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March 29, 2016

Minutes of the Annual Meeting of the Power Authority of the State of New York held via video
conference at the Clarence D. Rappleyea Building, 123 Main Street, White Plains, New York at

approximately 10:00 a.m.

Members of the Board present were:

Eugene L. Nicandri, Vice Chairman
Terrance P. Flynn, Trustee

Dr. Anne M. Kress, Trustee
Anthony J. Picente, Jr., Trustee
Tracy McKibben, Trustee

John R. Koelmel, Chairman — Excused

Gil Quiniones
Justin Driscoll
Robert Lurie
Edward Welz
Parija Soubhagya
Jill Anderson
Jennifer Faulkner
Joseph Kessler
James Pasquale
Kristine Pizzo
Philip Toia
Bradford Van Auken
Rocco lannarelli
Gerard Vincitore
Karen Delince
Thomas Concadoro
Kristen Barbato
John Canale

Ruth Colon

Keith Hayes
Ethan Riegelhaupt
Steven Gosset
Silvia Louie

Lorna Johnson
Sheila Baughman
Jaiah Gottor
Joseph Rivera
Glenn Martinez

President and Chief Executive Officer

Executive Vice President and General Counsel

Executive Vice President and Chief Financial Officer

Executive Vice President and Chief Operating Officer

Senior Vice President and Chief Risk Officer

Senior Vice President — Wholesale Commercial Operations

Senior Vice President — Internal Audit

Senior Vice President — Power Generation

Senior Vice President — Economic Development & Energy Efficiency
Senior Vice President — Human Resources

Senior Vice President — Transmission

Senior Vice President — Operations Support Services & Chief Engineer
Senior Vice President — Corporate Affairs

Senior Vice President — Corporate Finance

Vice President and Corporate Secretary

Vice President and Controller

Vice President — Customer Energy Solutions

Vice President — Procurement

Vice President — Enterprise Shared Services

Vice President — Marketing

Vice President — Corporate Communications

Manager — Media Relations

Senior Project Manager — Executive Office/Public and Regulatory Affairs
Senior Associate Corporate Secretary

Senior Assistant Corporate Secretary

Manager — Network Services — Infrastructure

Network Architect — Infrastructure

Senior Network Analyst — Infrastructure

Vice Chairman Nicandri presided over the meeting. Corporate Secretary Delince kept the Minutes.
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Introduction

Vice Chairman Nicandri said Chairman Koelmel is excused from the meeting and he would be
acting as Chair for the meeting. He welcomed the Trustees and staff members who were present at the
meeting and said that the meeting had been duly noticed as required by the Open Meetings Law and
called the meeting to order pursuant to the Authority’s Bylaws, Article Ill, Section 3.

Vice Chairman Nicandri continued that, before the adoption of the Agenda for the meeting, on
behalf of the Board, he wanted to congratulate Trustee McKibben on being selected by Savoy Magazine
as one of its 2016 Most Influential Black Corporate Directors. He said the magazine also congratulated

the Authority for embracing diversity on its corporate Board.
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1. Adoption of the March 29, 2016 Proposed Meeting Agenda

Vice Chairman Nicandri said the Executive Session portion of the meeting has been withdrawn.
Upon motion made by Trustee Kress and seconded by Trustee McKibben, the meeting Agenda was

adopted, as amended.

Conflicts of Interest

Trustee Kress said that in response to the inquiry regarding conflicts of interest she had indicated
to the Corporate Secretary that she had a conflict with Siemens Industries, Inc. However, on further
review, since the college’s relationship with Siemens preceded her tenure, a conflict of interest does not

exist; therefore, she is withdrawing her initial response.

The following Trustees declared conflicts of interest as indicated below and said they would not
participate in the discussions or votes as it relates to those matters.

Trustee Flynn:
e Moog, Inc. (Item #2c-iii);
e Bureau Veritas North America, Inc.; O'Brien & Gere Engineers, Inc.; Veolia ES Technical
Solutions LLC; Waste Management of NY — Utica (Item #2d-i)
e Siemens Industries, Inc. (Item #2d-iv)
¢ Nicholas H. Noyes Memorial Hospital, Inc. (Item #4a)

Trustee Kress:
e 1366 Technologies Inc. (Item #2c-ii)

Vice Chairman Nicandri and Trustees Picente and McKibben declared no conflicts.
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2. CONSENT AGENDA:

Upon motion made by Trustee Picente and seconded by Trustee Kress, the Consent Agenda was
approved.
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a. Governance Matters:

i. Approval of the Minutes

The Minutes of the Regular Meeting held on January 26, 2016 were unanimously adopted.
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i. Company Policy — Risk Management and
Executive Risk Management Committee Charter

The President and Chief Executive Officer submitted the following report:

“SUMMARY

The Trustees are requested to approve the 2016 Company Policy — Risk Management (the
‘Policy’) and the 2016 Executive Risk Management Committee Charter (the ‘Charter’), which are attached
hereto as Exhibits ‘2a ii-A’ and ‘2a ii-B.’

In accordance with leading industry practice, the Trustees' approval of governance materials is
intended as an affirmation of the philosophy, framework and delegation of authority for the Authority’s risk
management activities, including the management of enterprise risks and energy commodity and credit
risk.

The members of the Executive Risk Management Committee (‘ERMC’) and the Audit Committee
of the Board of Trustees reviewed the proposed Policy and Charter and recommend their approval.

BACKGROUND

At their meeting of May 22, 2014, the Trustees approved the 2014 Policy and Charter that are to
be updated and submitted for annual Trustee approval.

DISCUSSION

The Policy and Charter establish the Authority’s governance related to risk management,
including the management of enterprise risks and energy commaodity and credit risk. As the enterprise
risk management program matures, the Policy and Charter expands and improves the governance
structure and controls and further establishes accountabilities for all Authority risk management activities.

