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RECOMMENDATIONS FOR THE NEW YORK STATE  
2005-2006 BUDGET 

 
Governor George E. Pataki presented the Executive Budget for fiscal year 2005-06 on 

January 18, 2005. Consistent with legal requirements, he updated the proposed budget on 
February 8 and February 19. The State Legislature is now considering the Governor’s proposals, 
and it is scheduled to adopt a budget before the new fiscal year begins on April 1, 2005. This 
memorandum presents the Citizens Budget Commission’s recommendations to the Legislature, 
and particularly its Conference Committees, for the enacted budget. 
 

We have four key recommendations: 
 

1. Significantly reduce spending on Medicaid and ineffective programs. 
2. Make meaningful progress in a long-run realignment of State and local 

fiscal responsibilities for Medicaid and school financing. 
3. Balance the budget with recurring revenues. 
4. Enact the budget on time and in full sunlight. 

 
Each of these recommendations is discussed more fully below. 

 
 

Significantly Reduce Spending On Medicaid And Ineffective Programs 
 

Next year’s budget should be examined in the context of the practice in recent years of 
increasing State expenditures at a rate well in excess of inflation. (See Chart 1.)  In the decade 
from fiscal year 1996 to 2005, State spending grew more rapidly than general price inflation in 
eight of the ten years. If spending had been held in line with inflation, expenditures for fiscal 
year 2005 would be $80.1 billion rather than the actual $101.3 billion. 
 

In this context, the Governor’s proposal to increase spending in fiscal year 2006 by 2.4 
percent, a rate about equal to projected inflation, is a sign of some fiscal discipline. However, in 
most recent years the Legislature has increased spending from the level proposed by the 
Governor, and this year seems to be following that pattern. The increase agreed to by the 
Legislature would bring the growth to 3.9 percent, significantly higher growth than the rate of 
inflation. Such Legislative behavior would make fiscal year 2006 the ninth consecutive year in 
which expenditure growth exceeds inflation. 
 

It is desirable and feasible to keep spending growth below inflation in the coming year 
without harming services needed by New Yorkers. This can be accomplished by cutting the 
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Medicaid program, which has been found to be excessively costly, and by cutting other items 
that are ineffective. 
 

Cash Disbursements, Fiscal Years 1995-96 to 2005-06
(millions of dollars)

Chart 1
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_____
Sources: State of New York, Division of the Budget, New York State Executive Budget, Appendix II , fiscal year 1996-97 to 2005-06 editions.  Fiscal year 2005 and 
2006 data are projections from State of New York, Division of the Budget, 2005-06 New York State Executive Budget With 30-Day Changes,  February 8, 2005.
* Adjusted to account for the impact of $1.9 billion in deferred tobacco securitization proceeds and payment delays.
** Adjusted for the inclusion of all HCRA funded programs on-budget and additional Medicaid spending to comply with Federal policy changes related to certain 
county shares adjustments.

 
 
 
Medicaid Savings That Protect Services for the Needy 
 

Medicaid is the largest program in the State budget, estimated to cost about $37.1 billion 
in the current fiscal year, a sum equal to about 36.6 percent of total State spending. While half 
the cost is covered by federal aid, the State’s fiscal obligation still approaches $14.5 billion, 
making Medicaid the second largest item of State-funded spending behind education aid at $18.4 
billion. 
 

New York State runs the most expensive Medicaid program in the United States. In 
federal fiscal year 2001-02, for example, New York State spent $8,031 per Medicaid beneficiary, 
nearly double the national average and substantially more than each of the states that are its 
major economic competitors. (See Table 1.)  
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Competitor Expenditures Expenditures Percent 50-State
State (in millions) per Beneficiary of US Avg Rank

New York $31,489 $8,031 187% 1
Connecticut 3,245 6,774 158% 4
Massachusetts 6,387 5,994 140% 9
New Jersey 5,497 5,759 134% 10
Ohio 9,186 5,547 129% 11
Illinois 9,122 5,268 123% 14
Pennsylvania 8,524 5,238 122% 16
Michigan 5,919 4,082 95% 34
Texas 11,121 3,767 88% 38
Florida 9,827 3,672 86% 39
Georgia 4,796 2,929 68% 48
California 23,636 2,541 59% 50

US Total $213,491 $4,291 100%

Table 1
Medicaid Expenditures

New York And Its Competitor States, Federal Fiscal Year 2001-2002

___
Centers for Medicare & Medicaid Services, MSIS Statistical Report: Federal Fiscal Year 2000,
<http://www.cms.hhs.gov/medicaid/msis/tables2002.asp> (March 15, 2005). Total 
expenditures do not include payments made for the Disproportionate Share Hospital 
program (DSH).  

