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April 24, 2007

Minutes of the Annual Meeting of the Power Authority of the State of New Y ork held via video conference
at the following participating locations at 11:04 am.:

1) New York Power Authority, 123 Main Street, White Plains, NY
2) New York Power Authority, Niagara Power Project, 5777 Lewiston Road, Lewiston, NY

The following Members of the Board were present at the following locations:

Frank S. McCullough, Jr., Chairman (White Plains, NY)
Michael J. Townsend, Vice Chairman (White Plains, NY
Elise M. Cusack, Trustee (Lewiston, NY)

Robert E. Moses, Trustee (White Plains, NY)

Thomas W. Scozzafava, Trustee (White Plains, NY)
Joseph J. Seymour, Trustee (White Plains, NY)

Leonard N. Spano, Trustee (White Plains, NY)

Timothy S. Carey
Thomas J. Kelly
Joseph Del Sindaco
Vincent C. Vesce
Angelo S. Esposito
Louise M. Morman
William J. Nadeau
Brian Vattimo
Edward A. Welz
Richard J. Ardolino
Arnold M. Bellis
John M. Hoff
Donald A. Russak
Thomas H. Warmath
Daniel Wiese
Anne B. Cahill
AngelaD. Graves
Dennis T. Eccleston
Brian C. McElroy
Lisa Cole

Joseph J. Carline
Paul F. Finnegan
Helen L. Eisenfeld
James F. Pasquale

Michael A. Saltzman
Marilyn J. Brown
John M. Kahabka
Arnold J. Schuff
Denise D’ Ambrosio
Gary D. Levenson
Jacquline E. Carmody
Kevin J. Falvey
Diane Gil

Oksana Karaczewsky
Mary Jean Frank
LornaM. Johnson

President and Chief Executive Officer

Executive Vice President and General Counsel

Executive Vice President and Chief Financial Officer
Executive Vice President — Corporate Services and Administration
Senior Vice President — Energy Services and Technology
Senior Vice President — Marketing and Economic Devel opment
Senior Vice President — Energy Resource Management and Strategic Planning
Senior Vice President — Public and Governmental Affairs
Senior Vice President and Chief Engineer — Power Generation
Vice President - Engineering

Vice President — Controller

Vice President — Procurement and Real Estate

Vice President — Finance

Vice President and Chief Risk Officer

Vice President — Corporate Security and Inspector Genera
Corporate Secretary

Deputy Corporate Secretary

Chief Information Officer

Treasurer

Deputy Treasurer

Assistant Genera Counsel — Power and Transmission
Executive Director — Public and Governmental Affairs

Director — Cost Control and Electric Transportation

Director — Business Power Allocations, Compliance and Municipal and
Cooperative Marketing

Director — Media Relations

Manager — Market and Pricing Analysis

Manager — Environmenta Operations

Manager — Transmission Planning

Principal Attorney |

Sr. Attorney 11

Attorney |

Lead Financia Analyst — Corporate Finance

Sr. Procurement Specialist

Sr. Procurement Compliance Coordinator

Associate Corporate Secretary

Assistant Corporate Secretary



Jack Murphy Temporary PR Counsel
Randy Nelson Auditor, Ernst & Y oung
Steve Wilson Attorney, Read & Laniado

Chairman McCullough presided over the meeting. Secretary Cahill kept the Minutes.
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Approval of the Minutes

The Minutes of the Regular Meeting of March 27, 2007 were unanimously adopted.

April 24, 2007



April 24, 2007

Financial Reportsfor the Three Months Ended M arch 31, 2007

Mr. Bellis presented an overview of the financial reports.
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NEW YORK POWER AUTHORITY
FINANCIAL REPORT
FOR THE THREE MONTHS ENDED MARCH 31, 2007

($ in millions)

2007 YTD March 2007
Financial Summary Actual Budget Actual Budget
Net operating revenues $76.6 $58.3 $26.0 $22.3
Net revenues (loss) 70.5 43.4 240 174
O&M (incl. administrative) 62.9 66.8 20.0 224
Generation (gwh'’s) 7,080 6,864 2.449 2,481
Prior December
Current - Month 2006
Reserves $377 $363 $348

Net revenues through March 31, 2007 were $70.5 which was $27.1 higher than budgeted
including higher net operating revenues ($18.3) and higher non-operating income ($8.8).
Net operating revenues were higher primarily at the hydro ($11.7) and transmission
($4.7) facilities. The positive results at the hydro facilities were due to higher than
expected water flows resulting in 7% higher production. Transmission revenues included
higher than anticipated congestion payments to the Authority due to a higher level of
congestion across the central-east interface (assigned to FACTS project TCC’s). Non-
operating income included a year-to-date mark-to-market gain on the Authority’s
investment portfolio, higher earnings on investments due to higher balances, and lower
than anticipated costs on variable rate debt.

Net revenues for the month of March were $24.0 which was $6.6 higher than budgeted
resulting from higher net operating revenues ($3.7) and higher non-operating income
($2.9). Net operating revenues were higher primarily at the hydro facilities ($5.4, 6%
higher generation). Non-operating income included a mark-to-market gain on the
Authority's investment portfolio, higher investment earnings and lower costs on variable
rate debt. Production for March (2,449 gwh) was 1% lower than anticipated (2,481 gwh)
reflecting lower generation at the fossil facilities (127 gwh) substantially offset by higher
hydro production (95 gwh).




NYPA
Net Revenues
For The Three Months ended March 31, 2007
($in 000'S)

Variance
Favorable/

Annual Budget Actual Budget (Unfavorable)

Operating Revenues
Customer $1,826,711 $461,282 $444,196 $17,086
Market-Based Power Sales 737,570 205,603 172,948 32,655
Ancillary Services 67,499 19,282 19,685 (403)
NTAC and Other 81,763 22,655 20,777 1,878
Total Market-Based and ISO 886,832 247,540 213,410 34,130
2,713,543 708,822 657,606 51,216

Operating Expenses

Purchased Power:

Entergy 155,370 36,539 35,920 (619)
Other 809,217 224,260 198,114 (26,146)
Ancillary Services 73,733 20,532 18,273 (2,259)
Fuel Consumed - Qil & Gas 518,480 146,715 141,721 (4,994)
Wheeling 325,869 62,705 60,967 (1,738)
Operations & Maintenance 281,152 62,925 66,838 3,913
Other expenses 142,609 37,146 35,652 (1,494)
Depreciation & Amortization 176,451 43,414 43,664 250
Allocation to Capital (12,681) (1,999) (1,826) 173
2,471,200 632,237 599,323 (32,914)
Net Operating Revenues 242,343 76,585 58,283 18,302
Interest Income and Realized Gains 56,743 16,911 13,998 2,913
Mark to Market Adjustment 1,000 2,475 - 2,475
Investment Income 57,743 19,386 13,998 5,388
Interest and Other Expenses 124,192 25,428 28,874 3,446
Net Revenues 175,894 70,543 43,407 27,136
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New York Power Authority
Net Revenues by Facility
For the Three Months ended March 31, 2007

($in 000's)
Niagara/ Market Supply Eliminations
St. Lawrence B-G SENY SCPP Power Flynn Transmission & Adjmts Total
Operating Revenues
Customer $ 76,871 $ 2,473 $ 280,036 $ 173 $ 60,539 $ 29,036 $ 22,521 $ (10,367)  $ 461,282
Market-Based Power Sales 45,797 23,366 135,922 20,551 13,949 (33,982) 205,603
Ancillary Services 16,487 847 1,743 205 19,282
NTAC and Other 22,655 22,655
Total Market-Based and I1ISO 62,284 24,213 137,665 20,756 13,949 - 22,655 (33,982) 247,540
139,155 26,686 417,701 20,929 74,488 29,036 45,176 (44,349) 708,822
Operating Expenses
Purchased Power:
Entergy 36,539 36,539
Other 22,032 15,330 161,196 1,017 68,968 11 (44,294) 224,260
Ancillary Services 6,501 i 11,468 17 2,469 20,532
Fuel Consumed - Qil & Gas 115,152 11,147 20,416 146,715
Wheeling 2,801 57,613 2,200 91 62,705
Operations & Maintenance 23,825 6,323 12,414 3,280 362 2,138 14,583 62,925
Other expenses 6,521 887 3,963 291 12,623 208 3,341 9,312 37,146
Depreciation & Amortization 8,802 1,525 14,698 6,993 215 1,314 9,867 43,414
Allocation to Capital (861) (242) (339) (9) (66) (482) (1,999)
69,621 23,900 412,704 22,736 86,837 24,101 27,320 (34,982) 632,237
Net Operating Revenues 69,534 2,786 4,997 (1,807) (12,349) 4,935 17,856 (9,367) 76,585
Investment and Other Income 1,006 18,380 19,386
Interest and Other Expenses (4,973) 374 (8,368) (7) (14) (646) (6,869) (4,925) (25,428)
Net Revenues (loss) 64,561 3,160 (2,365) * (1,814) (12,363) 4,289 10,987 4,088 70,543
Budget ' 52,006 913 (3,225) (1,630) (14,377) . 3,265 6,088 367 43,407
Variance $ 12,555 $ 2247 % 860 $ (184) % 2,014 3 1,024 $ 4,899 $ 3,721 $ 27,136

* Revenues for SENY include $23.2 million from the application of an energy charge adjustment
to recover variable costs under the LT Supplemental Energy Supply Agreement.
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Niagara/St. Lawrence

Blenheim-Gilboa

SENY

SCPP

Market Supply Power

Flynn

Transmission

o o ©o O ©o

o © © © o o

Consolidating adjustments

Net Revenues

NEW YORK POWER AUTHORITY
VARIANCE FROM BUDGET
MAJOR FACTORS
For the Three Months Ended March 31, 2007
(Millions)

Higher revenues (primarily a higher volume of market-based sales)
Higher purchased power costs (primarily higher congestion)

Higher Niagara site O&M (less than anticipated labor charged to capital)

Other (includes lower interest costs)

Higher ISO revenues (higher volumes & prices)
Higher purchased power costs (higher volumes)
Other

Higher customer revenues (higher than anticipated ECA revenue)
Higher market-based sales (higher volumes & prices)

Higher purchased power costs (higher volumes)

Higher fuel costs (higher prices partially offset by lower generation)

Lower Poletti site O&M (lower contract costs for routine maintenance) .

Other (including lower interest costs)

Higher revenues (higher volumes & prices on market-based sales)
Higher fuel costs (higher generation & higher prices)
Other

Higher revenues (primarily a higher volume of market-bases sales)
Higher purchased power costs (higher volumes)
Other

Lower revenues
Lower fuel costs (primarily lower generation - rotor failure)
Other

Higher revenues (primarily TCC revenues for the FACTS project)
Lower administrative expenses
Other

(includes mark-to-market gain on NYPA's investment portfolio)

Better/(Worse)
than budget

$ 17.2
(4.8)
(0.8)
1.0

— $ 126
8.4
(6.1)

(0.1) 2.2

16.0
10.9
(22.6)
(5.0)
0.9

0.7 0.9

3.8

(3.8)
(02) (0.2)

(0.1) 2.0

0.1 1.0

0.4 4.9

3.7

$ 271



NYPA
Operations & Maintenance
For the Three Months Ended March 31, 2007

($'s in millions)

Actual Budget
Power Generation
Headquarters Support $34 . $2.2
Blenheim-Gilboa 3.4 3.6
Charles Poletti : 3.5 4.4
500 MW 3.5 3.0
R.M. Flynn 1.4 1.3
SCPP 3.0 3.8
Small Hydros 0.5 1.0
Niagara 9.2 8.4
St. Lawrence 4.5 4.4
324 321
Transmission
ECC/Headquarters 2.3 24
Transmission Facilities 8.2 83
10.5 10.7
Corporate Support
Executive Office 2.4 2.8
Business Services T3 8.4
HR & Corporate Support - 35 7.0
Marketing & Econ. Devel. 1.5 L5
Energy Services 0.8 1.0
17.7 20.7
Research & Development & Other 23 33
Total $62.9 $66.8

Through March, O&M expenses were $3.9 million under budget including lower HQ corporate support ($3.0 million),
lower Research & Development & Other ($1.0 million), and lower Transmission ($0.2 million); partially offset by higher
Power Generation O&M ($0.3 million). HQ Corporate Support expenses were collectively $3.0 million under budget due
to early year under spending for the public awareness program, legal consultants, HQ communications, IT contract
~ services, fiscal agent fees and fuel cell maintenance. Research & Development & Other expense reflects an underrun in
employee benefits.

Power Generation expenditures were $0.3 million higher than budgeted. The Power Generation HQ overrun ($1.2 million)
resulted from less than anticipated labor charges to capital projects. Niagara spending was $0.8 million over budget due to
overruns in recurring maintenance projects and less than anticipated labor charged to capital projects (mainly Unit # 4
Standardization). The S00MW plant was over budget primarily due to higher than expected routine and outage-contracted
maintenance costs. These negatives were substantially offset by underruns at Poletti, the SCPP’s and the Small Hydros.
The underrun at Poletti ($0.9 million) was due primarily to lower than expected contract costs for routine maintenance.
The SCPP’s were $0.8 million under budget due to the delayed start of the Mini Overhaul Project partially offset by
emergency repair work at Hell Gate.



NEW YORK POWER AUTHORITY

COMPARATIVE STATEMENT OF NET ASSETS

ASSETS:

(IN THOUSANDS)

Electric Plant In Service, Less Accumulated Depreciation

Construction Work In Progress
Net Utility Plant

Restricted Funds
Construction Funds
Investment In Decommissioning Trust Fund
Current Assets:
Cash :
Investments In Government Securities
Interest Receivable On Investments
Receivables-Customers
Materials & Supplies-Plant & General
-Fuel
Prepayments And Other

Notes Receivable-Nuclear Sale

Deferred Charges And Other Assets

TOTAL ASSETS

LIABILITIES AND OTHER CREDITS:

Bonds
Notes

Long-Term Debt -

Short-Term Notes Payable
Accounts Payable And Accrued Liabilities

Spent Nuclear Fuel Disposal
Decommissioning Of Nuclear Plants
Deferred Revenue

TOTAL LIABILITIES AND OTHER CREDITS

ACCUMULATED NET REVENUES-JANUARY 1
NET REVENUES

TOTAL LIABILITIES AND CAPITAL

MARCH DECEMBER
2007 2006 NET CHANGE
$3,073,129 $3,078,037 (4,908)
154,643 163,034 (8,391)
$3,227,772 $3,241,071 {13,299)
91,985 67,487 24,498
109,287 105,648 3,639
932,625 922,778 9,847
72 72 s
780,312 749,988 30,324
14,973 15,114 (141)
237,336 205,471 31,865
66,338 66,297 41
41,921 32,793 9,128
48,284 62,902 (14,618)
197,952 192,001 5,951
499,417 497,301 2,116
$6,248,274 $6,158,923 $89,351
$1,700,051 $1,735,262 (35,211)
150,000 156,145 (6,145)
287,864 272,282 15,582
664,441 636,683 27,758
204,126 201,575 2,551
932,625 922,778 9,847
205,132 200,706 4,426
4,144,239 4,125,431 18,308
2,033,492 1,896,548 136,944
70,543 136,944 (66,401)
$6,248,274 $6,158,923 $89,351




NYPA
SUMMARY OF NET GENERATION (MWH'S)

FOR THE THREE MONTHS ENDED MARCH 31, 2007

Year-to-date March

Month of March 2007

Variance Variance

(Actual vs % Variance (Actual vs % Variance

Facility Actual Budget Budget) from Budget Actual Budget Budget) from Budget
Niagara 3,865,213 3,640,000 225,213 6.19% 1,324,940 1,270,000 54,940 4.33%
St. Lawrence 1,699,129 1,540,000 159,129 10.33% 599,858 540,000 59,858 11.08%
Combined 5,664,342 (2) 5,180,000 384,342 7.42% 1,924,798 1,810,000 114,798 6.34%
Poletti 511,375 560,139 (48,764) -8.71% 194,867 208,736 (13,869) -6.64%
500MW 689,851 739,411 (49,560) -6.70% 267,976 309,862 (41,886) -13.52%
SCPP 101,513 79,690 21,823 27.38% 29,201 34,627 (5,426) -15.67%
Blenheim Gilboa (90,664) (60,136) (30,528) 50.76% (27,935) (11,083) (16,852) 152.06%
Small Hydro 50,032 47,889 2,143 4.47% 16,794 19,156 (2,362) -12.33%
R. M. Flynn 253,787 (1) 316,754 (62,967) -19.88% 43,630 109,476 (65,846) -60.15%
Total 7,080,236 6,863,747 216,489 3.15% 2,449,331 2,480,774 (31,443) -1.27%

(1) Unscheduled outage began March 12, 2007. It is estimated that the plant will be out of service for 8 to 12 weeks. A portion of work planned to be
completed during the scheduled Fall 2007 outage will be accelerated into this current outage.

(2) Higher water flows resulting from higher than anticipated level of snow and rainfall.



NYPA
Capital Expenditures
For the Three Months Ended March 31, 2007

($’s in millions)

Actual Budget

New Generation $0.2 $0.5
Energy Services 29.2 18.9
Existing Facilities 16.0 17.6
Transmission 9.9 10.7
Headquarters 4.2 4.4
General Plant and Minor Additions 24 3.3
$61.9 $55.4

Capital expenditures for 2007 were 11.7% higher than the budget. Energy Services was $10.3
million over budget primarily due to overruns in the Long Term Agreements and the NYPA
Energy Services Programs due to accelerated construction activity at various planned projects. In
addition, there were unplanned expenditures for the Red Hook Waste Water Treatment Program.
Existing Facilities were under running the budget by $1.6 million due to timing differences for
payments required for procurement of various equipment for the St. Lawrence LEM and
consultant costs for the New License and Comprehensive Settlement Agreement projects. The
underrun in Transmission of $0.8 million was primarily due to timing differences on the
procurement of equipment for the Gowanus-Greenwood 138 KV, Static Var Compensator and
Tri Lakes Reliability projects.

