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A comparative analysis of the 50 states indicates that New York’s debt burdenis in a “danger zone;”
it is well above national averages and greater than that of all but three states. As a result New York-
ers are currently paying about $5.6 billion in debt service, and in four years the state’s credit card ob-
ligation will be over $7.1 billion or one of every ten dollars paid in taxes.'

The comparative analysis builds upon a methodology initially developed by the Citizens Budget
Commission (CBC) in 2000” and updated in 2005.> The current analysis improves on the approach by
incorporating data about unfunded liabilities for health insurance benefits to retirees; the unfunded
liabilities for pension benefits were included in the previous analyses, but the information about
post-employment benefits other than pensions were not available at the time of the earlier analyses.
These long-term obligations are included along with long-term bonds in measuring a state’s debt.

The approach consists of six steps:

1. ldentify the relevant bonded debt outstanding for each state.

2. Add unfunded pension obligations and unfunded obligations for other post-employment
benefits (OPEB) to the state’s bonded debt.

3. Determine the resources (revenue base) available to draw upon in repaying the total debts.

4. Adjust available resources to reflect the division of responsibility between a state and its lo-
cal governments.

5. Adjust available resources to take into account the likely impact of a future national eco-
nomic downturn; a recession should not jeopardize debt repayment, and states likely to suf-
fer disproportionately from national trends should include a safety margin.

6. Compute the ratio of total relevant debt to the adjusted resource base for each state; a state
with a ratio far above the average for all states can be judged as having too much debt.

Each of these steps is described more fully below.

'New York State Division of Budget, , January 19, 2010,

and , February 9, 2010.

* Citizens Budget Commission, ! ! THOSh " # $ & October 2000. See also

Charles Brecher, Kurt Richwerger and Marcia Van Wagner, “An Approach to Measuring the Affordability of State Debt,”
! - tVol. 23, No. 4, (Winter 2003) pp. 65-85.

3 Citizens Budget Commission, ! C D , September 2005.
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State and local governments issue a variety of types of debt. Not all debt is relevant to the assess-
ment of debt affordability. Specifically, short-term debt, defined as debt repayable in less than one
year and incurred for operating purposes, and long-term debt that is supported by revenues other
than government taxes and mandatory fees should not be included in the analysis.* Short-term bor-
rowing for operating expenses is to be repaid relatively quickly, and is not critical in determining the
long-term viability of a jurisdiction. Neither is long-term debt that is repaid from sources that are in-
dependent from government taxation, such as state university debt repaid by dormitory rents or tui-
tion and airport debt to be repaid by fees charged airlines.

For states, measures of debt meeting these criteria are available from the U.S. Census Bureau. The
comprehensive data available for fiscal year 2008 are used in this analysis.” The specific Census Bu-
reau category used is "net long-term debt outstanding." This category includes the debt of state
agencies and of "state dependent entities," but includes only debt used for "public purposes."” Net
long-term debt is distinguished from gross long-term debt which includes "long-term debt offsets,"
such as cash and security holdings in debt service or sinking funds held for debt repayment or re-
tirement.

The Census Bureau’s categorization of debt differs from that used by the New York State Comptrol-
ler in defining “state related debt.”® The Census Bureau includes all the debt included by the Comp-
troller, but also includes certain bonds issued by public authorities not included by the Comptroller.
Notably, the Census Bureau includes debt issued by the Metropolitan Transportation Authority and
backed by certain taxes authorized by the State, and the Census Bureau includes debt issued by the
New York State Environmental Facilities Corporation to support projects sponsored by local gov-
ernments. This analysis uses the data gathered by the Census Bureau because it applies a common
definition to all 50 states.

The states vary greatly in their amount of net long-term debt outstanding, both in absolute terms
and relative to their personal income and population. (See Table 1.) The range in absolute amounts is
from $83 million in Wyoming to $90 billion in California. In absolute terms New York is in second
place, behind California. For debt as a share of personal income, the range is from 0.3 percent in
Wyoming to 10.6 percent in Massachusetts, and on a per capita basis, from $155 to $5,240 (also
Wyoming and Massachusetts, respectively). New York ranked fifth highest in both these measures.

