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Section I

New York Power Authority
Guidelines for the Investment of Funds

General

These Guidelines for the Investment of Funds (the “Guidelines”) are intended to
effectuate the applicable provisions of the General Resolution Authorizing Revenue
Obligations, adopted February 24, 1998 (the “Resolution”), the lien and pledge of
which covers all accounts and funds of the Authority and that governs the Authority's
existing policies and procedures concerning the investment of funds as contained in
these Guidelines. In a conflict between the Guidelines and the Resolution, the latter
shall prevail. In addition, these Guidelines are intended to effectuate the provisions of
Section 2925 of the New York State Public Authorities Law.

Responsibility for Investments

The Treasurer and Deputy Treasurer have the responsibility for the investment of
Authority funds under the general supervision of the Executive Vice President and
Chief Financial Officer. The Treasurer shall ensure that an operating manual is
maintained that provides a detailed description of procedures for maintaining records of
investment transactions and related information.

Investment Goals

The Treasurer and Deputy Treasurer are responsible for maximizing the yield on
investments consistent with requirements for safety, liquidity and minimization of risk.
Monies will not be invested for terms in excess of the projected use of funds.

Authorized Investments

A. Monies in funds established pursuant to the Resolution shall be invested in
Authorized Investments or Authorized Certificates of Deposit, defined as
follows:

“ Authorized Investments” shall mean:

I, Direct obligations of or obligations guaranteed by the United States of
America or the State of New York;



2. Bonds, debentures, notes or other obligations issued or guaranteed by any
of the following: Federal National Mortgage Association (including
Participation Certificates), Government National Mortgage Association, .
Federal Financing Bank, Federal Home Loan Mortgage Corporation and
Federal Home Loan Banks, Federal Housing Administration, Federal
Farm Credit Banks Funding Corporation, Federal Farm Credit Banks,
Federal Intermediate Credit Banks, Federal Banks for Cooperatives,
Federal Land Banks or any other agency controlled or supervised by and
acting as an instrumentality of the United States government;

3. Obligations of any state of the United States of America or any political
subdivision thereof or any agency, instrumentality or local government
unit of any such state or political subdivision that shall be rated at the
time of the investment in any of the three highest long-term Rating
Categories, as such term is defined in the Resolution, or the highest

- short-term Rating Category by a Rating Agency, as such term is defined
in the Resolution.

4. Public Housing Bonds issued by Public Housing Authorities and fully
secured as to the payment of both principal and interest by a pledge of
annual contributions under an Annual Contributions Contract with the
United States of America; or Project Notes issued by Local Public
Agencies, in each case, fully secured as to the payment of both principal
and interest by a requisition or payment agreement with the United
States of America; provided that such Bonds or Notes are guaranteed by
the United States of America.

“Authorized Certificate of Deposit” shall mean a certificate of deposit
authorized by the Resolution as an “Authorized Investment.”

B. The Authority, as an issuer of tax-exempt obligations, must not engage
in any arbitrage practice prohibited by the arbitrage regulations promulgated
under the Internal Revenue Code. In no event shall Authority funds be invested
in a manner that would violate the provisions of such arbitrage regulations.

V. Provisions Relating to Qualifications of Dealers and Banks

Ak,

The purchase and/or sale of Authorized Investments shall be transacted only
through banks, trust companies or national banking associations (herein
collectively termed “Banks”) that are members of the Federal Reserve System
and government security dealers (herein termed “Dealers”), which are Banks
and Dealers reporting to, trading with and recognized as primary dealers by the
Federal Reserve Bank of New York. A list of authorized Banks and Dealers
shall be maintained. Banks and Dealers shall have demonstrated an ability to:



A.2.

a)  offer superior rates or prices on the types and amounts of securities
required; ‘

b)  provide a high degree of attention to the Authority's investment
objectives; and

¢)  execute trades in a timely and accurate manner.

Authorized Investments may also be purchased or sold through minority- and
women-owned firms authorized to transact business in the U.S. government and
municipal securities markets. Such qualified firms shall demonstrate the
qualities detailed in clauses (a), (b) and (c) of Section V.A.1.