Under the Expenditure Authorization Procedure, the President has authorized new expenditures
on budgeted capital projects of $6.2 million for 2007. There were no new expenditures this
month:



Demand Side Management

Cost Summary (Inception to Date)

March 31, 2007

($ in 000's)
(A) DSM Projects
(A) (8) ©) (D) (E)
Projects Completed Cumulative Recoveries Net Investment
Authorized Program Prog In-Progress Projects Cost to Date (C-D)
$13,000 Distributed Generation ES-DGN $1,787 $1,787 $345 $1,442
183,050 Electrotechnologies LTEPA ES-EPN 9,296 74,534 83,830 48,267 35,563
433,000 NYPA Energy Services Program ES-ESN 57,773 99,083 156,856 50,269 106,587
530,000 SENY Gowt Cust Energy Serv ES-GSN 56,687 10,096 66,783 16,139 50,644
130,000 SENY HELP LTEPA ES-LTN 12,056 75,667 87,723 62,010 25,713
1,200 MUNI Vehicle Program ES-MVN 458 458 239 219
140,000 Non-Elect End Use LTEPA ES-NEN 31,291 57,634 88,925 27,298 61,627
35,000 Peak Load Mgmt ES-PLN 5,546 165 5711 5711
Completed Programs
5,000 Coal Conversion LTEPA ES-CCN 5,000 5,000 3,466 1,634
5,000 County & Muni's ES-CMN 1,919 1,919 1,867 52
14,600 Industrial ES-IPN 6,875 6,875 6,724 181
51,000 LI HELP ES-LIN 47,505 47,505 47,112 393
15,000 SENY New Constr ES-NCN 2,992 2,992 2,992 0
75,000 Public Housing LTEPA ‘ES-PHN 72,081 72,081 72,081 0
40,000 Public Schools ES-PSN 38,941 38,941 38,804 137
130,000 SENY HELP ES-SEN 134,305 134,305 134,305 0
60,000 Statewide ES-SWN 56,733 56,733 55,005 1,728
4,085 Other 746 746 746 0
7,500 Wattbusters 5,441 5,441 5,441 0
$1,872,435 $174,436 $690,175 $864,611 $573,110 $291,501
(B) POCR Funding
LOANS
Outstanding
Authorized Program Loans Issued Repayments Balance
$ 16,390 Colleges & Universities $ 16,390 3 15,995 (1) $ 395
GRANTS
Authorized Program Issued
$9,105  Coal Conversion Pilot $9,105
4,558 Hybrid Bus Program 4,558
663 Solar Grants 663
3,000 NYSERDA 3,000
25,825 (1) Energy Services Programs 14,813
30,618 (1) POCR Grants 12,634
$ 73,769 3 44,773
(C) CASP Funding
Authorized Program Issued
$132,823 (2) Coal Conversion $118,819
(D) Board of Ed Funding
Authorized Program Issued
$38,893 (2) Climate Controls (NYC BOE) $34,868
(D) NYC Housing Auth Funding
Authorized Program Issued
$12,950 (2) NYCHA Hot Water Heaters $11,476
(1) Funds recovered via loan repayments are available and assigned to be used as grants in the Energy Services Program and for PQOCR Grant Program.

(2) Authorized funds reflect both principal received and the interest earned on such principal.
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NEW YORK POWER AUTHORITY
OPERATING FUND
($ MILLIONS)

900

800 - _ 766 792

700

600

500

400

300

209 221 225

200

100 100 100
100

FUEL RESERVES OF’ERATING RESERVES DEBT SERVICE OPEB RESERVES TOTAL

D IR b L S s SRR

l December 31, 2006 M February 28 2007 lMarch 31 2007 H

Fuel Reserves include $204 million for Nuclear Spent Fuel and $21 million for Energy Hedging Reserve Fund.

OPEB (Other Post Employment Benefits): The Authority's Trustees have authorized staff to initiate the establishment of a trust for its OPEB obligations and have
designated $100 million as a reserve within the Operating fund for this purpose.
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Portfolio Performance
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April 24, 2007

3. Report from the President and Chief Executive Officer

President Carey said that, along with Mr. Del Sindaco and Mr. Bellis, he had just completed the first
quarter budget reviews for each business unit and department and that the Authority is operating within its
budget for the 2007 fiscal year.

President Carey then briefly outlined Governor Spitzer’s“ 15 by 15" energy plan, which callsfor a
decrease in energy use by 15% and an increase in the use of renewable energy resources by 15% by the year
2015. Hesaid that staff is currently reviewing Mayor Bloomberg' s recently released energy plan, especially since
the City of New York and its Housing Agency are among the Authority' slargest SENY customers.

According to President Carey, the Province of Ontario, Canada, has banned the sale of incandescent
light bulbs, as has Australia.

President Carey also mentioned that the Public Service Commission is exploring the feasibility of
“decoupling” for utilities as California has done. Under decoupling, utilities' revenues are not tied completely to
how much energy they sell, since they can make money by lowering energy usage. Decoupling also hasthe

potential to decrease the need for new power plant construction and to shave peak load.



April 24, 2007

4, Allocation of 550 kW of Hydro Power

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

“The Trustees are requested to approve one allocation of available Expansion Power (‘ EP’) totaling 300
kW to ISOCHEM, Inc. (‘I SOCHEM") and one alocation of available EP totaling 250 kW to Moldtech, Inc.
(‘Moldtech’). Thesetwo alocations total 550 kW.

BACKGROUND

“Under the Replacement Power (‘RP’) Settlement Agreement, National Grid (‘Grid’) (formerly Niagara
Mohawk Power Corporation), with the approval of the Authority, identifies and selects certain quaified industrial
companies to receive delivery of RP. Qualified companies are current or future industrial customers of Grid that
have or propose to have manufacturing facilities for the receipt of RP within 30 miles of the Authority’s Niagara
Switchyard. RPis up to 445,000 kW of firm hydro power generated by the Authority at its Niagara Power Project
that has been made available to Grid, pursuant to the Niagara Redevel opment Act (through December 2005) and
Chapter 313 of the 2005 Laws of the State of New Y ork.

“Under Section 1005 (13) of the Power Authority Act, as amended by Chapter 313, the Authority may
contract to alocate or reallocate directly, or by sale for resale, 250 MW of firm hydroelectric power as EP and up to
445 MW of RP to businessesin the State located within 30 miles of the Niagara Power Project, provided that the
amount of power allocated to businesses in Chautauqua County on January 1, 1987 shall continue to be allocated in
such county.

DISCUSSION

“At their meeting of February 27, 2007 the Trustees approved a 400 kW RP alocation to Moldtech. This
allocation was to support Moldtech’s plan to move and expand from its existing sitein Lancaster to anew facility in
Amherst. Sincethat time, the owner of Mol dtech informed the Authority that the move to Amherst is not cost
effective and has canceled the project. Asaresult, Moldtech is now considering expanding its existing facility in
Lancaster and has applied for hydro power for this expansion.

“On October 22, 2003, the Authority, Grid, Empire State Devel opment Corporation and the Buffalo
Niagara Enterprise signed a Memorandum of Understanding (‘MOU’) that outlines the process to coordinate
marketing and allocating Authority hydro power. The entities noted above have formed the Western New Y ork
Advisory Group (‘Advisory Group’) with the intent of better using the value of this resource to improve the
economy of Western New Y ork and the State of New Y ork. Nothinginthe MOU changes the legal requirements
applicable to the alocation of hydro power.

“Based on the Advisory Group’ s discussions, staff recommends that the avail able power be allocated to
two companies as set forth in Exhibit ‘4-A.” The Exhibit shows, among other things, the amount of power
requested, the recommended allocations and additional employment and capita investment information. These
projects will help maintain and diversify theindustrial base of Western New Y ork and provide new employment
opportunities. They are projected to result in the creation of 33 jobs.

RECOMMENDATION

“The Director — Business Power Allocations, Compliance and Municipa and Cooperative Marketing
recommends that the Trustees approve the alocation of 550 kW of hydro power to the companies listed in Exhibit
‘4-A)

The Executive Vice President and Genera Counsel, the Senior Vice President — Marketing and Economic
Development, the Vice President — Mg or Accounts Marketing and Economic Development and | concur in the
recommendation.”
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The following resolution, as submitted by the President and Chief Executive Officer, was unanimously
adopted.

RESOLVED, That the allocation of 550 kW of Expansion Power,
asdetailed in Exhibit “4-A,” be, and hereby is, approved on the terms set
forth in the foregoing report of the President and Chief Executive Officer;
and beit further

RESOLVED, That the allocation of 400 kW of Replacement Power
that the Trustees approved for M oldtech, at their February 27, 2007
meeting bewithdrawn sincethe project that the allocation was approved
for was canceled; and beit further

RESOLVED, That the Chairman, the President and Chief
Executive Officer and all other officersof the Authority 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 documentsto effectuate the foregoing
resolution, subject to the approval of the form thereof by the Executive Vice
President and General Counsel.



New York Power Authority Exhibit "4-A"
Expansion Power April 24, 2007
Recommendations for Allocations
Power Estimated New Jobs Power
Exhibit Requested New Capital Avg. Wage Recommended Contract
Number Company Name City County (kW) Jobs Investment Benefits (kW) Term
A-1 ISOCHEM, Inc. Lockport Niagara 410 3 $1,840,000 $71,000 300 Five Years
A-2  |Moldtech, Inc Lancaster Erie 400 30 $4,300,000 $38,000 250 Five Years
Total EP Recommended 33 $6,140,000 550




Exhibit “4-A1"

April 24, 2007
APPLICATION SUMMARY
Expansion Power
Company: ISOCHEM, Inc.
L ocation: Lockport
County: Niagara County
I0U: New York State Electric and Gas Corporation
Business Activity: Phosgene chemical products
Project Description: The project involves installing new processing equipment for distilling

phosgene derivatives and an on-site nitrogen (N,) production unit. The
distillation process enables ISOCHEM to produce new products and recycle
organic solvents, creating new raw material streams and reducing hazardous
waste. The on-site N, generator will reduce production costs and provide a
beta site for new products in cooperation with Praxair.

Prior Application: None
Existing Allocation: None
Power Request: 410 kw
Power Recommended: 300 kw
Job Commitment - Existing: 93 jobs
New: 3jobs
New Jobs/Power Ratio: 10 jobsMW
New Jobs -
Avg. Wage and Benefits: $71,000
Capital I nvestment: $1.84 million
Capital Investment Per MW: $6.1 million/MW
Summary: ISOCHEM would invest in processing equipment that creates the opportunity

for new products, lowers production costs and reduces hazardous waste by
distilling and recycling organic solvents. A hydro alocation would enhance
competitiveness internationally, where 90% of the company’s competitors
operate and 50% of its products are sold. The alocation will aso enable the
company to win projects from a sister facility in Hungary where fixed costs
remain substantialy lower. ISOCHEM is actively pursuing other economic
development opportunities, including a grant from Empire State
Development’s Environmenta Investment program viathe Niagara County
Industrial Development Agency.



Company:

L ocation:
County:

I0OU:
Business Activity:

Project Description:

Prior Application:
Existing Allocation:

Power Request:
Power Recommended:

Job Commitment:
Existing:
New

New Jobs'Power Ratio:

New Jobs -
Avg. Wage and Benefits:

Capital I nvestment:
Capital Investment per MW

Summary:

Exhibit “4-A2"
April 24, 2007

APPLICATION SUMMARY

Expansion Power

Moldtech, Inc.

Lancaster
Erie

New York State Electric and Gas Corporation
I njection-molded rubber products

The project includes building improvements to increase production capacity
and meet growing saes demand. Moldtech will double its capacity of
injection molding machines over the next five years. The company will install
seven new injection presses.

Yes
400 kW of RP, which will be withdrawn upon approval of this application

400 kW
250 kw

45 jobs
30jobs

120 jobs/MW

$38,000

$4.3 million
$17.2 million /MW

Mol dtech has grown significantly over the last two years and expects 30-50%
growth for 2007, requiring additional manufacturing space and equipment
sinceit will have outgrown its current space. Moldtech is considering
relocating to Indiana, including scoping an existing facility and negotiating
electricity costs. A hydro alocation will help Moldtech stay in Western New
York. Moldtech is actively pursuing other economic development
opportunities, including a capital grant from Empire State Devel opment and
other incentives from local agencies.
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5. Power for Jobs Program — Extended Benefits

The President and Chief Executive Officer submitted the following report:

SUMMARY

“The Trustees are requested to approve extended benefits for 51 Power for Jobs (‘ PFJ') customers as listed
in Exhibit ‘5-A." These customers have been recommended to receive such extended benefits by the Economic
Development Power Allocation Board (‘EDPAB’).

BACKGROUND

“In July 1997, the New Y ork State Legislature approved a program to provide low-cost power to businesses
and not-for-profit corporationsthat agree to retain or create jobsin New York State. In return for commitmentsto
create or retain jobs, successful applicants receive three-year contracts for PFJ electricity.

“The PFJ program originally made 400 megawatts (‘MW’) of power available. The program was to be
phased in over three years, with approximately 133 MW made available each year. In July 1998, as aresult of the
initial success of the program, the Legislature amended the PFJ statute to accel erate the distribution of the power,
making atotal of 267 MW availablein Year One. The 1998 amendments a so increased the size of the program to
450 MW, with 50 MW to become availablein Y ear Three.

“In May 2000, |egid ation was enacted that authorized another 300 MW of power to be allocated under the
PFJ program. The additional MW were described in the statute as ‘phase four’ of the program. Customers that
received dlocationsin Y ear One were authorized to apply for reallocations; more than 95% reapplied. The balance
of the power was awarded to new applicants.

“In July 2002, legislation was signed into law that authorized another 183 MW of power to be allocated
under the program. The additional MW were described in the statute as ‘ phase five' of the program. Customers that
received dlocationsin Year Two or Y ear Three were given priority to reapply for the program. Any remaining
power was made available to new applicants.

“Chapter 59 of the Laws of 2004 extended the benefits for PFJ customers whose contracts expired before
the end of the program in 2005. Such customers had to choose to receive an ‘ el ectricity savings reimbursement’
rebate and/or a power contract extension. The Authority was al so authorized to voluntarily fund the rebates, if
deemed feasible and advisable by the Trustees.

“PFJ customers whose contracts expired on or prior to November 30, 2004 were eligible for arebate to the
extent funded by the Authority from the date their contract expired through December 31, 2005. Asan aternative,
such customers could choose to receive arebate to the extent funded by the Authority from the date their contract
expired as abridge to a new contract extension, with the contract extension commencing December 1, 2004. The
new contract would bein effect from a period no earlier than December 1, 2004 through the end of the PFJ program
on December 31, 2005.

“PFJ customers whose contracts expired after November 30, 2004 were eligible for rebate or contract
extension, assuming funding by the Authority, from the date their contracts expired through December 31, 2005.

“Approved contract extensions entitled customersto receive the power from the Authority pursuant to a
sale-for-resal e agreement with the customer’slocal utility. Separate allocation contracts between customers and the
Authority contained job commitments enforceable by the Authority.

“In 2005, provisions of the approved State budget extended the period PFJ customers could receive benefits
until December 31, 2006. In 2006, a new law (Chapter 645 of the Laws of 2006) included provisions extending
program benefits until June 30, 2007.
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“Section 189 of the New Y ork State Economic Devel opment Law, which was amended by Chapter 59 of
the Laws of 2004, provided the statutory authorization for the extended benefits that could be provided to PFJ
customers. The statute stated that an applicant could receive extended benefits ‘only if it isin compliance with and
agrees to continue to meet the job retention and creation commitments set forth in its prior power for jobs contract.’

“Chapter 313 of the Laws of 2005 amended the above language to alow EDPAB to consider continuation
of benefits on such terms as it deems reasonable. The statutory language now reads as follows:

An applicant shall be eligible for such reimbursements and/or extensions only if it is in
compliance with and agrees to continue to meet the job retention and creation
commitments set forth in its prior power for jobs contract, or such other commitments as
the board deems reasonable. (emphasis supplied)

“At its meeting of October 18, 2005, EDPAB approved criteria under which applicants whose extended
benefits EDPAB had reduced for non-compliance with their job commitments could apply to have their PFJ benefits
reinstated in whole or in part. EDPAB authorized staff to create a short-form application, notify customers of the
process, send customers the application and eval uate reconsideration requests based on the approved criteria. To
date, staff has mailed 200 applications, received 109 and completed review of 108.

DISCUSSION

“At its meeting on April 24, 2007, EDPAB recommended that the Authority’ s Trustees approve el ectricity
savings reimbursement rebates to the 51 businesses listed in Exhibit *5-A." Collectively, these organi zations have
agreed to retain more than 26,000 jobsin New Y ork State in exchange for rebates. The rebate program will bein
effect until June 30, 2007, the program’ s sunset.

“The Trustees are requested to approve the payment and funding of rebates for the companieslisted in
Exhibit ‘5-A’ in atotal amount currently not expected to exceed $3.4 million. Staff recommends that the Trustees
authorize awithdrawal of monies from the Operating Fund for the payment of such amount, provided that such
amount is not needed at the time of withdrawal for any of the purposes specified in Section 503(1)(a)-(c) of the
Genera Resolution Authorizing Revenue Obligations, as amended and supplemented. Staff expectsto present the
Trustees with requests for additional funding for rebates to the companies listed in the Exhibit in the future.

FISCAL INFORMATION

“Funding of rebates for the companies listed in Exhibit ‘5-A’ is hot expected to exceed $3.4 million.
Payments will be made from the Operating Fund. To date, the Trustees have approved $73.2 million in rebates.

RECOMMENDATION

“The Executive Vice President and Chief Financial Officer and the Director — Business Power Allocations,
Compliance and Municipal and Cooperative Marketing recommend that the Trustees approve the payment of
electricity savings reimbursements to the Power for Jobs customers listed in Exhibits ‘5-A.’

“The Executive Vice President and Genera Counsel, the Senior Vice President — Marketing and Economic
Devel opment, the Senior Vice President — Public and Governmental Affairs, the Vice President — Mgjor Account
Marketing and Economic Development and | concur in the recommendation.”

The following resolution, as submitted by the President and Chief Executive Officer, was unanimously
adopted.

WHEREAS, the Economic Development Power Allocation Board
has recommended that the Authority approve electricity savings
reimbur sementsto the Power for Jobs customerslisted in Exhibit “5-A”;
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NOW THEREFORE BE IT RESOLVED, That to implement such
Economic Development Power Allocation Board recommendations, the
Authority hereby approves the payment of electricity savings
reimbur sementsto the companieslisted in Exhibit “5-A,” and that the
Authority findsthat such paymentsfor eectricity savings reimbursements
arein all respectsreasonable, consistent with the requirements of the Power
for Jobs program and in the publicinterest; and beit further

RESOLVED, That based on staff’srecommendation, it is her eby
authorized that payments be made for electricity savings reimbur sements
asdescribed in the foregoing report of the President and Chief Executive
Officer in the aggregate amount of up to $3.4 million, and it is her eby found
that amounts may properly be withdrawn from the Operating Fund to fund
such payments; and beit further

RESOL VED, That such monies may bewithdrawn pursuant to the
foregoing resolution upon the certification on the date of such withdrawal
by the Vice President — Finance or the Treasurer that the amount to be
withdrawn is not then needed for any of the purposes specified in Section
503 (1)(a)-(c) of the General Resolution Authorizing Revenue Obligations,
as amended and supplemented; and beit further

RESOLVED, That the Senior Vice President —Marketing and
Economic Development or her designee be, and hereby is, authorized to
negotiate and execute any and all documents necessary or desirable to
effectuate the foregoing, subject to the approval of theform thereof by the
Executive Vice President and General Counsel; and beit further

RESOLVED, That the Chairman, the President and Chief
Executive Officer and all other officersof the Authority 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
certificates, agreements and other documents to effectuate the foregoing
resolutions, subject to the approval of the form thereof by the Executive
Vice President and General Counsel.