* Short-term debt in the form of bond anticipation notes (BANs) should be and is included. This is short-term borrowing for
the same purposes as long-term borrowing and is relevant.
> U.S. Census Bureau, Census of Governments, % * &+ % % *

, http://www2.census.gov/govs/state/o8state35.txt, January 13, 2010
® New York State, Office of the State Comptroller, “New York State’s Debt Policy; A Need for Reform,” February 2005, p.
107.
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Table 1
Long-Term Debt Outstanding by State, Fiscal Year 2008 (dollars in thousands)

Debt as a Share of
Long-Term Debt Outstanding Personal Income Debt per Capita
State Amount Rank Percent Rank Amount Rank
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Repaying a bond is not the only long-term liability that may draw upon a state’s resources. Govern-
ments sponsor pension plans for their employees, and the funding of defined benefit plans (those
that guarantee a specific benefit when the worker qualifies) requires annual contributions from the
employer that are based on actuarial calculations. If these annual contributions are made in a full and
timely way, then the pension fund is adequately funded. If the contributions are less than actuarial
assumptions require or lag in some way, then the government sponsor has a long-term liability in the
form of unfunded pension liabilities. Eventually, when the benefits must be paid to eligible workers,
the entity will have to pay for this liability. Such unfunded pension liabilities should be added to long-
term debt in considering the ability of an entity to repay its debt.

The link between pension liabilities and long-term debt is highlighted by the debt instrument known
as the pension obligation bond. Governments with underfunded pension systems sometimes choose
to eliminate the underfunding by borrowing sufficient funds to bring the system to full funding. The
bond issued to raise the funds essentially converts a contingent liability (underfunded pension bene-
fits) to a fixed liability (bond repayments). Ignoring the pension liability, even when it remains a con-
tingent liability, understates a jurisdiction's debt obligations.

Credit rating agencies generally consider unfunded pension liabilities in assessing state and local
governments. The federal General Accounting Office, in its studies of state and local finances, also
recognizes unfunded pension liabilities as a form of debt, and cautions: "Although state and local
governments rarely become insolvent or cease to operate, those with underfunded pension plans
may face difficult budget choices in the future if they do not work toward full funding. Their future
taxpayers will face a liability for benefits earned by current and former government workers, leaving
these governments to choose between reducing future pension benefits or raising revenues."’

This also is true for unfunded OPEB liabilities. These benefits are provided separately from a pension
plan, and may include medical, pharmacy, dental, vision, life, long-term disability and long-term care
benefits. Many state and local governments offer some of these benefits to retirees as part of the
total compensation package, but until recently most did not report in their financial reports the costs
of OPEB until the promised benefits were paid. This was problematic from an accrual accounting
perspective for two reasons: 1) the cost of OPEB benefits was not recognized in the same period
when the employee services were rendered, and; 2) no information was provided about the actuarial
accrued liabilities for promised benefits and the extent to which those liabilities have been funded.

In August 2004, the Governmental Accounting Standards Board (GASB) issued GASB Statement 45,
requiring state and local governments to measure and report the liabilities associated with OPEB.®
The impetus for GASB 45 was the growing concern over the potential magnitude of these obliga-
tions. According to the schedule of implementation of GASB 45, government employers with annual
revenues greater than $100 million, which qualifies all 50 states, were to comply with the new report-
ing requirements for fiscal years beginning after December 15, 2006.

7U.S. General Accounting Office, ! &% , * ! - ,
GAOQO/HEHS-96-56, March 1996.
® Governmental Accounting Standards Board, " # . H /0% %1 % 23

(3 23 , http://www.gasb.org/news/nro80204.html, March 1, 2010.
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GASB 45 requirements do not address how state and local governments pay for costs associated
with OPEB. Most OPEB plans are financed on a pay-as-you-go basis, which means that their future
liabilities are almost entirely unfunded. This is different from most pension plans of state and local
governments, which have dedicated trust funds with assets that cover some share of their accrued
liabilities. In 2008, estimated total future pension liability of state and local pension plans was $2.4
trillion.® State and local pension funds were estimated to have enough assets to cover 87 percent of
expected future pension costs, on the average. The total OPEB liability was estimated to range from
$600 billion to $1.6 trillion," which suggests that that the total unfunded liability associated with fu-
ture OPEB payments is even larger than the unfunded portion of future pension liabilities.

The unfunded pension liability data in this analysis were obtained from The Public Fund Survey, an
online compendium of information about state and local pension systems sponsored by the National
Association of State Retirement Administrators and the National Council on Teacher Retirement."
Data were adjusted in two ways. First, an estimate was made of the state share of combined state-
local pension plans. The state share was estimated based on each state’s share of total state and lo-
cal full-time equivalent employment, which is provided by the U.S. Census Bureau.” Second, un-
funded pension liability was adjusted to reflect only the share assigned to employer contributions.
The split in contribution between employer and employees was calculated for each state, and the
employer’s share of contributions multiplied by that state’s unfunded pension liability. Data for this
adjustment is also available from the U.S. Census Bureau.” Data for the unfunded OPEB liabilities
were taken from a 2009 report by the U.S. Government Accountability Office. (See Table 2.)