Proposed changes include the conversion of the document into the Business Controls Group
templates for consistency, update of definitions that better represent the Authority’s current risk
management practice, the characterization of risk appetite as it pertains to the Authority’s mission, the
development of a risk management framework and the authority to approve risk response activities. Also
proposed is the clarification of the ERMC approval voting, the ability to provide for additional Committee
members and the Chief Risk Officer’s responsibility to provide administrative support for the conduct of
the ERMC meetings. These changes are summarized in the ‘Revision’ section of Exhibits ‘2a ii-A’ and ‘2a
i-B.’

RECOMMENDATION

The Senior Vice President — Chief Risk Officer recommends that the Trustees approve the 2016
Company Policy — Risk Management and the 2016 Executive Risk Management Committee Charter as
reflected in Exhibits ‘2a ii-A’ and ‘2a ii-B’ and discussed above.

For the reasons stated, | recommend the approval of the above-requested action by adoption of
the resolution below.”
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The following resolution, as submitted by the President and Chief Executive Officer, was
unanimously adopted.

RESOLVED, That the Company Policy — Risk
Management (the “Policy”) and the related Executive
Risk Management Committee Charter (the “Charter”)
establishing the philosophy, framework and delegation
of authority necessary to govern the activities of the
Authority related to risk management, including the
program for Energy Commodity and Credit Risk
Management, is hereby adopted in the form attached as
Exhibits “2aii-A” and “2a ii-B”; and be it further

RESOLVED, That the Executive Risk
Management Committee consisting of the Chief
Financial Officer, who shall serve as Chair, plus four
additional members is hereby granted the authority,
within the requirements established by the Policy and
Charter, to approve risk response activities; to enter into
energy-related commodity hedge transactions and to
post any necessary collateral in support of such
transactions, to meet the requirements of Authority
customers or facilities for a transaction term not to
exceed four years beyond the last day of the month the
transaction is entered, with specific Trustee approval
required prior to entering transactions, for energy and
energy-related products of greater than a four-year term,
or the issuance of competitive solicitations for same;
and be it further

RESOLVED, That the Chairman, the Vice
Chairman, the President and Chief Executive Officer, the
Executive Vice President and Chief Operating Officer,
the Executive Vice President and Chief Financial Officer,
the Senior Vice President and Chief Risk Officer and any
other necessary Authority officers are, and each of them
hereby is, authorized on behalf of the Authority to do
any and all things, take any and all actions and execute
and deliver any and all agreements, certificates and
other documents necessary to effectuate the foregoing
resolution, subject to the approval of the form thereof by
the Executive Vice President and General Counsel.
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b. Rate Making:

i. Decreasein New York City Governmental Customers
Fixed Cost Component — Notice of Adoption

The President and Chief Executive Officer submitted the following report:
“‘SUMMARY

The Trustees are requested to take final action to approve a decrease in the Fixed Cost
component of the production rates by $4.8 million or 3.6%, excluding Astoria Energy Il (‘AEII’) plant
expenses to be charged in 2016 to the New York City Governmental Customers (‘'NYCGCs' or
‘Customers’). The decrease would be effective with the March 2016 bills.

BACKGROUND

At their September 29, 2015 meeting, the Trustees directed the publication in the New York State
Register (‘State Register’) of a notice that the Authority proposed to decrease the 2016 Fixed Costs
component of the production rates by 2.8%, or $3.8 million. The State Register notice was published on
October 21, 2015 in accordance with the State Administrative Procedure Act (‘'SAPA’). The 45 day public
comment was extended to February 15, 2016. The City of New York (‘City’) and the Metropolitan
Transportation Authority (‘MTA') filed formal written comments on the Fixed Cost component of the 2016
Cost-of-Service (‘COS’).

Under the Customers’ Long Term Agreements (‘LTAS’), the Authority must establish Fixed Costs
based on cost-of-service principles and may make changes only under a SAPA proceeding with the
approval of the Trustees. The LTAs establish two distinct cost categories: Fixed Costs and Variable
Costs. Fixed Costs, which represent 21% of the total production cost-of-service, include Operation and
Maintenance (‘O&M"), Shared Services, Capital Cost, Other Expenses (i.e., certain directly assignable
costs), and a credit for investment and other income. Variable Costs, representing 57% of the total
production costs, include items such as fuel, purchased power, transmission costs, etc. The remaining
portion of costs represents AEIl plant expenses agreed to by contract.

DISCUSSION

In response to Customer comments received and staff’s analysis, the final decrease in Fixed
Costs sought by this action is $4.8 million. This represents an additional $1.0 million decrease from the
proposed Fixed Costs estimate approved the September 29, 2015 Trustees’ meeting.

As part of the SAPA process, the City and MTA submitted formal written comments. The City
recognized and appreciated the extensive information and responses to the City’s discovery questions
that the Authority staff has provided on the 2016 COS. They stated that the process has resulted in the
Authority amending certain fixed cost assignment to the Customers. The City requested that the level of
Fixed Costs for the 2016 COS should be further adjusted and discussed five issues, as listed in the staff
analysis below, in more detail. The City’'s comments in its entirety are attached as Exhibit ‘2b i-A’. In its
comments, the MTA similarly expressed its appreciation to NYPA's staff responsiveness to data requests
but suggested that the responses could be improved to avoid information overload. In regards to the
relevant 2016 Fixed Costs comments to this Notice of Adoption (‘NOA"), the MTA recognized that the
overall Fixed Costs have remained reasonably stable over the years. However, it raised concerns about
the increases in O&M and AEIIl costs. The MTA further expressed its concern on costs allocator
assignments between the Customers and Westchester governmental customers. The MTA’'s comments
in its entirety are attached as Exhibit ‘2b i-B.’
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Below are staff's analyses and recommendations addressing the public comments received on
the Fixed Costs proposal from the City and MTA.