A.3.A.Municipal securities qualifying as Authorized Investments may also be

purchased or sold through any municipal bond dealer registered in the State of
New York that demonstrates the qualities detailed in clauses (a), (b) and (c) of
Section V.A.1.

Authorized Certificates of Deposit and time deposits (“Time Deposits”) shall be

purchased directly from Banks that:

(1) are members of the Federal Reserve System transacting business in the
State of New York;

(2) have capital and surplus aggregating at least $50 million; and

3) demonstrate all the qualities detailed in clauses (a), (b) and (c) of Section
V.A.1.

Authorized Investments purchased by the Authority or collateral securing its
investments shall be deposited only with custodians designated by the Authority.
Such custodians shall be Banks that are members of the Federal Reserve System
transacting business in the State of New York.

The Authority shall file with each qualified dealer a letter agreement that
designates the (1) type of authorized investments, (2) Authority employees who
are authorized to transact business and (3) delivery instructions for the
safekeeping of investments.

The Authority shall enter into a written contract with any (1) Dealer from which
Authorized Investments are purchased subject to a repurchase agreement and (2)
Bank from which Authorized Certificates of Deposit are purchased.

General Policies Governing Investment Transactions .

A.

Competitive quotations or negotiated prices shall be obtained except in the
purchase of government securities at their initial auction or upon initial offering.
A minimum of three quotes shall be obtained and documented from Dealers
and/ or Banks, except as indicated above, and the most favorable quote
accepted. The Treasurer or Deputy Treasurer may waive this requirement on a



single-transaction basis only if warranted by market conditions and documented
in writing.

B. Authorized Investments purchased shall be either delivered to the Authority's
designated custodian or, in the case of securities held in a book-entry account
maintained at the Federal Reserve Bank of New York or the Depository Trust
Company, recorded in the Authority's name or in the name of a nominee agent
or custodian designated by the Authority on the books of the Federal Reserve
Bank of New York or the Depository Trust Company. Payment shall be made
to the Dealer or Bank only upon receipt by the Authority's custodian of (1) the
securities or (2) in the case of securities held in a book-entry account, written
advice or wire confirmation from the Federal Reserve Bank of New York or the
Depository Trust Company that the necessary book entry has been made.

&3 Each purchase or sale of Authorized Investments or Authorized Certificates of
Deposit shall be authorized by the Treasurer or Deputy Treasurer. Investment
orders may be placed by Authority employees as designated by the Treasurer.
The custodian shall have standing instructions to send a transaction advice to the
Authority's Controller for purposes of comparison with internal records. The
Controller shall advise the Treasurer of any variances, and the Treasurer shall
ensure appropriate corrections are provided.

VII. Policies Concerning Certain Types of Investment Diversification Standards
Required

A. Authorized Certificates of Deposit and Time Deposits

L. Authorized Certificates of Deposit and Time Deposits shall be purchased
directly from a Bank in the primary market.

2. Authorized Certificates of Deposit and Time Deposits shall be
continuously secured/collateralized by Authorized Investments defined in
subsection (1) or (2) of Section IV.A., having a market value (exclusive of
accrued interest) at all times at least equal to the principal amount of such
Certificates of Deposit or Time Deposits. Such Authorized Investments
shall be segregated in a separate custodian account on behalf of the
Authority. Collateral pledged for Certificates of Deposit or Time Deposits
held as investments shall be market valued (marked to market) not less
than once per week.

% Investments in Authorized Certificates of Deposit or Time Deposits shall
not exceed 25% of the Authority's invested funds. The par value of
Authorized Certificates of Deposit purchased from any one Bank shall not
exceed $25 million.



B. Repurchase Agreements

The Authority may from time to time elect to enter into arrangements for the
purchase and resale of Authorized Investments (known as “Repurchase
Agreements”). This type of investment transaction shall be used only when
there is no other viable, short-term investment alternative.

L.

VIII. Review

A Repurchase Agreement shall be transacted only with a Dealer or Bank
qualified to sell Authorized Investments to the Authority that is
recognized by the Federal Reserve Bank as a primary dealer.

