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Report of Management

Management is responsible for the preparation, integrity and objectivity of the financia statements of the Power Authority of the State of
New York (the Authority), aswell asal other information contained in the Annual Report. The financial statements have been prepared in
conformity with accounting principles generally accepted in the United States of Americaand, in some cases, reflect amounts based on the
best estimates and judgments of management, giving due consideration to materiality. Financia information contained in the Annual
Report is consistent with the financial statements.

The Authority maintains a system of internal controls to provide reasonable assurance that transactions are executed in
accordance with management’ s authorization, that financial statements are prepared in accordance with accounting principles generally
accepted in the United States and that the assets of the Authority are properly safeguarded. The system of internal controls is documented,
evaluated and tested on a continuing basis. No interna control system can provide absol ute assurance that errors and irregularities will not
occur due to the inherent limitations of the effectiveness of internal controls, however, management strives to maintain a balance,
recognizing that the cost of such system should not exceed the benefits derived.

The Authority maintains an internal auditing program to independently assess the effectiveness of internal controls and to report
findings and recommend possible improvements to management. This program includes a comprehensive assessment of internal controls as
well astesting of al key controlsto ensure that the system is functioning asintended. Additionaly, as part of its audit of the Authority’s
financial statements, Ernst & Young LLP, the Authority’ s independent auditors, considers internal controls over financial reporting asa
basis for designing audit procedures that are appropriate in the circumstances, but not for purpose of expressing an opinion on the
effectiveness of the Authority’ sinternal controls over financial reporting. Management has considered the recommendations of the internal
auditors, the Office of the State Comptroller (OSC), and the independent auditors concerning the system of internal controls and has taken
actionsthat it believed to be cost-effective in the circumstances to respond appropriately to these recommendations. Based on its structure
and related processes, management believes that, as of December 31, 2008, the Authority’s system of internal controls provides reasonable
assurance as to the integrity and reliability of the financial statements, the protection of assets from unauthorized use or disposition and the
prevention and detection of fraudulent financial reporting.

The members of the Authority’s Board of Trustees, appointed by the Governor, by and with the advice and consent of the Senate,
are not employees of the Authority. The Trustees' Audit Committee meets with the Authority’ s management, its Vice President of Internal
Audit and its independent auditors periodicaly, throughout the year, to discussinternal controls and accounting matters, the Authority’s
financial statements, the scope and results of the audit by the independent auditors and the periodic audits by the OSC, and the audit
programs of the Authority’ s internal auditing department. The independent auditors, the Vice President of Internal Audit and the Vice
President of Ethics & Employee Resources have direct access to the Audit Committee.

Joseph M. Del Sindaco
Executive Vice President & Chief Financia Officer
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Report of Independent Auditors
El] ERNST & YOUNG LLP

To the Board of Trustees
Power Authority of the State of New Y ork

We have audited the accompanying balance sheets and related statements of revenues, expenses, and change in net assets and of cash flows
of the Power Authority of the State of New Y ork (the “ Authority”) as of and for the years ended December 31, 2008 and 2007. These
financial statements are the responsibility of the Authority’ s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States and the standards for financial
statement audits contained in Gover nment Auditing Standards, issued by the Comptroller General of the United States. Those standards
reguire that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes consideration of internal control over financia reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Authority’ s internal control
over financia reporting. Accordingly, we express no such opinion. An audit also includes examining, on atest basis, evidence supporting
the amounts and disclosuresin the financia statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audits provide areasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of the Authority as of
December 31, 2008 and 2007, and the changes in its financial position and its cash flows for the years then ended, in conformity with US
generally accepted accounting principles.

In accordance with Government Auditing Sandards, we have a so issued our report dated February 26, 2009 on our consideration of the
Authority’sinternal control over financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the internal control over financia
reporting or on compliance. That report is an integral part of an audit performed in accordance with Government Auditing Standards and
should be considered in assessing the results of our audit.

Management’ s Discussion and Analysis and the Schedule of Funding Progress on pages 20 to 26 and page 51, respectively, are not a
reguired part of the basic financia statements but are supplementary information required by the Governmental Accounting Standards
Board. We have applied certain limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not audit the information and express no
opinion on it.

Samt ¥ LLP

5 Times Square
New York, NY 10036

February 26, 2009
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Operating Environment

The Authority’s mission is to provide clean, economical and reliable energy consistent with its commitment to safety, while promoting
energy efficiency and innovation, for the benefit of its customers and all New Y orkers. To accomplish its mission, the Authority’s strategic
goasare as follows:

e Providing valueto our customersand the people of New York State by creating more value through low cost power and
energy Sservices,

e Optimization and potential expansion of generation assets by preparing the Authority to get the most out of its existing
generation assets and to build the capacity to see that future energy needs of its customers and the people of New Y ork State are
met;

e  Optimization and upgrade of transmission assets by preparing the Authority to get the most out of its existing transmission
assets and upgrade where necessary to see that the future energy needs of its customers and the people of New York State are
met;

e Employee development and readiness by providing for a skilled, motivated and diverse workforce prepared to meet the
challenges it needs to confront in order to fulfill its mission;

e  Supporting New York State Energy Policy by advancing Energy Policy goals as outlined by the Governor and/or the
Legislature and approved by the Board of Trustees ;

e Planning for the future by providing the capability to plan for the long term and to ensure that approved plans are implemented.

The Authority's financial performance goal is to have the resources necessary to achieve its mission, to maximize opportunitiesto serve its
customers better and to preserve its strong credit rating.

To maintain its position as alow cost provider of power in a changing environment, the Authority has undertaken and continues
to carry out a multifaceted program, including: () the upgrade and relicensing of the Niagara and St. Lawrence-FDR projects; (b) long-
term supplemental electricity supply agreements with its governmental customers located mainly within the City of New York (NYC
Governmental Customers); (c) construction of a 500-megawatt (MW) combined-cycle electric generating plant at the Authority’ s Pol etti
plant site (500-MW plant); (d) a significant reduction of outstanding debt; and (€) implementation of an energy and fuel risk management
program. Major accomplishments during 2008 supporting this program include an agreement (approved by Governor Paterson in January
2009) with Alcoafor the continued supply of hydropower from the Authority’s St. Lawrence-FDR Power Project, additional funding of the
Authority’s Other Postemployment Benefits (OPEB) obligation and initiating the development of a program to assess enterprise-wide risk
across the Authority.

The Authority operates in a competitive and sometimes volatile market environment. Volatility in the energy market has
unfavorably impacted the Authority in its role as a buyer and has resulted in higher costs of purchased power and fuel initsNYC
Governmental Customer and other market areas. The NY C Governmental Customer market cost situation has been addressed and
mitigated by both the “Energy Charge Adjustment with Hedging” (ECA) cost recovery provisionsin the new long-term supplemental
electricity supply agreements and generation from the 500-MW plant. It should be noted that higher energy prices have, in some cases,
favorably impacted the Authority in itsrole as a seller (revenues) in the electricity market. In 2008, wholesale dlectricity prices peaked in
the summer and declined towards year-end reflecting the weaknesses in the economy and in commodity prices. Wholesale el ectricity
prices are forecasted to be lower in 2009, thereby resulting in lower costs of purchased power and fuel, but also unfavorably impacting the
Authority initsrole as aseller in the electricity market.

The Authority also operatesin an environment where certain programs implemented by the State have been funded by voluntary
contributions from the Authority, for example, the Power for Jobs program. The economic downturn has also caused severe budget
problems for the State resulting in additional requests for voluntary contributions from the Authority. See NoteL (7), “New York State
Budget Matters and Other Issues.”