 
 

In Confronting the Tradeoffs in Medicaid Cost Containment, a report released in 
February 2004, the CBC identified $4.6 billion in annual Medicaid savings that would not harm 
the medically needy. The largest savings, about $2.5 billion annually, come from reducing the 
rates paid to hospitals, nursing homes and certain other institutional providers. New York State’s 
current rates are excessive relative to national norms, even after adjustment is made for higher 
regional wages and the mix of patients treated. (See Table 2.) Rates should be reduced to make 
New York’s payments competitive with those of other jurisdictions; state taxpayers should not 
underwrite inefficient managerial practices in health care institutions.  
 

The second largest source of savings, about $1.5 billion annually, should come from 
rationalizing the use of services by Medicaid enrollees. Currently, New York Medicaid recipients 
consume more services than is justified by good medical practice and national norms. The 
greatest deviance, in fiscal terms, is in the excessive use of personal care services, a form of 
long-term care. New York’s program of personal care for the elderly and disabled living at home 
pays for many more hours of home attendant services for tasks such as housekeeping and 
shopping than is permitted by any other state. Bringing use of personal care services more in line 
with national norms would save about $1 billion annually. With respect to acute care services, 
notably hospital admissions and length of stay and emergency room visits, greater reliance on 
managed care organizations in order to create incentives for more rational use could save nearly 
$490 million annually. 
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New York COLA Case-Mix NYS as %
Service State Amount Adjusted Adjusted of Adjusted

Hospitals/admission (2001) $9,364 $6,980 $7,887 $8,282 113%

Nursing Homes/day
  All States (1998) $160 $110 $124 N/A 129%

  Metro Areas (2001)
     NYC $333 $158 $179 N/A 186%
     Rochester 226 158 179 N/A 126%
     Syracuse 219 158 179 N/A 122%

ICFs/year (2000)
  Private < 15 residents $76,021 $57,877 $65,401 N/A 116%
  Public < 15 residents 438,065 86,074 97,264 N/A 450%
  State Institutions 205,495 117,165 132,396 N/A 155%___

United States

Table 2
Costs for Selected Services, United States and New York State

Sources: Hospital data except case-mix from Hospital Statistics, 2003 edition, Health Forum LLC, An Affiliate of the American Hospital 
Asociation, Chicago, Illinois, p. 167. Case-mix data The Almanac of Hospital Financial and Operating Indicators, 2003 Edition, Salt Lake 
City: Ingenix; Nursing home data from Susan Raetzman, Lauren Craig, and Cathy McDougal, Reforming the Health Care System: State 
Profiles 2001, The Public Policy Institute, AARP, 2001; Nursing home data for metro areas from The MetLifeMarket Survey of Nursing 
Home & Home Care Costs, August 2003, MetLife Mature Market Institute, 2001; ICF data from David Braddock et. al., The State of the 
States in Developmental Disabilities: 2002 Study Summary, Coleman Institute for Cognitive Disabilities and Department of Psychiatry, The 
University of Colorado, June 2002.

 
 
 

The third significant source of Medicaid savings is closing loopholes in eligibility rules 
for long-term, care such as nursing homes and personal care. Current rules and practices in New 
York standards allow many middle-class and wealthier individuals to qualify for Medicaid-
financed care. Among the elderly and disabled, New York accounts for an extraordinary 31.5 
percent of the elderly medically needy and 26.6 percent of the disabled medically needy. (See 
Table 2.) This high rate of eligibility among the elderly with incomes above poverty level and 
receiving cash benefits is attributable largely to the unusual practices in New York of allowing 
individuals to refuse to contribute to the support of spouses in need of nursing home care, of 
having no “look back” penalty period for asset transfers by people applying for home care, and 
of applying the “look back” provisions relevant to nursing home applicants in a way that creates 
relatively small financial penalties rather than disqualification. Closing these loopholes could 
save an estimated $600 million annually. 
 