Authorized Investments purchased subject to a Repurchase Agreement
shall be marked to market daily to ensure their value equals or exceeds the
purchase price.

A Repurchase Agreement shall be limited to a maximum fixed term of
five business days. Payment for the purchased securities shall be made
against delivery to the Authority's designated custodian (which shall not
be a party to the transaction as seller or seller's agent) or, in the case of
securities held in a book-entry account maintained at the Federal Reserve
Bank of New York or the Depository Trust Company, written advice that

- the securities are recorded in the Authority's name or in the name of a

nominee, agent or custodian designated by the Authority on the books of
the Federal Reserve Bank or the Depository Trust Company.

No more than $50 million of Authorized Investments shall be purchased
under a Repurchase Agreement with any one Dealer or Bank. This
requirement may be waived by the Senior Vice President — Corporate
Planning and Finance on a single- transaction basis only if warranted by
special circumstances and documented in writing.

The aggregate amount invested in Repurchase Agreements may not
exceed the greater of 5% of the investment portfolio or $100 million. The
Executive Vice President and Chief Financial Officer may waive this
requirement on a single-transaction basis only if warranted by cash-flow
requirements and documented in writing.

- The Authority may not enter into arrangements (known as Reverse

Repurchase Agreements) for the purpose of borrowing monies by
pledging Authorized Investments owned by the Authority.

These Guidelines and any proposed amendments shall be submitted for Trustee
review and approval at least once a year.



In addition to the Authority's periodic review, the Authority's independent auditors,
in connection with their examination of the Authority, shall perform an annual audit
of the investment portfolio, review investment procedures and prepare a report, the
results of which will be made available to the Trustees.

IX. Reports

A.

The Treasurer shall submit an investment report to the Trustees, at least
quarterly. Such report shall contain a (1) detailed description of each
investment;

(2) summary of the dealers and banks from which such securities were
purchased and (3) a list of fees, commissions or other charges, if any, paid to
advisors or other entities rendering investment services.

The Treasurer shall submit an annual report for approval by the Trustees. In
addition to the information provided quarterly, the Annual Report shall include
(1) a copy of the Guidelines; (ii) an explanation of the Guidelines and any
amendments thereto since the last annual report; (iii) the results of an annual
independent audit of investment inventory and procedures and (iv) a record of
income earned on invested funds. The approved report shall be submitted to the
State Division of the Budget with copies distributed to the Office of the State
Comptroller, the Senate Finance Committee and the Assembly Ways and Means
Committee. Copies shall be made available to the public upon written
reasonable request.

Any waivers that occurred during the prior month shall be reported to the
Executive Vice President and Chief Financial Officer.

X. Miscellaneous

A.

These Guidelines are intended for guidance of officers and employees of the
Authority only, and nothing contained herein is intended or shall be construed to
confer upon any person, firm or corporation any right, remedy, claim or benefit
under, or by reason of, any requirement or provision thereof.

. Nothing contained in these Guidelines shall be deemed to alter, affect the validity

of, modify the terms of or impair any contract, agreement or investment of funds
made or entered into in violation of, or without compliance with, the provisions of
these Guidelines.

No provisions in these Guidelines shall be the basis of any claim against any
Trustee, officer or employee of the Authority in his or her individual or official
capacity or against the Authority itself.



Section II

EXPLANATION OF INVESTMENT GUIDELINES

Section II Responsibility for Investments

Establishes responsibility for the Investment of Authority Funds and limits the number
of individuals authorized to place investment orders.

Section III Investment Goal

Establishes the policy that earning a reasonable return on investments must be
consistent with standards set for minimization of risk and availability of funds when
needed.

Section 1V Authorized Investments

Details the types of investments the Authorlty can undertake as prescribed in Section
101 of the Resolution.

This section also requires that investments made in each of the Funds established under
the Resolution be invested for a term commensurate with cash-flow expectations and
that such investments not violate the arbitrage regulations of the Internal Revenue
Code.

