fuel in 1936. The tax
on diesel fuel was increased to four cents in 1947, to six cents in 1956, to nine cents in 1959 and
to ten cents in 1972. The tax on diesel fuel was reducemjht cents in 1996.
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For SFY 200910, collections from the motor fuel tax asstimate to be $53 million, a 1.8
percent increase frol8FY 200809 collections For SFY 201611, collections are projected to
increase slightly t&515 million in 201611, an increase of 0.4 percent. Collections from the
motor fuel tax do not fluctuate significantly from year to year since the number of gallons of fuel
imported into the State does not fluctuate significantly, as siowigure 8below.

Figure 8
New York State Motor Fuel Gallonage
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Source New York State Department of Taxation & Finance

Motor Vehicle Fees

Motor vehicle fees are imposed under the Vehicle and Traffic Law. These fees include
registrations for motor vehicles operated in
such asfees for inspection and emission stickeepair shop certificateand insurance civil
penalties.

Most vehicle registration fees in New York are based on weight except for buses, which are
charged according to seating capacity, and geaiers, which are charged a flat fee. Vehicle
registration and driver licensing fees are a function of the fee schedules, the number of licensed
drivers and registered vehicles, and the number of years between license and vehicle registration
renewals. Histacally, the collections frommotor vehicle feesre not significantly impacted by
economic conditions.Collectionsfrom these fees are impacted moredmangs in the fee or
renewal schedules

For SFY 200910, All Funds collections from motor vehicle feare estimated to b®966
million, a 33.6percent increasm collections fromSFY 200809. This large increase is due to
the increase in license and registration fees included in the SFY¥1P0BAacted Budget as well
as the imposition of license andyrgtration fees within the MTA district.
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For SFY 201611, All Funds collections from motor vehicle fees are projected to increase to $1.3
billion, a 32.2percentncrease This increase is due to the full year impact of the license and fee
increases engad inSFY 2M9-10 as well as collections received as the result of the issuance of
new license plates in April 2010

Alcoholic Beverage Tax

New York State imposes excise taxes at various rates on liquor, beer, wine and specialty
beverages. Overall, peapita consumption of taxed beverages and receipts has remained fairly
constant in recent years with declines in one beverage class being offset with increases in others,
due to shifts in consumer preferences.

For SFY 200910, alcoholic beverage tax dettionsare estimatedo be $221 milliona 7.4
percentincreasdrom collections in SFY 20089. This increase is primarily due to the increase
in the excise tax on wine and beer that was enacted as part of the SFY0200d8get. For SFY
201011, collections are projected to decrease to $214 milkoB.,3percent decline

Alcoholic Beverage License Fees

New York State distillers, brewers, wholesalers, retailers, and others who sell alcoholic
beverages are required by law to be licensed by the StaierLAuthority. For SFY 20090,
alcoholic beverage license fee collectians estimated tbe $51 million a 15.6percent increase

in collections fromSFY 200809. Collectiors for SFY 201611 are projected to decrease to
$45.8 million a 9.8percentdecreasdrom SFY 200910.

Auto Rental Tax

The auto rental tax applies to a vehicle rented by a resident or a nonresident, regardless of where
the vehicle is registered. The tax does not apply to a car lease covering a period of one year or
more. Auto rental tax collections arestimate to increase from $61 million in SFY 2008 to

$85 million in SFY 200910, an increase 9.8 percentrise from that in SFY 200689. This

increase is a result of the increase in the rate from 5 percent to 6 perceliaastivesimposition

of an auto rental tax within the MTA district. Collections from this tax are projected to continue

to increase t0$102.8 million in SFY 201011, 20.5 percentincreaseover SFY 200910
collections This increase reflects the full yeanpact of the tax rate increases as well the
economic recovery.

Highway Use Tax
Articles 21 and 24A of the Tax Law impose a highway use tax on commercial vehicles using

the public highways of the State. Highway use tax revenues are derived fromotimeess the
truck mileage tax, the fuel use tax, and registration fees.
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For SFY 200910, collections from the highway use tax are estimated t%®il#l& nillion, a 0.8
percent increase fro®FY 200809. In SFY 201011, highway use tax collections are gaied
to increase t&147 million a 3.6percentincrease.