The CBC’s previous recommendations provide a basis for assessing the Medicaid 
proposals in the Executive Budget. The Governor projects that, absent other actions, Medicaid 
spending in the State budget (which includes federal and State funds but excludes the local share 
of costs) would grow by about $2 billion in the coming fiscal year. The Governor’s proposal for 
Medicaid can be divided into three categories. (See Table 3.) The first do not directly affect total 
expenditures, rather they would have the State assume some of the current local fiscal burden. 
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These changes are generally desirable and are discussed more fully below under the CBC 
recommendation to realign State and local responsibilities. 
 

The second group is measures that identify new revenues that the State can use to help 
pay its share of Medicaid costs. One major such item (valued at $400 million) is using the 
proceeds of a conversion of a nonprofit insurance firm to for-profit status to pay Medicaid 
expenses. Most of these measures are undesirable for Medicaid (though they may be legitimate 
one-time State revenues), because they are “one-shots” that should be used for purposes other 
than funding recurring operating expenses. 
 

The third group is measures that do reduce Medicaid expenditures. The combined 
reduction in federal and State spending from the Governor’s proposals is an estimated $2.4 
billion annually. Several of these proposals, totaling about $1.2 billion in savings, are consistent 
with the CBC’s recommendations. These include measures to reduce hospital and nursing home 
rates, and a proposal to impose an assessment on some hospital revenue that works, in effect, like 
a rate reduction by returning to the State a portion of the institutions’ Medicaid revenues. 
 

The Governor also has made two proposals that do not have specific dollar savings in the 
2006 fiscal year, but are consistent with the CBC’s recommendations and would yield future 
savings. One is “closing existing eligibility loopholes that allow individuals to not contribute to 
the cost of their care.” The other is to create a bipartisan Commission on Health Care Facilities in 
the 21st Century whose 15 members would be empowered to identify and recommend closing 
hospitals and nursing homes that are underutilized and no longer necessary. 
 

The Governor also has made two proposals that do not have specific dollar savings in the 
2006 fiscal year, but are consistent with the CBC’s recommendations and would yield future 
savings. One is “closing existing eligibility loopholes that allow individuals to not contribute to 
the cost of their care.” The other is to create a bipartisan Commission on Health Care Facilities in 
the 21st Century whose 15 members would be empowered to identify and recommend closing 
hospitals and nursing homes that are underutilized and no longer necessary. 

 
The Governor’s cost saving measures consistent with CBC’s strategies should be retained 

and enhanced in the adopted budget. Fiscal year 2006 saving in excess of $1.0 billion might be 
achievable from additional rate reductions and accelerated implementation of the long-term care 
eligibility loophole closing.  
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General Other State Federal All
Fund Funds Funds Funds

Total- All Recommendations ($1,767) $875 (1,079)      ($1,971)

Recommendations that transfer costs from localities to State $166 -              -             $166
Accelerate FHP Takeover 25             -              -             25              
Local Transition Funding 20             -              -             20              
Local Cap 121           -              -             121            

Recommendations that reduce costs ($1,248) $233 ($1,097) ($2,112)

CBC-supported ($797) $263 ($626) ($1,160)
Pharmacy Changes: PDL and Higher Copays (80) (127) (207)
Provider Assessments (234) 264 30
Hospital Cost Containment (201) (312) (513)
Nursing Home Cost Containment (182) (211) (393)
Other, including personal care cost containment (100) (1) 24 (77)

CBC-opposed ($451) ($30) ($471) ($952)
FHP Benefit Reductions and Eligibility Limits (337) (30) (295) (662)
Restrict Dental Benefits/Eliminate Other Benefits (66) 0 (102) (168)
Capping Managed Care Marketing Costs, Freezing Premiums (48) 0 (74) (122)

Recommendations that increase revenues ($685) $642 $18 ($25)
Increasing Covered Lives Assessment (50) 50               -             -             
Health insurance provider conversion (400) 400             -             -             
Audit activities and federal reimbursement (43) -              18              (25)
Additional alternative revenues for HCRA (192)          192 -             -             

Table 3
Executive Budget Recommendations for Medicaid

Fiscal Year 2004-05 to 2005-06
(dollars in millions)

____
Source: State of New York, Division of the Budget, 2005-06 New York State Executive Budget, Appendix II,  January 18, 2005, 
<http://publications.budget.state.ny.us/fy0506app2/app2_part1.pdf>, pp. 9, 21-23, 62. 