Section V Provisions Relating to Qualifications of Dealers and Banks

Establishes criteria for the selection of banks and dealers from which the Authority
may buy or sell investments. Business is transacted with firms that have demonstrated
financial strength and a high degree of reliability with respect to servicing the
Authority's needs. This section also directs that custody of Authority investments be
maintained by banks that are members of the Federal Reserve System transacting
business in the State of New York.

This section also addresses the subject of contracts with banks and dealers for the
purchase or sale of Authorized Investments. The Authority has written Letters of
Agreement with authorized dealers that specify the types of securities in which the
Authority may invest and identify those Authority individuals authorized to give
instructions related to the purchase and sale of securities. In addition, the Authority
shall have a written form of agreement for use in repurchase transactions with any
authorized dealer with which the Authority may transact this type of investment.



Section VI General Policies Governing Investment Transactions

Requires that the Authority solicit no less than three bids for the purchase or sale of
securities in order to ensure the most favorable rate except when securities are
purchased at their initial auction, upon new issue or through negotiated prices.

Requires that the Authority or its custodian, prior to payment, take possession of such
securities, or in the case of book-entry securities, obtain written advice or wire
confirmation that transfer or ownership has been recorded.

Establishes authorized employees to approve the purchase or sale of securities.

Establishes control procedures whereby the Controller shall compare the custodian's
confirmation to Authority records.

Section VII Policy Concerning Certain Types of Investment Diversification Standards
Required

Establishes a policy concerning the purchase of Authorized Certificates of Deposit and
Time Deposits intended to minimize the risk associated with such transactions.
Authorized Certificates of Deposit or Time Deposits may be purchased directly from a
bank that is 2 member of the Federal Reserve System transacting business in the State
of New York. Such deposits shall be continuously secured by Authorized Investments
as outlined in subsection (1) or (2) of Section IV.A. This collateral shall be regularly
priced to current market to assure the Authority's security interest is continuously
protected. Aggregate holdings of Authorized Certificates of Deposit shall not exceed
25% of the Authority's total investment. Authorized Certificates of Deposit purchased
from any one bank shall not exceed $25 million.

Establishes a policy intended to minimize the risk associated with arrangements for the
purchase and resale of Authorized Investments known as Repurchase Agreements
(“Repos”). Repos purchased from any one qualified dealer or bank shall not exceed
$50 million and shall be limited to a maximum fixed term of five business days.
Aggregate investments in Repos shall not exceed the greater of 5% of the Authority's
total investments or $100 million. All securities purchased under the terms of a Repo
shall be held in safekeeping by a designated custodian for the Authority. Such
securities shall be priced to market on a daily basis to assure the Authority's security
interest. Reverse Repurchase Agreements are not authorized transactions.

Section VIII Review

Establishes policy requiring review of the Guidelines at least once a year. Requires an
annual audit by the Authority's independent auditors of the Authority's investment
portfolio and compliance with the guidelines established by the Authority and the State
Comptroller.



Section IX Reports

Establishes policy requiring submission of reports to the Authority's Trustees
concerning the management and performance of the Authority's portfolio.

This Section also requires that an annual report be submitted for approval by the
Authority's Trustees. Copies of the approved report shall be sent to the State Division
of the Budget, Office of the State Comptroller, Senate Finance Committee and
Assembly Way and Means Committee.

10



Section III

Investment Income Record

During 2008, the Authority's investment portfolio averaged approximately $1.10
billion and earned approximately $48 million.

The earnings, by fund, were as follows (dollars in millions):

Operating Fund $38
Capital/Construction Funds 9
Other (Energy Con./Note Res.) I

Total $48

The 2008 investment income is $4 million less than in 2007. The decrease in
investment earnings is due to the investing of additional cash provided by operating
activities and the re-investing of maturities in a declining interest rate environment.

Fees Paid for Other Post Employment Benefit Trust Fund Investment Services

$ 35,866 Baring Asset Management

$ 36,040 Brandywine Global Investment Management
$ 24,708 C.S. McKee

$ 3,860 Evergreen Investment Management Company
$ 40,108 Global Currents Investment Management

$ 747 State Street Global Advisors

$ 34,192 Urdang Securities Management, Inc.
$175,521 Total

Investment management fees were paid by the OPEB Trust Fund.