1. Staff Analysis of Public Comments on Fixed Costs and Recommendations

Staff notes that the Fixed Costs have decreased noticeably since the end of 2011. Over a five-
year period, Fixed Costs have decreased by 18%. Fixed Costs, exclusive of those associated with AEII,
are outlined in the following table:

Year 2012 2013 2014 2015 2016
Fixed Costs $159.7 $154.3 $138.3 $135.8 $131.0*
(in millions)

* |f the Trustees accept staff's recommendations

Staff Review of 2016 LTA Annual Process: During this cycle of the LTA annual process, NYPA
staff has provided the Customers with abundant verifying information in the form of a comprehensive
Preliminary 2016 COS and accompanying staff report. In addition, NYPA staff has responded to
numerous data requests made during the discovery process.

The Preliminary 2016 Variable Costs were distributed to the NYCGCs on July 10, 2015 to assist
NYPA and the NYCGCs in formulating their procurement plans for energy, capacity, and ancillary
services for 2016. Preliminary Fixed Costs estimates were released on October 2, 2015. As agreed with
the Customers, NYPA provided updated Fixed Costs estimates on December 18, 2015, capturing final
data used in NYPA’s 2016 Official Budget which was approved by the Trustees on December 17, 2015.

On October 29, 2015, the City of New York submitted the first set of discovery questions on
behalf of the NYCGCs, related to Fixed Costs and variable costs. There were twenty-six discovery
requests, many of which contained multiple parts. NYPA responded on December 23, 2015, with a
complete set of answers including various analyses. On November 30, 2015, the MTA followed the City
of New York with a second set of twelve discovery questions related to Fixed Costs and variable costs,
which were answered on December 23, 2015.

On December 18, 2015, NYPA distributed updated Fixed Costs, including O&M and Shared
Services backup information, explanation on labor ratios and capital additions. The City of New York
followed with an additional set of twenty discovery questions on January 5, 2016. These questions were
responded to on January 15, 2016. In total, sixty discovery questions, some with multiple parts, were
submitted by City of New York and the MTA, which were answered by NYPA from December 23, 2015
through January 15, 2016. The questions focused on O&M, Shared Services, headquarters budget, total
site payroll at the 500MW Unit, AEIl, the benefits of BG to the governmental portfolio, contracted services
and overall value of the small hydro facilities, and the Kensico decommissioning project.

As a follow-up to the written responses, NYPA and the NYCGCs took part in a call on January 19,
2016 to clarify answers NYPA had previously provided. There were twelve follow-up questions that were
raised during this meeting. The major questions raised during the call dealt with such issues as total site
payroll at the 500 MW Unit, projects and studies being completed at the small hydro facilities; including an
explanation on the overall value of the small hydros, Kensico decommissioning project, Governmental
Load Research study, and Risk Cloud Implementation project. Complete answers to these action items
were provided to the NYCGCs on February 17, 2016.
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Staff Analysis and Recommendation on Issues Raised by the City: Staff now provides its
analysis and recommendations regarding five issues raised by the City in its comments filed on February
15, 2016.

Issue |: The Fixed Costs Not Related To Debt Service Are Too High

1) The Level Of Increase Of O&M And Shared Services Costs Over Time Is Excessive And
Does Not Correspond To The Services Provided By NYPA

Comments: The City contends that some of the expenses included in O&M and Shared Services
are not consistent with the LTA. In addition, there is concern that the proposed increase is ten percent
higher than the 2015 Cost-of-Service and in the past five years these costs have increased by twenty
eight percent. The City states that the services provided by NYPA have not materially changed since
2005 and thus the significant increase in these expenses cannot be justified.

Staff Analysis: The main drivers for the O&M increase over the period of 2012-2016 are: recurring
costs (including labor costs, contract and consulting services and materials purchases); the inclusion of
AEIl O&M expenses in the SENY COS starting in 2014; and a slight increase in non-recurring and
scheduled outage work at the 500 MW plant. It is important to note that the above-mentioned O&M costs
are for the projects directly assigned to the Customers. Also, AEIl costs were agreed upon under a
separate contractual agreement and are not subject to the State Administrative Procedure Act process.

Shared services costs have trended upward from 2012-2016 due to payroll and benefit
escalations, the addition of strategic initiatives such as Workforce Planning and Knowledge Management,
an increase in NYPA-wide IT initiatives, including cyber security and cloud solutions, as well as increases
in hardware, software and communications maintenance and licensing expenses.

Staff Recommendation: Staff completed a thorough analysis of Fixed Costs over the past five
years and has determined that all costs are reasonable and justified and therefore no adjustment or
reduction is recommended.

2) The O&M And Shared Services Costs Must Be Reduced To Include Only Those Costs
Directly Related To The Provision Of Service To The NYCGCs

Comments: As a continuation of the previous section, the City’s position is that the Fixed Costs
charged must be justified as reasonably incurred to provide service as per the LTA. The City specifically
contends that Research & Development (‘R&D’) costs are mere allocations of NYPA's total costs and
bear no relationship to the provision of service to the NYCGCs. Furthermore, the City is questioning
certain budget cost centers and the manner in which labor ratios are used to allocate O&M costs. Lastly,
the City is questioning the 500 MW Unit's total site payroll and the $2.6 million increase in 2016.

Staff Analysis: Attachment B of the LTA delineates in broad terms the Fixed Cost components
that can be recovered by NYPA from the NYCGCs. These broad Fixed Cost categories are O&M, Shared
Services, Debt Service, Other Expenses, and Investment and Income. Shared Services and Other
Expenses are also known in utility parlance as Administrative & General expenses (‘A&G’). R&D cost is
predominately classified as an A&G expense that is appropriately recovered through the COS.