 
 
 

Other measures proposed by the Governor produce savings in undesirable ways and 
should not be part of the adopted budget. The largest of these, valued at over $660 million, are 
proposals to cut the benefits and eligibility for the Family Health Plus program, which covers 
low-income families. Proposals to reduce dental and other benefits also would have adverse 
consequences. Efforts to reduce the scope of benefits are misguided for two reasons. First, they 
may not actually save money. Many benefits meet needs that would lead to alternative, 
mandatory services, if these benefits were not available. In many cases those alternatives are 
even more expensive than the original benefits. For example, if care by dentists is replaced by 
care by oral surgeons, care by opticians by visits to ophthalmologists, and care by podiatrists by 
visits to orthopedists, then expenditures will be greater not less. Second, to the extent the 
elimination of some benefits actually reduces available care, the consequence also is undesirable.  
 
 
Eliminating Member Items 
 

In recent years, the Legislature and the Governor have followed a practice of including 
significant sums in the budget that are made available for specific projects favored by either 
individual members of the legislature or the Governor. While valued by their supporters, these 
projects might not withstand a more competitive allocation review and are authorized only 
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because of agreement among the elected officials to provide each other with some “pet projects” 
or “pork” for their constituents. Such items for members of the legislature have been dubbed 
“member items.” These items, and their equivalent for the Governor, should be eliminated. 
 

The Governor proposes no new money for the member items typically funded through 
the Community Projects Fund. The Community Projects Fund is a clear target for elimination 
because it is relatively easy to identify and track spending from this fund. Other forms of 
member initiatives should also be examined, but are harder to track since they are implemented 
through Memoranda of Understanding among legislative leaders and the Governor, or through 
agency budget items whose purposes are not clearly identified. Sunshine in this area would 
improve fiscal accountability significantly and reveal additional potential savings. 
 
 
Other Efficiency Measures  
 

The State should launch an aggressive productivity program. From fiscal year 1995 to 
2005, full- time equivalent employment in State government decreased by 13,843. (See Table 4.) 
These reductions were concentrated in mental health, mental retardation, transportation, and 
health agencies. Over the same period the workforce at the Departme nt of Corrections remained 
virtually unchanged and at SUNY, CUNY, and in the judiciary the workforce actually increased. 
A top-to-bottom operations review in these agencies should be conducted to enable efficiency 
gains. If the workforce in these agencies were reduced, through attrition, at the same rate as that 
experienced in other agencies, estimated savings of $400 million would be possible. 
 
 

1995 2005 Change

State University of New York 38,616 43,361 4,745
Correctional Services 30,709 31,005 296
Mental Retardation 25,058 21,410 (3,648)
City University of New York 17,643 19,341 1,698
Mental Health 25,063 16,331 (8,732)
Judiciary 14,630 16,648 2,018
Transportation 12,496 9,526 (2,970)
Health 7,011 5,851 (1,160)
Tax & Finance 6,246 5,049 (1,197)
Other 76,163 68,913 (7,250)
Total 240,378 226,535 (13,843)

Full-Time Equivalent Employees
Table 4

___
Sources: State of New York, Office of the State Comtroller, State Full Time 
Equivalent Employment Reports; State Of New York, Division of the Budget, 
2005-06 New York State Executive Budget , Overview.
Note: FTE 1995 to 2003 headcounts are as of March 31 , and 2004 is as of 
October 1.  Overall State headcounts are as of January 1995, March 2005 and  
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At the same time that staff reductions occur, better performance management practices 
should be implemented. The Executive Budget sounds the call for performance measurement 
improvements, and the Legislature should strengthen these efforts in its budgeting and reporting 
practices. New York City can serve as an example in this area. With its Mayor’s Management 
Report the City identifies progress on key performance indicators. A similar volume should be 
developed for New York State government.  
 

 
Make Meaningful Progress In A Long-Run Realignment Of State And Local 

Fiscal Responsibilities For Medicaid And School Financing 
 

New York has the highest combined state and local tax burden in the nation, more than 
25 percent above the national average. (See Table 5.) The source of this unusually high 
combined tax burden is high local taxes, which are about 60 percent above the national average. 
Driving this local spending in large part are the financing requirements related to Medicaid and 
school aid.   
 