Fees Paid for Nuclear Decommissioning Trust Fund Investment Services

$359,266 Blackrock Financial Management, Inc.
$357,640 Tattersall Advisory Group, Inc.

$ 36,118 The Bank of New York Mellon
$753,024 Total

Investment management fees were paid by the Nuclear Decommissioning Trust Fund.

11



Results of the Annual Independent Audit

In connection with its examination of the Authority’s financial statements, Ernst &
Young, LLP, performed tests of the Authority’s compliance with certain provisions of the
Investment Guidelines, the State Comptroller’s Investment Guidelines and Section 2925
of the Public Authorities Law. Ernst & Young LLP’s report, a copy of which is attached
as Exhibit “B,” states that the results of its examination disclosed no instances of
noncompliance by the Authority. Consequently, staff believes the Authority is in
compliance with the Investment Guidelines, the State Comptroller’s Investment

- Guidelines and Section 2925 of the Public Authorities Law.

12
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Report of Independent Auditors

Power Authority of the State of New York
White Plains, New York

We have audited, in accordance with auditing standards generally accepted in the United States,
the financial statements of the Power Authority of the State of New York (the Authority) for the
year ended December 31, 2008, and have issued our report thereon dated February 26, 2009. We
also have audited the accompanying Schedule of Investments of the Authority as of
December 31, 2008. This schedule is the responsibility of the Authority’s management. Our
responsibility is to express an opinion on this schedule based on our audit.

We conducted our audits in accordance with auditing standards generally accepted in the United
States and the standards for financial statement audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the Schedule of
Investments is free of material misstatement. An audit includes consideration of internal control
over financial 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 financial reporting. Accordingly, we express no such opinion.
An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the schedule, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall schedule presentation. We believe that our
audits provide a reasonable basis for our opinion. '

In our opinion, the schedule referred to above presents fairly, in all material respects, the
Schedule of Investments of the Authority at December 31, 2008, in conformity with U.S.
generally accepted accounting principles.

"In accordance with Govermmens Auditing Standards, we have also issued our report dated
February 26, 2009 on our consideration of the Authority’s internal 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 financial Teporting 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.

. Camety MLL?

* February 26, 2009
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Report on Internal Control Over Financial Reporting
and on Compliance and Other Matters Based on an Audit
of Financial Staternents Performed in Accordance with
Government Auditing Standards

Power Authority of the State of New York
White Plains, New York

We have audited the financial statements of the Power Authority of the State of New York (the
Authority), as of and for the year ended December 31, 2008, and have issued our report thereon
dated February 26, 2009. We have also avdited the Statement of Investments as of and for the
year ended December 31, 2008. We conducted our audit in accordance with auditing standards
generally accepted in the United States; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; the
Investment Guidelines for Public Authorities, issued by the Office of the State Comptroller of the
State of New York as required by the provisions of section 2925(3)(f) of the Public Authorities
Law; and the investment guidelines established by the Authority. ,

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Authority’s internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing
our opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Authority’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Authority’s internal control over financial

reporting.

A control deficiency exists when the design or operation of a control does not allow management

- or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record,
process, or report financjal data reliability in accordance with generally accepted accounting

- principles such that there is more than a remote likelihood that a. misstatement of the entity’s
financial statements that is more than inconsequential will not be prevented or detected by the
entity’s internal control. b :

A material weakness is a significant deficiency, or combination of significant deficiencies, that

results in more that a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity’s intemal control.

& emwemiyr Lol Revs £ Yoz Sony L e



Our consideration of intemal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in internal control that might be significant deficiencies or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, grant agreements, the provisions of section 2925(3)(f) of the New
York State Public Authorities Law and the Authority’s investment guidelines, noncompliance-
with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an object
of our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are reqmred to be reported under
Government Auditing Standards.