In terms of estimated unfunded pension liability, New York is in a much better position than most
other states. It is one of only three states (along with Oregon and Florida) that have more assets
than needed in their pension funds; in contrast, Illinois and California have unfunded liabilities of
about $9.2 billion and $7.8 billion, respectively.

With respect to unfunded OPEB liabilities, New York fares much worse. Its more than $50.8 billion in
unfunded liability ranks second only to California. As a result, the combined unfunded pension and
OPEB liability in New York, more than $48.1 billion, ranks third highest behind only California and New
Jersey.

9 Elizabeth McNichol, 3 - 4 3 (3 5% % 067 (Washington: Center on Budget
and Policy Priorities, March 2008), http://www.cbpp. org/cms/’fa view&id=1192, December 11, 2009.

° U.S. Government Accountability Office, % , - 4 3 , GAO-10-61, November 2009.
"The Public Fund Survey, + ! % , http://www.publicfundsurvey.org, January 13, 2010.
" U.S. Census Bureau, * - E +% * , http://www.census.gov/govs/apes/, Sep-
tember 18, 2009.
BU.S.Census Bureau, 8% , * . % & % , *

% T % , * gy 8

http://ftp2.census. gov/govs/retlre/2007ret02 txt, September 18, 2009.
" U.S. Government Accountability Office, % , . 4 3 , GAO-10-61, November 2009.



Table 2

State Long-Term Unfunded Pension and OPEB Libailities (dollars in thousands)

Employer Adjusted Total
Unfunded State Share Share Unfunded Unfunded Unfunded
Pension Liability Factor Factor Pension Liability ~OPEB Liability Liability
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The affordability of debt should be judged in the context of the resources available in the state to
repay that debt. The measures cited earlie—debt per capita and debt as a share of personal in-
come—are common indicators that seek to capture this relationship. But per capita measures can be
inaccurate because local populations vary in their incomes, and personal income does not capture all
the economic activity in an area. For example, communities with exportable business activity (such
as tourism or mineral deposits) may have more of a resource base than personal income alone sug-
gests.

The concept of a Representative Revenue System (RRS), initially developed by the Advisory Commis-
sion on Intergovernmental Relations to measure tax capacity and tax effort, provides a broad and
accurate measure of available resources. The purpose of the RRS is to indicate how much revenue a
state would have if it relied on a tax and fee schedule similar to that used by all other states. This ap-
proach identifies a representative revenue system based on national averages of state tax rates and
other revenue sources. This representative set of rates can be applied to actual resource base values
for a given state in order to calculate a standardized revenue base against which to assess afforda-
bility.

The RRS is used in this analysis is the one developed as part of a joint project among the Urban Insti-
tute, Brookings Institution and Federal Reserve Bank of Boston.” It is based on state policies in ef-
fect in 2002." (See Table 3.) The mix of state and local revenues in that year included relatively heavy
reliance on sales, personal income and property taxes.

The revenue yield from the RRS for each state based on its relevant tax base in 2002 is shown in the
first column in Table 4. In order to make the resource base more relevant to the debt measures in
2008, the 2002 base was adjusted to reflect economic changes from 2002 to 2008. Specifically, the
revenue base derived from the 2002 calculations was adjusted to reflect the growth in personal in-
come in that state during the 2002-2008 period.” The product of this adjustment is the “implied rev-
enue capacity” in Table 4.

> For a more complete description of the RRS see Yesim Yilmaz, Sonya Hoo, Matthew Nagowski, Kim Rueben, and Robert
Tannenwald, "Measuring Fiscal Disparities Across the U.S. States: A Representative Revenue System/Representative Ex-
penditure System Approach, Fiscal Year 2002," New England Public Policy Center, Working Paper No. 06-2 (A joint report
with the Urban Institute-Brookings Tax Policy Center), October 2006.

% Yesim Yilmaz et al., ) —:%; % , Supplementary Datasets, Representative Revenue Sys-
tem 2002 Dataset (October 2006).
7 U.S. Bureau of Economic Analysis, State 1 §% < 1 ¢ < +,

http://www.bea.gov/regional/spi/default.cfm?selTable=summary, September 17, 2009.