Per $1,000 Percent of 50-State Per $1,000 Percent of Per $1,000 Percent of
State of PI U.S. Avg Rank of PI U.S. Avg of PI U.S. Avg

New York $131 126% 1 $64 103% $67 159%
Ohio 111 107% 8 62 100% 49 117%
California 106 102% 16 69 111% 38 89%
New Jersey 104 100% 20 55 89% 49 116%
Connecticut 103 99% 26 61 100% 41 98%
Michigan 102 99% 28 73 119% 29 70%
Illinois 102 98% 29 55 89% 47 111%
Pennsylvania 101 98% 30 60 97% 42 99%
Georgia 100 96% 34 57 93% 43 101%
Massachusetts 96 92% 40 59 97% 36 86%
Texas 95 92% 42 46 75% 49 116%
Florida 94 90% 44 53 86% 41 97%

U.S. ex-D.C. $104 100% $62 100% $42 100%

State & Local State Local

Table 5
State and Local Taxes per $1,000 of Personal Income

Fiscal Year 2001-02

___
Sources: Tax data from U.S. Department of Commerce, U.S. Census Bureau, State & Local Government Finances, State 
& Local Summary Tables by Level of Government, <http://www.census.gov/govs/www/estimate02.html> (March 17, 
2005); Personal Income data from U.S. Department of Commerce, Bureau of Economic Analysis, Regional Economic 
Data, Annual State Personal Income, SA1-3 - Personal Income 2001 ,  

 
 

Financing Medicaid and public schools with unusually large components of local, rather 
than statewide, taxes is bad policy on both equity and economic competitiveness grounds. It is 
unfair in the case of Medicaid, because it forces local jurisdictions with large numbers of poor 
residents to pay higher local tax bills. And it is unfair in the case of public schools, because it 
causes poorer districts to have less to spend on their children, thereby perpetuating unequal 
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educational opportunities. In both cases the policies can have harmful impacts on economic 
growth by creating lower quality schools in some districts and by causing higher local tax rates 
in areas that might otherwise be highly attractive to new businesses. For these reasons, State 
policy should aim to increase the reliance on statewide revenues to pay for Medicaid and public 
schools.    
 
 
Medicaid Relief 
 

New York State’s Medicaid program requires local governments to pay an unusually high 
share of Medicaid costs. Local governments are required to pay 25 percent of the costs of acute 
care services and 10 percent of the costs of long-term care services. This high local share results 
in a severe financial burden among local governments and counties supporting large numbers of 
poor residents. In New York City, for example, the Medicaid burden in fiscal year 2005 is 
expected to be $4.9 billion and consume 14 percent of locally-raised revenues. Many upstate 
counties have been forced to increase taxes considerably to finance double digit increases in 
Medicaid costs.  
 

The Governor has proposed a cap on local responsibility for financing Medicaid 
expenditure growth. The cap would limit locally-financed growth to 3.5 percent, 3.25 percent, 
and 3.0 percent in fiscal years 2005-06, 2006-07, and 2007-08, respectively. This would provide 
fiscal relief to local governments with higher rates of growth in Medicaid spending. The proposal 
would also allow for local governments to opt out of a local share of the program by 
surrendering sales tax revenues equivalent to the local cost of Medicaid to the State. Local 
governments with fast-growing sales tax revenues are not likely to trade with the State, while 
economically stressed counties with limited sales tax growth would avail themselves of this 
option.   
 

The Legislature should adopt the Governor’s recommended cap as a first step toward 
more equitable financing of the Medicaid program. The growth cap would provide local relief 
for governments struggling with high rates of growth in mandated health spending. In New York 
City, for example, the 3.0 growth cap in fiscal year 2007-08 would shave about 4.2 percent off 
the expected spending growth in the program, resulting in estimated local relief of $222 million.  
 

In the long run State leaders should shift the financial responsibility for Medicaid entirely 
to the State. The Legislature can take the lead in developing an equitable long-term plan.  
 
 
School Finance Reform 
 

The second major area where New York State requires restructuring is the financing of 
local public schools. New York State currently distributes $18.4 billion in school aid through a 
complicated and flawed set of formulas. These policies were recently found unconstitutional by 
the State’s courts because they fail to provide New York City, and other similarly treated 
districts, with sufficient resources to deliver their students a sound basic education. In January 
2005, the State was ordered to comply with a court order to increase aid to New York City 
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schools by $5.6 billion over 4 years in the long-running Campaign for Fiscal Equity (CFE) 
lawsuit. A statewide solution to the problem along the lines of the CFE ruling is estimated to 
require increased school aid of $8.4 billion in fiscal year 2008-09. (See Table 6.)  
 