During 2008, volatile financial markets severely impacted the world economy. According to the National Bureau of Economic
Research (NBER), arecession in the United States began in December 2007. Many economists believe that this recession will be long and
deep. The environment has been described as the worst financial crisis sincethe 1930's. Credit availability became scarce or non-existent
even for the most creditworthy borrowers.  In this environment, the Authority continued to exercise its financia flexibility. Asan
example, in early 2008, the periodic auctionsin the $300 billion Auction Rate Securities (ARS) market began failing and the ARS market
becameilliquid. Investorswere unableto readily sell their investmentsin ARS and if they were able to sell, it was at a significant discount.
The Authority decided to refund its $72.1 million in ARS with tax-exempt commercial paper thereby rendering its holders of ARS wholein
anilliquid market.
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Summary Statement of Revenues, Expenses, and Changes in Net Assets

(in Millions)
2008 vs. 2007 vs.
2007 2006
Favorable/ Favorable/
2008 2007 2006 (Unfavorable) (Unfavorable)
Operating Revenues $3,185 $2,906 $2,666 10% 9%
Operating Expenses
Purchased power 1,242 1,182 1,067 (5%) (11%)
Fuel 615 535 523 (15%) (2%)
Operations & Maintenance 456 501 432 9% (16%)
Wheeling 388 327 296 (19%) (10%)
Depreciation 173 178 173 3% (3%)
Total Operating Expenses 2874 2,723 2,491 (6%) (9%)
Operating Income 311 183 175 70% 5%
Nonoperating Revenues 164 166 72 (1%) 131%
Nonoperating Expenses 176 114 110 (54%) (4%)
Nonoperating Income (L0ss) (12 52 (38) (123%) 237%
Net Income & Changein Net Assets 299 235 137 2% 2%
Net Assets— Beginning 2,268 2,033 1,896 12% 7%
Net Assets— Ending 2,567 $2,268 $2,033 13% 12%

The following summari zes the Authority's financia performance for the years 2008 and 2007:

The Authority had net income of $299 million in the year 2008, compared to $235 million in 2007. This $64 million increase in net income
is attributable to higher operating revenues ($279 million) partialy offset by higher operating expenses ($151 million) and lower
nonoperating income ($64 million). Revenues were higher primarily due to increased production at the Flynn plant, higher delivery
service revenues in serving the southeastern New Y ork (SENY) Governmental Customers and higher market-based sales. Theincreasein
delivery service revenues reflects the pass through to customers of a price increase instituted by our service provider. Market-based sales
were higher mainly due to higher prices on power sold to the NY SO generated by the Authority’s Poletti plant and the Small Clean Power
Plants. Operating Expenses were higher primarily due to higher prices for purchased power, fuel and delivery servicein serving the SENY
Governmental Customers. Operations and maintenance expenses were lower primarily due to alower voluntary contribution to New Y ork
State related to the Authority’ s Power for Jobs program. Pursuant to State budget legislation, the Authority made a voluntary payment of
$60 million to the State unrelated to the Authority’ s Power for Jobs program. This payment has been reflected and classified asa
Contribution to New Y ork State in the nonoperating expenses section of the Authority’s 2008 financial statements.

During 2008, total debt decreased by $168 million, or 7%, primarily due to scheduled maturities and early extinguishment of
debt. Interest expense was $2 million higher than 2007 primarily due to the increase in interest expense related to relicensing cost
obligations ($11 million) offset by reductionsin interest costs related to areduced level of long-term debt ($4 million) and short-term debt
($5 million) due to lower interest rates. During the period 1998 to 2008, the Authority reduced its total debt/equity ratio from 1.44 to 0.83.
Thisisthefirst time that the Authority’ stotal debt/equity ratio has gone below 1 and is also the Authority’s lowest debt/equity ratio since it
implemented proprietary accounting in 1982.

The Authority had net income of $235 million in the year 2007, compared to $137 million in 2006. This $98 million increasein
net income is attributable to higher revenues ($240 million) and non-operating income ($87 million) partially offset by higher operating
expenses ($232 million). The increase in revenues was primarily due to the recovery of higher energy costsincurred in serving the SENY
Governmental Customers and higher market-based sales of power generated by the Authority’s 500 MW plant and the Small Clean Power
Plants. The increase in nonoperating income was primarily due to the recognition of an initia payment of $72 million from subsidiaries of
Entergy Corporation resulting from negotiation of revised agreements regarding the sharing of revenues generated by the nuclear power
plants previously owned by the Authority. Operating expenses were higher due to increased purchased power and fuel costs combined
with a higher voluntary contribution to New Y ork State associated with the Power for Jobs program.

Operating Revenues

Operating revenues of $3,185 million in 2008 were $279 million or 10% higher than the $2,906 million in 2007, primarily due to increased
production at the Flynn plant, higher delivery service revenues in serving the SENY Governmental Customers and higher market-based
sadles. Theincreasein delivery service revenues reflects the pass through to customers of a price increase instituted by our service provider.
Market-based sales were higher mainly due to higher prices on power sold to the NY SO generated by the Authority’s Poletti plant and the
Small Clean Power Plants.

Purchased Power and Fuel

Purchased power costs increased by 5% in 2008 to $1,242 million from $1,182 million in 2007, primarily due to the higher prices and
increased volume related to purchased power for the SENY Governmental Customer market area. Fuel costs were $80 million (15%)
higher during 2008, reflecting higher fossil-fuel production and higher fuel prices at the Flynn and Poletti plants and related higher salesto
the NYISO.
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Operations and Maintenance

O&M expenses decreased by 9% in 2008 to $456 million primarily due to lower accrued voluntary contributions to New Y ork State
relating to the Power for Jobs program. (See NoteL (7), “New Y ork State Budget Matters and Other Issues’ for related information on
voluntary contributions to the State.)

Nonoperating Revenues

For 2008, nonoperating revenues decreased by $2 million or 1% due to dlightly lower average invested balances and lower rates of return
resulting from the flight to quality and safety of federal government securitiesin the financial market. Nonoperating revenues for 2008 and
2007 include income recognition of $72 million for each year resulting from the negotiation of a revised revenue sharing agreement
relating to revenues generated at the nuclear power plants sold to subsidiaries of Entergy Corporation in 2000. See Note K (1), “Nuclear
Plant Divestiture,” for additional information.

Nonoperating Expenses
For 2008, nonoperating expenses increased by $62 million or 54% primarily due to the Authority’s $60 million voluntary contribution to
New York State that was not related to the Power for Jobs program.

Cash Flows

During 2008, the Authority generated cash flows of $448 million from operations compared to $326 million in 2007. Cash flows from
operating activities for 2008 were higher than 2007 primarily due to increased revenue from energy salesto the NY1SO at higher average
prices than the prior year and higher receipts from customers for the sale of power, partially offset by an increase in purchased power cost
dueto increasesin price.

Net Generation

Net generation for 2008 was 27.2 million megawatt-hours (MWh) compared to the 26.3 million MWh generated in 2007. Net generation
from the Niagara (13.6 million MWh) and St. Lawrence (7.0 million MWh) facilities were 4% and 5% higher, respectively, than 2007
(13.1 million MWh and 6.7 million MWHh, respectively). During 2008, combined net generation of the fossil fuel plants was 6.7 million
MWh, level with 2007 (6.8 million MWh), with increased output from the older Poletti and Flynn plants offsetting decreases at the newer
500-MW and the Small Clean Power Plants due to maintenance outages.

Beginning in 1999 and continuing through 2003, below average water levelsin the Great Lakes reduced the amount of water
available to generate power at the Authority's Niagara and St. Lawrence-FDR projects, thereby requiring the periodic curtailment of the
electricity supplied to the Authority's customers from these projects. Flow conditions have improved such that hydroel ectric generation
levels have returned to near long-term average from 2004 through 2008.

New York State Budget Matters

The Authority is requested, from time to time, to make financia contributions or transfers of funds to the State. Any such contribution or
transfer of funds must (i) be authorized by State legislation (generally budget legidation), and (ii) satisfy the requirements of the Bond
Resolution. The Bond Resolution reguirements to withdraw moneys “free and clear of the lien and pledge created by the [Bond]
Resolution” are as follows: (1) must be for a*“lawful corporate purpose as determined by the Authority,” and (2) the Authority must
determine “taking into account, among other considerations, anticipated future receipt of Revenues or other moneys constituting part of the
Trust Estate, that the funds to be so withdrawn are not needed” for (a) payment of reasonable and necessary operating expenses, (b) an
Operating Fund reserve for working capital, emergency repairs or replacements, major renewals, or for retirement from service,
decommissioning or disposal of facilities, (c) payment of, or accumulation of areserve for payment of, interest and principal on senior
debt, or (d) payment of interest and principal on subordinate debt.