Business Taxes

All Funds business tax receipts are estimated to amount to $7.68 billion dollars for SF¥02009
an increase of 1 percent over SFY 2@3Bcollections. General Fund collecticm® estimated

to total $5.52 billion for the current fiscal year, a decrease of 0.6 percent from SFX02008
This stagnant yeasveryear growth corresponds to continuous declines in corporate profits,
tightening credit market conditions, a strugglingising sector, and lingering skepticism within
the stock market.

For SFY 201611, All Funds business tax receipts are projected to increase to $7.8 billion, an
increase of 1.6 percent over 2009. General Fund receipts are projected to increase t6 $5.6
billion, an increase of 2.3 percent. These increases are a result of the anticipated stabilization of
the financial markets and the economic recovery.

Corporation Franchise Tax

Levied by Articles 9A and 13, the corporate franchise tax generates loai of all business

taxes. Under Article 9A, general business corporations employing their franchise in the State of
New York are required to make payments based on the highest of the following 4 bases: (1)
entire net income, (Zternativeminimum ta, (3) allocated business and investment capital, or
(4) a fixed dollar minimum. Article 13 imposes a 9 percent tax on unrelated business income
from notfor-profit organizations.

For SFY 200910, All Funds receipts are estimated to be $3.08 billicstedine of 4.5percent

from SFY 200809. General Fund receipts are estimated to total $2.65 billion, a decrease of 3.7
percent. These declines can largely be attributed to a decline in corporate profits. For SFY 2010
11, All Funds receipts are projectedincrease to $3.23 billion, an increase of 5 percent. On a
General Fund basis, receipts are projected to increase to $2.79 billion, increasing by 5 percent.
This growth is a result of the projected rebound in corporate profits in the latter haérmdara

year 2010.

Corporation and Utilities Tax

Specialized industries including public utilities, newly organized or reorganized corporations,

out-of-State corporations doing business in New York State, transportation and transmission
companies, and agultural cooperatives are required to pay taxes and fees under Article 9.

Fluctuations in tax receipts are primarily due to economic performance within the public utility,

telecommunications, and transportation industries.

For SFY 200910, All Fundsreceipts are estimated to total of $973 million, an increase of 12.7
percent from SFY 20089. This increase is a result of increasing consumption in
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telecommunications services and residential electricity over prior years. General Fund receipts
are estinated at $737 million, an increase of 12.7 percent.

For SFY 201611, All Funds receipts are projected to decrease to $918 million, a decrease of 5.7
percent. General Fund receipts are projected to decrease to $695 million, a decrease of 5.7
percent. This decline in tax revenue is a result of slower growth in receipts from
telecommunications services and a projected decline in electricity consumption.

Bank Tax

Bank Tax revenues are collected under Article 32 of the Tax Law. This is imposed as a
franchise tax on banking corporations which are broken down into three groups: clearinghouse,
savings institutions, and other commercial. Collections from Article 32 consist largely of
estimated payments made in June, September, and December. A finahjpagymeade in March

along with a required first installment payment of 3centof t he pri or year os
March 2010, this prepayment will be raised tgpé0cent

For SFY 200910, All Funds receipts are estimated to total $1.07 billmmlecrease of 12.7
percent over SFY 20089. General Fund receipts are estimated to be $920 million, a decrease
of 13.3 percent. Much of this decline is attributed to significantly lower audit collections for this
fiscal year compared to last.

For SFY 201011, All Funds and General Fund receipts are projected to decline to $1.05 billion
and $901 million, respectively. This represents a decline of approximately 2 percent.