If Done Phase-in 
School Year New York City Statewide Schedule

2005-06 $1,410 $2,104 25%
2006-07 2,820 4,207 50%
2007-08 4,220 6,296 75%
2008-09 5,630 8,400 100%

Additional Education Funding Ordered by the Court
(dollars in million)

Table 6

___
Source: Supreme Court of the State of New York, County of New York, Report 
and Recommendations of the Judicial Referees , November 30, 2004.     

 
 

The Governor’s proposal falls far short of the Court’s order in the CFE case. For New 
York State, the Governor proposed a combined school aid increase of $526 million from 
“regular” school aid and a proposed dedicated stream of sound basic education funding.  Under 
this proposal New York City would receive a school aid increase of $279 million in fiscal year 
2005-06, a $1.131 billion shortfall from the first-year CFE target of $1.400 billion. The 
Legislature should do better and put a multi-year plan in place to rectify the long-standing 
problems with school aid.  
 

In a series of research reports released in November 2004 and summarized in Can New 
York Get an A in School Finance Reform?, the CBC developed a plan to address the 
requirements of the lawsuit. This work can guide the Legislature as it works on the issue.    
 

The CBC’s recommendations are based on three principles. First, a new school finance 
system should redistribute aid that is currently poorly targeted to wealthy districts. CBC analysis 
has found that hundreds of millions of dollars are sent to school districts that are able to raise 
ample revenues even with a relatively low tax effort. This misallocation is due to two wrong 
policy choices: the decision that all districts should receive some minimum State aid regardless 
of whether they need it, and “hold-harmless” provisions that keep State aid levels from being 
adjusted downward even when aid is no longer needed. Estimates made by the Citizens Budget 
Commission and the Campaign for Fiscal Equity indicate that “hold harmless” provisions cost 
the State about $750 million annually. 

 
Second, the new system should create equity in local tax effort, taking into account the 

burden of providing services for large numbers of low-income residents. Localities’ tax capacity 
should be adjusted for local student needs and local costs of providing education services. 

 
Third, additional funds for school aid can and should be raised in a way that addresses the 

need for maintaining New York’s competitiveness. The best sources of any necessary new 
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revenue are: expanding gambling revenues ($2 billion); remote/internet sales tax ($40-590 
million); sales tax base broadening ($950 million); corporate income tax base broadening ($320-
435 million); sales tax base broadening ($175-595 million); and, as a last resort, increasing the 
personal income tax. 
 

Balance The Budget With Recurring Revenues 
 

New York State has emerged from the economic hardship inflicted in part, and perhaps in 
large part, by the horrific events of September 11, 2001. For the first time since fiscal year 2002 
the State expects to end the current year with a significant surplus. The revenue forecast for the 
2006-07 to 2007-08 period is expected to rise from 3.5 percent per year in sales and use taxes to 
6.0 percent in the personal income tax. Overall tax receipts are expected to increase by about 5 
percent annually.  
 

The expectation for stable economic growth over the next few years is an opportunity for 
the State to balance its budget without relying on one-shots, borrowing, and gimmicks. However, 
the Executive Budget fails to meet this goal. It proposes closing one-quarter of the $4.2 billion 
budget gap in fiscal year 2006 with $685 million in one-shots and $321 million in borrowing 
from the pension system. (See Table 7.)  It also leaves the State facing budget gaps of $2.7 
billion and $2.8 billion in fiscal years 2007 and 2008, respectively. These gaps will widen, if the 
Legislature relies more heavily on one-shots and increases recurring expenditure commitments.    
 

The proposed pension borrowing is particularly ill-advised. New York has one of the 
most prudent and robust funding mechanisms among the 50 states. Developing a taste for 
pension borrowing schemes would erode the long-run health of the system and potentially 
compromise future benefit payments to retirees. The Legislature should reject the proposal. 
  

The other one-time resources identified by the Governor, and others subsequently 
identified by the Legislature, should be set aside for prudent uses such as increasing the rainy 
day funds or replacing borrowing as a source of capital project funds.  
  