The allocation of a percentage of cost for R&D is an industry standard. In addition to reviewing
FERC rules regarding the treatment of R&D expenses, NYPA staff also reviewed certain rate charges that
are assessed to NYPA by other utilities to determine if and how they recover R&D costs. We reviewed
charges that apply to NYPA's use of certain transmission facilities owned by investor-owned utilities such
as Consolidated Edison Company of New York, Inc. (‘Con Edison’), National Grid, and New York State
Electric & Gas Corp. These respective utilities, by the rate that they charge NYPA, assess an A&G cost.
Included in this A&G cost by said utilities, are R&D expenses.

10
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The NYCGCs put forth a similar argument last year regarding allocating R&D costs. Attached is
the question raised by the Customers as Issue 4: Allocation of R&D Costs and NYPA's response as
Exhibit ‘2b i-C’. That response is still valid.

In response to the Customers’ specific questions about Business Development & Power
Contracts being included in SENY’s labor ratio:

Cost Center H407: Business Development

This Cost Center is for NYPA's Pricing & Energy Market Analysis group, which was named as
‘Business Development’ incorrectly. This group is not focused on creating new business; this was a Cost
Center title error that will be changed to avoid any confusion, going forward. The Pricing & Energy
Market Analysis group is responsible for governmental and business customer production rate
development, pricing, tariff administration, customer savings calculations and monthly reports/analyses,
including monthly Energy Charge Adjustment processing and reporting. Their expertise applies across all
customer segments, with a majority of their time dedicated to the Governmental customer segment. In
light of that consideration, 50% of Pricing’s time being allocated to SENY is appropriate.

Cost Center H410: Power Contracts

This group is responsible for contract development and administration for all customer segments.
NYPA has three customer segments and this group allocates their time equally amongst these segments.
Therefore, a labor ratio allocation of 34% to SENY is appropriate. In their comments, the City implies that
the size and output of the plants, Niagara and St. Lawrence being much larger facilities than SENY,
dictates the costs assigned to the Customers through this cost center. The size of the facility does not
factor into the allocation of costs, but rather it indicates how the Power Contracts group allocates their
time amongst the three customer segments. It is important to point out that the Governmental Customers
represent NYPA's largest customer segment.

In its comments, the City expressed concerns in regards to the Fixed Cost increase related to the
500 MW Unit, specifically the increase related to the change in methodology of allocating employees. In
NYPA's February 4th response to the Customers, the issue of total site payroll at the 500 MW Unit was
addressed. Please see below for this response:

The $2.6 million increase in the 500 MW payroll is due to the following:
[1] $0.4 million was attributable to increases in salary and benefits.

[2] Increase of $0.3 million in direct labor charges primarily from the 500 MW facility. This
includes NYPA employees who have directly charged a portion of their time to projects at the 500 MW
facility.

[3] The $1.9 million balance is based upon changes in methodology undertaken by NYPA to more
accurately account for employees’ time.

In previous years, labor dollars for workers based out of the 500 MW plant were charged to the
500MW plant (and SENY) based upon the allocation of time they were projecting to spend working
directly at the facility. The remaining portion of their time was charged out to other facilities, such as the
Small Clean Power Plants (the SCPP’s are not generally manned facilities, so work at those plants is
sourced from employees at the 500 MW).

After conducting a detailed historical review, it was determined that the employees at the 500MW

plant were not spending as much of their time actually working at the other facilities as originally
budgeted, and thus under-projected the percent of time allocated to the 500 MW. Results of the analysis

11
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further demonstrated that a rolling 5-year average of actual time spent working at each facility by the 500
MW staff was the most accurate forecast of the next year’s allocation, and is now the method used.

There were no instances of double counting of labor dollars.
Staff Recommendation: Accordingly, staff recommends no change in the allocation of A&G costs

inclusive of R&D to the COS. In addition, the increase in total site payroll at the 500 MW Unit was
explained to the Customers and no reduction or change is warranted at this time.

3) The NYCGCs Should Not Be Charged For Projects That Are Cancelled, Delayed Or
Deferred

Comments: The City states that NYPA has charged the NYCGCs for at least one project that was
deferred and includes duplicative charges for the same project in a subsequent year. The specific project
cited was the Risk Cloud Implementation project. In addition, the City questions whether there are other
charges that follow this pattern and, if so, NYPA should either credit the amounts back to the NYCGCs or
carry-over amounts to subsequent years when the projects are undertaken.

Staff Analysis: In NYPA's February 4, 2016 response to the Customers, NYPA agreed not to
charge Customers for a Risk Cloud Implementation Project in 2016, which had been charged previously
in 2015 and for which work had not begun. The response was:

During the January 19th call between NYPA and the Customers, the question was raised
about the possibility of creating a ‘fund’ for the $581k Risk Cloud Implementation
expense which was budgeted and charged within the 2015 COS, but not spent within that
year, and re-budgeted and charged during the 2016 COS.

Though, under the LTA, fixed costs are not reconciled, NYPA is willing to make an
exception in this case because the nature of the expense is for a single use assessment
analysis for a new risk software program rather than operational O&M. The line item for
the $581k in the 2016 non-recurring O&M budget will be removed for purposes of the
COsS.

NYPA reviewed the Non-recurring Operating and Maintenance costs charged to the Customers
going back three years to determine if there were any other instances where expenses were charged
multiple times for which no work had been done and found no such expenses.

Staff Recommendation: As stated in the Customers comments, NYPA staff has agreed to credit
the NYCGCs $581,000 for the Risk Cloud Implementation project. This credit has been applied to the
Final 2016 COS and is an exception to the LTA and is being granted due to the nature of this expense, a
single-use assessment analysis rather than operational O&M.