Legislation enacted into law, as part of the 2000-2001 State budget, as amended in subsequent years, authorizes the Authority “as
deemed feasible and advisable by the Trustees,” to make annual “voluntary contributions’ into the State treasury in connection with the
PFJ Program. Commencing in December 2002 through March 2008, the Authority made such voluntary contributions to the Statein an
aggregate amount of $424 million.

In recent years, annual extensions of the PFJ Program have been signed into law. The most recent in April 2008 (1) extends the
PFJ Program, including the PFJ Rebate provisions, to June 30, 2009; (2) authorizes the Authority to make an additional voluntary
contribution of $25 million for the State Fiscal Y ear 2008-2009 with the aggregate amount of such contributions increasing to $449
million; (3) authorizes certain customers that had elected to be served by PFJ contract extensions to elect to receive PFJ Rebates instead;
and (4) requires the Authority to make payments to certain customers to reimburse them with regard to PFJ Program electric prices that are
in excess of the electric prices of the applicable loca electric utility.

In light of the severe budget problems facing the State at this time, the Governor proposed and the Legislature enacted additional
budget legislation authorizing the Authority, as deemed “feasible and advisable by itstrustees’ to make voluntary contribution payments of
$119 million during the remainder of State Fiscal Y ear 2008-2009 and $107 million during State Fiscal Y ear 2009-2010. Subsequent to
year-end, the Authority’ s Trustees authorized additional voluntary contributions of $119 million that were paid in January 2009. With this
$119 million payment, the Authority has made voluntary contributions to the State totaling $449 million in connection with the PFJ
Program and $70 million unrelated to the PFJ Program aong with the annual payment for 2008 and prepayments for 2009 and 2010
totaling $24 million to the New Y ork State Office of Parks, Recreation and Historic Preservation (“OPRHP”). The financia statements for
the year ended December 31, 2008 include an accrued liability and charge against net income related to the portion applicable to 2008 ($33
million). The costs related to 2009 ($78 million) which is composed of the $70 million contribution to State and $8 million OPRHP
payment were recorded in January 2009 to be reported and classified as a Contribution to State and an operating expense, respectively, in
the 2009 income statement. The $8 million OPRHP payment applicable to 2010 was recorded as a prepayment for 2010 made in January
2009.
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In addition to the authorization for the voluntary contributions, the Authority has also been requested to provide temporary
transfers to the State of certain funds currently in reserves. Pursuant to the terms of a Memorandum of Understanding dated February 2009
(“MOU") between the State, acting by and through the Director of Budget of the State, and the Authority, the Authority agreed to transfer
approximately $215 million associated with its Spent Nuclear Fuel Reserves (Asset B) by the end of State Fiscal Y ear 2008-2009. The
Spent Nuclear Fuel Reserves are funds that have been set aside for payment to the federal government sometime in the future when the
federal government accepts the spent nuclear fuel for permanent storage. The MOU provides for the return of these funds to the Authority,
subject to appropriation by the State Legislature and the other conditions described below, at the earlier of the Authority’s payment
obligation related to the transfer and disposal of the spent nuclear fuel or September 30, 2017. Further, the MOU provides for the
Authority to transfer during State Fiscal Y ear 2009-2010 $103 million of funds set aside for future construction projects (Asset A), which
amounts would be returned to the Authority, subject to appropriation by the State L egislature and the other conditions described below, at
the earlier of when required for operating, capital or debt service obligations of the Authority or September 30, 2014.

The obligation of the State to return all or a portion of an amount equal to the moneys transferred by the Authority to the State
would be subject to annual appropriation by the State Legislature. Further, the MOU provides that as a condition to any such appropriation
for the return of the monies earlier than September 30, 2017 for the Spent Nuclear Fuel Reserves and earlier than September 30, 2014 for
the construction projects, the Authority must certify that the monies available to the Authority are not sufficient to satisfy the purposes for
which the reserves, which are the source of the funds for the transfer, were established.

In February 2009, the Authority’ s trustees authorized the execution of the MOU relating to the temporary transfers of Asset B
($215 million) by March 27, 2009 and Asset A ($103 million) within 180 days of the enactment of the 2009-10 State Budget; and approved
the payment of the voluntary contribution of $107 million by March 31, 2010. The temporary transfer of Asset A ($103 million) and the
voluntary contribution of $107 million will require trustee reaffirmation prior to the actual dates of the transfer and contribution.

For financial reporting purposes, the Authority will classify the transfers of Asset A and Asset B ($318 million) as along-term
loan receivable. Inlieu of interest payments, the State will waive certain future payments from the Authority to the State. Firstly, the
Authority’s obligation to pay the amounts to which the State is entitled under a governmental cost recovery process for the costs of central
governmental services would be waived until September 30, 2017. These payments would have been approximately $5 million per year
based on current estimates but the waiver would be limited to a maximum of $45 million in the aggregate during the period. Secondly, the
obligation to make payments in support of the Niagara State park and for the upkeep of State lands adjacent to the Niagara or St. Lawrence
power plants would be waived from April 1, 2011 to March 31, 2017. These payments would have been $8 million per year but the waiver
would be limited to a maximum of $43 million for the period. The present value of the waivers exceeds the present value of the lost
interest income. The voluntary contribution of $107 million, if made, will be reflected and classified as a Contribution to State in the 2010
income statement.

Governmental Customers in the New York City Metropolitan Area

In 2005, the Authority and its NY C Governmental Customers entered into long-term supplemental electricity supply agreements
(Agreements). Under the Agreements, the NY C Governmental Customers agreed to purchase their electricity from the Authority through
December 31, 2017, with the NY C Governmental Customers having the right to terminate service from the Authority at any time on three
years' notice and, under certain limited conditions, on one year’ s notice, provided that they compensate the Authority for any above-market
costs associated with certain of the resources used to supply the NY C Governmental Customers. Beginning in 2005, the Authority
implemented a new annual price setting process under which the NY C Governmental Customers request the Authority to provide indicative
electricity prices for the following year reflecting market-risk hedging options designated by the NY C Governmental Customers. Under
the Agreements, such market-risk hedging options include afull cost pass-through arrangement relating to fuel, purchased power, and

NY 1SO-related costs, including such an arrangement with some cost hedging.

Under the Agreements, the Authority will modify rates annually through aformal rate case where there is a change in fixed costs
to serve the NY C Governmental Customers. Except for the minimum volatility price option, changesin variable costs, which include fuel
and purchased power, will be captured through contractual pricing adjustment mechanisms. Under these mechanisms, actual and projected
variable costs are reconciled and all or aportion of the variance is either charged or credited to the NY C Governmental Customers.

In 2007, the NY C Governmental Customers selected an “Energy Charge Adjustment with Hedging” cost recovery mechanism
under which all Variable Costs are passed on to them, and which, once elected, applies for two consecutive years. Thus, an ECA
mechanism applied during calendar year 2008. The Authority incorporated the Trustee-approved Fixed Costs, the Variable Costs
determined under the Agreement’ s rate-setting process and the ECA set forth in the Agreement, into new rates effective for 2008 billings.
Since an ECA mechanism was in effect for 2008, Authority invoices included an addition or subtraction each month that reflected changes
in the cost of energy as described in the Agreement. The parties have agreed to continue the ECA mechanism for 2009.

With the customers' guidance and approval, the Authority will continue to offer up to $100 million annually in financing for
energy efficiency projects and initiatives at governmental customers’ facilities, with the costs of such projects to be recovered from such
customers.

The Authority’s other SENY Governmental Customers are Westchester County and numerous municipalities, school districts,
and other public agencies located in Westchester County (collectively, the “Westchester Governmental Customers’). Effective January 1,
2007, the Authority entered into a new supplemental electricity supply agreement with Westchester County (County), and by first quarter
2008, the remaining 103 Westchester Governmental Customers had executed the new agreement. Among other things, under the
agreement, an energy charge adjustment mechanism will be applicable, and customers are allowed to partially terminate service from the
Authority on at least two months notice prior to the start of the NY SO capability periods. Full termination is alowed on at least oneyear’s
notice, effective no sooner than January 1 following the one year notice.
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Energy Cost Savings Benefits
Certain business customers served under the Authority’ s High Load Factor, Economic Development Power and Municipal Distribution
Agency programs faced rate increases beginning November 1, 2005.