Replacing the one-shots proposed by the Governor to balance the fiscal year 2006 budget 
and closing the subsequent years’ gaps will require added spending discipline, such as is 
recommended above, and avoiding some of the tax reductions proposed by the Governor. 
Specifically the Governor’s proposals for expanding the STAR-Plus and Co-STAR programs 
should be dropped and his proposed changes in the sales tax should be modified to yield more 
revenue. 
 

STAR-Plus and Co-STAR are designed to expand the State’s STAR program, which 
provides property tax relief to school districts. The combined initiatives would cost $265 million 
by fiscal year 2007-08. These programs are poorly targeted, failing to provide relief where it is 
most needed. Only taxpayers in local jurisdictions that keep spending under statewide standards 
receive tax relief. While it is appropriate for the State to encourage local governments to control 
spending, STAR-Plus and Co-STAR would preferentially benefit localities with low increases in 
spending, most typically those with small Medicaid populations and high local wealth available 
to finance their school systems. The Legislature should reject these proposals. 
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2005-06 2006-07 2007-08 

2005-06 Initial Budget Gaps  (4,152) $      (5,844) $      (5,571) $    

Spending Reductions:  2,613 $        2,413 $       1,925 $      
Medicaid 869 1,461 1,521 
Medicaid - Other Financing Sources 795 203 351 
Health Care Provider Assessments 234 470 470 
Higher Education - TAP Restrictions 272 424 496 
Mental Hygiene/PIA  250 164 135 
Transportation/Motor Vehicles 163 171 178 
State Operations Efficiencies 130 136 132 
Welfare/TANF 104 153 156 
Co STAR 0 (67) (146) 
Incentives For Municipalities (55) (109) (109) 
Medicaid Long-Term Care Takeover/Other Loc Relief (166) (641) (1,257) 
All Other Spending Actions (Net of Other Adds) 17 48 (2) 

Revenue Actions:  533 $           724 $           791 $         
Sales Tax Increase 456 584 605 
Power Authority PILOT Payments 75 100 100 
Close "Thrift" Loophole on REITS 50 50 50 
Quick Draw Enhancements 39 57 57 
Increase Wine Tax 38 44 45 
Corporation Franchise Taxes (Net of Cuts) 21 53 2 
Extend "Power-for-Jobs" Credit 0 (25) 0 
STAR Tax Credit  (STAR Plus) (12) (62) (119) 
Accelerate PIT Top Tax Rate Decrease (190) (130) 0 
All Other Revenue Actions (Net of Other Tax Cuts) 56 53 51 

Borrowing 321 $           (96) $           (25) $          
Pension Deferral 321 (96) (25) 

One-Shots 685 $           102 $           95 $           
Use of 2003-04 Surplus  170 0 0 
Debt Service Savings 150 100 100 
Fund Balances/Sweeps 124 0 0 
Use of Available TANF Block Grants to Pay for EITC 61 0 0 
Proceeds from Sale of Property 54 (8) (8) 
Mortgage Insurance Fund (Excess Balance) 50 0 0 
Federal Medicaid Participation for Aliens 42 0 0 
All Other  34 10 3 

Total Savings Actions  4,152 $        3,143 $       2,786 $      

Remaining 2004-05 Executive Budget Gaps - $            (2,701) $      (2,785) $    
___ 
Source: State of New York, Division of the Budget, 2005-06 New York State Executive Budget, Appendix II , January 
18, 2005. 

Table 7 
Proposed Gap-Closing Actions, General Fund 

(millions of dollars) 
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The Governor proposes several changes to the sales tax. He would extend the repeal of 

the exemption of sales on items of clothing costing less than $110 and extend the provision to 
feature two tax-free weeks on clothing. Under the provision the threshold on sales-tax free weeks 
is increased from $110 to $250 per item to give consumers a break on higher-priced items. 
Exemptions from the sales tax serve to cut revenues and distort consumer choices. Instead, the 
Legislature should permanently repeal the sales tax exemption on clothing and eliminate the two 
sales-tax free weeks. Re-imposing the sales tax on clothing (June 1, 2005 through March 31, 
2006) would generate gross revenues of $561 million, providing $105 million more in recurring 
revenues than would the Governor’s proposal. 
 

Enact The Budget On Time And In Full Sunlight 
 

The Legislature and the Governor so far this year have used a budget process that is 
timely and open to the public. For the first time in 20 years, there is a realistic prospect of an on-
time budget. 
 