Insurance Tax

Article 33 of the Tax Law imposes a franchise tax on insi@arorporations and insurance
brokers. A premiumbased tax is levied on ndife insurers and independently procured
insurance. The tax base for Article 33 is divided between life andifeomsurers. Life
insurance companies pay an income tax sintibathe corporate franchise tax, as well as a
premiums component at a rate of 0.7 percent of taxable premiums. The total of the two cannot
exceed 2 percent of taxable premiums. All other insurance companies are taxed only on
premiums. Accident and helalinsurers are taxed at a rate of 1.75 percent and all other insurers
are taxed at a rate of 2 percent.

Insurance tax receipts are estimated to amount to $1.42 billion for SFY1PO@® increase of

20.5 percent over SFY 20d@® receipts. A significanportion of this increase is the result of
accounting changes in how ror-profit HMOs are taxed. Collections from these institutions

were previously made under the Corporate Franchise Tax. However, as a result of legislation
enacted in the SFY 200 budget, these HMOs are required to pay under the insurance tax.
Also affecting this increase is the increase in the March prepayments from 30 percent to 40
percent of the previous year 6s t alRardestimated i t vy.
at $1.21 billion; an increase of 11.5 percent over the prior year. The HMO reclassification does
not impact General Fund receipts as collections from these companies is deposited to the Health
Care Reform Act (HCRA) funds.
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For SFY 201611, All Funds ingrance tax receipts are projected to increase to $1.49 billion, an
increase of 4.9 percent. General Fund receipts are projected to increase to $1.26 billion, an
increase of 4.5 percent.

Petroleum Business Tax

Collections under Article 13\ of the Tax law are based upon the quantity of various petroleum
products imported for sale or use in the State. Base tax rates are indexed to reflect the twelve
month change in the Petroleum Producers Price ledding August 31.

All Funds receipts for SFY 20080 are estimated at $1.13 billion, a Zédrcentincrease over

SFY 200809. For SFY 20141, PBT receipts are projected to decrease to $1.11 billion, a
decrease of 1.9 percent.

Other Taxes

Other taxes are primarily comprised of the estate and gift tagakestate transfer taxes, and
parrmut u e | taxes. New Yorkods estate taxes do
foll owing a persondés deat h. As a result, the
is not a reflection of the curremconomy but the economy at the time of death. These
collections are also a function of the size of the estates on which the taxes are paid. Estate tax
collections for SFY 20090 are estimated to decrease by 26.2 percent from SFY-GZ08
collections. Tis reduction in collections is due to the decline in the stock market as well as the
decline in home prices; primary factors i mpac

Estate taxes are projected to remain relatively flat in SFY-201@eclining by only 0.7 qrcent.
This is a result of a projected increase in the stock market offset by the projected continued
decline in average home prices over the first half of 2010.

With the bursting of the housing market bubble, collections from the real estate ttarsfer
SFY 200910 are estimated to decline by 50 percent from SFY 2®08 Collections are
projected to improve in SFY 20411, increasing by 22 percent, reflecting the projected
improvement in the housing market in the second half of the fiscal year.

Miscellaneous Receipts

SFY 200809 | SFY 200910 | SFY 2010611

Actual Estimated Projected

Licenses, Fines, and Fees 1,006 600 629
Abandoned Property 698 525 530
Reimbursements 1,089 300 167
Investment Income 104 15 50
Other 208 1,692 1,301
Total 3,105 3,132 2,677
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General Fund miscellaneous receipts are estimated to total $3.1 billion in SFYL®2009
reflecting a 0.9 percent increase in receipts from ZIM8 This increase is a reflection of
increases in various licenses and fees that were includéide ®8FY 200910 Enacted Budget,
including the increase in the Article -B8assessment that is deposited to the General Fund. This
increase is offset by decreased collections from abandoned property and investment income. The
decrease is a result of thmlatility in the financial markets which impacts the value of
abandoned property, especially in relation to securities that are deposited into the fund. In
addition, low interest rates and the decrease in fund balances have resulted in lower investment
income collections.

Collections in SFY 20141 are projected to decrease by 14.5 percent; decreasing from $3.1
billion to $2.7 billion. This decrease i s pi
included in the SFY 20020 budget. These onghots include the transfer of funds from
SONYMA and the Dormitory Authority.