10
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New York Power Authority Exhibit "5-A"
Power for Jobs Extended Benefits April 24, 2007
Recommendation for Electricity Savings Reimbursements Jobs in Recommended
Line Company City County 10U KW Job Committed Application Over (under) | % Over (under) | Compliance Jobs/MW | Type Service
1 Acme Smoked Fish Corp. Brooklyn Kings Con Ed 400 149 152 3 2% Yes 400 380 Large |Food processor
2 American Cancer Society New York New York Con Ed 100 114 88 -26 -23% No 80 1,100 | NFP |Social services provider
3 AT&T White Plains Westchester | Con Ed 650 600 515 -85 -14% No 560 920 [Large|Telecommunications
4 Ballet Hispanico New York New York Con Ed 25 53 57 4 8% Yes 25 2,280 | NFP |School of Dance
5 Belmont Metals, Inc. Brooklyn Kings Con Ed 400 88 84 -4 -5% Yes 400 210 Large | Manufacturer of non-ferrous metals
6 Charmer Industries, Inc. Astoria Queens Con Ed 750 810 768 -42 -5% Yes 750 1,024 | Large |Distributors of wines and spirits
7 Continental Food Products, Inc. Flushing Queens Con Ed 300 88 84 -4 -5% Yes 300 280 Small |Frozen pizza manufacturer
8 Diller-Quaile School of Music New York New York Con Ed 30 28 54 26 93% Yes 30 1,800 | NFP |Music education programs
9 Home for Contemporary Theater & Art New York New York | Con Ed 30 18 17 -1 6% Yes 30 567 NFEP |Arts venue
10 |International Business Machines White Plains Westchester Con Ed 4,400 1,989 1,748 -241 -12% No 3,870 452 Large | Computer manufacturer
11 Jacmel Jewelry, Inc. Long Island City. Queens Con Ed 170 227 267 40 8% Yes 170 1,571 | Small|Makes & ships fine jewelr
12 Liz Claiborne, Inc. New York New York Con Ed 1,500 1,075 1,407 332 1% Yes 1,500 938 Large |Clothing and accessories manufacturer.
13 Manhattan School of Music New York New York Con Ed 200 176 343 167 5% Yes 200 1,715 | NFP |International conservatory of music
14 Marymount College Tarrytown Westchester | Con Ed 400 187 279 92 49% Yes 400 698 NFP _|Independent liberal arts college
15 NYU Medical Center New York New York Con Ed 4,000 9,867 10,455 588 6% Yes 4,000 2,614 | NFP |Medical Center
16 The Brooklyn Historical Society Brooklyn Kings Con Ed 30 16 17 1 6% Yes 30 567 NFP_|Community services
Total Con Ed 16 13,385 15,485 16,335 12,745
17 Commercial Envelope Manufacturing Corp. Deer Park Suffolk LIPA 700 188 199 11 6% Yes 700 284 Large |Manufacturer of envelopes
18 Kozy Shack, Inc. Hicksville Nassau LIPA 1,000 209 265 56 27% Yes 1,000 265 Large |Mfr. of puddings & snacks
19 Standard Microsystems Corp. Hauppauge Suffolk LIPA 1,050 361 376 15 4% Yes 1,050 358 Large |Maker of computer circuits
20 Ultimate Precision Metal Farmingdale Suffolk LIPA 250 107 122 15 14% Yes 250 488 Small|[Manufactures controlled enclosures
Total LIPA Subtotal 4 3,000 865 962 3,000
21 Applied Energy Solutions Caledonia Livingston N. Grid 300 121 64 -57 -47% No 300 213 Small |Electronics
22 Bank of New York Oriskan Oneida N. Grid 500 651 748 97 15% Yes 500 1,496 | Large |Banking Services
23 Cascades Tissue Group Waterford Saratoga . Grid 600 110 159 49 45% Yes 600 265 | Large]Industrial towel manufacturer
24 Cooper Hand Tools Cortland Cortland . Grid 2,200 190 115 -75 -39% No 1,330 86 Large |Metal machining and casting
25 Cooper Industries Syracuse Onondaga . Grid 3,000 958 529 -429 -45% No 2,350 225 Large |Manufacturer of electrical equipment
26 Corning, Inc. Canton St. Lawrence . Grid 1,500 272 260 -12 -4% Yes 1,500 173 | Large|Optical fiber & ceramic products
27 Diemolding Corporation Canastota Madison . Grid 200 305 300 -5 -2% Yes 200 1,500 | Small |Thermoset plastic forming
28 Fitzpatrick & Weller, Inc. Ellicottville Cattaraugus Grid 1,000 107 95 -12 -11% No 1,000 95 Large |Lumber & wood components
29 General Electric Plastics Selkirk Albany . Grid 5,000 545 515 -30 -6% Yes 5,000 103 Large | Plastic materials & resins
30 Interface Solutions, Inc. Fulton Oswego N. Grid 1,000 187 180 -7 -4% Yes 1,000 180 Large |Makes backing for vinyl flooring & gaskets
31 Lydall Manning Green Island Albany N. Grid 1,200 133 111 -22 -17% No 1,100 101 Large |Specialty paper manufacturer
32 McLane Eastern Baldwinsville Onondaga N. Grid 1,000 1040 783 -257 -25% No 875 895 | Large|Wholesale grocery distributor
33 OAB Holdings, Inc. Buffalo Erie N. Grid 5,000 335 335 0 0% Yes 5,000 67 Large | Metal manufacturing
34 Organichem, Inc. Rennselear Rensselaer | N. Grid 1,000 183 330 147 80% Yes 1,000 330 | Large[Manufacturing of pharmaceutical ingredients
35 PCI Paper Conversions, Inc. Syracuse Onondaga N. Grid 400 224 235 11 5% Yes 400 588 Large |Printed materials & adhesive manufacturing
36 Quad Graphics, Inc. Saratoga Springs Saratoga N. Grid 4,000 1,118 958 -160 -14% No 4,000 240 Large |Printing services
37 Syroco, Inc. - A Subsidiary of Vassallo Industries Baldwinsville Onondaga N. Grid 550 427 183 -244 -57% No 550 333 Large |Plastic injection molding manufacturer
Total National Grid Subtotal 1 28,450 6,906 5,900 26,705
38 Agri-Mark, Inc Chateaugay Franklin YSEG 500 6 12 -4 -3% Yes 500 224 Large |Cheese manufacturer
39 Air-Flo Manufacturing Prattsburgh Steuben YSEG 130 7 1 2 2% Yes 130 915 Small_|Mfr. of ice control equipment
40 Candlelight Cabinetry, Inc. Lockport Niagara YSEG 400 5 04 19 10% Yes 400 510 Large |Manufacture custom cabinets
41 Custom Electronics, Inc. Oneonta Otsego NYSEG 150 65 55 -10 -15% No 150 367 | Small]Electronic components and assemblies
42 Elmira College Elmira Chemung YSEG 850 462 475 13 3% Yes 850 559 NFP_|Educational Institution
43 Emerson Power Transmission, Corp. Ithaca Tompkins YSEG 1,400 427 430 3 1% Yes 1,400 307 Large | Power transmission
44 raft Foods - Campbell Campbell Steuben YSEG 2,000 410 82 -28 7% Yes 2,000 191 Large |Food processor
45 Lancaster Knives, Inc. Lancaster Erie YSEG 400 53 52 -1 2% Yes 400 130 Large |Manufacturer of industrial knives
46 Lancaster Steel Service Co., Inc. Lancaster Erie YSEG 500 151 150 -1 -1% Yes 500 300 | Large [Steel distribution warehouse
47 ilward Alloys Lockport Niagara NYSEG 600 45 45 0 0% Yes 600 75 Large |Copper and aluminum based alloys
48 Norwich Aero Products, Inc. Norwich Chenango NYSEG 200 115 92 -23 -20% No 160 575 Small |Mfg. auto temp sensors
49 PCB Piezotronics, Inc. Depew Wayne NYSEG 600 451 512 61 14% Yes 600 853 | Large |Capacitive & piezoelectric quartz instruments
50 Seneca Foods Corporation Geneva Ontario NYSEG 1,000 278 271 -7 -3% Yes 1,000 271 Large |Canned fruits & vegetables
Total NYSEG Subtotal 13 8,730 2,875 2,899 8,690
51 J. C. Plastics, Inc. Rochester Monroe RGE 150 28 29 1 4% Yes 150 193 Small |Plastic injection molding
Total RGE 1 150 28 29 150
[ Total [ 51 53,715] 26,159] 26,125 509
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6. Municipal and Rural Cooperative Economic
Development Program — Allocation to the Town of M assena

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

“The Trustees are requested to approve an alocation of power under the Municipa and Rural Cooperative
Economic Development Program (‘ Program’) to the Town of Massena (‘ Town).’

BACKGROUND

“The 1991 amendment to the power sales agreement between the Authority and the Municipa and Rura
Cooperative Systems reserved 108,000 kW of power for economic development in the systems' serviceterritories.
As of January 30, 2007, 38,640 kW have been alocated.

“Power from this block can be allocated to individua systemsto meet the increased electric load resulting
from eligible new or expanding businessesin their service area. The recommended allocations under the Program
comprise haf hydropower and half incremental power. Under the guidelines established for the Program, an
allocation to a system should meet atarget number of new jobs per MW. The guidelines provide that for businesses
new to a system, the jobs-per-MW ratios are considered on a case-by-case basis. For projectsinvolving existing
businesses, the number of jobs per MW is the number of new jobs as compared to the level of employment prior to
the expansion. Specificaly, for companies employing 100 or less, thetarget ratio is 25 jobs per MW; for companies
employing between 101 and 250, the ratio is 50; for companies employing between 251 and 500, theratio is 75 and
for companies employing more than 500, the ratio is 100 jobs per MW.

“The Town has submitted an application for power under the Program for consideration by the Trustees.
DISCUSSION

“An application has been submitted by the Town on behalf of Curran Renewable Energy, LLC (‘ Curran
Renewable’). Curran Renewableis a privately held company incorporated in the State of New Y ork. The company
will bein the business of manufacturing wood pellets for wood stoves and other heating sources. The company will
be the principa supplier of this new and growing market in the North Country.

“Curran Renewable considered opening this new manufacturing facility in Canada, but the potential
advantages of reduced power cost and the strategic location of two buildingsin Massenawill allow the company to
compete more efficiently and at the same time bring much-needed additional jobs to the community.

“Curran Renewable is planning to purchase two buildings from the St. Lawrence County IDA currently
vacant and suitable for their needs without alterations, for approximately $1.7 million, invest $5.4 million on
machinery and equipment and $2.9 on site work, start up-cost and fees. The estimated cost of the project is expected
to total $10.0 million. The new facility is expected to produce 100,000 tons of wood pellets annually and provide
for approximately 23 full-time jobs over the next three years, adding revenue to the local economy and resulting in
25 jobs per MW of hydropower. The estimated electrical monthly peak load for the facility is 1,840 kW. Itis
recommended that the Trustees approve an dlocation of 1,840 kW, of which half is hydropower, for the Town on
behalf of Curran Renewable Energy, LLC.

“The Municipal Electric Utilities Association Executive Committee supports the recommended alocations
to the Town.

“The recommended alocations under the Program comprise half hydropower and half incremental power.
In accordance with the Authority’ s marketing arrangement with the municipal and cooperative customers, the
hydropower will be added to the recipient system’s contract demand at the time a project becomes operational. The
hydropower earmarked for this Program is presently sold to the municipa and cooperative customerson a

11
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withdrawable basis. As partial-requirement customer, the Town of Massena may purchase the incrementa power
from the Power Authority or an alternate supplier.

RECOMMENDATION

“The Director — Business Power Allocations, Compliance and Municipa and Cooperative Marketing
recommends that the Trustees approve the alocation of power under the Municipa and Rural Cooperative
Economic Development Program to the Town of Massenain accordance with the above.

“The Executive Vice President and Genera Counsel, the Senior Vice President — Marketing and Economic
Development and | concur in the recommendation.”

The following resolution, as submitted by the President and Chief Executive Officer, was unanimously
adopted.

RESOLVED, That the allocation of power to the Town of Massena
under the Municipal and Rural Cooper ative Economic Development
Program is hereby approved as set forth in the attached memorandum of
the President and Chief Executive Officer; and beit further

RESOLVED, That the Senior Vice President —Marketing and
Economic Development or her designee be, and hereby is, authorized to
execute any and all documents necessary or desirable to effectuate these
allocation; and beit further

RESOLVED, That the Chairman, the President and Chief
Executive Officer and all other officersof the Authority 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 documentsto effectuate the foregoing
resolution, subject to the approval of the form thereof by the Executive Vice
President and General Counsel.
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7. Annual Review of Job Commitments

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

“It is recommended that the Trustees grant termination authority for two customers with two contracts;
reduce the power alocations and/or job commitments for four customers with six contracts; take no action on 32
customers with 35 contracts and defer action with respect to six customersin the automotive industry with 15
contracts, as set forth in Exhibit * 7-A’ attached hereto.

BACKGROUND

“Each year, Authority staff initiates areview of al business power alocations and the customers
performance against agreed-upon job commitments. 1n 2006, the Authority had 290 contracts with 185 business
customers, excluding Power for Jobs (‘ PFJ') agreements. This year's review covers atotal of 174 customers with
269 contracts that required the customers to report job levels for 2006. The contracts reviewed by staff represent
overall power alocations of 1,435.068 MW and total employment commitments of 120,502 jobs. In the aggregate,
these customers reported actual employment of 138,868.18 jobs. This represents 115.24% of thetota job
commitment for business customers reporting in 2006. Nevertheless, 43 customers with 58 contracts have actual job
levels bel ow the minimum threshol d.

“The contracts contain a customer commitment to retain or add a specific number of jobs. If the customer’s
actua job level falls below 90% of that commitment (80% for ‘vintage' customers, i.e., those having contract
allocations prior to 1988), the Authority may reduce that customer’s power allocation proportionately. Provided
contract language allows for it, a company may request a productivity review to have its job commitment reduced if
the reduction in employment is due to increased efficiency or improved technology.

DISCUSSION

“This annua review of business power alocation job commitments covers the period from January through
December 2006. Of the companies reviewed in thisitem, staff recommends that the Trustees grant termination
authority for two customers with two contracts, as discussed in Section | of Exhibit ‘ 7-A;’ reduce the allocations
and/or jobs commitments for four customers with six contracts, as discussed in Section |1 of Exhibit ‘7-A’ and take
no action on 32 companies with 35 contracts that are not meeting their commitments, as discussed in Section 11 of
Exhibit ‘ 7-A.

“In addition, in Section IV of Exhibit * 7-A," staff recommends that the Trustees defer action for six
customersin the automotive industry with 15 contracts. The Authority has had along history of supporting the
automotive industry with allocations of nearly 60 MW of hydro power and 8 MW of Economic Development
Power. Customersinclude General Motors, Ford, American Axle, Delphi and North American Héganas. Each of
these customers have facilities facing a daily struggle to survive as their corporations decide which plantsto close
and which to keep open. Hydro power has been a key factor in the survival of the Authority’ s automotive
customers, especialy for thelast five years. The U. S. auto industry is dramatically restructuring in response to
global pressures. Staff is asking the Trusteesto defer action regarding the Authority’ s automotive customers for one
year. During thistime, staff will revisit these customers' original contractua job commitments and assist the
customersin documenting traditional productivity improvements, as well as productivity improvements related to
changesin human resources practices, new work rules, redefinition of job descriptions, etc. The 2007 annual review
of jobs Trustee item will include a recommendation and justification for refreshing the job commitments of the
Authority’ s automotive customers while alowing their alocations to remain intact, provided that each individual
business case warrants such action, with the result that the companies can recover and remain open and competitive.
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Section |

Allocations Requesting Special Trustee Authorization

Saint-Gobain Corporation — Microelectr onics, Sanborn, Niagara County

Allocation: 900 kW of Replacement Power (“RP”)

Jobs Commitment: 35jabs

Background: Saint-Gobain Corporation — Microdectronics (“SGC") develops ceramics to dissipate the heat
generated by electrical circuitsin order to make smaller, faster and more powerful computer chips and other heat-
sensitive devices. The bottom has fallen out of the market for the computer chip industry and the company has not
been able to recover this business. The plant closed this past year.

Recommendation: Staff recommends that the Trustees terminate SGC's 900 kW RP allocation, as the facility has
ceased operation.

Sherwood, A Division of Harsco Corp., Lockport, Niagara County

Allocation: 240 kW of Expansion Power (“EP")

Jobs Commitment: 361 jobs

Background: Sherwood, A Division of Harsco Corp. (“ Sherwood”), founded in 1923, manufactures gas-control
valves and regulators for compressed gas, refrigerants and scuba diving gear. For the past year, Sherwood —
Lockport averaged 86.25 jobs, i.e., 23.89% of its employment commitment. Employees from Lockport have been
moved to the more modern Wheatfield plant, since the Lockport facility, which was old and no longer capable of
accommodating the changes required for the business, closed in 2006.

Recommendation: Staff recommends that the Trustees terminate Sherwood' s 240 kW EP alocation, asthe
company has closed the facility.

Section |1
Allocations and Job Commitments To Be Reduced

Brenner Paper Products Company, Inc., Glendale, Queens County

Allocation: 600 kW of Municipal Distribution Agency (“MDA”) Power

Jobs Commitment: 140 jobs

Background: Brenner Paper Products Company, Inc. (“Brenner”) manufactures dry office supply paper products.
For the past year, Brenner averaged 99.17 jobs, i.e., 70.83% of its contractual commitment. Brenner’s business and
employment were down last year as there has been a slowdown in the envel ope industry. The company had to
switch from three shifts to two shifts. This year, employment is down even further, but Brenner isdoing al it can to
stem the loss and grow back to at least its 2005 level and, hopefully, more.

Recommendation: Staff recommends that the Trustees reduce Brenner’s 600 kW MDA Power allocation by 175
kW to 425 kW and reduce its employment commitment by 41 jobsto 99 jobs.