As mentioned above, NYPA staff completed an in-depth review for the last three years and found
no other occurrence where expenses were charged multiple times and the work had not moved forward.
No additional credits or carry-over costs are warranted at this time.

4) NYPA Should Not Undertake And Charge The NYCGCs For Studies That Were Not
Requested By The NYCGCs And For Which There Were No Prior Consultation With, Or
Approvals From The NYCGCs

Comments: The City questions the $1.1 million expense for what was termed the ‘TDI/ Champlain
Power Express’ and that NYPA initially stated that only $20,000 pertained to the TDI project while the rest
pertained to ‘Potential New Projects Evaluation.” The City's also states that they never asked NYPA to
engage in such study and NYPA never sought out the NYCGCs approval. Therefore, any such costs
should be removed from the 2016 Final COS.

12
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Staff Analysis: The studies being questioned by the Customers are initiatives undertaken in the
normal course of business at NYPA, and do not require Customer approval or consent. These are initial
stage evaluations from NYPA's Project and Business Development Group which are not in an appropriate
stage of development to assign to a particular cost center, and are therefore part of A&G.

In regards to the City’s comments on the TDI/Champlain Power Express expense applicability,
response provided by NYPA staff on February 4th to the Customers can be found below:

As discussed in the January 19" conference call, there was an error in the budget
involving the allocation of funds for TDI/Champlain Power Express under the H106 Cost
Center in the amount of $1.1 Million dollars. The total amount that should have been
charged for TDI/Champlain Power Express under the H106 Cost Center is $20,000. The
difference, as mentioned in the call, is for Potential New Project Evaluations within our
Project and Business Development group.

Potential new product evaluations covers feasibility studies, constructability studies, and
conceptual engineering to determine whether projects should go forward, or to prepare
preliminary applications. Expected studies for 2016 include:

e Small Hydro Power Studies

There have been several Federal studies completed that claim there are substantial
additional hydroelectric resources in NY State that remain underdeveloped (300 MW).
Customers are interested in increasing the amount of renewable resources in their electricity
supply. One of the goals of the State Energy Plan is to increase hydro generation. NYPA
concluded it would be prudent to explore this potential in greater dept. Therefore, NYPA
engaged a consultant who is performing an analysis to identify opportunities for developing
small, renewable hydropower in NY. Other feasibility studies for hydro development may be
undertaken based on recommendations from NYPA Business and Project Development,
requests from the Governor's office in support of REV, or from NYPA Research &
Development.

e Potential Licensing/Permitting of T-LEM Projects
T-LEM involves a host of projects on existing lines. Depending on the project and the
permitting status of the line affected, this may constitute a modification, subject to regulatory
jurisdiction. In these cases, applications for modification and supporting materials will need
to be prepared and the necessary procedures followed to gain regulatory approval

e Studies at Massena
During the construction of the Massena Substation, land was purchased to allow for the
connection to an existing railroad. This connection was not built at that time. The Massena
Substation was constructed pursuant to the 765 kV Article VII Certificate. This project was
put on hold in 2015, but a determination may be made to move forward with studies for a
Certificate amendment or change to the existing EM&CP in 2016.

e PV20 Submarine Cable
In cooperation with VELCO, NYPA is replacing the existing underwater cable under Lake
Champlain. This is expected to involve crossing or being crossed by other cables (e.g., TDI
Champlain Express, New England Clean Power Link). This will require development and or
evaluation of techniques for the cables to safely cross. These may require regulatory review
and approval, which could include evidentiary hearings.

e Access Road Evaluations

Project Management began an assessment of access roads on its rights-of-way. Many of the
access roads were permitted under Article VII Certificates. If it is determined that changes to
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the access roads are needed, studies, Certificate amendments or EM&CP changes may be
necessary.

Staff Recommendation: The studies being questioned by the Customers are initiatives
undertaken in the normal course of business at NYPA, and do not require Customer approval or consent.
As discussed in Point 1, Comment 2, these studies are properly assigned to A&G, therefore the
Customers are appropriately allocated a portion of these expenses.

5) The Use Of Labor Ratios To Allocate Shared Services Costs To The NYCGCs Is
Inconsistent With The Requirements Of The LTA And Is Not Required As A Matter Of Law

Comments: The City has a concern with the use of labor ratios to allocate shared services
headquarters costs. They break it down into two components: as required by the LTA and as required by
law. Regarding the LTA, the City claims the Shared Services costs appear to be allocated without any
consideration of whether the costs were incurred to provide service to the NYCGCs. Regarding the law,
NYPA has asserted to the NYCGCs that the New York Courts have required it to allocate costs to the
NYCGCs including shared services expenses based on labor ratios. The City counters that the Court did
not mandate the use of labor ratios. Furthermore, the City claims that NYPA is overcharging NYCGCs
due to the fact that NYPA has recovered just under $200 million in excess of the costs it incurred from
2011 — 2015 and plans to incur in 2016.

Staff Analysis: The case of Village of Bergen vs. Power Authority of the State of New York, 284
A.D.2d 976 (4" Dep't 2001) ordered NYPA to use labor ratios as an allocator for preference power rates.
In order to properly allocate costs to all customer segments without either under collecting or over
collecting total expenses, labor ratios must be applied across all customer segments, including the
NYCGCs, rather than a capacity ratio allocator, which was in use prior to the litigation.

The NYCGCs are NYPA's largest customer segment, representing approximately 50% of NYPA's
revenue. The 16% allocation of headquarters staff devoted to the NYCGCs is warranted. NYPA is not in
violation of the LTA and is not subsidizing costs from other NYPA customers. The use of labor ratios is a
fair and proper methodology.