Lottery/ VLTOS

Traditional Lottery

Revenue from traditional lottery games is estimatedotatinue on trend, with minimal growth
potential. Growth in traditional lottery saleis mainly attributed to the introduction af new

game Sweet Millions This gamds estimated to generate $45 million by end of SFY 2009
2010. In addition, the SFY 20020 Enacted Budget authorized the Division of Lottery to enter
into an additionalmulti-jurisdictional game The Division of Lottery has just initiated
negotiations for Powerball which is projected to launch in Febratitye earliest By entering
Powerball,Lottery is projectingapproximately$48 million in Powerball sales duag the &ast 2
months of SFY 20090. However, these receipts are projected to be reduced by approximately
$26 million as a result of reducetlotto and Mega Millions salesesulting in a net gain of $22
million.

Based upon current reportsational revenuesdm gambling operationsavedeclinal for the
first time in three decades. With the national economy continuing to experience volatilibeand
projected decline of disposable incgnggowth in traditional lottery sales are projected to
increase slightlyn SFY 201011, only as a result of the introduction of new lottery ganSades

of Sweet Millions are projected to be approximately $84 million and Powerball asdes
projected to beapproxmately $288 million. However, as in SFY 20@0, these salesra
projected to offset with projected declinesLiotto and Mega Millions saleBy approximately
$155 million.

Video Gaming

The current trend inevenue fom video gamings estimatedo continuethrough the end of SFY
200910. Although the State has Vet realize a franchise agreement for Aqueduct, the Executive
anticipates that the agreement will be approved by the end of the fiscal year; resulting in a
franchise payment of$200 million with the plannednstallation of 4,500 VLT terminals for
Aqueduct In SFY 201011, with the launch of a VLT facility at AquedycevenuesromV L T 6 s
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are projected to increase moderately, depending on when the facility and its machines are fully
operational.

With the implementation of Sweet Millions atite possibilityof inclusion inPowerbal] the
increase imevenue may reflect a shift consumer spending on lotteaig opposed to real
revenue growth.

The approval of the Aqueduct franchise agreement is not cornsiaer@dministrative action by
the Division of he Budget, but rathdaut alegislative onesincethe proposed actions require the
approvalthe Governor and thHeadersof both houses of the LegislatufEhereis no assurance
that the franchise deulill be authorizedy theend of SFY 2004.0.
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DISBURSEMENT OUTLOOK

Education
~ MultivearSchool Aid Projections
2009-10 2010-11 Annual Annual
Change$ Change %
Foundation Aid/Academic Achievement $14,893 $14,893 $0 0.00%
Grant
Other Operating Aids $217 $217 $0 0.00%
Universal Pre-Kindergarten $414 $414 $0 0.00%
EXCEL Building Aid $165 $185 $20 10.81%
Expense-Based Aids $5,531 $6,022 $491 8.15%
Other Aid Categories/Initiatives $628 $685 $38 5.71%
Total School Aid $21,848 $22,416 $568 2.53%

The State Education Departmdi®ED) is required by law to provide an update of State Aid
claims for school districts. This updates take place three times a year in the months of May,
November and February on or before th& a6each month. The most recent data we currently
have in an unficial update provided by SED in September.

The enacted State budget for 21810 provided a total General Support for Public Schools
(GSPS) of $21.93 billion, an increase of $404 million over School Year (SY)-2008
Included within the GSPS amoumtas a restoration of the $1.1 billion Deficit Reduction
Assessment (DRA) proposed by the Executive in December 2008. This restoration was made
with federal American Recovery and Reinvestment (ARRA) dollars. ARRA funding from the
State Fiscal Stabilizatioffund and the State Fiscal Stabilization F@ter Governmental
Services provided fiscal relief to the State and prevented school aid reductions at crucial time for
school districts through the State.