Buffalo Newspress | nc., Buffalo, Erie County

Allocation: 250 kW of EP

Jobs Commitment: 200 jobs

Background: Buffalo NewspressInc. (“Buffalo Newspress'), founded in 1979, prints advertising inserts, brochures
and weekly newspapers. For the past year, Buffalo Newspress averaged 149.17 jobs, i.e., 74.58% of its contractual
commitment. Buffalo Newspresslost its biggest account in 2005, representing 35% of its business. The company
has been trying hard to replace the lost business but it has been difficult to do. Buffalo Newspress has maintained its
workforce throughout this challenging period.

Recommendation: Staff recommends that the Trustees reduce Buffalo Newspress' 250 kW EP all ocation by 50
kW to 200 kW and reduce its employment commitment by 51 jobs to 149 jobs.

Ferro Electronic Materials, Niagara Falls, Niagara County

Allocation: 3,115 kW and 1,000 kW of RP and 3,000 kW of EP

Jobs Commitment: 276 jobs, 257 jobs and 220 jobs, respectively

Background: Ferro Electronic Materials (“Ferro”) isasupplier of dielectric powder to the passive electronic
component industry and zirconia-based ceramic powders to industry. For the past year, Ferro averaged 152.25 jobs,
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i.e., 55.16% and 59.24% of its RP alocations' commitments. The EP allocation isa*“vintage” contract, meaning
that it has an 80% job ratio and two-year job average. Thetwo-year averageis 159.50 jobs, i.e., 72.50% of the
company’s commitment. Ferro’s employment level will remain stable for the foreseeable future, as no new
production is scheduled. The company is currently in the process of looking for a purchaser of the site.
Recommendation: Staff recommends that the Trustees: (1) reduce Ferro’'s 3,115 kW RP dlocation by 1,415 kW to
1,700 kW and the related employment commitment by 124 jobsto 152 jobs, (2) reduce the company’s 1,000 kW RP
alocation by 400 kW to 600 kW and the related employment commitment by 105 jobsto 152 jobs and (3) reduce its
3,000 kW EP allocation by 900 kW to 2,100 kW and the related employment commitment by 68 jobs to 152 jobs.

Habasit Globe, Inc., Buffalo, Erie County

Allocation: 250 kW of RP

Jobs Commitment: 123 jobs

Background: Habasit Globe, Inc. (“Habasit”), in business since 1916, manufactures conveyor belts primarily for
the food industry. The company uses a non-rubber, non-woven specially treated fabric that islighter, stronger and
easier to clean than rubber. For the past year, Habasit averaged 80.17 jobs, i.e., 65.18% of its contractual
commitment. The company has had a very steady employment level for the past severa years but is growing
slightly in 2007, with four new hires. The company remains committed to being a steady employer in Buffalo.
Recommendation: Staff recommends that the Trustees reduce Habasit’s 250 kW RP allocation by 50 kW to 200
kW and reduce its employment commitment by 43 jobsto 80 jobs.

Section |11
Allocations to Continue with No Change

Buffalo Tungsten I ncorporated, Depew, Erie County
Allocation: 800 kW of RP

Jobs Commitment: 62 jobs

Background: Buffalo Tungsten Incorporated (“Buffalo Tungsten”), founded in 1987, produces tungsten powder
that is primarily used by the electronics and sporting goods industries and the military. For the past year, Buffalo
Tungsten averaged 54.83 jobs, i.e., 88.44% of its contractual commitment. Buffalo Tungsten grew this year,
meeting its commitment over the last six months with more than 57 empl oyees.

Ceres Corporation, Niagara Falls, Niagara County

Allocation: 1,700 kw, 1,600 kW and 1,300 kW of RP

Jobs Commitment: 60 jobs for al alocations

Background: Ceres Corporation (“Ceres’), founded in 1976, wasthe first U. S. producer of cubic zirconia, as well
asthe first cubic zirconia manufacturer to develop and sell colored cubic zirconia. The product is used in the gem-
cutting industry and is also used in jewelry. Ceres developed and sells the industry’ s leading diamond-testing
instruments. For the past year, Ceres averaged 46.42 jobs, i.e., 77.36% of its contractual commitments. While the
company isin the midst of developing a new product line and is growing, it implemented productivity improvement
measures this past year, resulting in areduced employment level of 47 jobs. Though the productivity improvement
reduction request has not been verified by an on-site visit, if approved, it would allow Ceres to meet its commitment.

Columbia University Audubon Business & Technology Center, New York, New York Co.

Allocation: 1,000 kW of MDA Power

Jobs Commitment: 166 jobs

Background: Columbia University Audubon Business & Technology Center (“Columbia Audubon”), operating
since 1995, houses biotechnology research and devel opment companies. The center was devel oped by Columbia
University in conjunction with New Y ork City and New Y ork Statein order to expand the biotechnology sector of
the local and regional economies. The job ratio for thisalocation is 75% of its commitment. For the past year,
Columbia Audubon averaged 104.25 jobs, i.e., 62.80% of its employment commitment. Columbia Audubon has not
reported the jobs for al of the biotechnology companies that exist in the center, which resulted in underreporting its
actual employment level. Obtaining the updated information is not feasible due to the nature of the business center.
In 2007, Columbia Audubon is meeting its employment commitment.
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Contract Phar maceuticals Limited Niagara, Buffalo, Erie County

Allocation: 250 kW of RP

Jobs Commitment: 329 jobs

Background: Contract Pharmaceuticals Limited Niagara (“CPL"), a Canadian company, purchased Bristol-Myers
Squibb’s facility in 2005. The company manufactures dry skin, anti-inflammatory and antifungal dermatol ogical
products, in addition to various cold medicines under contract for other companies. For the past year, CPL averaged
242.38jobs, i.e., 73.67% of its contractua commitment. While CPL claimsit isin the process of ramping up its
business and expects to grow, the company has not grown in several years.

Recommendation: Staff recommends that the Trustees reduce CPL’s 250 kW RP alocation by 50 kW to 200 kW
and reduce its employment commitment by 87 jobsto 242 jobs.

Dunkirk Specialty Steel, LL C, Dunkirk, Chautauqua County

Allocation: 6,800 kW of EP

Jobs Commitment: 250 jobs

Background: Dunkirk Speciaty Steel, LLC (“Dunkirk”), initially Dunkirk Acquisitions, purchased the assets of
Empire Stedl in 2002 and manufactures stainless steel and alloys, primarily for thetool industry. For the past year,
Dunkirk averaged 157.33 jobs, i.e., 62.93% of its contractual commitment. The company is growing and foresees
continued growth in the future. Not only has the company been getting customers back, but it is adding new ones as
well. Currently, Dunkirk is at 180 jobs, with more expected this year. Focused on making a profit, the company has
made careful investments to continue growth in a sustai nable way but does not foresee meeting its commitment this
year. Staff will follow up with Dunkirk’s employment level in the second half of the year.

Ellanef M anufacturing Corp., Corona, Queens County

Allocation: 1,100 kW of Economic Development Power (“EDP")

Jobs Commitment: 251 jobs

Background: Ellanef Manufacturing Corp. (“Ellanef”), founded in 1940, isthe largest privately held manufacturer
of aerospace machined parts and assembliesin the nation. Ellanef manufactures parts for both the commercia and
the defense industries, with Boeing, NASA and Space Administration and IBM as mgjor customers. For the past
year, Ellanef averaged 221.08 jobs, i.e., 88.08% of its contractual commitment. The company made it through many
tough years and is now growing again with aresurgence in business. Ellanef has spent a significant amount of
money trying to fill job vacancies. The company isjust afew jobs short of its commitment and would be above its
commitment if the vacancies are filled.

Endicott | nterconnect Technologies, I nc., Endicott, Broome County

Allocation: 20,000 kW of EDP

Jobs Commitment: 5,500 jobs

Background: In 2002, Endicott Interconnect Technologies, Inc. (“Endicott”) purchased this microel ectronics
manufacturing facility, which had been in operation since 1906, from IBM. Endicott manufactures el ectronics
panels and boards and develops data-processing equipment such as PC panels and banking systems. For the past
year, Endicott averaged 4,117.17 jobs, i.e., 74.86% of its contractual commitment. Last year was a growth year for
Endicott, as more than 300 new jobs were added and more are being added in 2007. Just recently, Endicott received
a$160 million defense contract. The company’s EDP allocation expiresin 2007, however, staff will follow up with
Endicott’ s employment level in the second haf of the year.

Excelsior Transparent Bag M anufacturing, Inc., Yonkers, Westchester County

Allocation: 700 kW of MDA Power

Jobs Commitment: 180 jobs

Background: Excelsior Transparent Bag Manufacturing, Inc. (“Excelsior”), aprivately held company founded in
1946, prints and converts plastic film mainly for the food industry. For the past year, Excelsior averaged 135.00
jobs, i.e., 75.00% of its contractual commitment. Excelsior suffered in 2006 due to Hurricane Katrina, which
damaged or destroyed so many petrochemical plants that there was a shortage in polymer resins, the main
component of the film the company produces. Though the company lost substantial business, it is very optimistic
that the volume of sales and employment will return in 2007.
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Granny’sKitchens, Ltd., Frankfort, Herkimer County

Allocation: 750 kW of EDP

Jobs Commitment: 315jobs

Background: Granny'sKitchens, Ltd. (“Granny’s”), in business since 1981, is a wholesal e bakery manufacturer
specializing in cakes and donuts. For the past year, Granny’ s averaged 275.50 jobs, i.e., 87.46% of its contractual
commitment. While 2006 was not agood year for Granny’s, 2007 is shaping up to be one of growth, and hopefully
the company will meet its commitment.

Honeywel| International, Buffalo, Erie County

Allocation: 300 kW of RP

Jobs Commitment: 168 jobs

Background: Honeywell International (“Honeywell”), formerly Allied-Signa Inc., has been aresearch and
development lab since the early 1900s. Honeywell develops and produces atmospherically safe fluorocarbons. For
the past year, Honeywell averaged 136.77 jobs, i.e., 81.41% of its contractual commitment. Sincethe siteisa
research facility, it depends on continued funding from Honeywell businesses. The facility is at its highest
employment level in five years and is growing; it expects to either come close to or meet its employment
commitment in 2007.

ICM Controls Corporation, Cicero, Onondaga County

Allocation: 500 kW of EDP

Jobs Commitment: 300 jobs

Background: ICM Controls Corporation (“ICM”), established in 1984, designs and manufactures el ectronic
controls for the HVAC market worldwide. For the past year, ICM averaged 232.92 jobs, i.e., 77.64% of its
commitment. Though the company grew in 2006, it was still below its commitment. However, ICM’s employment
level meetsits 2007 jobs commitment of 225 jobs.

Ingram Micro Corporation, Williamsville, Erie County

Allocation: 900 kW of EP

Jobs Commitment: 1,525 jobs

Background: Ingram Micro Corporation (“Ingram”) is aleading wholesale distributor of microcomputer products
worldwide, including hardware, software and networking equipment. For the past year, Ingram averaged 1,177.33
jobs, i.e., 77.20% of itsjob commitment. Ingram invested $6 million in its new Solution Center this past year.
Whilethis only adds 10 more jobs, it points towards growth, which is steadily taking place at Ingram. The company
will not meet its commitment in 2007 but is growing.

International Imaging Materials, Inc., Amherst, Erie County

Allocation: 250 kW of RP

Jobs Commitment: 472 jobs

Background: Internationa Imaging Materials, Inc. (“International Imaging”), in business since the mid-1980s, is a
manufacturer of thermal transfer ribbons. For the past year, Internationa Imaging averaged 421.58 jobs, i.e.,
89.32% of its contractual commitment. The company is only short of its commitment by two jobs.

L akeside War ehouse Corporation/The Carriage House Companies, Dunkirk, Chautauqua Co.

Allocation: 500 kW of EP

Jobs Commitment: 199 jobs

Background: Lakeside Warehouse Corporation/The Carriage House Companies (“Lakeside”), in business since
1988, is a storage facility for both raw materials and finished products associated with syrups. For the past year,
Lakeside averaged 166.42 jobs, i.e., 83.63% of its contractual commitment. The company recently changed its
business from afocus on food bottling to producing foods. Lakesideistrying to grow its business, and National
Grid has recently worked with the company to help it maximize its hydro benefit.

L ockheed Martin, Niagara Falls, Niagara County

Allocation: 250 kW of RP

Jobs Commitment: 45 jobs

Background: Lockheed Martin (“Lockheed”) manufactures gravity gradiometer technology for the U.S. Navy and
commercia use. For the past year, Lockheed averaged 34.72 jobs, i.e., 77.15% of its contractual commitment.
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While Lockheed' s workforce needs fluctuate, the company’ s business has not allowed it to hire personnel to perform
the work in house, so the work is outsourced. The company grew by more than 30% in 2006 and is continuing to
grow in 2007. While Lockheed does not expect to meet its commitment this year, it does foresee meeting its
commitment within two years.

M. Fortunoff, White Plains, Westchester County

Allocation: 1,689 kW of MDA Power

Jobs Commitment: 380 jobs

Background: M. Fortunoff (“Fortunoff”), an emporium originally founded in 1923, opened thislocation in 2003,
specializing in unique home furnishings, jewelry and kitchenware. For the past year, Fortunoff averaged 329.58
jobs, i.e., 86.73% of its commitment. The company grew by 40 employeesin 2006 and in the last quarter met its
commitment.

Markin Tubing, Division of M & R Ind., Wyoming, Wyoming County

Allocation: 1,200 kW of EDP

Jobs Commitment: 145 jobs

Background: Markin Tubing, Division of M & R Ind. (“Markin”), founded in 1958, manufactures small-diameter
welded steel tubing, mainly for the automobile industry. For the past year, Markin averaged 126.17 jobs, i.e.,
87.01% of its contractua commitment. Despite difficult timesin the automotive industry and financia problems at
several large customers, the company’ s employment level has been amost compl etely maintained. Furthermore,
Markin has made major capita investments intended to expand its product line and strengthen its manufacturing
capabilities. Markin wasjust two jobs short of its commitment in the last quarter. The company foresees growth
and expects to meet its commitment next year.

Mele M anufacturing Co., Utica, Oneida County

Allocation: 475 kW of EDP

Jobs Commitment: 164 jobs

Background: Mele Manufacturing Co. (“Mele”), founded in 1912, manufactures jewelry cases, custom packaging,
desk accessories, legal binders and custom injection molding. For the past year, Mele averaged 75.79 jobs, i.e.,
46.21% of its contractual commitment. Mel€' s new, highly efficient facility requires fewer workers than before, and
the facility’ s cost-efficient operation has enabled the company to continueits viability in Uticaand sustain alevel
workforce. The company does not see further growth, but does foresee stability. Mele maintains a strong job-to-
megawatt ratio. Mele will have its business situation addressed in the next Productivity Improvement item.

Monofrax Inc., Falconer, Chautauqua County

Allocation: 2,082 kW of EP

Jobs Commitment: 380 jobs

Background: Monofrax Inc. (“Monofrax”) uses an electric furnace ceramic foundry to manufacture fused cast
refractories primarily used to line melting furnaces for glass product manufacturing. For the past year, Monofrax
averaged 236.83 jobs, i.e., 62.32% of its contractual commitment. Monofrax does not ever foresee meeting the
commitments made originally. However, Monofrax was recently purchased by RHI, an Austrian company that has a
few other refractory sites around the world, and is either looking to grow this location or shut it down. RHI, in
agreement with the Authority, will look at operations for one year before the company makes a determination asto
what it will do with the site based on globa competition.

NBTY, Inc., Bohemia, Suffolk County

Allocation: 600 kW of EDP

Jobs Commitment: 675 jobs

Background: NBTY, Inc. (“NBTY"), formed in 1971, manufactures and distributes health supplements, such as
vitamins. For the past year, NBTY averaged 589.25 jobs, i.e., 87.30% of its contractual commitment. NBTY
currently has 611 employees and met its jobs commitment for the last quarter reported.

Norampac | ndustriesinc., Niagara Falls, Niagara County
Allocation: 12,000 kW of High Load Factor Power
Jobs Commitment: 140 jobs
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Background: Norampac Industries Inc. (“Norampac”), incorporated in 1987, is a paper mill producing recycled
paper and corrugated boxes. For the past year, Norampac averaged 123.75 jobs, i.e., 88.39% of its commitment.
Currently, the company has 127 employees, meeting its commitment, with eight more positions to be filled.

PEM CO —Precision Electro Minerals Co., Inc., Niagara Falls, Niagara County

Allocation: 800 kW of RP

Jobs Commitment: 22 jaobs

Background: PEMCO — Precision Electro Minerals Co., Inc. (“PEMCO”"), incorporated in 1987, makes and sells
fused silicafor usein the foundry and refractory industry. For the past year, PEMCO averaged 18.92 jobs, i.e.,
85.98% of its contractual commitment. However, the company is less than one job short of its commitment.

Plascal Corporation, Farmingdale, Nassau County

Allocation: 600 kW of MDA Power

Jobs Commitment: 73jobs

Background: Plasca Corporation (“Plasca”), founded in 1975, manufactures vinyl sheeting for commercial
applications, such as swimming pool liners, loose-leaf binders and automotive products. For the past year, Plasca
averaged 58.25 jabs, i.e., 79.79% of its contractual commitment. This past year, there was a shortage of the plastic
vinyl used in the company’ s products, in addition to significant worldwide competition for the material. Plascd is
pursuing many routes to continue as a manufacturer in New Y ork State. Its employment data meets the 2007
employment commitment of 60 jobs.

Precious Plate, I nc., Niagara Falls, Niagara County

Allocation: 800 kW of RP

Jobs Commitment: 145 jobs

Background: Precious Plate, Inc. (“Precious’), established in 1973, provides | eading-edge el ectroplating services
to high-tech companies, primarily for computers, cell phones and phone switching gear. For the past year, Precious
averaged 127.92 jobs, i.e., 88.22% of its commitment. 2006 was a great year for Precious, asit grew by over 25%
and met its commitment for the last six months reported.

Revere Copper Products, Rome, Oneida County

Allocation: 6,000 kW of EDP

Jobs Commitment: 490 jobs

Background: Revere Copper Products (“Revere”) manufactures rolled copper, rolled aloys and milled bars and
rods. For the past year, Revere averaged 421.08 jobs, i.e., 85.94% of its commitment. Currently, excess capacity
existsin the industry but the cost of raw materials and fuel has risen. Revere has not been able to pass the cost
increase on to customers due to stiff competition mainly from companies that arein low-labor-cost countries or are
subsidized. In order to survive, the company has put in place a continuous “lean manufacturing” program. Revere
has made productivity improvements that have allowed the company to remain competitive but put it permanently
below 90% of its employment commitment. The company is very proud that it has not lost any of its product line or
assets and is getting stronger asit gets leaner. Given that the company’s business is energy intensive, the alocation
has been critical to its success. Revere's Massachusetts plant recently closed and may shift workers to this facility.
The Authority will watch Revere closely and revisit its situation in the second half of the year.