The steps already taken that deserve praise are:  
 

• Elimination of large “off budget” accounts—The Governor’s Executive Budget 
moved HCRA revenues and expenditures into the regular budget, where they can 
be tracked more easily, following the Assembly’s proposal to do so in 2004. 

• Consensus revenue forecasting—The Legislature and the Governor reached 
agreement on revenue forecasts in a timely manner. This was facilitated by their 
agreement on a fall-back process outlined this year, but not required to be used. 
The three parties pledged to accept the Comptroller’s revenue forecast, if they 
failed to reach consensus on time. 

• Stronger legislative committee process—In past years, legislators have had to 
vote on complex budget bills about which they have little knowledge. This year 
stronger conference committees are being used to allow more members a role in 
making budget decisions.  

 
This is encouraging progress in process that for two decades has cried out for reform. The 

state’s political leaders should build on this record in two ways. They should adopt additional 
improvements in the budget cycle this year that can be implemented voluntarily and 
immediately; and they should initiate longer run changes that require a constitutional 
amendment. 
 

Three additional steps that can be taken in this year’s budget cycle are: (1) The budget 
should be adopted without a “message of necessity,” thereby allowing members and the public 
time to understand it before a vote is taken. (2) The adopted budget should be published in a 
summary form that makes its contents clear to the public. (3) The adopted budget should be 
accompanied by a four-year financial plan that indicates the consequences of this year’s 
decisions for future years’ budget gaps. 
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Other Reforms Needed 
 

In addition to gaining public support and credibility by improving this year’s budget 
process, the Legislature should initiate needed longer-run reforms, which are best achieved 
through constitutional amendments. Ten priority reforms—known as the Palisades Principles—
were articulated at a conference of civic leaders from around the State convened in November 
2003 by the Citizens Budget Commission.1 More effort is needed to increase the State’s 
allowable rainy day fund and require a budget balanced according to generally accepted 
accounting principles (GAAP). In addition, State leaders should work on establishing a 
meaningful and workable constitutional debt limit.  
 
Rainy day fund limits  
 

The Legislature should increase the usefulness of the rainy day fund by increasing its 
permissible limit. New York’s rainy day fund is limited to 2 percent of General Fund revenues. 
The fund is now full – at the very time that it is possible and desirable, given this year’s higher-
than-expected tax receipts, to add to reserves. Most states have rainy day funds that are 
substantially greater than New York’s relative to their spending needs. New York, with its heavy 
reliance on the more volatile components of personal income, should have a rainy day fund of at 
least 5 percent of revenues.  
 
Balance the Budget According to GAAP  
 
 Moving from a cash to GAAP standard for budget balance provides a clearer picture over 
the long term of how well the spending in the budget is matched with recurring revenue. The 
standard should be applied to the enacted budget and held to the audited close of the fiscal year, 
as it is in New York City. The Legislature should start by balancing this year’s enacted budget on 
a GAAP basis, but a requirement should be written into the Constitution.   
 
Debt limits  
 
 The current debt limits are ineffective and create the unintended negative consequence of 
back-door borrowing. The Legislature should work toward meaningful, effective limits on State-
supported debt. The CBC, in its 2000 report on An Affordable Debt Policy for New York State 
and New York City, presented a desirable model for such a limit. In February 2005 the State 
Comptroller proposed a new debt limit that included many elements of the CBC’s design. The 
Legislature should use the CBC’s and the Comptroller’s analyses and recommendations to help 
craft a workable solution.    
 

Finally, it is worth noting that the Legislature passed last year, and the Assembly passed 
for the required second time this year, a constitutional amendment that addresses budget reform. 
However, this amendment is inadequate. It proposes a contingency budget that will be 
counterproductive in terms of encouraging on time budgets. Equally important, it includes only 
one of the elements discussed above. It would increase the allowable rainy day fund, but to a 
                                                 
1 See Citizens Budget Commission, The Palisades Principles: Fixing New York State’s Fiscal Practices, February 
2004. 
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limit of just 3 percent rather than 5 percent of General Fund revenues. And it fails to require a 
balanced budget or to include meaningful debt reform. The Legislature should abandon this 
proposed amendment and work to design a new amendment that delivers to New Yorkers true 
budget reform including the elements identified above.  
 
 