To remedy this situation, legislation was enacted into law in July 2005 (Chapter 313, 2005 Laws of New Y ork) (the ‘2005 Act’’)
which amended the Act and the New Y ork Economic Development Law (‘‘EDL’") in regard to several of the Authority’s economic
development power programs and the creation of energy cost savings benefits to be provided to certain Authority customers. Relating to
the Energy Cost Savings Benefits (“ECS Benefits’), the 2005 Act revises the Act and the EDL to alow up to 70 MW of relinquished
Replacement Power, up to 38.6 MW of Preservation Power that might be relinquished or withdrawn in the future, and for alimited period
up to an additional 20 MW of unallocated St. Lawrence-FDR Project power to be sold by the Authority into the market and to use the net
earnings, along with other funds of the Authority, as deemed feasi ble and advisable by the Authority’ s Trustees, for the purpose of
providing ECS Benefits. The ECS Benefits are administered by New Y ork State Economic Development Power Allocation Board
(EDPAB) and awarded based on criteria designed to promote economic devel opment, maintain and develop jobs, and encourage new
capital investment throughout New Y ork State. Initially scheduled to expire on December 31, 2006, additional laws in 2006, 2007 and 2008
(2006 law, 2007 law and 2008 law) extended the ECS Benefits program through June 30, 20009.

The 2006 law also provides that the Authority make available for allocation to customers the 70 MW of hydropower that had
been utilized as a source of funding the ECS Benefits (ECS Funding Source). From the inception of the ECS Benefits program through
December 31, 2007, there were no ECS Benefits paid by the Authority from internal funds, as opposed to funds derived from the sale of
such hydropower. For 2008, the Authority paid $40 million in ECS Benefits from internal funds and for the first six months of 2009, it is
estimated that it the Authority will pay approximately $10 million in ECS Benefits from internal funds.

Summary Balance Sheet

(in Millions)
2008 vs. 2007 vs.
2008 2007 2006 2007 2006

Current Assets $1,475 $1,370 $1,300 8% 5%
Capital Assets 3,737 3,773 3,427 (1%) 10%
Other Noncurrent Assets 1,795 1,865 1,672 (4%) 12%

Total Assets $7,007 $7,008 $6,399 - 10%
Current Liabilities $ 895 $830 $ 910 8% (9%)
Long-term Liabilities 3,545 3,910 3,456 (9%) 13%

Total Liabilities 4,440 4,740 4,366 (6%0) 9%
Net Assets 2,567 2,268 2,033 13% 12%

Total Liabilities and Net Assets $7,007 $7,008 $6,399 - 10%

The following summarizes the Authority's balance sheet variances for the years 2008 and 2007:

In 2008, current assets increased by $105 million (8%) to $1,475 million primarily due to an increase in investment in securities ($101
million). Capital assets decreased by $36 million (1%) to $3,737 million primarily due to decreased activity in the capital assets area.
Other noncurrent assets decreased by $70 million (4%) to $1,795 million primarily due to a decrease in the decommissioning fund ($167
million) and capital funds ($39 million) partially offset by an increase in other noncurrent assets ($143 million) of which $60 million
relates to prepaid OPEB costs to be amortized against future earnings. The decrease in the decommissioning fund due to market value loss
does not impact the Authority because its nuclear plant decommission obligation to Entergy is limited to the amount in the
decommissioning fund as reflected in the decrease in long-term liabilities. Current liabilities increased by $65 million (8%) to $895 million
primarily due to an increase in risk management obligations ($123 million) partially offset by reductions in accounts payable ($39 million)
and current maturities of long-term debt ($24 million). Long-term liabilities decreased by $365 million (9%) to $3,545 million primarily
due to decreases in long-term debt obligations ($149 million), nuclear plant decommissioning obligations ($167 million) and other long-
term liabilities ($49 million). The changes in net assets for 2008 and 2007 are discussed on page 21, Summary Statement of Revenues,
Expenses and Changesin Net Assets.

In 2007, current assets increased by $70 million (5%) to $1,370 million primarily due to an increase in investment in securities
($260 million) partialy offset by decreases in cash and cash equivalents ($151 million), receivables ($30 million), and risk management
assets ($9 million). Capital assets increased by $346 million (10%) to $3,773 million primarily due to the capitalization of the Niagara
relicensing costs. Other noncurrent assets increased by $193 million (12%) to $1,865 million due to increases in capital funds ($157
million) and restricted funds ($84 million) partially offset by a decrease in other noncurrent assets ($48 million). Current liabilities
decreased by $80 million (9%) to $830 million primarily due to decreases in accounts payable ($63 million) and current maturities of long-
term debt ($13 million). Long-term liabilitiesincreased by $454 million (13%) to $3,910 million primarily due to increases in deferred
credits and other long-term liabilities ($312 million) and long-term debt ($141 million).

Capital Asset and Long-term Debt Activity

The Authority currently estimates that it will expend approximately $826 million for various capital improvements over the five-year
period 2009-2013. The Authority anticipates that these expenditures will be funded using existing construction funds, internally-generated
funds and additional borrowings. Such additional borrowings are expected to be accomplished through the issuance of additional
commercia paper notes and/or the issuance of long-term fixed rate debt. Projected capital requirements during this period include:
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Projects (in Millions)

Niagara Relicensing Compliance/lmplementation $ 36
St. Lawrence-FDR Modernization Program 98
St. Lawrence-FDR Relicensing Compliance/| mplementation 22
Blenheim-Gilboa M odernization Program 51
Transmission 113
Lewiston Pump Generating Plant Modernization Program 100
Other 406

Total $826

In addition, the Authority’s capital plan includes the provision of $800 million in financing for Energy Services and Technology Projects to
be undertaken by the Authority’ s customers and other public entitiesin the State. It should also be noted that because of various issues
related to transmission and generation in New Y ork State, there isa potential for significant increasesin the capital expenditures indicated
in the table above.

On October 23, 2003, the Federal Energy Regulatory Commission (FERC) issued to the Authority a new 50-year license for the
St. Lawrence-FDR project, effective November 1, 2003. The Authority estimates that the total cost associated with the relicensing of the St.
Lawrence-FDR project for a period of 50 years will be approximately $210 million of which approximately $166 million has already been
spent. Thetotal cost could increase in the future as a result of additional requirements that may be imposed by FERC under the new
license.

By order issued March 15, 2007, FERC issued the Authority a new 50-year license for the Niagara Project effective September 1,
2007. In doing so, FERC approved six relicensing settlement agreements entered into by the Authority with various public and private
entities. The Authority currently expects that the costs associated with the relicensing of the Niagara Project will be at least $495 million
(2007 dollars) over a period of 50 years, which includes $50.5 million in administrative costs associated with the relicensing effort and
does not include the value of the power allocations and operation and maintenance expenses associated with several habitat and
recreational elements of the settlement agreements. In mid-April 2007, two petitions for rehearing were filed by certain entities with FERC
regarding its March 15, 2007 order, which petitions were denied by FERC in its order issued September 21, 2007. In November 2007,
these entities filed a petition for review of FERC’s ordersin the Court of Appeals for the District of Columbia Circuit. Briefing by the
parties has been completed and oral argument before the Court was held in February 2009. The Authority is unable to predict the outcome
of this matter but the Authority believes that FERC has available meritorious defenses and positions with respect thereto.

In addition to internally generated funds, the Authority issued additiona debt obligations in October 2007 to fund, among other
things, Niagararelicensing costs. The costs associated with the relicensing of the Niagara Project, including the debt issued therefor, were
incorporated into the cost-based rates of the Project beginning in 2007.

More detailed information about the Authority’s capital assetsis presented in Notes B and E to the financial statements.