In regards to the City's statement that NYPA is recovering $200 million in excess of the actual
costs incurred for the period 2011 to 2016, staff analysis shows the following:

o Debt service for both the Poletti (2005) and Small Hydro (2008) outstanding bonds required
larger payments in early years with decreasing payments over time. The NYCGCs requested
that NYPA levelize their debt payments over the life of the bonds. In an effort to
accommodate their request, beginning with the 2005 COS, the Poletti debt payments were
fixed at $15.4 million until their maturity in 2013 and the Small Hydro debt payments were
fixed beginning with the 2008 COS at $7.5 million until their maturity in 2015. The cash flow
differential between actual payments made by NYPA and the levelized debt payments
recovered from the Customers created a net income loss or gain on NYPA'’s books. Over the
entire period, until maturity, this essentially worked out to no overall gain or loss to NYPA.

e The Customers requested that they wanted to pay for actual expenses instead of forecasted
expenses. Those expenses currently include Rate Design Study, GE Litigation Expenses, Oil
Inventory Carrying Cost, Load Research Study, Minor and Capital Additions.

e Governmental Customers requested that the Wood Group Contract be levelized at $6.724
million per year.

These costs were expensed on NYPA books in a manner as requested by the Customers.
Hence, the matching of revenues to expenses from prior periods would result in the appearance of
revenues being higher than expenses. Therefore, this was not a revenue generator for NYPA over the
entire payback period, and only represents a timing lag between the expenses incurred and the recovery
of those expenses by from the Customers.
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Staff Recommendation: In all instances mentioned above, NYPA staff has confirmed that the
NYCGCs have not been overcharged in their COS. Therefore, no adjustment is necessary.

Issue Il: Action Is Needed To Reduce The Cost Burdens Imposed On The NYCGCs By Certain
Assets Within Their Supply Portfolio

1) The Capacity Cost Charged To The NYCGCs For The Blenheim-Gilboa Facility Is
Unreasonable

Comments: The Blenheim-Gilboa facility was identified by the City as having no net benefit, but
an actual net cost to the NYCGCs of over $640,000. Further, the City states that the B-G capacity rate of
$3.49/kW-month is excessive and unreasonable and that the rate should be limited to the capacity charge
to the market price reported by the New York Independent System Operator (‘NYISQO’).

Staff Analysis: The City’s analysis includes a production and transmission cost. The production
benefit for 2016 is $2,198,215 and the net transmission cost is $2,839,360 which results in the $640,000
loss that the NYCGs are commenting on.

The City's comment on the high capacity price of the Blenheim-Gilboa Pump Storage Power
Project (‘BG’) relative to the market inaccurately states the net benefits to the project. Please see Exhibit
‘2b i-D’ for additional information on the net benefits the Customers received. In certain years, the
Customers have paid more for the 250 MW from BG and other years they have paid less. Over the four-
year period from January 2009 to December 2012, the Customers total BG production charge was
$16,578,269. Over the three-year period from January 2013 to December 2015, the Customers total
production benefit was $16,640,771. The main driver for the savings over the past three years was high
Rest-of-State capacity and energy prices. A detailed breakout of the calculation was provided to the
Customers on December 4, 2015 (with data through September 2015).

In Exhibit ‘2b i-E’, attached, is the Trustee approved item from September 2004 stating that the
BG capacity would be charged to the portfolio in the amount of $3.49/kW-month. In the September 27,
2004 meeting, the Trustees were requested to file notice for publication in the New York State Register of
a revision of the firm demand charge for BG from $2.30/kW-month to $3.92/kW-month. The Trustee item
explained that the rate was being increased due to increased capital costs, greater allocation of shared
services expenses and the institution of OPEB expenses. The item references the SENY customer 250
MW and it shows that SAPA was followed.

Concerning the BG transmission payment referenced by the NYCGCs, it should be noted that the
transmission charge paid by the NYCGCs allows them to have 250 MW of grandfathered transmission
congestion contracts (‘TCCs’) that help reduce their energy costs. At the onset of NYISO operations
many, if not most, of NYPA’s Customers, such as Municipal and Cooperative customers, had a similar
arrangement with NYPA where they paid a NYPA transmission charge and received grandfather TCCs in
return. Customers have the option to discontinue the ‘grandfathered’ transmission arrangements. This
option is, and has been available to the NYCGCs, but has not been requested. NYPA is willing to work
with the NYCGCs to end the ‘grandfathered’ transmission arrangements if that is the Customers’
preference.

*NOTE 1) BG rate development was inclusive of both the generation function ($3.49/kW-month)
and for the transmission function ($0.43/kW-month).

Staff Recommendation: The capacity costs charged to the Customers for the BG facility are
consistent with all agreements between NYPA and the NYCGCs. Therefore, no adjustments are
warranted.
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2) The Small Hydros Are Uneconomic And The Board Erred In Approving Substantial New
Projects For Those Facilities Without Any Analysis Of The Impacts And Cost-Effectiveness
Of The Projects

Comments: Based on information provided by NYPA, the City contends that the costs of the small
hydros substantially exceed the benefits they produce. Another concern by the City relates to the
comparison of the costs assigned to the small hydros and the 500 MW Unit. The City’s claim is that it
was never the intent of the LTA that the NYCGCs be forced to subsidize uneconomic resources. As a
result, the City requests that a comprehensive review of the entire NYCGC portfolio be conducted to
ensure that as the costs charged to the NYCGCs increase, the value proposition to the NYCGCs is not
worsened.

Staff Analysis: The City states that ‘it was never the intent of the LTA that the NYCGCs be forced
to subsidize uneconomic resources.’ Exhibit ‘2b i-F’ is a Trustee item dating back to June 1988 and
shows the rationale behind putting BG and the small hydro plants into the Governmental portfolio. As
stated in the item, significant customer outreach was undertaken at the time.