Sherwood, A Division of Harsco Corp., Wheatfield, Niagara County

Allocation: 400 kW of EP

Jobs Commitment: 207 jobs

Background: Sherwood, A Division of Harsco Corp. (“Sherwood”), founded in 1923, manufactures gas-control
valves and regulators for compressed gas, refrigerants and scuba diving gear. For the past year, Sherwood —
Whestfield averaged 181.58 jobs, i.e., 87.72% of its employment commitment. Employees from the company’s
Lockport facility have been moved to Wheatfield since the Wheatfield plant is more modern and capabl e of
accommodating the changes required for its business. The company met its jobs commitment for the last month
reported and has five more openings to be filled.

Special M etals Corporation, Dunkirk, Chautaugua County
Allocation: 1,000 kW of EP
Jobs Commitment: 81 jobs
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Background: Special Metals Corporation (“SMC”), founded in 1952, is aworld leader in super-alloy technol ogy.
The company pioneered the vacuum induction melting method to produce super aloys for military and civilian use
in jet engineturbines. Nearly every jet enginein the free world has some aloy in it produced by SMC. For the past
year, SMC averaged 64.10 jobs, i.e., 79.14% of its commitment. SMC went into bankruptcy in 2002 and
restructured, emerging from bankruptcy at the end of 2003. In 2006, Precision Castparts Corporation (“PCC")
completed the acquisition of SMC, keeping it as awholly owned subsidiary. Currently, PCC isin the process of
investing more than $30 million in new equipment that will significantly increaseits capabilities, allowing it to
regain lost business and increase market share in high-tech metals. Employment is expected to grow enough in 2007
for the company to bein compliance. Staff will follow up with SMC’s employment level in the second half of the
year.

Steuben Foods | ncor porated, EIma, Erie County

Allocation: 750 kW of EP

Jobs Commitment: 364 jobs

Background: Steuben Foods Incorporated (“ Steuben™) was founded in 1980, with a manufacturing facility in ElIma
and aresearch facility in Jamaica, Queens. The company primarily contract-manufactures aseptic extended-life
dairy products for various brands. For the past year, Steuben averaged 325.50 jobs, i.e., 89.42% of its commitment.
Steuben has brought on asignificant number of new customers. The company is growing and isin the midst of a
multimillion-dollar expansion. Steuben was only two jobs shy of meeting its commitment in 2006 and met the
commitment for the last six months reported.

Syracuse China Company, Syracuse, Onondaga County

Allocation: 1,484 kW of EDP

Jobs Commitment: 371jobs

Background: Syracuse China Company (“Syracuse China’), founded in 1871, manufactures high-end chinafor
restaurants, hotels, universities and health care facilities. For the past year, Syracuse Chinaaveraged 311.67 jobs,
i.e., 84.01% of its commitment. Although Syracuse China has been planning growth, the slow economy has
hampered those plans. Additionally, the company had a six-week work stoppage in April and May. The company
permanently lost a significant number of employees during this period who found employment elsewhere. After
concentrating on improving efficiencies and product flow, Syracuse Chinais ready to hire many new employees.
By the end of March 2007, the company will be at 15 employees more than the same time last year and is now
meeting its commitment.

Tulip Corporation, Niagara Falls, Niagara County

Allocation: 300 kW of EP and 1,200 kW of RP

Jobs Commitment: 122 jobs each

Background: Tulip Corporation (“Tulip”), an injection-molding company, recycles rubber and plastic and
manufactures battery cases for the major battery manufacturers. For the past year, Tulip averaged 80.25 jobs, i.e.,
65.78% of its commitment. The RP allocation isa*“vintage’ contract, meaning that it has an 80% job ratio and two-
year job average. The two-year average is 87.09 jobs, i.e., 71.38% of the company’s commitment. The company
suffered amajor decline in business in mid-2005, saw an increase in production through much of 2006, but then
declined again latein the year. Tulip isaggressively seeking growth in its reprocessed materia line and emerging
industrial jar market. In 2006, the company made major investments in new equipment for industrial jar molding,
alowing it to increase its production capacity. Tulip expectsto grow its production and employment. Staff will
monitor the company closely and follow up with its employment level in the second half of the year.

TYCO Plasticg/Covalence Plastics Corp., Yonkers, Westchester County

Allocation: 1,900 kW of MDA Power

Jobs Commitment: 91 jobs

Background: TY CO Plastics/Covalence Plastics Corp., (“TYCQ"), formerly World Class Film, founded in 1992,
produces extruded polyethylene film rolls, sheeting and bags. For the past year, TY CO averaged 78.71 jobs, i.e.,
86.49% of its contractual commitment. The company had a shortfall dueto a slowdown in the plastics industry that
was driven by raw material price fluctuations. Raw materia prices have begun to stabilize and the company expects
to recover the businessit lost within six months.

Uniflex, Inc., Westbury, Nassau County
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Allocation: 350 kW of MDA Power

Jobs Commitment: 192 jobs

Background: Uniflex, Inc. (“Uniflex”) is amanufacturer and printer of plastic specialty bags. For the past year,
Uniflex averaged 170.75 jobs, i.e., 88.93% of its commitment. Uniflex isjust two jobs short of meeting its
commitment. Since this customer isin bankruptcy, staff will watch the company closely and revisit its situation in
the 2007 annud item.

Section |V
Allocationsfor Customersin the Automotive I ndustry to Continue with No Change

American Axle and M anufacturing Inc., Buffalo, Erie County

Allocation: 300 kW, 500kW and 2,200 kW of EP and 3,200 kW of RP

Jobs Commitment: 1,720 base jobs and 85 created jobs, and 1,720 jobs for the others, respectively
Background: American Axle and Manufacturing Inc. (“American Axle") — Buffalo Gear & Axle Facility
manufactures automobile driveline and chassis systems and components, including axles and drive-shafts for light
trucks and SUVs. For the past year, American Axle — Buffalo averaged 1,006.17 jobs, i.e., 55.74% of its
commitment and 58.50% of its commitment for the ba ance of the allocation.

Delphi Automotive Systems, Lockport, Niagara County

Allocation: 14,300 kW of EP

Jobs Commitment: 5,042 jobs

Background: Delphi Automotive Systems (“Delphi”), formerly adivision of GM, manufactures radiators,
condensers and heaters mainly for GM automobiles, but has diversified to other car makersas well. For the past
year, Delphi averaged 3,527.17 jobs. The EP alocation is a“vintage’ contract, meaning that it has an 80% job ratio
and two-year job average. The two-year averageis 3,807.42 jobs, i.e., 72.58% of the company’s commitment.
Delphi has been in bankruptcy and isin the midst of restructuring. Early in 2006, Del phi was awarded an additional
10 MW revitalization dlocation.

Ford Motor Company, Buffao, Erie County

Allocation: 4,300 kW of EP and 2,900 kW of EP

Jobs Commitment: 1,772 jobs and 1,772 jobs, consecutively

Background: Ford Motor Company (“Ford") opened its Buffalo Stamping Plant in 1950. Currently, Ford stamps
doors, floor pans, quarter panels and some inner body components for the Windstar, Fusion and Crown Victoria
models. The components then go to other Ford Assembly plants and distribution centers throughout the U.S. and
Canada. For the past year, Ford averaged 1,556.50 jobs, i.e., 87.84% of its contractual commitments.

General Motors Corporation — Powertrain, Buffalo, Erie County

Allocation: 13,800 kW, 1,100 kW and 800 kW of EP and 2,000 kW and 725 kW of RP
Jobs Commitment: 3,124 (13,800, 1,100 kW, 800 kW and 725 kW), and 3,124 base jobs and 44 created jobs
(2,000 kw)

Background: General Motors Corporation — Powertrain (“GM Powertrain”) manufactures engines for several of
GM's automobile model s, including the Chevy Colorado and Canyon pick-up. For the past year, GM — Powertrain
averaged 2,409.50 jobs, i.e., 76.06% of its contractual commitment for the 2 MW RP alocation and 77.13% of its
contractual commitment for the other allocations.

North American Hdganas, Inc., Niagara Falls, Niagara County

Allocation: 1,000 kW of RP and 4,000 kW of EP

Jobs Commitment: 67 jobsand 71 jobs

Background: North American Hoganas, Inc. (“NAHI"), formerly Pyron Corporation, founded in 1940,
manufactures sponge iron and atomized steel powders for powder metallurgical processes. The company's powder
metals are used in the automotive parts business for anti-lock brakes, brake pads, cams, transmission parts, steering
systems, etc. The EP alocation, asa“vintage” contract, has an 80% job ratio and atwo-year job average. For the
past year, NAHI averaged 37.92 jobs, i.e., 56.60% of its employment commitment, and for the past two years 38.21
jobs, i.e., 53.82% of its employment commitment, respectively. In 2005, after NAHI restructured the organization,
sustainable employment levels were reached. An upswing in businessin 2006 has continued into 2007, with
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expected growth in employment of four new jobs. NAHI has a new product in development that it expects will
increase sales and employment.

Valeo Engine Cooling — Truck USA, Jamestown, Chautaugua County

Allocation: 1,000 kW of EP

Jobs Commitment: 500 jobs

Background: Vaeo Engine Cooling — Truck USA (“Valeo”) manufactures engine-cooling parts for the trucking
industry. For the past year, Valeo averaged 412.33 jobs, i.e., 82.47% of its contractua commitment. The company
lost two large customers' businessin late 2006 to out-of -state competitors due to the high cost of doing businessin
Western New York. However, a current customer is about to give the company a significant increasein businessin
afew months, which will have a positive impact on sales and employment | evels.

RECOMMENDATION

“The Director — Business Power Allocations, Compliance and Municipa and Cooperative Marketing
recommends that the Trustees grant termination authority for two customers with two contracts, approve reductions
in power alocations and/or job commitments for four customers with six contracts, take no action for 32 customers
with 35 contracts and defer action for six customers with 15 contracts, as described above and set forth in Exhibit * 7-
A’

“The Executive Vice President and Genera Counsel, the Senior Vice President — Marketing and Economic
Development, the Vice President — Mg or Account Marketing and Economic Development and | concur in the
recommendation.”

Mr. Pasquale presented the highlights of staff’s recommendationsto the Trustees. He said that Contract
Pharmaceuticals had contacted him the previous evening to inform him that it was planning a new capital
investment that would increase its productivity. President Carey added that staff was recommending to the
Trustees that the action on this company be delayed for two months so that staff can assess the actual effect of
this capital investment.

The following resolution, as submitted by the President and Chief Executive Officer, was unanimously
adopted, as amended.

RESOLVED, That the Authority hereby grantstermination
authority for two customerswith two contracts and approvesthe
reduction of power allocations and/or job commitmentsfor four
customer swith six contracts as described in the attached memorandum of
the President and Chief Executive Officer and as set forth in Exhibit “ 7-
A”; and beit further

RESOLVED, That the Director — Business Power Allocations,
Compliance and M unicipal and Cooper ative Marketing is hereby
authorized to providewritten notice to these companies whose allocations
and job commitments are being reduced; and beit further

RESOLVED, That the Chairman, the President and Chief
Executive Officer and all other officersof the Authority 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 to effectuate the foregoing
resolutions, subject to the approval of the form thereof by the Executive
Vice President and General Counsel.
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Exhibit “ 7-A”
I.ALLOCATIONSREQUESTING SPECIAL TRUSTEE AUTHORIZATION
Average Average Annual
Date of Employment 2006 %
Trustee Type of Allocation Commitment Jobs Achieved
Company Location Approval Power kW (# of jobs)
RP —
Saint Gobain Corp-MicroElectronics Sanborn Jan 83 Vintage 900 35 NA NA
Sherwood, A Division of Harsco Corp. Lockport May 94 EP 240 361 86.25 23.89
[1.ALLOCATIONSAND/OR JOB COMMITMENTSTO BE REDUCED
Company Date of Employment Average Average
Location Trustee Typeof | Allocation | Commitment 2006 Annual % Revised Revised
Approval Power kw (# of jobs) Jobs Achieved | Allocation Jobs
Brenner Paper Products Company Inc. Glendale Sep 90 MDA 600 140 99.17 70.83 425 99
Buffalo Newspress Inc. Buffalo Jan 94 EP 250 200 149.17 74.58 200 149
Ferro Electronic Materials NiagaraFalls | Apr 94 RP 3,115 276 152.25 55.16 1,700 152
Ferro Electronic Materials NiagaraFalls | Jan 89 RP 1,000 257 152.25 59.24 600 152
EP-
Ferro Electronic Materials NiagaraFalls | Dec 88 Vintage | 3,000 220 159.50 7250 2,100 152
Habasit Globe, Inc. Buffalo Jul 86 RP 250 123 80.17 65.18 200 80
I11. ALLOCATIONSTO CONTINUE WITH NO CHANGE
Average Average Annual
Date of Employment 2006 %
Trustee Type of Allocation Commitment Jobs Achieved
Company Location Approval Power kW (# of jobs)
Buffalo Tungsten Incorporated Depew 1987 RP 800 62 54.83 88.44
Ceres Corporation NiagaraFalls | Jun.00 RP 1,700 60 46.42 77.36
Ceres Corporation Niagara Falls Apr. 94 RP 1,300 60 46.42 77.36
Ceres Corporation NiagaraFalls | Apr.91 RP 1,600 60 46.42 77.36
Columbia University-Audubon Business & MDA -
Technology Center New Y ork May 01 TI5jr 1,000 166 104.25 62.80
Contract Pharmaceuticals Limited Niagara Buffalo Apr. 91 RP 250 329 242.38 73.67
Dunkirk Specialty Steel, LLC Dunkirk Jan 02 EP 6,800 250 157.33 62.93
Ellanef Manufacturing Corporation Corona Dec 93 EDP 1,100 251 221.08 88.08
Endicott Interconnect Technologies, Inc. Endicott Aug 93 EDP 20,000 5,500 4,117.17 74.86
Excelsior Transparent Bag Mfg. Inc. Y onkers Dec 93 MDA 700 180 135.00 75.00
Granny’ sKitchens, Ltd. Frankfort Sep 02 EDP 750 315 275.50 87.46
Honeywell International Buffalo Apr 89 RP 300 168 136.77 81.41
ICM Controls Corporation Cicero Jun 03 EDP 500 300 232.92 77.64
Ingram Micro Corporation Williamsville | Sep 97 EP 900 1,525 1,177.33 77.20
International Imaging Materials, Inc. Amherst Jan 89 RP 250 472 421.58 89.32
Lakeside Warehouse Corporation — The
Carriage House Companies Dunkirk May 99 EDP 500 199 166.42 83.63
Lockheed Martin Niagara Falls Feb 93 RP 250 45 34.72 77.15
M. Fortunoff White Plains Mar 04 MDA 1,689 380 329.58 86.73
Markin Tubing, Division of M & R Ind. Wyoming 1993 EDP 1,200 145 126.17 87.01
Mele Manufacturing Co. Utica Jul 94 EDP 475 164 75.79 46.21
Monofrax Inc. Falconer Sep 97 EP 2,082 380 236.83 62.32
NBTY, Inc. Bohemia Apr 90 EDP 600 675 589.25 87.30
Norampac Industries, Inc. Niagara Falls Dec 96 HLF 12,000 140 123.75 88.39
PEMCO - Precision Electro Minerals Co.,
Inc. Niagara Falls Aug 89 RP 800 22 18.92 85.98
Plascal Corp. Farmingdale Nov 03 MDA 600 73 58.25 79.79
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Average Average Annual
Date of Employment 2006 %
Trustee Type of Allocation Commitment Jobs Achieved
Company Location Approval Power kW (# of jobs)
Precious Plate, Inc. Niagara Falls Jun 02 RP 800 145 127.92 88.22
Revere Copper Products Rome May 93 EDP 6,000 490 421.08 85.94
Sherwood, A Division of Harsco Corp. Whestfield May 99 EP 400 207 181.58 87.72
Specia Metals Corporation Dunkirk May 91 EP 1,000 81 64.10 79.17
Steuben Foods Incorporated Elma Jun 01 EP 750 364 325.50 89.42
Syracuse China Company Syracuse Jul 94 EDP 1,484 371 311.67 84.01
Tulip Corporation Niagara Falls Oct 90 EP 300 122 80.25 65.78
RP—
Tulip Corporation Niagara Falls May 61 Vintage | 1,200 122 87.09 71.38
TY CO Plastics Corp./Covalence Plastics
Corp. Y onkers Apr 94 MDA 1900 91 78.71 86.49
Uniflex Inc. Westbury Jun 01 MDA 350 192 170.75 88.93
EP = Expansion Power RP = Replacement Power EDP = Economic Development Power
MDA = Municipal Distribution Agency Power
IV.ALLOCATIONSFOR CUSTOMERSIN THE AUTOMOTIVE INDUSTRY TO CONTINUE WITH NO
CHANGE
Date of Employment | Average Average
Company Location Trustee Typeof | Allocation | Commitment [ 2006 Annua %
Approval Power kw (# of jobs) Jobs Achieved
American Axle & Mfg Inc. — Buffalo
Gear & Axle Facility Buffalo Mar 98 EP 300 1,805 1,006.17 55.74
American Axle & Mfg Inc. — Buffalo
Gear & Axle Facility Buffalo May 94 EP 500 1,720 1,006.17 58.50
American Axle & Mfg Inc. — Buffalo
Gear & Axle Facility Buffalo Feb 93 EP 2,200 1,720 1,006.17 58.50
American Axle & Mfg Inc. — Buffalo
Gear & Axle Facility Buffalo Feb 93 RP 3,200 1,720 1,006.17 58.50
EP-
Delphi Automotive SystemsLLC Lockport Dec 88 Vintage | 14,300 5,042 3,807.42 72.58
Ford Motor Company Buffalo Dec. 94 EP 4,300 1,772 1,556.50 87.84
Ford Motor Company Buffalo Feb. 93 EP 2,900 1,772 1,556.50 87.84
G. M. Powertrain — Tonawanda Plant Buffalo Sep 97 EP 1,100 3,124 2,409.50 77.13
G. M. Powertrain — Tonawanda Plant Buffalo Jun. 96 EP 800 3,124 2,409.50 77.13
G. M. Powertrain — Tonawanda Plant Buffalo Aug 97 RP 725 3,124 2,409.50 77.13
G. M. Powertrain — Tonawanda Plant Buffalo Jan 94 EP 13,800 3,124 2,409.50 77.13
G. M. Powertrain — Tonawanda Plant Buffalo Jun 00 RP 2,000 3,168 2,409.50 76.06
North American Hogénas Corporation NiagaraFalls | Jan 89 RP 1,000 67 37.92 56.60
EP-
North American Hogénas Corporation NiagaraFalls | Oct 88 Vintage | 4,000 71 38.21 53.82
Valeo Engine Cooling — Truck USA Jamestown May 99 EP 1,000 500 412.33 82.47
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8. Increasein Hydrodectric Preference Power Rates — Notice of Adoption

The President and Chief Executive Officer submitted the foll owing report:
SUMMARY

“The Trustees are requested to approve an increase in the hydroel ectric rates supplied from the Niagara and
St. Lawrence/FDR Hydroelectric Projects (individualy, ‘Niagara Project’ and * St. Lawrence Project,” and
collectively, the ‘Hydro Projects’) proposed at the January 30, 2007 meeting of the Trustees. Such rates apply to the
Authority’ s sales of Preference Power to, among others, the municipal e ectric systems and rural electric cooperative
customers, the neighboring state customers and the upstate utilities. The fina rates are for the 2007 and 2008 rate
years, which extend from May 1, 2007 to April 30, 2008 and from May 1, 2008 to April 30, 2009, respectively.
This action accepts one significant adjustment to the final rates based on the customer comments on the amount of
Shared Servicesincludablein rates. Asaresult, this modified proposal would increase rates for atypical preference
power customer by 5.5% in the first rate year and by 5.9% in the second rate year. A detailed analysis of the Cost-
of-Service (‘CoS') issuesis presented in the * Staff Analysis of Public Comments and Recommendations, Rate
Modification Plan, April 2007" (‘ Staff Anaysis'; see Appendix ‘8-A’).