Capital Structure
(in Millions)
2008 2007 2006

Long-term debt

Senior
Revenue bonds $1,196 $1,283 $1,052
Adjustable rate tender notes 138 144 150
Subordinated
Subordinate revenue bonds 72 75
Commercia paper 410 394 474
Total long-term debt $1,744 $1,893 $1,752
Net assets 2,567 2,268 2,033
Total Capitalization $4,311 $4,161 $3,785

During 2008, long-term debt, net of current maturities, decreased by $149 million, due to early extinguishments of debt ($122 million)
which included the February ($47 million) and August 2008 ($72 million) redemptions, described below, and scheduled maturities ($102
million) offset by a$75 million increase in commercial paper classified as long-term debt. During 2007, long-term debt, net of current
maturities, increased by $141 million, primarily due to debt issuance ($602 million) partially offset by its use to refinance debt ($370
million) and scheduled maturities ($116 million). Total Debt to Equity as of December 31, 2008, decreased to 0.83 to 1 from 1.01to 1 as
of December 31, 2007. The Total Debt to Equity ratio as of December 31, 2008 isthe lowest ratio since the Authority implemented
proprietary accounting in 1982.

On February 15, 2008, in addition to redeeming the Series 1998 A Revenue Bonds maturing on that date ($29 million), the
Authority also redeemed all the outstanding Series 1998 A Revenue Bonds maturing after such date ($47 million).

In August 2008, the Authority early extinguished its outstanding Auction Rate Securities when it redeemed the $72 million of
Subordinate Revenue Bonds, Series 3 and 4, then outstanding.
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Debt Ratings

Standard
NY PA’s Underlying Credit Ratings: Moody’s & Poor’'s Fitch
Senior Debt:
Long-term debt Aa2 AA- AA
Adjustable Rate Tender Notes Aa2/lVMIGL  AA-/A-1+ N/A
Subordinate Debt:
Commercial Paper P-1 A-1 F1+
Municipal Bond | nsurance Support Ratings:
Senior Debt:
Series 2007 A, B & C Revenue Bonds due 2013 to 2047 Aa2* AA AA*
Series 2006 A Revenue Bonds due 2009 to 2020 Aa2* AA-* AA*
Series 2003 A Revenue Bonds due 2009 to 2033 Aa2* AAA AAA

The Authority has a$775 million line of credit with a syndicate of banks supporting the Commercia Paper Notes which line expires
January 31, 2011. More detailed information about the Authority’s debt is presented in Note F to the financial statements.

During 2008, many bond insurerslost their coveted triple-A ratings. The impact of the bond insurers credit downgrades on the
market value of the Authority’ s insured bonds was not discernible because of the Authority’ s underlying double-A ratings. The following
summarizes credit rating agency actions against the insurers of certain Authority’s bonds.

Firstly, during 2008, Moody’s and S& P downgraded the Aaa/AAA ratings of MBIA Inc. (MBIA) to Baal and AA, respectively,
and consequently downgraded $602.4 million of the Authority’s 2007 A, B & C Revenue Bonds that are due November 15, 2013 to 2047
to reflect the insurer’ s new rating. MBIA isno longer rated by Fitch. Secondly, during 2008, Moody’ s and S& P downgraded the
AaalAAA ratings of Financial Guaranty Insurance Co. (FGIC) to Caal and CCC, respectively, and consequently downgraded $144.3
million of the Authority’s 2006 A Revenue Bonds that are due November 15, 2010 through 2020 to reflect the insurer’ s new rating. FGIC
isno longer rated by Fitch. And thirdly, during 2008, Moody’ s downgraded the Aaarating of Financial Security Assurance Inc. (FSA) to
Aa3 and consequently downgraded $209.1 million of the Authority’s 2003 A Revenue Bonds that are due November 15, 2009 to 2033 to
reflect the insurer’s new rating. The underlying ratings of the Authority’ s insured bonds are set forth in the table above. In cases where the
insurer’ srating is downgraded below the underlying rating or when the insurer is no longer rated, the bonds carry the Authority’s
underlying rating (*).

Risk Management
The objective of the Authority’ s risk management program is to manage the impact of interest rate, energy price and fuel cost changes on
its earnings and cash flows. To achieve these objectives, the Authority’ s trustees have authorized the use of variousinterest rate, energy-
price and fuel-price hedging instruments.

The Vice President and Chief Risk Officer - Energy Risk Assessment and Control reports to the Executive Vice President and
Chief Financia Officer and is responsible for establishing policies and procedures for identifying, reporting and controlling energy-price
and fuel-price-related risk exposure and risk exposure connected with energy- and fuel-related hedging transactions. This type of
assessment and control has assumed greater importance in light of the Authority’s participation in the NY 1SO energy markets.

Contacting the Authority

Thisfinancial report is designed to provide our customers and other interest parties with a general overview of the Authority’s finances. |If
you have any questions about this report or need additional financia information, contact the New Y ork Power Authority, 123 Main Street,
White Plains, New Y ork 10601-3107.
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BALANCE SHEETS

December 31, 2008 and 2007 (in Millions)

Assets 2008 2007
Current Assets Cash and cash equivalents $ 6
Investment in securities $ 955 854
Interest receivable on investments 8 20
Accounts receivable 188 192
Materials and supplies:
Plant and general 84 76
Fuel (NotesH and L (11)) 39 34
Risk management assets (Note H) 53
Miscellaneous receivables and other 201 135
Total Current Assets 1,475 1,370
Noncurrent Assets
Restricted Funds Cash and cash equivalents 21 7
Investment in securities (Notes D and K) 892 1,066
Total restricted funds 913 1,073
Capital Funds Cash and cash equivalents 10 48
Investment in securities 214 215
Total capital funds 224 263
Capital Assets Capital assets not being depreciated 306 271
Capital assets, net of accumulated depreciation 3431 3,502
Total capital assets 3,737 3,773
Other Noncurrent Assets Unamortized debt expense 18 20
Deferred charges, long-term receivables and other 545 402
Notes receivable - nuclear plant sale (Note K) 95 107
Total other noncurrent assets 658 529
Total Noncurrent Assets 5,632 5,638
Total Assets $7,007 $7,008
Liabilitiesand Net Assets
Current Liabilities Accounts payable and accrued liabilities $ 397 $ 436
Short-term debt (Note G) 273 268
Long-term debt due within one year 102 126
Risk management obligations 123
Total current liabilities 895 830
Noncurrent Liabilities
Long-term Debt Long-term debt (Notes C and F):
Senior
Revenue bonds 1,196 1,283
Adjustable rate tender notes 138 144
Subordinated
Subordinate revenue bonds 72
Commercial paper 410 394
Total long-term debt 1,744 1,893
Other Noncurrent Liabilities Liability to decommission divested nuclear facilities 812 979
(NoteK)
Disposal of spent nuclear fuel (Note K) 216 211
Deferred revenues and other 773 827
Total other noncurrent liabilities 1,801 2,017
Total Noncurrent Liabilities 3,545 3,910
Total Liabilities 4,440 4,740
Net Assets Invested in capital assets, net of related debt 1,685 1,701
Restricted 41 27
Unrestricted 841 540
Total Net Assets 2,567 2,268
Total Liabilitiesand Net Assets $7,007 $7,008

The accompanying notes are an integral part of these financial statements.
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STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

Y ears ended December 31, 2008 and 2007 (in Millions)

2008 2007
Operating Revenues Power sales $2,643 $2,430
Transmission charges 154 149
Wheeling charges 388 327
Total Operating Revenues 3,185 2,906
Operating Expenses Purchased power 1,242 1,182
Operations 357 420
Fuel oil and gas (NotesH and L (11)) 615 535
Maintenance 99 81
Whesling 388 327
Depreciation 173 178
Total Operating Expenses 2,874 2,723
Operating Income 311 183
Nonoper ating Revenues and Expenses
Nonoper ating Revenues Investment income (Note D) 80 79
Other income 84 87
Total Nonoperating Revenues 164 166
Nonoper ating Expenses Contributionsto New Y ork State 60
Interest on long-term debt 99 103
Interest - other 26 20
Interest capitalized 5) (5)
Amortization of debt premium (4 4
Total Nonoperating Expenses 176 114
Nonoper ating I ncome (L 0ss) (12 52
Net Income and Changein Net Assets 299 235
Net Assets at January 1 2,268 2,033
Net Assets at December 31 $2,567 $2,268

The accompanying notes are an integral part of these financial statements.