Table 3
Representative Revenue System for States, Fiscal Year 2002

Collections Revenue Base
Revenue Sources (thousands) (thousands) Standard Rate
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Table 4

Unadjusted and Adjusted State Revenue Capacity (dollars in thousands)

Ratio of 2002
Revenue
Capacity to
2002 Personal
Income

0.148

2008 Personal
Income

Implied 2008
Revenue
Capacity
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Comparisons among states using the revenue base estimates directly from the RRS can be mislead-
ing because of the variability in the division of responsibilities between states and their localities. The
revenue base estimates are derived from the combined state and local taxes, and all the revenue is
not available to the state. Local governments must have revenue available to cover the costs of the
services they are required to provide, a decision typically mandated in state law.

A reasonable proxy for the division of functional responsibilities is the division of combined state and
local revenues between the two levels of government. Nationwide the average state share of com-
bined revenues is 59.3 percent and the local share is 40.7 percent. Relatively greater shares of com-
bined revenues used by local governments indicate more spending responsibility at the local level;
similarly, a greater share of revenues used by states indicate that state governments have more fi-
nancing responsibilities. In Table 4 a state’s share, when indexed to the national average, is referred
to as the Index of State Fiscal Responsibility. It is used to adjust the revenue capacities of the states
by multiplying the index by the implied 2008 RRS revenue capacity. The result, shown in the last col-
umn of Table 4, is "adjusted revenue capacity," a reasonable measure of resources available to a
state for its state-level responsibilities.

6- )(# %+ BTH#+ = + & +&+," +=8&#( &

Debt service is a fixed obligation that does not change in response to economic conditions; conse-
quently, a national recession should not jeopardize a state’s ability to repay its debt. However, the
impact of a recession varies among state’s, depending primarily on the industrial mix of its economy.
For example, the 1991 recession hit New York State especially hard. In 1991 New York State's real per-
sonal income dropped 2.17 percent from 1990, while the other 49 states in combination fell only 0.29
percent.”® In other words, New York's real personal income fell 1.88 percentage points more than the
rest of the states'. In the 2001 recession, New York’s relative decline in real personal income was
even greater, 2.23 percentage points more than was the case in the rest of the nation. It is very likely
that New York fared even worse in the most recent recession, but the data is still not available to
make the exact calculation.

In order to adjust for the differential impacts of recessions, the “adjusted revenue capacity” can be
further modified to reflect a state’s cyclical volatility. Table 5 presents a “recession adjustment fac-
tor” for each state based on its experience in the 2001 recession. This measure is 1.00 if state’s per-
sonal income changed in that recession at the same pace as the nation’s personal income; the factor
is greater than one to the extent the decline is slower than the national average, and it is lower than
1.00 to the extent the percentage decline is greater than the national average. New York, where per-
sonal income declined 0.34 percent, has an index of 0.98. Applying the measure to the “adjusted
revenue capacity” yields a “recession adjusted revenue capacity,” which is shown in the last column
of Table 5.

8 U.S. Department of Commerce, Bureau of Economic Analysis, . 1 % ,
http://fisher.lib.virginia.edu/reis/, 13 September 2000.
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Table 5
Recession Adjusted State Revenue Capacity (dollars in thousands)
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After the adjustments are made to the amount of debt and to the resource base for repayment, then
it is possible to calculate a ratio of debt to resources for each state. Higher ratios represent greater
levels of indebtedness and less affordability. If some entities have ratios that are greatly out of line
with the others, then they can be judged to be in a danger zone of having more debt than is afford-
able given inter-state competitive pressures to keep tax burdens within competitive bounds.

Table 6 shows the results of the affordability analysis for the 50 states. Debt-to-resources ratios
range from 0.049 in Nebraska to 1.473 in New Jersey. New York ranks fourth highest with a ratio of

1.099.

How high a ratio represents “too much” debt? There is no absolute answer, but states whose ratio is
more than one standard deviation above the mean can be judged as having substantially more debt
relative to their resources than their peers. Using this criterion of being more than one standard de-
viation above the mean, six states fall in the danger zone — New Jersey, Hawaii, West Virginia, New
York, Delaware and Louisiana.

In order for New York to be below the danger zone threshold, it would have to lower its long-term
liabilities from the 2008 level of $120.0 billion by $20.4 billion. Since New York has no unfunded pen-
sion liability, the reduction would be in OPEB liability and/or in long-term bonds. If all the reduction
were in long-term bonds, then that debt would have to be lowered from $71.9 billion to $51.5 billion.



Table 6
Affordability Analysis by State (dollars in thousands)
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