BACKGROUND

“At their meeting of January 30, 2007, the Trustees authorized publication in the New York State Register
of aNotice of Proposed Rulemaking to increase the hydroel ectric preference power rates. The proposed rate plan
was prepared by Authority staff and explained in its January 2007 report on ‘ Hydroelectric Production Rates, Rate
Modification Plan — 2007 and 2008 Rate Y ears' (see Appendix ‘8-B’; referred to herein as * Rate Modification
Plan’). Thetwo-year rate plan was based on the results of apreliminary 2007-08 CoS study. The January proposed
rulemaking would have increased rates for the typical preference customers by 7.1% in the first rate year and 5.8%
in the second.

“The current rate plan, which ends April 30, 2007, is based on CoS principles approved by the Trustees at
their meeting of April 29, 2003, al of which the municipal systems, rural e ectric cooperatives and neighboring state
customers agreed to either through settlements or in their contracts concerning their purchases of Preference Power.
Those CoS principles are continued in this Rate Modification Plan.

“The Rate Maodification Plan detail s the costs of production at the Hydro Projects. The magjor cost
components are: (1) Capital Costs; (2) Operations and Maintenance; (3) Relicensing; (4) Indirect Overheads, and (5)
Other Postemployment Benefits. After summing the CoS components, a credit was cal cul ated based on the
embedded costs of producing regul ation service, operating reserves, voltage support and black-start service from the
Hydro Projects to meet contract customers' needs for those four ancillary services. This credit is calculated in the
same manner as under the current rate plan approved in 2003.

“The customers were provided with written notice of the Rate Modification Plan and notice of a public
forum on February 5, 2007. The Notice of Proposed Rulemaking was published in the New York Sate Register on
February 14, 2007, and the public forum was held on March 22, 2007 for the purpose of obtaining the views of
interested parties.

DISCUSSION

“ After issuing the Rate Modification Plan, Authority staff responded to 159 data requests from the
following organizations: the Municipal Electric Utilities Association (‘MEUA"), the New Y ork Association of
Public Power (‘NYAPP') and the Neighboring States Preference Customers (‘NS Customers'). Many requests were
answered with work papers supporting the CoS cal culations, but others required detailed explanations.

“On March 22, 2007, the public forum was held in Albany. The forum was conducted in accordance with
the terms of the Policy and Procedures — Public Forum on Rate Proposal s adopted by the Authority’s Trustees at
their meeting of November 27, 1990. Authority staff spoke at the forum to explain the procedures and summarize
the results of the CoS and proposed rates. Nine representatives of various customers attended. Speakersincluded
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representatives from MEUA, NY APP and NS Customers. In addition to oral or written comments delivered at the
public forum, written comments were accepted if received before the close of the public comment period. The
public comment period was extended for one week, from April 2, 2007 to April 9, 2007, based on customers’
feedback. By April 9, the Authority received written comments from MEUA, NY APP and NS Customers. The
transcript of the public forum and all written comments are attached as Appendix ‘ 8-C.’

“All of the public comments were evaluated by Authority staff. The Staff Analysis, a detailed description
of theissues raised and staff’s recommendations, is contained in Appendix ‘8-A.” The following is a summary of
staff’s disposition of the issues.

Staff Analysis of Public Comments

Prudency of Niagara Project Upgrade: NY APP claimsthat the Authority’s proposed rate increase cannot be
sustained because the $298 million of the Niagara Project Upgrade costs included in the CoS were imprudently
incurred. Thisispremised on the mistaken notion that the Upgrade produced insufficient additional benefitsto the
preference customers to warrant charging these customers for the proposed amount of such costs. The Authority, of
course, did allocate to preference customers (consistent with the Niagara Redevel opment Act) the increased firm
capacity that arose from increased efficiency of the upgraded turbines, as required under its contractua and license
commitments. Asthe Staff Analysis shows, NY APP misunderstands the purposes of the Upgrade and ignores the
extensive nature of the work conducted to extend the life of the Project so that it could continue its generating
capabilities for decades into the future. The Authority recommends no adjustment to the CoS based on this
argument.

Increased Credit for Ancillary Services Production: NY APP claims that the Authority’ s continuation in the Rate
Modification Plan of the method introduced in 2003 to credit the CoS with the value of the ancillary services
production costs resultsin an inappropriately low credit, and that it should be dramatically increased. However, the
current method for providing an ancillary services production credit was previously agreed to in the customers
settlements with NY PA, and thereis no basisto revisit it here. NYAPP' s claim is aso inappropriate becauseit is
based on the mistaken premise that there is now more firm capacity available from the Niagara Project than is the
case. While NYAPP is careful to point out that it is not seeking a share of the Authority’s gross ancillary services
revenues from sales into the New Y ork Independent System Operator (‘NY1SO’) (such a claim would be disallowed
under the terms of the Auer settlement) its proposal would nonethel ess undo the existing crediting methodol ogy to
which NY APP's members and the all the other municipal customers have agreed.” As Staff’s Analysis shows, there
isno additional Hydro Project firm capacity being diverted from the preference customers when NY PA makes
ancillary services salesto the NY1SO, and the current quantity of MW upon which the cost-based credit is based is
appropriate. NY APP does not dispute that the Authority provides the appropriate cost-based credit based on the
total amount of sales from the Hydro Projects (including sales of ancillary services) when it doesits annual
reconciliation to the Rate Stahilization Reserve (‘RSR’). NY APP has provided no basisto change the way the
Authority has treated the revenues from such sales, a practice followed in the 2003 rate proceeding and continued in
the Rate Modification Plan.

Inflation Compensation Adjustment: MEUA argues that the Authority has used the incorrect Handy-Whitman Index
(“HWI’) numbersin calculating the annual inflation compensation adjustment used in the CoS. MEUA proposed
that the initial HWI number used should be that for July 1, 1981 and not the July 1, 1980 number that has been used
in al of the Authority’s CoS analyses. The changein the HWI for the 12 months ended July 1, 1981 was 7.5%,
while that for the 12 months ended July 1, 1982 was 4.5%. MEUA proposes that the Authority restate more than 20
years of cost studies and make a $11.5 million positive adjustment in the RSR. NY APP and NS Customers concur
in this proposal. Staff does not recommend changing the base period HWI to July 1, 1981 from July 1, 1980. The
choice of the July 1, 1980 starting date was appropriate and necessitated by the availability of data at the time of the
initia studies. To change the base year now would amount to rolling back the clock on more than 20 years of cost

1 Though it is not entirely clear, it appears that the NS Customers adopt a similar argument to claim a larger cost-based credit for producing
ancillary services at the Hydro Projects. To the extent the NS Customers are requesting such inflated credit, their claim is disposed with in the
same manner as NYAPP's. To the extent they are claiming a direct share of NYPA’s ancillary services sales revenue, that is a violation of the
Auer Settlement principles to which they have agreed. See section entitled ‘ Request for Credits for Energy Salesinto NY1SO.’
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analyses and rate approvals by the Authority’ s Trustees. Thisis along-settled matter and MEUA’ s recommendation
should not be accepted.

CoS Credit for Sales of Unforced Capacity (‘UCAP') into NYISO: The NS Customers propose that the Authority
include a UCAP revenue credit for anticipated salesin the proposed CoS. Staff has been including and the
customers have been receiving a credit for short-term sales of capacity above the base level of capacity salesin the
annua RSR reconciliation. This calculation is performed after the actual amounts for the year are known. A review
of the monthly auction prices of Rest of State Capacity for the past four years shows a fluctuation of prices between
$0.25/kwW-month to $3.30/kW-month. This market price volatility, together with the natural uncertainty in the
amount of excess capacity available from the Hydro Projects, make forecasting a UCAP credit for inclusion into
current rates problematic. Staff does not recommend adopting this change.

Request for Credits for Energy Salesinto NYISO: The NS Customers acknowledge that the Authority’ s ratemaking
methodology includes a cost-based credit for the all sales of energy made into the NY 1SO, which is reflected in the
annual reconciliation to the RSR, but nonethel ess assert that a credit to the CoS for such sales should be made in
deriving the base hydro rates based on the full market revenues the Authority garnersin the NY SO markets.
Because thisisacollatera attack on Auer settlement principles, which al of the customers have accepted as direct
signatories or through their power contracts, there is no adjustment warranted. Asthe Staff Analysis explains, the
customers have no entitlement to the revenues of the Hydro Projects due to energy salesinto the NY 1SO because
once the cost-based rate is set, any revenues above cost garnered from other sales may be deposited into the general
fund of the Authority and such excess revenues should not be used to produce preference rates that are bel ow cost.
Staff recommends no CoS adjustment based on the NS Customers' claim.

Request for Credits Based on Authority Investment Income: The NS Customers argue (with NY APP concurring)
that the Authority’ s investment income should be treated as derived from ‘ customer-contributed’ capital and
therefore credited against the CoS. This novel argument again runs counter to the ratemaking principles established
by contract. The preference rates are cost-based rates where no working capital chargeisincluded and no rea rate
of returnisearned. A portion of the Authority’s investment income is derived from the Hydro Projects, but the
Authority’ s investments are not preference-customer-contributed capital for which the interest must be credited to
the preference customers. A claim for a share of the Authority’ s investment income would produce preference rates
that are below cost in violation of Auer settlement principles. Yet that is exactly the result if investment income
derived from such excess revenuesis used as a credit to the CoS. Staff recommends that no credit to the CoS be
provided for Authority investment income.

Treatment of Headquarters Expense in Shared Services: MEUA and NY APP both contend that certain elements of
the Headquarters Expense portion of the Shared Services allocated to the CoS should be reallocated to other cost
categories. MEUA proposes redistributing the allocation based on the organizationa title of each department
included in the Headquarters component of the Shared Services cost category. NY APP makes the further claim that
certain Headquarters functions should be allocated based on NY 1SO market revenues. As explained in the Staff
Analysis, certain cost centers within the Headquarters departments are more correctly allocated based on the
functions they perform rather than a straight labor allocation. As aresult, staff has recal culated the Headquarters
component of the Shared Services category, and recommends reducing the Shared Services by $3 million for 2007
and $2.9 million for 2008 to be reflected in the attached revised CoS. The Staff Analysis dso explains that

NY APP' s proposal to all ocate such costs based on revenues runs contrary to the Authority’ s cost-based ratemaking
methodology. No further adjustment is recommended.

Incentive Pay Component of Shared Services: MEUA and NY APP contend that the Incentive Pay portion of the
Shared Services allocated to the CoS is overstated. MEUA infersthat the $1.2 million allocated for this component
already includes the separate, directly assigned Hydroel ectric Production component of $1 million, resulting in an
overstatement of the allocation by $247,800 for each of the proposed rate years. Asexplained in the Staff Analysis,
the Incentive Pay allocation is appropriate because such costs are not included in the annual budget process and
therefore not included in the projected O& M budget. Incentive Pay is expensed in the year awarded if the goals
approved by the Trustees are met. Staff recommends no change to this component of the CoS.

Inclusion of Research & Developments (‘R&D’) Costs: MEUA, NS Customers and NY APP argue that most, if not
all, of the Authority’s R& D costs should not be allocated to the CoS. All parties contend that most of the programs
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that make up the R& D cost projections do not relate to hydroel ectric production and should therefore be excluded.
The customers further argue that such costs are not recoverabl e because the Federal Energy Regulatory Commission
(*FERC’) does not allow such costs to be recovered in wholesale rates. The Authority is mindful of, but not bound
to follow, FERC precedent inthisarea. Asexplained in the Staff Analysis, because the customers benefit from the
Authority’ s funding for and involvement in the R&D programs, it is appropriate that such costs be included in the
CoS. Staff recommends no change to this cost component.

Request to Adjust RSR Balances: NY APP requests an additional adjustment to the RSR balance based on the
amount of ancillary services salesby NY PA into the NY1SO. Thiswould again violate the existing principles to
which the customers have agreed concerning how NY PA handles ancillary services revenues. Thereis no basisto
adopt this change, and Authority staff recommends that it be rejected.

Request to Defer Final Rate Action: All parties expressed concerns regarding the time alotted for review of the data
supporting the pending rate action and have regquested a delay in implementing the proposed rate increase. NYAPP
requested a delay in theincrease until July 1, 2007 and NS Customers requested a delay at |east until October 2007,
both citing the need for more time to review the responses to the data requests. Asthe Staff Analysis explainsin
more detail, there was sufficient time to review the data supporting the pending rate action, including the responses
to the significant number of data requests received. The proposed rate action employs the same principles and
methodol ogi es agreed to by the customers and adopted by the Trustees in the 2003 rate action. In addition, the key
components of the proposed rate increase relate to the costs of relicensing the Niagara Project, which was approved
by FERC on March 15, 2007. These costs are real and indisputable. Any delay in implementation of the proposed
rates would allow the customersto enjoy the benefits of the Authority’s relicensing efforts while deferring their
obligation to pay the increased costs associated with the new license. Staff does not recommend any delay in the
implementation of the modified rates.

Summary of Final Rate Proposal

“For the reasons summarized above and described in detail in the Staff Analysis, Authority staff
recommends that the demand rates originally proposed in the January 2007 Rate M odification Plan be amended and
approved as shown below. The proposed fina demand and energy rates, the overall rates at the 70% load factor, and
the percent increases are shown bel ow, together with current rates:

Rate Y ear Demand Rate Energy Rate $/MWh Rate

Beginning $/kW-month $/MWh at 70% LF % Increase
Current 2.38 492 9.58

5/1/07 2.65 4.92 10.11 55
5/1/08 2.96 492 10.71 59

FISCAL INFORMATION

“Implementation of the proposed schedule of 2007-08 rate increases would allow the Authority to recover
itsincreased costs associated with serving the Preference Power customers. The rates recover cost increases of $6.0
million in the first rate year and $12.8 million in the second.

RECOMMENDATION

“The Manager — Market and Pricing Analysis recommends that the Trustees: (1) adopt the conclusions of
the Staff Analysis attached hereto as Appendix ‘8-A’ and (2) approve the hydroel ectric preference rates for the two-
year plan commencing May 1, 2007, as set forth above.

“It is a'so recommended that the Secretary be authorized to publish a Notice of Adoption of the 2007-08

ratesin the New York State Register, including notice of the availability of the Fina Rate Modification Plan and
other materiasincluded in the record of these proceedings.
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“It is also recommended that the Senior Vice President — Marketing and Economic Development, or her
designee, be authorized to i ssue written notice of the final action, including a copy of the revised tariff leaves, as
necessary, to the affected customers.

“The Executive Vice President and General Counsel, the Executive Vice President and Chief Financia
Officer, the Senior Vice President — Marketing and Economic Development, the Vice President — Controller, the
Vice President — Finance, the Director — Business Power Allocations, Compliance and Municipal and Cooperative
Marketing and | concur in the recommendation.”

Ms. Brown presented the highlights of staff’s recommendationsto the Trustees. |n responseto
guestions from Trustee Seymour, Mr. Russak said that the four-year 2003 rate plan, which is coming to an end
on April 30", had provided for an increasein rates each year from 2003 on. Mr. Russak said that prior to 2003,
the hydroelectric preference power rates had been fixed for a number of years. He said that the bulk of therate
increases reflected in the new rate plan was attributable to the Niagara relicensing process and that plant
upgrade costs also contributed to theincrease. Responding to another question from Trustee Seymour, Mr.
Russak said that staff would be assessing the need for additional rate increases beginning with the 2009-10 rate
year.

The following resolution, as submitted by the President and Chief Executive Officer, was unanimously
adopted.

WHEREAS, on January 30, 2007, the Authority authorized the
Secretary to filea Notice of Proposed Rulemaking for publication in the
New York State Register of itsintention to increase the hydroelectric
Preference Power rates; and

WHEREAS, such notice was duly published in the State Register on
February 14, 2007 and mor e than 45 days have elapsed since such
publication; and

WHEREAS, a Public Forum was held on March 22, 2007 and staff
hasreceived and responded to comments and data requestsas set forth in
the attached Final Rate M odification Plan; and

WHEREAS, the proposed rate action should be modified, in
accor dance with the changes contained in the foregoing report of the
President and Chief Executive Officer, and as explained in detail in the
Staff Analysiscontained in Appendix “8-A”;

NOW THEREFORE BE IT RESOLVED, That theratesfor sale of
power and ener gy to hydroelectric Preference Power customers, as
recommended in the foregoing report of the President and Chief Executive
Officer, are hereby approved effective May 1, 2007; and beit further
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RESOLVED, That the Senior Vice President —Marketing and
Economic Development or her designee be, and hereby is, authorized to
issue written notice as required by contract with respect to the modification
in rates, including applicabletariff leaves, and beit further

RESOLVED, That the Corporate Secretary of the Authority be,
and hereby is, directed to file a Notice of Adoption with the Secretary of
Statefor publication in the State Register and to submit such other notice as
may be required by statue or regulation; and beit further

RESOLVED, That the Chairman, the President and Chief
Executive Officer and all other officersof the Authority 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 to effectuate the foregoing
resolution, subject to the approval of the form thereof by the Executive Vice
President and General Counsel.