STATEMENTS OF CASH FLOWS

Y ears ended December 31, 2008 and 2007 (in Millions)

2008 2007
Cash Flows From Operating ~ Received from customers for the sale of power,
Activities transmission and wheeling $ 3,204 $ 2,938
Disbursements for:
Purchased power (1,239) (1,184)
Operations and maintenance (516) (577)
Fuel oil and gas (626) (531)
Wheeling of power by other utilities (375) (320
Net Cash Provided by Operating Activities 448 326
Cash Flows From Capital and Earnings received on Capital Fund investments 8 5
Related Financing Activities ~ Sale of commercia paper 250 33
I ssuance of bonds 602
Repayment of notes (6) (6)
Retirement of bonds (229) (117)
Defeasance of Series 2002 A Bonds (268)
Repayment of commercial paper (185) (120)
Gross additions to capital assets (142) (237)
Interest paid, net (92 (87)
Net Cash Used in Capital and Related Financing
Activities (396) (95)
Cash Flows From Noncapital  Energy conservation program payments received
-Related Financing Activities from participants 92 84
Energy conservation program costs (86) (88)
Sale of commercial paper 133 85
Repayment of commercial paper (129) (89)
Interest paid on commercia paper @ (20)
Other Postemployment Benefits (OPEB) funding (125) (100)
Contributionsto New Y ork State (60)
Entergy value sharing agreement 72
Entergy notes receivable 30 94
Net Cash Used in Noncapital-Related Financing
Activities (80) (24)
Cash Flows From Earnings received on investments 57 48
Investing Activities Purchase of investment securities (8,385) (13,887)
Sale of investment securities 8,326 13,487
Net Cash Used in Investing Activities 2 (352
Net decrease in cash (30) (245)
Cash and cash equivaents, January 1 61 206
Cash and Cash Equivalents, December 31 $ 31 $ 61
Reconciliation to Net Operating Revenues $ 311 $ 183
Net Cash Provided by Adjustments to reconcile net income to net cash
Operating Activities provided by operating activities:
Provision for depreciation 173 178
Change in assets and liabilities:
Net (increase)/decrease in prepayments and other (126) 15
Net (increase)/decrease in receivables and inventory 2 18
Net (decrease)/increase in accounts payable and
accrued liabilities 88 (68)
Net Cash Provided by Operating Activities $ 448 $ 326

The accompanying notes are an integral part of these financial statements.
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NOTES TO FINANCIAL STATEMENTS

Note A - General
The Power Authority of the State of New Y ork (Authority) is a corporate municipal instrumentality and political subdivision of the State of New York
(State) created in 1931 by Title 1 of Article 5 of the Public Authorities Law, Chapter 43-A of the Consolidated Laws of the State, as amended (Power
Authority Act or Act).

The Authority is authorized by the Power Authority Act to help provide a continuous and adequate supply of dependable electricity to the
people of the State. The Authority generates, transmits and sells electricity principaly at wholesale. The Authority’s primary customers are municipa and
rural cooperative electric systems, investor -owned utilities, high-load-factor industries and other businesses, various public corp orations located within the
metropolitan area of New Y ork City, including The City of New York, and certain out -of-state customers.

The Authority’s Trustees are appointed by the Governor of the State, with the advice and consent of the State Senate. The A uthority isafiscally
independent public corporation that does not receive State funds or tax revenues or credits. It generally finances construction of new projects through sales
of bonds and notes to investors and pays related debt service with revenues from the generation and transmission of electricity. Accordingly, the financial
condition of the Authority is not controlled by or dependent on the State or any political subdivision of the State. However, pursuant to the Clean
Water/Clean Air Bond Act of 1996 (Bond Act), the Authority administers a Clean Air for Schools Projects program, for which $125 million in Bond Act
monies have been allocated for effectuation of such program. Also, in accordance with legislation enacted in 2006, the Authority was a ppropriated $25
million to implement the Lower Manhattan Energy Independence Initiative involving certain clean energy and energy efficiency measures. Under the
criteria set forth in Governmental Accounting Standards Board (GASB) Statement No. 14, “The Fin ancia Reporting Entity,” as amended by Governmental
Accounting Standard (GAS) No. 39, “Determining Whether Certain Organizations Are Component Units,” the Authority considersits relationship to the
State to be that of arelated organization.

Income of the Authority and properties acquired by it for its projects are exempt from taxation. However, the Authority is authorized by Chapter
908 of the Laws of 1972 to enter into agreements to make paymentsin lieu of taxes with respect to property acquired for a ny project where such payments
are based solely on the value of the real property without regard to any improvement thereon by the Authority and where no bonds to pay any costs of such
project were issued prior to January 1, 1972.

Note B - Accounting Policies
The Autharity’s accounting policies include the following:

(1) The Authority complies with all applicable pronouncements of the GASB. In accordance with GAS No. 20, “Accounting and Financial
Reporting for Proprietary Funds and Other Governmental Enti ties That Use Proprietary Fund Accounting,” the Authority also has elected to comply with
all authoritative pronouncements applicable to non -governmental entities (i.e., Financial Accounting Standards Board (FASB) statements) that do not
conflict with GASB pronouncements. The Authority also applies Financial Accounting Standard (FAS) No. 71, “Accounting for the Effects of Certain
Types of Regulation,” asamended. This standard allows utilities to capitaize or defer certain costs or revenue based on manag ement’s ongoing
assessment that it is probable these items will be recovered or reflected in the rates charged for electricity .

The preparation of financial statementsin conformity with generally accepted accounting principles requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

(2) Capital assets are stated at original cost and consist of amounts expended for labor, materials, services and indirect coststo license,
congtruct, acquire, complete and place in operation the project s of the Authority. Interest on amounts borrowed to finance construction of the Authority’s
projectsis charged to the project prior to completion. Borrowed funds for a specific construction project are deposited in acapital fund account. Earnings
on fund investments are held in this fund to be used for construction. Earnings on unexpended funds are credited to the cost of the related project
(construction work in progress) until completion of that project. Construction work in progress costs are reduced by revenues received for power produced
(net of expendituresincurred in operating the projects) prior to the date of completion. The costs of current repairs are charged to operating expense, and
renewals and betterments are capitalized. The cost of capital assets retired less salvage is charged to accumulated depreciation.

(3) With the exception of the Authority’s Small Clean Power Plants (SCPPs), depreciation of capital assetsisprovided on astraight-line basis
over the estimated useful lives of the various classes of capital assets. The Authority is providing for depreciation of the SCPPs using the double -declining
balance method based on a conclusion that the revenue-earning power of those units is greater during the earlier years of the units’ lives. The Authority
installed these eleven 44-MW natural -gas-fueled electric generation units at various sitesin New Y ork City and in the service territory of the Long Island
Power Authority (LIPA) during the Summer of 2001 to meet capacity deficienciesand to meet ongoing local reliability requirementsin the New York City
metropolitan area.

(4) Capital assets, net of accumulated depreciation, at December 31, 2008 and 2007, and the related depreciation provisions expressed asa
percentage of average depreciable capita assets on an annual basis were:

Average
Depreciation
(in Millions) Rate
Type of Plant 2008 2007 2008 2007
Production:
Steam $ 13 3.0% 5.1%
Hydro $1,069 1,057 1.8% 1.8%
Gas Turbine\ Combined Cycle 865 908 3.5% 3.7%
Transmission 909 941 2.8% 2.8%
Genera 736 729 3.4% 3.8%
3,579 3,648 2.8% 3.1%
Construction work in progress 158 125
Total capitd assets $3,737  $3,773
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(5) The Authority applies FAS No. 143, “Accounting for Asset Retirement Obligat ions’, which requires an entity to record aliability at fair
value to recognize legal obligations for asset retirementsin the period incurred and to capitalize the cost by increasing the carrying amount of the related
long-lived asset. The Authority determined that it had legal liabilities for the retirement of certain SCPPsin New Y ork City and, accordingly, has recorded
aliahility for the retirement of this asset. In connection with these legal obligations, the Authority has also recognized aliability for the remediation of
certain contaminated soils discovered during the construction process.