We noted certain matters regarding internal control that we will report to management of the
Authority in a separate letter.

This report is intended solely for the information and use of the Board of Tmstcés managerment
and the Office of the State Comptroller of the State of New York, and is not intended to be and
should not be used by anyone other than these specified parties.

bty MLLP

February 26, 2009



Power Authority of the State of New York

Schedule of Investments
December 31, 2008
(In millions of dollars)

Operating fund _ $ 955
Capital fund 214
Restricted funds:

Decommissioning trust fund _ $812

Petroleum Overcharge Restitution, Clean Air for Schools Project

and Lower Manhattan Energy Independence Initiative Funds 60
ART Note debt service reserve fund ' ' 20

Total restricted funds 892
; : $2,061

See accompanying notes.



Power Authority of the State of New York
Notes to Schedule of Investments

December 31, 2008

1. Organization and Functions of the Authority

The Power Authority of ‘the State of New York (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 (Act) to help provide a continuous and
adequate supply of dependable electricity to the people of the State. The Autherity generates,
transmits and sells electricity principally at wholesale. The Authority’s primary customers are
municipal and rural cooperative electric systems, investor-owned utilities, high-load-factor
industries and other businesses, various public corporations located within the metropolitan area
of New York 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 Authority is a fiscally 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 appropriated $25 million to implement the Lower

~ Manhattan Energy Independence Initiative mvolvmg certain clean energy and energy cfﬁc:ency
measures.

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 payments in lieu of taxes with respect to property acquired for any 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.

2. Summary of Significant Accounting Policies for Investments
a. The Authority accounts for investments at their fair value. Fair value is determined using

quoted market prices. Investment income includes changes in the fair value of these
investments.



Power Authority of the State of New York

Notes to Schedule of Investments (continued)

2. Summary of Significant Accounting Policies for Investments (continued)

b. Realized 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.

3. Investment Criteria

Investment of the Authority’s funds is administered in accordance with the applicable provisions
of its Bond Resolution entitled “General Resolution Authorizing Revenue Obligations” adopted
February 24, 1998, as amended and supplemented up to the present time, and with the
Authority’s investment guidelines. These guidelines comply with the New York State
Comptroller’s investment guidelines for public authorities and were adopted pursuant to Section
2925 of the New York Public Authorities Law.

Investment Summary
{in Millions)
Estimated Fair Value
December 31, 2008 :
Restricted
Funds
POCR & CAS

Total Projects ART ;
Restricted Decommissioning  Funds* NoteDebt  Capital Current
Total Funds Trust Fund & Other Reserve Fund Assets -

U.S. Government /Agencies:

Treasury Bills § 60 560 560
Treasury Notes "
GNMA 43 ; = $ 43
103 60 60 43
FNMA 380 5 B8 352
FHLMC 85 5 £ 5 - 19 © 6l
FHLB 75 9 9 45 21
FRCB 78 15 203
All Other 124 6 6 2 47 71
1,142 20 20 214 908
Reparchase Agreements 4 4
Portfolio Manager 812 g12 § 812
Total lnvestments § 2,061 3652 $312 360 5 20 5 214 S 955
e
Semmary of Matarities Years i 2
01 § 251 5 & 5 560 s ¥ § 152
1-5 47 n n 520 513 5%
510 131 10 14 n7
10+ 120 180 ' k1] %
Common Stock 812 812 233
5 2061 $ 392 $ 812 $ 60 $ 20 $ 24 § 935




Power Authority of the State of New York

Notes to Schedule of Investments (continued)

3. Investment Criteria (continued)
a. Credit Risk

The Authority’s investments 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 York, (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 political subdivision thereof or any
agency, instrumentality or local government unit of any such state or political subdivision
which is rated 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), Federzl 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’s investments in
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.
b. Interest Rate Risk

Securities that are the subject of repurchase agreements must have a market valve at least
equal to the cost of the investment. The agreements are limited to a maximum fixed term of
five business days and may not exceed the greater of 5% of the investment portfolio or $100
million. The Authority has no other policies limiting investment maturities.