SEE EXHIBIT INDEX FOR LINK TO VOLUMINOUS APPENDICES ITEM S#8A-C
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Part I: Introduction

This Staff Analysis of Public Comments and Recommendations (“2007 Staff
Analysis”) is being issued by the New York Power Authority (“Authority” or
“‘NYPA”) in April 2007 to analyze all comments received in Authority’s
hydroelectric rate proceeding for the 2007 and 2008 Rate Years, and to support
the final rates requested to be approved by the Authority’s Trustees. Part | of this
Staff Analysis briefly describes the January 2007 proposed rulemaking, the
public comment period and the proposed final rates. Part Il contains the
Authority staff's analysis and disposition of the issues raised in the public

comments.
A. January 2007 Proposed Rulemaking

At their meeting of January 30, 2007, the Trustees authorized notice of a
proposed rulemaking to increase the rates for hydroelectricity applicable to
preference power customers by 7.1% in the 2007 Rate Year, and by 5.8% in
2008 Rate Year. The Rate Years extend from May 1% through April 30"™. The
proposed rate plan was prepared by the Authority staff and explained in its
“Preliminary Staff Report, Hydroelectric Production Rates, Rate Modification
Plan—2007 and 2008 Rate Years” issued in January 2007 (“Rate Modification
Plan”). Preference power is the hydroelectricity sold from the Authority’s Niagara
Project and St. Lawrence Project (collectively, the “Hydro Projects”) for
consumption by rural and domestic customers and which represents fifty percent

of the power of the Hydro Projects.

The Cost-of-Service (“CoS”) in the Rate Modification Plan is based on an update
of the cost elements using the same ratemaking principles and methodologies

that the Authority adopted in its last proceeding to modify preference power rates
in 2003. In that proceeding, numerous ratemaking principles and methodologies

were agreed to by all the in-state municipal systems and rural electric



cooperatives, as well as the bargaining agents for the public bodies in the seven
neighboring states (collectively, the “Public Customers”). In addition, each of the
Public Customers agreed through either contract or settlement agreement with
the Authority that it would not object to those ratemaking principles and
methodologies in subsequent Authority rate increases, for the term of their

contract or settlement agreements.

The key agreed-upon principles include use of the following methodologies used
in the 2003 Staff Report:

(i) The principles set forth in the March 5, 1986 Settlement Agreement
(Appendix B to this Agreement) settling Auer v. Dyson, No. 81-124 (Sup.
Ct. Oswego Co.), Auer v. Power Authority, Index No. 11999-84 (Sup. Ct.
N.Y. Co.) and Delaware County Electric Cooperative, Inc. v. Power
Authority, 82 Civ. 7256 (S.D.N.Y.) (the “Auer Settlement”).

(i) Recovery of capital costs using Trended Original Cost and Original Cost
methodologies.

(iif) Treatment of sales to third parties, including the New York Independent
System Operator.

(iv) Allocation of Indirect Overheads.

(v) Melding of costs of the Niagara Power Project and St. Lawrence-FDR
Power Project for ratemaking.

(vi) Post-employment benefits other than pensions (i.e., retiree health
benefits and now referred to as Other Postemployment Benefits, or
OPEBS).

(vil) Rate Stabilization Reserve (“RSR”) methodology.

To set the rates for the two future rate periods, Staff used projected calendar
year data. The Rate Modification Plan proposed the following rates:



Effective Rate
Rate Year | Demand Rate | Energy Rate |(based on 70% load %
$/kW-month $/MW-hour | factor customer) |Increase

$/MW-hour
2007 2.73 4.92 10.26 7.1
2008 3.03 492 10.85 5.8

The Rate Modification Plan included a CoS study which set out the calculations
supporting the proposed rates and explained the additional costs of production of
hydroelectricity at the Hydro Projects. These costs include: (1) the Authority’s
capital costs including upgrades and life extension and modernization costs at
both Hydro Projects, but primarily at the Niagara Project; (2) the Authority’s costs
related to Federal Energy Regulatory Commission (“FERC?”) relicensing for the
Hydro Projects; (3) Operation and maintenance (*O&M?”) costs for the Hydro
Projects; and (4) indirect overhead costs.

B. Public Comment Period

Written notice and a copy of the Rate Modification Plan were mailed to all
affected customers on February 5, 2007. The written notice also stated that
customers could contact the Authority for further information or for answers to
guestions concerning the rate proposal or to meet with staff to discuss details of
the proposal, and finally, the notice informed customers of a Public Forum on the
proposed rulemaking to be held on March 22, 2007 at the Authority’s offices in
Albany, New York. Notice of the proposed rulemaking was published in the New
York State Register on February 14, 2007. Such notice also announced the date
and location of the Public Forum for the purpose of obtaining the views of
interested persons. Finally, the State Register notice established an April 2,

2007 deadline to submit written comments on the proposed rulemaking.*

' The April 2" deadline was in accordance with the 45-day comment period required by the New

York State Administrative Procedure Act.



Subsequent to the Trustees’ action on January 30, 2007, Authority staff made
itself available to affected customers and customer organizations on a number of
occasions for the purpose of answering questions about the proposed rate
revisions. The Authority staff held meetings with and/or participated in
conference calls with the Municipal Electric Utilities Association (“MEUA”), which
represents 39 municipal utility systems in New York State; and with the New York
Association of Public Power (“NYAPP”), which represents a total of thirteen
municipal utility systems (one of which is also represented by MEUA) and rural

electric cooperative systems.

Interested parties submitted voluminous data requests concerning the Rate
Modification Plan. Staff responded to 48 data requests from MEUA, 77 from
NYAPP, and 34 from the bargaining agents for the seven neighboring states
(“Neighboring States”). Many of these data requests had multiple subparts, so
these numbers somewhat understate the amount of material staff provided.
Many data requests sought the workpapers in support of the calculations
underlying the proposal. Except for a small number of data requests which
sought confidential bidding strategies of NYPA, the requested materials were

provided to the parties.

The March 22, 2007 Public Forum was conducted in accordance with the terms
of the Policy and Procedures — Public Forums on Rate Proposals adopted by the
Authority’s Trustees in November 1990. Such Policy and Procedure provides for
the holding of public forums on all Authority production and transmission rate

increase proposals of two percent or more.

A panel of Authority representatives was available at the Public Forum to explain
the basis for the proposed rate revisions and to listen to issues raised by
concerned members of the public. Nine persons representing the preference
power customers attended the Public Forum. Spoken comments presented at

the Forum were transcribed and included as part of the record in this proceeding.



Speakers included representatives from the Neighboring States, MEUA, and
NYAPP. The Authority had invited parties to submit written comments at the
Public Forum. The only such comment received was the Preliminary Written
Statement of the Neighboring State Preference Customers (“Preliminary NS

Comments”).

In light of the comments delivered at the Public Forum, on March 26™ the
Authority’s representatives informed all affected customers that the deadline for

submitting written comments would be extended to April 9, 2007.

The written comments that were subsequently submitted are listed below:
» Statement of the Municipal Electric Utilities Association, April 3, 2007
(“MEUA Statement”);

» Final Comments of Neighboring States Preference Customers, April 9,
2007 (“NS Comments”);?

» Statement of New York Association of Public Power (“NYAPP
Statement”) and Direct Testimony and Supporting Exhibits of Whitfield
A. Russell (“Russell”), both dated April 9, 2007.

All of the public comments received were evaluated by Authority staff. A detailed
description of the issues raised and the proposed disposition of each are

contained in Part Il of this Staff Analysis.
C. Summary of Proposed Final Rates

Based on the information received from the parties through in-person meetings,
teleconferences, the Public Forum and the filed written comments, the Authority
staff proposes the following rates. They are modified downward from those

contained in the initially proposed Rate Modification Plan.

2 The Neighboring States state that their April 9™ Comments supersede the Preliminary NS

Comments. (NS Comments, first unnumbered page). For this reason, the Authority staff will not
address the Preliminary NS Comments, though they are included in the record of these
proceedings.



Effective Rate
Rate Year | Demand Rate | Energy Rate | (based on 70%
$/kW-month $/MW-hour load % Increase
factor customer)
$/MW-hour
2007 2.65 4.92 10.11 5.5
2008 2.96 4.92 10.71 5.9

These rates reflect an 8 cents/kW-month reduction in the demand rate for the
2007 Rate Year and a 7 cents/kW-month reduction for the 2008 Rate Year.

Authority staff’s final production CoS which reflects these changes is included at

the end of this report as Exhibit A, together with supporting Exhibits B through E

and Tables 1 through 5. The final rates’ impact by customer class is shown in

Exhibit E.




Part Il: Public Comments, Staff Analysis and Recommendations

A. Issue: Prudency of Authority’s Niagara Project Upgrade Costs and their
Inclusion in Preference Power Rates.

Public Comments:

NYAPP claims that the Authority’s proposed rate increase cannot be sustained
because the $298 million of the Niagara Project Upgrade costs included in the
CoS were imprudently incurred. (NYAPP Statement at 3; Russell at 7, 24-25).
NYAPP reaches this conclusion by focusing on the 32 MW of firm power and 9
MW of firm peaking capacity that was produced by the efficiency gain associated
with the upgrade, and concluding that “[w]hen this 41 MW incremental gain is
measured against the $298 million cost of attaining it, the per-unit charge
equates to $7,268/kilowatt which is an extraordinarily high price.” (Russell at 7).
NYAPP also relies on the increased “nameplate capacity” that resulted from the
Niagara Project Upgrade. Mr. Russell states that the 25 MW nameplate capacity
increase per turbine, multiplied by the 13 upgraded turbines, should yield an
additional 325 MW of Niagara Project capacity and a much lower $/kilowatt cost.
(Russell at 6).

NYAPP also criticizes the Authority’s recently completed report, Capacity and
Energy Production Achievable at the Niagara Power Project and Niagara Load
Study (“Niagara Study”) which was released on March 22, 2007 and provided in
response to a NYAPP data request. In light of the Niagara Study’s findings that
the Niagara Project upgrades resulted in an incremental firm capacity increase of
41 MW due to the increased efficiency of the units, and that the higher nameplate
ratings did not increase project capacity, NYAPP contends that, with respect to
customers, the $298 million in upgrade costs “was wasted” on them. (Russell at
24-25).



Staff Analysis:

As explained in detail below, the Niagara Project Upgrade was primarily a life
extension and modernization project designed to ensure the continued viability of
the entire 1880 MW of firm capacity of the Niagara Project after some 40 years of
continued operation. As such, these costs were prudently incurred in the
exercise of the Authority’s stewardship of these facilities and its broad discretion,
discretion to which each of the in-state municipal system and rural electric
cooperative customers consented in their settlement agreements with the
Authority in 2003.2 The increased firm capacity and firm peaking capacity that
arose from the upgrade were the result of efficiency gains of the new turbines.
Increases of this sort were not, nor were ever intended to be, the primary
objective of the Niagara Project Upgrade.

Authority staff notes that it never purported to base its proposed rate increase on
the Niagara Study, which was only provided in response to data request NYAPP-
5, which concerned the Authority’s “marketing policy” for increased capacity or
efficiency gains from the Hydro Projects.* NYPA responded by noting that the
issue of such increases is unrelated to the proposed rates, and included the
Niagara Study as additional material relevant to that data request. However, the
Niagara Study was produced solely in accordance with the Authority’s

contractual commitment to provide preference customers with their share of

® These settlements allow for the Authority’s “recovery in rates of all prudent Hydro Project

relicensing, life extension and modernization costs incurred by NYPA in the exercise of its broad
discretion.”

* NYAPP-5 states:

Please explain the bases for the marketing policy of NYPA under which NYPA allows
increased capacity or efficiency gains from the projects to be marketed as increased firm
peaking power.



increased output that resulted from the Niagara Project Upgrade. The Niagara
Study is not subject to Trustee review in this rate action.”

1. The Niagara Project Upgrade was Prudent and Necessary to
Assure the Continued Viability of the Project.

Contrary to NYAPP's assertions, the Niagara Project Upgrade was demonstrably
prudent. It involved extensive overhaul and replacement of aging equipment at
the Niagara Project’s primary generating station that houses the thirteen
generating units, also referred to as the Robert Moses Niagara Power Plant
(“RMNPP”). This work was necessary to maintain the reliability of the plant. In
addition, NYAPP ignores the fact that the Niagara Project Upgrade evolved from
an expansion plan into a life extension and modernization plan, and that such

upgrades were necessary and beneficial to customers.

Although NYAPP briefly acknowledges the life extension and modernization
benefits of the Niagara Project Upgrade (Russell at 14 n.5), Mr. Russell pretends
that this work was a minor activity, and that the bulk of NYPA’s expenditures was
devoted to increasing the capacity of the hydropower turbines. Not only is this
incorrect, at times Mr. Russell relies upon the claimed benefits stemming from
the Authority’s 1987 License Amendment, see, e.g., Russell at 13-14, 24-25, for
purposes that do not relate to the actual upgrade that was performed. In fact, the
entire nature of the Niagara Project Upgrade was modified substantially in the

early 1990s, all of which is a matter of public record.

It is true that the Niagara Project Upgrade was originally planned as an
expansion project in the early 1980s, shortly after the 1979 oil embargo. NYPA's
engineers had conceived of a program in which both the RMNPP and the
Lewiston Pumped Storage Generating Plant (“LPGP”) were to be expanded.

This would allow the Project to increase production during peak demand periods

° Although this rate proceeding is not the proper forum for review of the Niagara Study, NYPA

has communicated to NYAPP and the other Public Customers that it will set up meetings with
Authority staff to explain the Niagara Study’s findings.



(with a decrease in nighttime production), offsetting expensive oil-fired generation
anticipated at the time. The combined expansion would have also provided for

an increase in peaking capacity available from the Project.

This original expansion plan was changed when it was determined that
performing an upgrade of the RMNPP units was possible and would be more
economic than an expansion of the RMNPP. It was also recognized that an
upgrade would extend the life of the original 1961 vintage machinery, and
improve the operating efficiency of the equipment. This plan was included in
NYPA’s 1987 FERC filing for a license amendment.

By the early 1990s the forecasts for oil prices had decreased, and it was
recognized that there was little need for peaking capacity in Western New York.
Accordingly, in August 1993, the Authority filed an application with FERC to
remove the LPGP expansion plan from the license. Staff had also determined
that an expansion of LPGP, while feasible, would contribute no additional firm
capacity and would be uneconomic. FERC granted NYPA'’s request to remove

the LPGP expansion plan from the license in December 1993.

Mr. Russell devotes much attention to the claimed benefits of the work that was
the subject of the1987 License Amendment, despite this fundamental change to
the Niagara Project Upgrade. By focusing on the supposed “increase in 330
megawatts” of peaking capacity, Mr. Russell (at 13) ignores that the LPGP
upgrade, the source for the increase that was predicted at that time, was later

cancelled.®

By 1993, when the first of the RMNPP units was disassembled and upgraded,

the overhaul and life extension requirements of the RMNPP units had become

® Later in his testimony, Mr. Russell (at 14 n.5) acknowledges that the LPGP upgrade was
cancelled, but this does nothing to correct his earlier statements about the expectation of the 330
MW of increased peaking capacity, which was premised on the planned, but later cancelled,
LPGP upgrade.
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even more evident. The program was expanded to include additional overhaul
work, and the cost estimate for the RMNPP portion evolved to about $298
million”. This work was necessary to ensure that Hydro Project’s generating
capacity would continue to be available well into the future, particularly in light of
the fact that no serious upgrade to this equipment had been done since it went
into service in 1961. The specific work on the existing generating equipment
included:

- Addressing cavitation erosion of the turbine runners, including complete
penetration of the steel below the lower turbine seal, and avoidance of
further loss of turbine seals (loss of a seal on RMNPP unit 13 had halted
unit operation). This degradation could only be observed when a unit was
disassembled. The replacement turbine runner design provided for a
restored system, with greater resistance to cavitation erosion.

- Addressing cavitation erosion of the head covers. This damage could only
be observed when a unit was disassembled. Repair arc gouging of these
pressure vessels had at times completely penetrated the pressure
retaining structure. Extensive weld repairs were performed.

- Resurfacing wicket gate journals and replacement of gate
bearings/bushings. This work alone would have required unit disassembly
and the associated costs.

- Alignment and balancing of the shafts and rotors.

- Re-establishment of the generator rotor’s ability to center the field poles
and maintain uniform air gaps.

- Replacement of aging original 1961-vintage main transformers.

- Replacement of obsolete excitation and related equipment, for which

spare parts and expertise were difficult to obtain, a continuing trend for old

" NYPA's “Robert Moses Niagara Power Plant Upgrade, Prototype Performance and Economic
Analysis Report Presented to the Capital Review Committee” (July 1993) (“1993 RMNPP
Upgrade Analysis”) shows a cost estimate of $300.2 million. This report is available upon
request. Later savings permitted NYPA to adjust the amount to $298 million.

11



electromechanical equipment being superseded by programmable logic

controller-based equipment.

All of these activities were documented and received thorough scrutiny from

NYPA management and the Trustees.?

Although Mr. Russell (at 14, n.5) briefly acknowledges the “benefits of life
extension” he nonetheless asserts, without any support whatever, that the $298
million could have been accomplished “at a substantially lower capital cost than
NYPA actually incurred in replacing the units, through such measures as
rewinding the generators without replacing each entire turbine-generator unit.”
The Authority’s decisions over a decade ago to extend the life and modernize the
generator-turbines at the Niagara Project, was a prudent exercise of its
management and engineering judgment intended to assure the continued
operation of the Project for the benefit of Mr. Russell’s clients and the other
customers that enjoy the benefits of the Project.” As shown above, there is
ample evidence that its $298 million expenditure was prudent, and NYAPP’s

suggestions to the contrary have no merit.

2. Based on its Flawed Analysis of Niagara Project Capacity,
NYAPP Mistakenly Asserts that the Niagara Project Upgrade was
Imprudent.

NYAPP mistakenly assumes that increase in the nameplate capacity of the
Niagara Project that resulted from the Upgrade necessarily enables the Project to

produce more firm capacity. See Russell at 6, 18, 23-25. This is not the case,

® See, e.g., 1993 RMNPP Upgrade Analysis and “Report to the Capital Review Committee,

Niagara Project Upgrade” (April 15, 1994), which also available upon request.
® Mr. Russell's assertion is also marred by his reliance on the 1987 License Amendment which
estimated a total project cost of $568 million, of which $49 million was for life extension benefits.
(Russell at 14 n.5). Because that license amendment described an expansion project that was
abandoned, those numbers have practically no value in determining whether NYPA's life
extension and modernization expenditures were reasonable. It is also worth noting that NYPA's
Niagara Project Upgrade did not replace the entire turbine, but only the runner and limited
embedded worn components, thus minimizing costs.