The restoration of school aid reductions and oth8P§& related programs with stimulus funds
requires greater accountability and transparency for all federal stimulus recipients including the
State, school districts and local education agencies (LEA). As it was clearly stated by the
Comptroller of the Statef New York, ARRA recipients are required to submit quarterly reports.
The information included within these repont#l not only require ARRArelated financial data,

but also other nofinancial data, such as the number of jobs created or preservedcraases
averted, project completion status, total costs of projects (excluding ARRA funds), rationale for
the project, and award or program gebipient information.

In addition to GSPS restorations, school districts throughout the State receivetinzateel
increase of $454 million in part A Title | of the Elementary and Secondary Education Act
(ESEA) and $398 million for the Individual with Disabilities Education Act (IDEA). Other
GSPS programs slated to be reduced in the Executive Budget recoatimerstich as Teacher
Resource and Computer Training Centers, Teacher Mértean, the Roosevelt School District
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Special Academic Grant and the school district claim changes included in the February database
were restored using federal stimulus funds.

In the near future, the State of New York will receive notification from the federal government
regarding our eligibility for the Race to the Top funds included as part of ARRA& Race to

the Top Fund provides competitive grants to encourage and revedas $hat are creating the
conditions for education innovation and reform; implementing ambitious plans in the four
education reform areas described in #RRRA, and achieving significant improvement in
student outcomes, including making substantial gaimsstudent achievement, closing
achievement gaps, improving high school graduation rates, and ensuring that students are
prepared for success in college and caradisether New York State will be required to make
major policy decisions in order to qualifor this fund or received a waiver is still being debated

by all interested parties.

Foundation Aid

New Yor k Stateods financi al crisis forced p o
providing funding for particular programs. The $20 billion finahgap made funding for the

third year of Foundation Aid unattainable. As consequence, the enacted budget for School Year
20092010 provided the same amount of funding received by school districts in the prior year.

For School Year 20020, Foundation Aidotaled $14.89 billion. In order to keep the promise of

the Campaign for Fiscal Equity court case, the Legislature and the Governor took several steps to
extend the phas@ of the Foundation Aid formula. Chapter 57 of the laws of 2009 established
extendd the phase in to 2012013.

The Senate Finance Committee understands that Foundation Aid for the@ll@chool Year

will be flat at the $14.89 billion level. The uncertainty of data changes during the current school
year and the 201R011 school yeaprevent us from making a mulgear projection of the full
phasein of Foundation Aid. The phase process will restart with the 202D12 School Year.

Foundation Aid

$15,000 $14,892 $14,892 $14,892

$14,800
$14,600
$14,400
$14,200
$14,000
$13,800 $13,656
$13,600
$13,400
$13,200
$13,000

Millions

2007-08 2008-09 2009-10 2010-11

24



Universal PreK

According to the National Institute for Early Education Research (NIEER), appately 1.13
million children participate in Stateinded Prekindergarten programs, about 24% of all 3 and 4
yearolds in the nation. State spending on Prekindergarten programs totals $4.6 billion. More
than half of the states established Prekindergategrams during the last two decades. As
Statecreated entities, these programs vary in design, eligibility requirements, hours of operation,
and other standards.

The New York State Universal Prekindergarten (UPK) program was established under Chapte
436 of the Laws of 1997. During the 2608 school year, 192 districts (224 eligible) served
approximately 57,000 students. In School Year 2ZP0P0, this number has increased
considerably from 192 to 450 school districts and the numberyeBd old las increased from
57,000 to almost 107,700.

The Senate Finance Committee understands that Universal Pre K for th2Q2018chool Year

will be flat at the $414.1 million level. The uncertainty of data changes during the current school
year and the 201R011 school year prevent us from making a raydiar projection of the full
phasein of Universal Pre K. The phase process will restart with the 202D12 School Year.

Expense Based Aids

Expense based aid are an important part of the fundingregicby school districts. These funds
reimburse school districts for costs already incurred in areas such as transportation, school
construction, special education and cooperative services. For S¥Y20Q09the enacted budget
funded all expense based aadgresent law levels.
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