In regards to the City’s comment on the $15 million spent at both Crescent & Vischer Ferry Units
3 & 4 for Life Extension and Modernization (‘LEM’), this project was fully vetted and approved based on
the project approval process at the time.

The Customers commented in a similar fashion on labor costs at the small hydro facilities last
year. The answer provided last year has been updated with 2016 budget figures and can be found
below:

The Small Hydro facilities are dedicated to serving the NYCGC's load. Inthe 2016 Budget, there
are 30 full-time equivalents (‘FTE’s’) that are directly charged/assigned to these facilities.
Seventeen FTE's are from the operations and maintenance staff at the Blenheim-Gilboa and
Clark facilities. The balance of the FTE’s represent real estate, environmental, engineering,
project management and site functions such as warehouse and purchasing that support Small
Hydro work and projects. NYPA staff is often required to travel significant distances (from the
Blenheim-Gilboa and Clark facilities) to the facilities, which is charged as working time to the cost
center, in order to perform routine plant maintenance. Also, at some of the facilities, there are
shoreline, recreational, and environmental issues that must be addressed to comply with license
requirements.

NYPA's support for SENY includes account management, load research, billing, system
operations, risk management, scheduling and settlements. As stated in prior Customer
responses, we have indicated that there is no double counting of the FTE’s that support SENY in
the SENY headquarters cost allocation. As with the Small Hydro facilities, contractors and
consultants are utilized when it is more economical or NYPA staff does not have the expertise to
perform certain tasks. In 2016, contract services and consultants will be primarily associated with
market analysis for pipeline construction and fuel costs, and other miscellaneous services.

The Customers point regarding the Crescent Tainter Gate work was answered in Question 31 of
the February 4th responses:

In response to a FERC request, NYPA contracted with the consulting firm Klienschmidt Group in
2008 to perform an inspection of the Crescent Tainter Gate. Based upon the inspection and
assessments, Klienschmidt recommended that the Tainter Gate be repainted within 5 to 10 years
and that the concrete pier faces be repaired within 10 years.

In 2012/13, five years after the recommendation, coinciding with the earliest actionable date

proposed by Klienschmidt, NYPA'’s engineering team began an assessment of the condition of
the Tainter Gate and its concrete walls. In 2014, NYPA's civil and mechanical engineers
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completed the assessment and determined that the work proposed by Klienschmidt needed to be
completed. An RFP was issued in May 2015, for which three bids were received in late

June. NYPA staff evaluated the bids and made a recommendation to the NYPA Trustees for
contract approval in late 2015. The Trustees approved the contract award to CD Perry at their
December 2015 meeting. NYPA Procurement then awarded a contract to CD Perry in January
2016. The scope-of-work includes the following steps, to be completed over the next 2 years:

CD Perry will prep and recoat the lifting beam and stop logs in 2016

CD Perry will construct a concrete sluiceway in 2016

CD Perry will prep, repair, and recoat the Tainter Gate in 2017

CD Perry will repair the concrete retaining wall, North and South pier walls in 2017

Additionally, as part of the request for overall life expectancy, the Crescent & Vischer Ferry small
hydro facilities are expected to operate without a major overhaul for the next 20 years (post
LEM). The Ashokan & Jarvis Units are expected to operate for an additional 10 years, with the
assumption that a future LEM is completed.

Lastly, as discussed on the January 19th call, many of the tasks outlined in the RFP (repair
concrete, prep work, recoat and repaint the Tainter Gate) are considered repairs and therefore,
accounted for as O&M. The only exception to this may be constructing a concrete sluiceway.
This may be considered a capital addition depending on the cost.

The Customer’'s comment about the value of the small hydro units was addressed in Question 5
of the February 4th responses and can be found below:

The Small Hydro’s have been affected by equipment end-of-life outages and capital
upgrade programs over the past 3-5 years. Upon completion of the various upgrades
and a Life Extension & Modernization (LEM) program, it is expected that greatly
increased availability and reduced maintenance costs will provide more value from these
emission-free facilities.

Specifically, the Ashokan turbines have been shut down extensively in recent years due
to capital upgrade projects by the NYCDEP Bureau of Water Supply in the Catskill
Aqueduct System. Ashokan turbines were also troubled by control system failures which
have recently been corrected by a complete system upgrade.

The Crescent and Vischer Ferry projects have experienced extensive downtime due to
turbine end-of-life problems that are currently being addressed by the LEM program.

The value created by completing these LEM projects are that the small hydro facilities will
be more efficient and reliable. Also, reduced O&M costs should be expected going
forward.

In regards to the Customers comment about reviewing the NYCGCs portfolio, maintenance to the
facilities are done to comply with NYPA's best practices for the safe and efficient operation of these
facilities. Analyses are completed before undertaking any major projects, which includes both a cost-
benefit analysis and a review of alternative methods. On an annual basis, the NYPA Trustees approve
NYPA's capital plan, which includes these major expenditures. Certain expenses, when warranted, are
also brought to the Trustees for individual authorization.

Staff Recommendation: Sufficient analyses were performed and controls are set in place to

ensure that spending at its plants results in a safe, reliable and economic output from the facilities. No
further review or authorizations are required.
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Issue lll: Decommissioning Costs Continue To Be A Concern

Comments: The City continues to object to the level of decommissioning costs included in the
COS and has asked for an $8 million reduction in such costs. In addition, the City has concerns over the
decommissioning charge for the 500 MW Unit and the decommissioning costs related to the Kensico
facility.