12



as explained more fully below. This mistaken assumption is apparently the
premise behind NYAPP’s claim that the Niagara Project Upgrade costs were

imprudent.

An increase in nameplate capacity refers to the ability of the generation
equipment to provide power, provided that sufficient flows are available.

Contrary to NYAPP’s assertions, increasing installed (or nameplate capacity) is a
necessary condition, but does not itself provide an increase in firm capacity. The
guantity of firm capacity depends upon the flows available from the Niagara
River.

The RMNPP upgrade’s increase in nameplate capacity (i.e. the nominal 325 MW
per Mr. Russell), does not, of itself, increase firm capacity. A peaking capacity
increase would have been realized had the LPGP expansion been constructed,
which was also intended to increase on-peak period production. However, the
LPGP expansion would not have increased firm capacity, even if it had been
constructed. Nevertheless, the RMNPP upgrade continued since overhaul and
life extension requirements required it. The cost differences for new
transformers, turbines and other equipment would not be significant for either the
original or upgraded nameplate capacity values, so the upgrade work continued
with the higher equipment ratings. The higher ratings do provide increased
operational flexibility, and in the event a unit was forced out of service today,
there is a greater likelihood that customer loads could be met. The upgraded
units also provide an efficiency improvement.’® But, as explained above, NYPA
never intended for increased firm capacity to arise solely from the upgrades that

were performed.

19 As noted above, the Niagara Study which addresses this matter, is not subject to review in this
rate proceeding.
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Recommendation:

The Niagara Project Upgrade was a prudent and necessary investment to assure
the long-term viability of the Project and the costs of the Upgrade are properly
allocated to all Project customers. Staff recommends no change to the inclusion
of the $298 million in the CoS.

14



B. Issue: Increased “Cost-Based” Credit for Ancillary Services Production

Public Comments:

NYAPP asserts that it should receive a larger cost-based credit for the production
of ancillary services than is included in the CoS. NYAPP reaches this conclusion
through its review of NYPA data showing the gross volume of sales of two
ancillary services from the Niagara Project to the NYISO (there are none from the
St. Lawrence Project): regulation service and operating reserves. NYAPP
proposes that the base hydro rates should be lowered to reflect the costs of
producing these additional sales of ancillary services, and not simply the costs
associated with the production of ancillary services for the needs of the
Authority’s contract customers. (NYAPP Statement at 4-5; Russell at 29-34).
NYAPP proposes two possible CoS adjustments, based on either summer peak
period sales or the “peak month” sales which NYAPP says occurred in October
2005. The requested adjustments are either $10.5 million or $17.5 million in
Rate Year 2007, and either $11.2 million or $18.6 million in Rate Year 2008.
(NYAPP Statement at 4-5; Russell at 31-32). The Neighboring States appear to
make a similar claim when they state that the CoS should recognize an additional
“cost-based credit” in excess of $6 million for each Rate Year. (NS Comments §
2)_11

it is not entirely clear whether the Neighboring States are requesting, similar to NYAPP, a

larger cost-based credit for producing ancillary services at the Hydro Projects, or a direct share of
the Hydro Project revenues derived from ancillary services sales. To the extent the NS
Customers are requesting such inflated credit, their claim is disposed with in the same manner as
NYAPP’s in the discussion accompanying this footnote. To the extent they are claiming a direct
share of NYPA'’s ancillary services sales revenue, that is a violation of the Auer Settlement
principles to which they have agreed, and the response to such arguments is subsumed within
Issue E, “Request for CoS Credit for Hydroelectric Energy Sales into NYISO Markets.”
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Staff Analysis:

1. The Authority’s Proposed Cost-Based Credit is Consistent with
the 2003 Rate Plan, and Based on Principles Agreed to by the
Customers.

There is no basis to augment the amount of ancillary services-related credits in
the derivation of the preference hydro rates. The cost-based crediting
methodology, which provides for a full credit for all the costs of producing the
ancillary services associated with needs of NYPA'’s Hydro Project load, is fully
consistent with the Authority’s current rate plan approved in 2003.*? All of the
Public Customers agreed in their settlement or contracts that the Authority may,
without their objection, continue to employ the 2003 cost-based crediting
methodology in future rate cases. The method adopted in 2003 will result in
annual credits to the CoS with respect to ancillary services of $13.0 million in
Rate Year 2007 and $13.7 million in Rate Year 2008. NYPA's instant proposal
would also continue its practice of making cost-based credits for all sales of
ancillary services in the annual reconciliation of the RSR, which the Public
Customers also agreed may continue in future rate proposals. Notably, no
customer states that it is being denied either the cost-based ancillary services
production credit in the derivation of the base hydro rates, or the cost-based
crediting to the RSR of all ancillary services (as well as energy) sales. Instead,
NYAPP claims a larger “cost-based” credit due to the fact that the Authority’s
guantity of regulation service and operating reserves sales into the NYISO
exceeds the amount needed to meet the requirements of our contract

customers.®

2 NYPA's methodology for the CoS credit for the costs of producing ancillary services was

included in the report by Frank C. Graves of the Brattle Group, which can be found at
http://www.nypa.gov/Trustees/2003%20minutes/apr/6%20-%20Appendix%20B. pdf
¥ NYAPP makes no mention of NYPA's inclusion of cost-based credits associated with the
production of two other ancillary services, voltage support and black-start service. Though these
credits are not large, they are proposed to continue in the 2007-08 Rate Years.
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Because this claim for an enhanced “cost-based” credit is contrary to the
principles agreed to between the Public Customers and NYPA, it must be
rejected. The 2003 settlement to which all of NYAPP’s members entered into
states:

Except for the cost-based credit for surplus
hydroelectric energy sales . . . the Systems will
neither receive nor claim (in the Hydro cost of service
or otherwise) a past or future share of any other
ancillary services or surplus energy-related Hydro
revenues received by NYPA . ... NYPA will continue
to credit the cost-based revenues from hydro energy
sales in the Hydroelectric cost of service in the same
manner as in the 2003 Hydroelectric cost of service
study. The credit will be based on NYPA's tariff
energy charge, as it changes from time to time.**

Although it is careful to assert that it is not seeking a share of the Authority’s
revenues™ (as that would be disallowed under the terms of the Auer Settlement),
NYAPP’s claim would essentially undo its agreement with NYPA setting forth the
crediting methodology for all excess sales of energy (which includes energy-

based ancillary services sales).

In similar fashion, the Neighboring States’ claim is also inconsistent with their
NYPA settlements. In their contracts with NYPA for Niagara Project power, their
members agreed that certain methodologies and principles adopted by the
Authority in 2003 could continue to be used without objection when the Authority
sets future hydro rates. One of those principles is “(iii) Treatment of sales to third
parties, including the New York Independent System Operator.” Thus, under the
terms of their Niagara contracts, the Neighboring States have already consented
to the continued use of the 2003 methodology, and their claim to enlarge the
“cost-based” production credit in the derivation of the base hydro rate has no

merit. The Neighboring States cite this contract principle for the opposite result

' From NYPA's settlements with MEUA, City of Jamestown and the four rural electric
cooperatives; emphasis added.

5 sSee Russell at 32-33.
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(NS Comments, § 2), but it does nothing to help their argument. Under their
Niagara contracts, the Neighboring States agreed to allow the Authority to

continue its existing practice of making credits to the RSR for such sales.

2. Contrary to NYAPP’s Assertions, the Authority’s Sales of
Ancillary Services into the NYISO Do Not Represent Additional
Firm Capacity.
NYAPP is mistaken when it asserts that there is additional firm capacity available
to be sold to preference customers. While much of Mr. Russell’s testimony is a
critiqgue of the Niagara Study, which is not subject to review in this proceeding, it
is important to rebut some of NYAPP’s notions concerning the operations of the

Niagara Project.

When the Authority bids and then sells ancillary services in quantities that
exceed those associated with needs of contract customers, this does not reflect
an increase in the firm capacity of the plant. Rather, this may result in less
energy available to sell to contract load which NYPA makes up, as Mr. Russell
frequently observes, by purchasing energy from thermal sources to meet the
Authority’s contractual commitments to customers. The Authority is at risk for
gaining or losing net revenues in this market, but is providing a benefit to the
NYISO for these ancillary services for which it is well-suited. Likewise, a decision
not to sell ancillary services into the NYISO would not result in an increase the
firm capacity of the Project. Mr. Russell again appears to believe that the
nameplate capacity increase stemming from the Niagara Project Upgrade led to
a corresponding increase in firm capacity which serves as the basis for
“substantial sales into NYISO ancillary services markets.” (Russell at 28). This
Staff Analysis has already explained that such nameplate capacity increases did
not lead to a firm capacity increase of the Project. For the same reasons, Mr.
Russell’s reliance (at 33) on the installed capacity rating of the Niagara Project is

similarly misplaced.
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Under the NYISO market rules, generators that provide regulation service
provide such service bounded by the units’ upper and lower operating limits.
Reserves are also available only when the unit is operating within the
dispatchable portion of their operating range. Reserves and regulation services
are provided not in addition to a project’s energy capability but as one or the
other, with the NYISO ultimately making the choice as to which service is to be
provided. Twice a year each plant must do a 4-hour DMNC test verifying its
capability given the expected flows available from the Niagara River. But these
4-hour tests do not reflect the firm capacity available to be marketed on a firm

basis.

Recommendation:

Because there is no basis to accept customer claims that the cost-based credit
should be increased, Staff does not recommend any adjustments to this element
of the CoS.
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C. Issue: Inflation Compensation Adjustment

Public Comments:

The MEUA stated that the Authority has used the incorrect Handy-Whitman
Index ("HWI”) numbers in calculating the annual inflation compensation
adjustment. MEUA proposed that the initial HWI number used should be that for
July 1, 1981 and not the July 1, 1980 number which has been used in all of the
Authority’s Cost of Service analyses. The change in the HWI for the 12 months
ended July 1, 1981 was 7.5%, while that for the 12 months ended July 1, 1982
was 4.5%. MEUA proposes that the Authority restate over 20 years of cost
studies which would result in an $11.5 million positive adjustment in the RSR
balances. NYAPP and Neighboring States support the MEUA position.

Staff Analysis:

The April 1983 Final Staff Report, noted that the beginning rate base for 1982
should be the net original cost plant in service as of the end of 1981, based upon
the Gilbert Associates’ depreciation study. Annual changes in the HWI (July 1 to
June 30) would be used to index original cost depreciation expense. The use of
the July 1, 1980 starting date was necessitated by the availability of data at the
time of the initial studies. The May 1987 Final Staff Report also shows in
Appendix | that the initial HWI was the number for July 1, 1980. According to its
comments, MEUA first raised the issue about the base period HWI in June 1993,

but never in the context of a hydroelectric rate proceeding.

Recommendation:

Staff does not recommend changing the base period HWI to July 1, 1981 from
July 1, 1980. The choice of the July 1, 1980 starting date was appropriate and
necessitated by the availability of data at the time of the initial studies. To
change the base year now would amount to rolling back the clock on over 20
years of cost analyses and rate approvals by the Authority’s Trustees. Thisis a

well-settled matter and MEUA'’s recommendation should not be accepted.
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D. Issue: UCAP Sales Credit

Public Comments:
Neighboring States proposed that the Authority should include a credit for

anticipated UCAP sales in the proposed rates.

Staff Analysis:

Staff has been including and the customers have been receiving a credit for
short-term sales of capacity above the base level of capacity sales in the annual
RSR reconciliation. This calculation is performed after the actual amounts for the
year are known. A review of the monthly auction prices of rest of state capacity
for the past four years shows a fluctuation of prices between $0.25/kW-month to
$3.30/kW-month, as the table below shows:

NYISO Monthly Prices
Rest of State Capacity
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This price volatility, together with the natural uncertainty in the amount of excess
capacity available from the Hydro Projects, make forecasting a UCAP credit for

inclusion into current rates problematic.
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Recommendation:
Staff does not recommend including an estimated UCAP credit in the proposed
CoS for 2007 and 2008.
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E. Issue: Request for CoS Credit for Hydroelectric Energy Sales into
NYISO Markets.

Public Comments:

The Neighboring States assert that the cost-based credit they receive for all
sales of energy made into the NYISO, through an annual reconciliation to the
RSR, is insufficient because it does not give them a share of price at which
NYPA sells its Hydro Project energy is into the NYISO markets. (NS Comments
81). The Neighboring States request an over $4 million adjustment to the CoS

based on this argument.

Staff Analysis:

Staff notes that the Neighboring States’ argument is a collateral attack on Auer
Settlement principles, which all of the customers have accepted as direct
signatories or through their power contracts. Thus, there is no adjustment
warranted. To repeat our previous explanation made in the context of the
requested increased cost-based credit for ancillary services production, once the
customers have received a cost-based credit for sales into the NYISO, the
customers have no entitlement to the revenues of the Hydro Projects due to
energy sales into the NYISO because once the cost-based rate is set, any
revenues above cost garnered from other sales may be deposited into the
general fund of the Authority and such excess revenues should not be used to

produce preference rates that are below cost.
Recommendation:

Because this claim is foreclosed by the Auer Settlement principles, Staff

recommends no CoS adjustment based on the NS Customers’ claim.
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F. Issue: Request for CoS Credit for Authority’s Investment Income.

Public Comments:

The Neighboring States argue that the Authority’s investment income should be
treated as derived from “customer-contributed” capital and therefore credited
against the CoS. (NS Comments, § 3). NYAPP concurs with this position.
(Russell at 41).

Staff Analysis:

This novel argument again runs counter to the ratemaking principles established
in the contracts. The preference rates are cost-based rates where no working
capital charge is included and no real rate of return is earned. A portion of the
Authority’s investment income is derived from the Hydro Projects, but the
Authority’s investments are not preference customer-contributed capital for which
the interest must be credited to the preference customers. A claim for a share of
the Authority’s investment income would produce preference rates that are below
cost in violation of Auer Settlement principles. Yet, that is exactly the result if
investment income derived from such excess revenues is used as a credit to the
CoS.

Recommendation:

Staff recommends that a credit not be provided for investment income.
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G. Issue: Headquarters Expense Component of Shared Services

Public Comments:

MEUA and NYAPP both contend that certain elements of the Headquarters
Expense portion of the Shared Services allocated to the Cost-of-Service should
be reallocated to other cost categories. The MEUA proposes redistributing the
allocation based on the organizational title of each department included in the
Headquarters component of the Shared Services cost category, and overall
supports a “more refined treatment, which provides a better matching of cost
responsibility and cost recovery.” MEUA requests a CoS reduction of $2.04
million in Rate Year 2007 and $1.97 million in Rate Year 2008. (MEUA
Statement at 2 and Exhibit V). NYAPP claims that certain Headquarters
functions should be allocated based on NYISO market revenues and adds that it
supports MEUA's proposed adjustments concerning cost responsibility. (Russell
at 35-37).

Staff Analysis:

The MEUA’s recommendation is based on the title of the departments at NYPA'’s
Headquarters which make up the Headquarters component of Shared Services
and not the functionality of these organizations. They assume that Power
Generation HQ is solely a production function and should be allocated
accordingly when in fact Power Generation HQ provides support for
environmental programs, safety and quality assurance, engineering support for
Corporate Headquarters offices and asset management which benefit NYPA as a
whole. The Transmission department, which they contend should be totally
excluded as does NYAPP, is responsible for the System Operations, System
Operations Scheduling & Accounting and metering functions which support all of
NYPA'’s projects and operations. NYAPP proposes to allocate headquarters
costs based on revenues generated from the NYISO markets, to marketing
and/or power trading functions, and not allocate those costs based on the firm

loads of the NYAPP members which would be inconsistent with ratemaking
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principles as well as the basis used to allocate other costs in the Cost-of-Service.
NYAPP offers no basis to support their contention that the Information

Technology projections are excessive.

Nonetheless, as a result of the filed comments, NYPA staff again reviewed the
manner in which actual costs are allocated to all of NYPA's projects and facilities
and how those actual costs flow through to the annual RSR calculation. Certain
cost centers within the Headquarters departments are more correctly allocated
based on the functions they perform rather than a straight labor allocation. The
Energy Risk Assessment and Control, Energy Resource Management,
Marketing, Transmission and Corporate Finance functions were among those
reviewed. As a result of this analysis, and consistent with MEUA's request, staff
has refined its treatment of these costs and recalculated the Headquarters
component of the Shared Services category. This results in a reduction in the

projections for the 2007 and 2008 rate years.

Recommendation:
Based on the analysis stated, Staff recommends reducing the Shared Services
by $3 million for 2007 and $2.9 million for 2008 to be reflected in the attached

revised Cost-of-Service.
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H. Issue: Incentive Pay Component of Shared Services

Public Comments:

Several parties commented on the amount of Shared Services portion of the
Indirect Overheads allocated to the R&D customers. MEUA contends that the
Incentive Pay portion of the Shared Services allocated to the Cost-of-Service is
overstated. (MEUA Statement at 2). NYAPP supports the MEUA claim.
(Russell at 37).

The MEUA's analysis infers that the $1.2 million allocated as part of the
Corporate Headquarters Incentive Pay already includes the separate, directly
assigned, Hydroelectric Production component of $1 million resulting in an

overstatement of the allocation by $247,800 for each of the proposed rate years.

Staff Analysis:

The Incentive Pay allocation as presented is appropriate. NYPA does not include
a provision for Incentive Pay in the annual budget process and is therefore not
included in the projected O&M budget. Incentive Pay is expensed in the year
awarded if the goals approved by the Trustees are met. Of the $2.2 million of
Incentive Pay allocated to Niagara and St. Lawrence, $1 million is directly
assigned and represents the projected Incentive Pay for the O&M labor directly
charged to the Niagara and St. Lawrence projects. The remaining $1.2 million
assigned to the Niagara and St. Lawrence projects is the product of the allocated
portion of the total $2.9 million for Incentive Pay estimated for Headquarters

support (Shared Services) times the 42% labor allocation ratio.
Recommendation:

Based on the analysis stated, Staff does not recommend any changes to the

Incentive Pay component of the Shared Services allocation.
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I. Issue: Inclusion of Research & Development Costs

Public Comments:

The MEUA, Neighboring States, and NYAPP argue that most, if not all, of the
Authority’s Research & Development (R&D) costs should not be allocated to the
Cost-of-Service. All parties contend that most of the programs which make up
the R&D cost projections do not relate to hydroelectric production and should
therefore be excluded. (MEUA Statement at 3; NS Comments 8§ 4; Russell at 37-
38). The MEUA and Neighboring States further argue that the projected
contributions to EPRI and NYSERDA should be excluded because under
Federal Energy Regulatory Commission (FERC) policies, such costs should not
be allocated to wholesale customers. NYAPP further recommends that R&D
costs be excluded u