¢. Concentration of Credit Risk

There is no limit on the amount that the Authority may invest in any one issuer; however,
investments in authorized certificates of deposit shall not exceed 25% of the Authority’s
invested funds. At December 31, 2008, $380 million (18 percent), $279 million (13 percent),
and $274 million (13 percent) of the Authority’s investments were in securities of Federal
National Mortgage Association (FNMA or Fannie Mae), Federal Farm Credit Bank (FFCB)
and Federal Home Loan Bank (FHLB), respectively. -



Power Authority of the State of New York

Notes to Schedule of Investments (continued)

4. Capital Funds

Borrowed funds for 2 specific construction project are deposited in a capital fund account.
Eamnings on fund investments are held in this fund to be used for construction. Eamings on
unexpended funds are credited to the cost of the related project (construction work in progress)
until completion of that project. ;

5. Restricted Funds
Decommissioning Fund

The Decommissioning Trust Fund is managed by external investment portfolio managers. Under
the Decommissioning Agreements, the Authority will make no further contributions to the
Decommissioning Funds. The Authority’s decommissioning responsibility will not exceed the
amounts in 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 réquired to be administered in
accordance with the Authority’s or New York State investment guidelines.

Petroleum Overcharge Restitution (POCR), Clean Air rur. Schools. (CAS) Project and
Lower Manhattan Energy Independence Initiative Funds :

Legislation enacted into State law from 1995 to 2002 and 2007 authorizes the Authority to utilize
petroleum avercharge 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 a variety of energy-
related purposes, with certain funding limitations. The legislation also states that the Authority
“shall transfer” equivalent amounts of money -to the State prior to dates specified in the
legislation. The use of POCR funds is subject to comprehensive Federal regulations and judicial
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 legislation, 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 $60.8 million to date, took place from 1996 to 2007.
The POCR funds are included in restricted funds in the Balance Sheet. The funds are held in 2
separate escrow account until they are utilized.



Power Authiority of the State of New York

Notes to Schedule of Investments (continued)

5. Restricted Funds (continued)

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 impleémentation of the CAS Projects program. The
CAS Projects are designed to improve air quality for schools and include, but are not limited 1o,
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.

In accordance with legislation enacted in 2006, the Authority was appropriated $25 million to
implement the Lower Manhattan Energy Independence Initiative involving certain clean energy
and energy efficiency measures.

As of December 31, 2008, POCR, CAS Project, and Lower Manhattan Energy Independence
Initiative funds are $24 million, $11 million and $25 million, respectively_.

ART Notes Debt Service Reserve Fund

In accordance with the Adjustable Rate Tender Note Resolution, a Note Debt Service Reserve
account has been established in the amount of $20 million.

6. Other ‘
All investments are held by designated custodians in the name of the Authority.

The accompanying Schedule of Investments does not include cash and cash equivalents and
short-term investments with maturities, when purchased, of three months or less.

7. Income From Investments

During the year ended December 31, 2008, the Authority had income from investments of $80
million.



Power Authority of the State of New York

Notes to Schedule of Investments (continued)

8. Other Postemployment Benefits Trust Fund (OPEB Trust)

In December 2006, the Authority’s Trustees. authorized staff to initiate the establishment of a
trust for OPEB obligations (OPEB Trust). During 2008, the Authority partially funded its prior
service OPEB obligation by contributing $125 million to the OPEB Trust Fund in addition to the
$100 million funded in the prior year. The Authority has funded approximately sixty-five
percent of its prior service OPEB obligation. The Authority will evaluate the performance of the
OPEB Trust before making decisions on additional actions. As of December 31, 2008, the OPEB
Trust Fund amounted to $225 million. The fair value of the Trust Fund investments at
December 31, 2008 was $191 million. The OPEB Trust Fund is not required to be administered
in accordance with the Authority’s or New York State investment guidelines. The OPEB Trust
is held by an independent custodian for the benefit of the Authority’s retired employees.
Therefore, the OPEB Trust Fund is not included s an asset in the Authority’s balance sheet and
accordingly is not included in the Schedule of Investments herein.

10