FAS No. 143 does not apply to asset retirement obligations involving pollution remediation obligations within the scope of GAS No. 49,
“Accounting and Financial Reporting for Pollution Remediation Obligations.” The Authority applies GAS No. 49 which, upon the occurrence of any one
of five specified obligating events, requires an entity to estimate the components of expected pollution remediation outlays and de termine whether outlays
for those components should be accrued as aligbility or, if appropriate, capitalized when goods and services are acquired. Obligations within the scope of
GAS No. 49 were recorded prior to 2008. Therefore, restatement was not necessary. There were no such obligations recorded in 2008.

In addition to the FAS No. 143 asset retirement obligations, the Authority has other cost of removal obligationsthat are being collected from
customers, and, under the provisions of FAS No. 71, "Accounting for the Effects of Certain Types of Regulation,” at December 31, 2008 and 2007 were
approximately $208 million and $199 million, respectively, in Other Noncurrent Liabilities on the Balance Sheet s.

Asset retirement obligations (ARO) and regul atory amountsincluded in Other Noncurrent Liabilities are as follows:

ARO  Regulatory

(in Millions) Amounts Amounts
Balance — December 31, 2007 $19 $199
Depreciation expense 1 9
Balance — December 31, 2008 $20 $208

(6) The Authority applies GAS No. 42, “Accounting and Financial Reporting for Impairment of Capital Assets and for Insurance Recoveries’,
which states that asset impairments are generally recognized only when the service utility of an asset is reduced or physically impaired.

GAS No. 42 states that asset impairment is a significant, unexpected declinein the service utility of a capital asset. The service utility of a
capital asset is the usable capacity that at acquisition was expected to be used to provide service, as distinguished from the level of utilization which isthe
portion of the usable capacity currently being used. Decreases in utilization and existence of or increasesin surplus capacity that are not associated with a
declinein service utility are not considered to be impai rments.

(7) Cash includes cash and cash equivalents and short -term investments with maturities, when purchased, of three months or less. The
Authority accounts for investments at their fair value. Fair valueis determined using quoted market prices.  Investment income includes changesin the
fair value of these investments.

(8) The Authority uses financial derivative instruments to manage the impact of interest rate, energy price and fuel cost changes on its earnings
and cash flows. The Authority has adopted FAS No. 133, “ Accounting for Derivatives and Hedging Activities’, as amended by FAS No. 138, “Accounting
for Certain Derivative Instruments and Certain Hedging Activities,” to the extent appropriate under Governmental Accounting Standards. These financial
accounting standards establish accounting and reporting requirements for derivative instruments, including certain derivative instruments embedded in
other contracts, and for hedging activities. The standard requires that the Authority recognize the fair value of al derivative instruments as either an asset
or liahility on the Balance Sheet with the offsetting gains or losses recognized in earnings or deferred charges.  In June 2008, the GASB issued GAS No.
53, “Accounting and Financia Reporting for Derivative Instruments’ which establishes accounting and reporting requirements for derivative instruments
and which is effective for the Authority’s 2010 calendar year. The adoption of GAS No. 53 is not expected to have a significant impact on the Au thority’s
financial results.

(9) Accounts receivable are classified as current assets and are reported net of an allowance for uncollectible amounts.

(10) Material and supplies are valued at the lower of average cost or market. These inventories are char ged to expense during the period in
which the material or supplies are used.

(11) At both December 31, 2008 and 2007, deferred chargesinclude $124 million of energy services program costs. In addition, the deferred
charges relating to the fair value of derivatives are included in this classification. See Note B (8) above and Note H for more detailed information. These
deferred costs are being recovered from customers.

(12) Deht refinancing charges, representing the difference between the reacquisition price and the net carrying value of the debt refinanced, are
amortized using the interest method over the life of the new debt or the old debt, whichever is shorter, in accordance with GAS No. 23, “Accounting and
Financia Reporting for Refundings of Debt Reported by Proprietary Activities.”

(13) The Authority accrues the cost of unused sick leave which is payable upon the retirement of its employees. The current year's cost is
accounted for as a current operating expense in the Statement of Revenues, Ex penses, and Changesin Net Assets and in other noncurrent liabilities on the
Balance Sheet.

(14) Net Assets represent the difference between assets and liabilities and are classified into three categories:

a  Investment in Capital Assets, Net of Related Debt — This reflects the net assets of the Authority that areinvested in capital assets, net
of related debt and accounts such as related risk management assets and liabilities. Thisindicates that these assets are not
accessible for other purposes.

b.  Restricted Net Assets — This represents the net assets that are not accessible for general use because their use is subject to restrictions
enforceable by third parties.

¢.  Unrestricted Net Assets — This represents the net assets that are available for general use.

Restricted and unrestricted resources are utilized, as applicable, by the Authority for their respective purposes.

(15) Revenues are recorded when serviceis provided. Customers' meters are read, and bills are rendered, monthly. Wheeling charges are for
costsincurred for the transmission of power over transmission lines owned by other utilities. Sales and purchases of power between the Authority’s
facilities are eliminated from revenues and operating expenses. Energy costs are charged to expense asincur red. Salesto three NY C Governmental
Customers and three investor-owned utilities operating in the State accounted for approximately 42 and 44 percent of the Authority’s operating revenuesin
2008 and 2007, respectively. The Authority distinguishes operating revenues and expenses from non-operating items in the preparation of its financial
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statements.  The principal operating revenues are generated from the sale, transmission, and wheeling of power. The Authority’ s operating expenses
include fuel, maintenance, depreciation, purchased power costs, and other expenses related to the sale of power. All revenues and expenses not meeting
this definition are reported as other income and expenses.

(16) Redlized and unrealized gains and losses on investments are recognized as investment income in accordance with GAS No. 31,
“Accounting and Financial Reporting for Certain Investments and for External Investment Pools.”

Note C - Bond Resolution

On February 24, 1998, the Authority adopted its“General Resoluti on Authorizing Revenue Obligations’ (as amended and supplemented up to the present
time, the “Bond Resolution™). The Bond Resolution covers all of the Authority’s projects, which it defines as any project, facility, system, equipment or
material related to or necessary or desirable in connection with the generation, production, transportation, transmission, distribution, delivery, storage,
conservation, purchase or use of energy or fuel, whether owned jointly or singly by the Authority, including any output in which the Authority has an
interest authorized by the Act or by other applicable State statutory provisions, provided, however, that the term “Project” shall not include any Separately
Financed Project asthat term is defined in the Bond Resolution. Th e Authority has covenanted with bondhol ders under the Bond Resolution that at all
times the Authority shall maintain rates, fees or charges, and any contracts entered into by the Authority for the sale, transmission, or distribution of power
shall contain rates, fees or charges sufficient together with other monies available therefor (including the anticipated receipt of proceeds of sale of
Obligations, as defined in the Bond Resolution, issued under the Bond Resolution or other bonds, notes or other obliga tions or evidences of indebtedness of
the Authority that will be used to pay the principal of Obligationsissued under the Bond Resolution in anticipation of such receipt, but not including any
anticipated or actua proceeds from the sale of any Project), to meet the financial requirements of the Bond Resolution. Revenues of the Authority (after
deductions for operating expenses and reserves, including reserves for working capital, operating expenses or compliance purposes) are applied first to the
payment of, or accumulation as areserve for payment of, interest on and the principa or redemption price of Obligations issued under the Bond Resolution
and the payment of Parity Debt issued under the Bond Resolution.

The Bond Resolution also provides for withd rawal for any lawful corporate purpose as determined by the Authority, including but not limited to
the retirement of Obligations issued under the Bond Resolution, from amounts in the Operating Fund in excess of the operating expenses, debt service on
Obligations and Parity Debt issued under the Bond Resol ution, and subordinated debt service requirements. The Authority has periodically reacquired
revenue bonds when available at favorable prices.