Staff Analysis: The City is requesting a reduction in the Poletti decommissioning costs of $8
million, a repeat of Issue 5 from last year's comments to the Trustees. NYPA staff reiterates its position
that the included costs are justified from last year’s response. The additional costs added to the project
during the deconstruction process could only be identified once the operation was underway, and were
discussed in detail last year in Exhibit ‘2b i-G’ which is attached. Attached is the question raised by the
Customers as Issue 5: Poletti Decommissioning Costs and NYPA's response as Exhibit ‘2b i-G’.

For Kensico decommissioning costs, NYPA staff provided the Customers a detailed response on
February 17, 2016 and follows below:

NYPA Direct Labor Explanation:

NYPA direct labor accounted for approximately $160,000 of the total Kensico decommissioning
project cost, which was roughly a $100,000 decrease from the chart that was provided to the
customers in response to the initial round of questions submitted by the City of New York. The
final cost of this project was $1,083,938. Please see Attachment 30 — ‘Kensico Decommissioning’
for an updated Figure 5C that the Customers will see in the 2016 Final COS. In addition, please
see Attachment 31 — ‘Kensico Cost Breakdown’, (Attached to this item as Exhibit ‘2b i-H’)
which is an update to the spreadsheet that was sent to the customers in December 2015. The
existing payment of $122,462/year will continue until the project is paid off in 2022. Since the
payment goes beyond the term of the existing LTA, NYPA will codify these payment terms in any
future agreement the Customers execute.

FMV Explanation:

NYPA hired a fair market valuation consultant to evaluate the equipment at Kensico prior to
removing the assets. The consultant performed the following required activities prior to the work
being awarded to a deconstruction contractor:

Fair Market Valuation

Photographed all equipment on site

Assessed warehouse inventory of spares/parts

Evaluated on site condition of equipment

Evaluated removal requirements for repurposing of equipment

Reviewed any and all maintenance records

Determined fair market value if sold for repurpose or for scrap

Provided a report with all information evaluated

RFP Development

Prepared RFPs, for disposal of equipment and deconstruction

Procurement Support

Reviewed all pre-qualification submissions

Conducted two pre-walkthrough teleconferences with potential bidders
Attended bid walk downs

Reviewed all bid proposals for both purchase and deconstruction

Interviewed bidders to confirm compliance with their developed specifications
Provided recommendation to NYPA on bidders in compliance with PAAA and RFPs
Additional support required due to lack of bid interest during the first attempt
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The equipment was then assigned a value for both scrap and re-use value which was used as a
comparative base at the time of awarding a deconstruction contractor who would take possession
of the assets once removed. This is to ensure NYPA receives any remaining equipment value
that either NYPA or the Customers have already paid for.

Staff Recommendation: All decommissioning costs have been reviewed by NYPA staff and are
justified. Therefore, a reduction in decommissioning costs is not warranted at this time.

Issue IV: The Cost-Of-Service Process Requires Further Refinements

Comments: Although the City acknowledges NYPA's efforts to improve the process, further
improvements are needed. In addition, the City contends that the process is skewed against the
NYCGCs rather than being unbiased and objective in setting the COS. Also, the issue of individualized
sections was brought up by the City stating that the perspectives and risk levels of the individual
customers with respect to portfolio volatility and hedging vary and that NYPA has not fulfilled its
commitment on this matter as required by the LTA.

Staff Analysis: NYPA staff works diligently to ensure that all information provided to the
Customers is correct. Any errors that are identified throughout the collaborative process are reviewed
and corrected. NYPA appreciates the Customer’s patience as staff works to resolve all issues.

In response to the Customers request for review by an unbiased entity, staff confirms to the
Trustees that each item questioned by the Customers is answered in a transparent manner, with
extensive backup and supporting documentation provided. NYPA has endeavored to explain all
Customer requests in a manner which logically and thoroughly walks the Customers through the answer,
sometimes over multiple exchanges utilizing various approaches.

In regards to the Customers’ concern about individualized cost recovery mechanisms, NYPA staff
would like to mention that on April 28, 2015, the Customers collectively selected the Energy Charge
Adjustment (‘ECA") with Hedging option for this year’'s COS. In regards to the Customers’ concern about
hedging, NYPA staff has implemented numerous hedges and hedging strategies on behalf, and at the
direction of the Customers since 2005.

Staff Recommendation: The COS is a collaborative process between NYPA and the NYCGCs
and NYPA staff looks forward to working together to continue making improvements to the process. Due
to the collaborative nature of this process, coupled with the fact that NYPA Trustee approval is required to
adopt new production rates, it is not necessary for the City's comments and NYPA's responses to be
reviewed by an unbiased person or entity. Lastly, NYPA staff will continue to work in a collaborative effort
with the Customers towards the goal of exploring appropriate risk mitigation strategies.

Issue V: NYPA Should Engage In a Comprehensive Review And Audit of Its Management And
Operations

Comments: As requested in the previous two years, the City has asked for a comprehensive
management audit of NYPA's practices and operations which would be similar to management audits
performed by the Public Service Commission. The City requests that the audit be conducted by an
independent entity and that the entity be given the ability to review any and all records and access to all
personnel and contractors.

Staff Analysis: NYPA staff provided a response to the Customers last year regarding their request
for NYPA to engage in a comprehensive review and audit of its management and operations. See Exhibit
‘2b i-I' for the Customers [ssue 7: NYPA Should Commission an Independent Management Audit and
NYPA's response.
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Staff Recommendation: As stated last year, NYPA staff believes that the existing independent
external and internal audits, along with NYPA's extensive public disclosures provide a sufficient review of
NYPA's operations.

Staff Analysis and Recommendation on Issues Raised by the MTA: The following is a
summary of MTA’s comments filed under the SAPA process and NYPA's responses.

Selection of Recovery Method Independent of Other Customers

Comments: A detailed business plan is requested for the implemen