Note D - Cash and Investments

Investment of the Authority’s f unds is administered in accordance with the applicable provisions of the Bond Resolution and with the Authority’s
investment guidelines. These guidelines comply with the New Y ork State Comptroller’sinvestment guidelines for public authorities and were ado pted
pursuant to Section 2925 of the New Y ork Public Authorities Law.

Credit Risk
The Authority’ sinvestments are restricted to (a) collateralized certificates of deposit, (b) direct obligations of or obligations guaranteed by the United
States of America or the State of New Y ork, (c) obligations issued or guaranteed by certain specified federal agencies and any agency controlled by or
supervised by and acting as an instrumentality of the United States government, and (d) obligations of any state or any p olitical subdivision thereof or any
agency, instrumentality or local government unit of any such state or political subdivision which israted in any of the three highest long -term rating
categories, or the highest short-term rating category, by nationally recognized rating agencies. The Authority’ s investments in the debt securities of
Federal National Mortgage Association (FNMA), Federal Home Loan Bank (FHLB), Federal Farm Credit Bank (FFCB) and Federal Home Loan
Mortgage Corp. (FHLMC) were rated Aaa by Moody’s Investors Services (Moody's) and AAA by Standard & Poor’s (S&P) and Fitch Ratings (Fitch).
All of the Authority’ sinvestmentsin U.S.debt instruments are issued or explicitly guaranteed by the U.S. Government.

The Authority does not engage in securities lending or reverse repurchase agreements.

Interest Rate Risk

Securities that are the subject of repurchase agreements must have a market value at least equal to the cost of theinvestment . The agreements are limited
to amaximum fixed term of fi ve business days and may not exceed the greater of 5% of the investment portfolio or $100 million. The Authority has no
other policieslimiting investment maturities.

Concentration of Credit Risk

Thereisno limit on the amount that the Authority may invest in any oneissuer; however, investments in authorized certificates of deposit shall not exceed
25% of the Authority’sinvested funds. At December 31, 2008, $380 million (18 percent), $279 million (13 percent), and $274 million (13 percent) of the
Authority’ sinvestments were in securities of Federal National Mortgage Association (FNMA or Fannie Mae), Federal Farm Credit Bank (FFCB) and
Federal Home Loan Bank (FHLB), respectively.

Decommissioning Fund

The Decommissioning Trust Fund is managed by external investment portfolio managers. Under the Decommissioning Agreements (see Note K), the
Authority will make no further contributions to the Decommissioning Funds.  The Authority’s decommissioning responsibility will not exceed the
amountsin each of the Decommissioning Funds. Therefore, the Authority’s obligation is not affected by various risks which include credit risk, interest
rate risk, and concentration of credit risk.  In addition, the Decommissioning Trust Fund is not required to be administered in accordance with the
Authority’s or New York State investment guidelines.

Other
All investments are held by designated custodians in the name of the Authority. At December 31, 2008 and 2007, the Authority had investmentsin
repurchase agreements of $4.0 million and $6.0 million, respectively. The bank balances were $22.8 million and $8.7 million, respectively, of which $22.3
million and $7.8 million, respectively, were uninsured and collateralized by assets held by the bank in the name of the Authority.

A summary of unexpended funds for projectsin progress included in the Capital Fund at December 31, 2008 and 2007, isin the Investment
Summary.
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Investment Summary
(in Millions)

Estimated Fair Value
December 31, 2008

Restricted Funds

POCR &
CAS ART
Total Projects Note
Restricted  Decommissioning Funds* Debt Capital  Current
Total Funds Trust Fund & Other  Reserve Fund  Assets
Cash and equivalents $ 31 $21 $21 $ 10
U.S. Government /Agencies
Treasury Bills 60 60 60
Treasury Notes
GNMA 43 $43
103 60 60 43
Other debt securities
FNMA 380 28 352
FHLMC 85 5 $5 19 61
FHLB 275 9 9 45 221
FFCB 278 75 203
All Other 124 6 6 47 71
1,142 20 20 214 908
Repurchase Agreements 4 4
Portfolio Manager 812 812 $812
Total Investments 2,061 892 812 60 20 214 955
$2,092 $913 $812 $81 $20 $224 $955
Summary of Maturities
Years
0-1 $ 282 $ 8 $ 24 $81 $ 49 $152
15 747 20 72 $20 131 596
5-10 131 103 14 117
10+ 120 380 30 90
Common Stock 812 812 233
$2,092 $913 $812 $81 $20 $224 $955

* Petroleum Overcharge Restitution (POCR) Funds and Clean Air for Schools (CAS) Projects Funds - Legidation enacted into State
law from 1995 to 2002 and 2007 authorized the Authority to utilize petroleum overcharge restitution (POCR) funds and other State funds (Other State
Funds), to be made available to the Authority by the State pursuant to the legislation, for avariety of energy -related purposes, with certain funding
limitations. The legidlation aso states that the Authority “shall transfer” equivale nt amounts of money to the State prior to dates specified in the legislation.
The use of POCR funds is subject to comprehensive Federa regulations and judicia orders, including restrictions on the type of projects that can be
financed with POCR funds, the use of funds recovered from such projects and the use of interest and income generated by such funds and projects.
Pursuant to the legidlation, the Authority is utilizing POCR funds and the Other State Funds to implement various energy services programs that have
received all necessary approvals.

The disbursements of the POCR funds and the Other State Funds to the Authority, and the Authority’ s transfers to the State totaling $60. 9
million to date, took place from 1996 to 200 7. The POCR funds are included in restricted funds in the Balance Sheet. The funds are held in a separate
escrow account until they are utilized.

The New York State Clean Water/Clean Air Bond Act of 1996 made available $125 million for Clean Air for Schools Projects (CAS Projects)
for elementary, middle and secondary schools, with the Authority authorized to undertake implementation of the CAS Projects program. The CAS Projects
are designed to improve air quality for schools and include, but are not limited to, projects that replace coal-fired furnaces and heating systems with
furnaces and systems fueled with oil or gas. The Authority anticipates that the funding for the projects will allow the conversion of 80 schools, of which
76 have been completed. The conversion program is currently scheduled to be completed in 2009. CAS Projects funds totaling $125 million to date were
transferred to the Authority and held in an escrow account for the CAS Projects program.  As of December 31, 2008, POCR and CAS Projects funds are
$23 million and $11 million, respectively. The $47 million balance of these restricted funds is primarily related to the Lower Manhattan Energy
Independence Initiative fund ($25 million) and the Fish & Wildlife Habitat Enhancement fund related to the Niagara relicensing costs ($17 million).
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Estimated Fair Value
December 31, 2007

Restricted Funds

POCR &
CAS ART
Total Projects Note
Restricted Decommissioning  Funds** Debt Capital Current
Total Funds TrustFund & Other  Reserve Fund Assets
Cash and equivalents $ 61 $ 7 $7 $48 $ 6
U.S. Government /Agencies
Treasury Bills 66 66 66
Treasury Notes 13 13
GNMA 52 52
131 66 66 13 52
Other debt securities
FNMA 376 6 $6 20 350
FHLMC 133 14 14 6 113
FHLB 214 57 157
FFCB 178 68 110
All Other 119 1 1 51 67
1,020 21 1 20 202 797
Repurchase Agreements 5 5
Portfolio Manager 979 979 $979
Tota Investments 2,135 1,066 979 67 20 215 854
$2,196 $1,073 $979 $74 $20 $263 $860
Summary of Maturities
Years
0-1 $ 606 $ 106 $ 16 $74 $16 $ 87 $413
15 446 59 55 4 113 274
5-10 146 70 70 12 64
10+ 651 491 491 51 109
Common Stock 347 347 347
$2,196 $1,073 $979 $74 $20 $263 $860

**  Asof December 31, 2007, POCR and CAS Projects funds are $27 million and $14 million, respectively. The $33 million balance of these
restricted funds is primarily related to the Lower Manhattan Energy Independence Initiative f und ($26 million).

Note E — Changes in Capital Assets
(in Million