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James Knubel
Senior Vice President and
Chief Nuclear Officer
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U.S. Nuclear Regulatory Commission
ATTN: Document Control Desk
Washington, DC 20555

Subject: Indian Point 3 Nuclear Power Plant
Docket No. 50-286
James A. FitzPatrick Nuclear Power Plant
Docket No. 50-333
Annual Financial Report

Dear Sir:

Enclosed are ten copies of the Authority's Annual Report for 1996. This report is being
forwarded as required by 10 CFR 50.71(b).

This letter contains no new commitments. If you have any questions, please contact Ms.
C. D. Faison.

Very truly yours,

JKnubel yuv
rSenior Vice President and

Chief Nuclear Officer
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cc: Regional Administrator
U.S. Nuclear Regulatory Commission
475 Allendale Road
King of Prussia, PA 19406

Resident Inspector's Office
Indian Point 3
U.S. Nuclear Regulatory Commission
P.O. Box 337
Buchanan, NY 10511

Office of the Resident Inspector
James A. FitzPatrick
U.S. Nuclear Regulatory Commission
P.O. Box 136
Lycoming, NY 13093

Mr. George F.Wunder, Project Manager
Project Directorate 1-1
Division of Reactor Projects 1/11
U.S. Nuclear Regulatory Commission
Mail Stop 14B32
Washington, DC 20555

Ms. K.Cotton, Acting Project Manager
Project Directorate 1-1
Division of Reactor Projects - 1/11
U.S. Nuclear Regulatory Commission
Mail Stop 14B32
Washington, DC 20555
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- NOTICE

THE ATTACHED FILES ARE OFFICIAL
RECORDS OF THE INFORMATION &
RECORDS MANAGEMENT BRANCH.
THEY HAVE BEEN CHARGED TO YOU
FOR A LIMITED TIME PERIOD AND
MUST BE RETURNED TO THE
RECORDS &ARCHIVES SERVICES
SECTION, T5 C3. PLEASE DO NOT
SEND DOCUMENTS CHARGED OUT
THROUGH THE MAIL. REMOVAL OF
ANY PAGE(S) FROM DOCUMENT
FOR REPRODUCTION MUST BE
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id Chairman Clarenc
ppleyea try out a.h
ectric bus finded in
'NYPA.

As .the-nation's electric utilities prepare for a

competitive future, the PoerAuthoritygives

New York an unmatched advantage in shaping

an energy marketplace that best serves the people

of the Empire State.

The Power Authority is.a vital weapon in

Governor George Pataki's efforts torevitalize the
economy, and create new.jobs for New Yorkers.

In a state where electric rates are 50 percent

higher than the national aver

age, NYPA supplies" some of the

country's lowest-cost efiergy.

Our economical power often

makes the difference betweefn

jobs growinghere or going else

where. By the end-of 1996, we
were bolstering the competitive

ness ofmore than 200 private
-ector-companies statewide,

helping tokeep more than'atakieD. 150,000 New Yorkers at work.

'brid The Power Authority iswell-positioned
part .ease the transition to a market-based system and

to be a strong competitor within that system.

Our high-vo1tage:transmission network

forms- the backbone of the state's electric thruway,

bringing competing suppliers within reach of
customers. We supported the state Public Service

Commission's call for full customer choice in

electricity supply and urged the commissionrto

set an early date for the startof retail competi

tion. The PSC did just that with a landmark

decision in May 1996 calling for competition to

begin on the wholesale level in 1997 and for

retail customers in 1998.

Self-'supporting,, using no: tax-dollars, 'the

'Power Authority operates like a business. But we

are much more than a business.

two I the
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NYPA commands the resources and know

how to undertake major initiatives in the public

interest. ,Our history includes numerous instances

of such initiatives, and our future may involve

even more vigorous efforts to serve the public.

These could include buying the transmission

lines of the state's investor-owned utilities-with

estimated ratepayer savings of $3 billion in the

first five years; anchoring Governor 'Pataki's pro

posed public-private partnership to',bring rate

relief to businesses and pro'tect New York jobs;

and safeguarding New York's environment by
- implementing the Governor's clean-school coal

conversion program and 'sparking the develop

ment of an electric-vehicle industry in the state.

Each of these activities is discussed in this Annual

'Report.

The Power-Authority's new Mission

Statement providesa framework for the report.

The plan stakes out a central role for NYPA in

New York's economic growth. It sets forth our

commitient to -become the very best in our

industry in key areas, to iddvalie to the state as

-aleader in the competitive era and to protect and

enhance the environment.

NYPA's ability to adapt'to changing:public

needs is one of our greatest strengths. Whatever

form the restructured industry takes, it is certain

that the Power'Authority will continue to play a

major role in energizing the economy and'com

mtinities of'New York and building a foundation

of prosperity and pride as our state heads into a

bright new century.

Clarence D. Rappleyea

Chairmanand "ChiefExecutive Officer



General Motors' Powertrain plant in Massena
had k.nownhard times, so the good news was

even sweeter. On Aug. 6, 1996 -b years to the

day after the plant had entereda cycle of lay

offs-GM announced a $77 million in- estment

at Massena to produce engine parts for a new
model, Saturn car, adding hundreds of jobs.

A key to the decision was an infusion of

more low-cost electricity from the Power

Authority-one of the state's most 4aluable assets
'in efforts to' create a more vibrant economy and

provide jobs for New Yorkers.

The Authority's economical power attracts
new companies to the state, and'keeps established

firms -frommoving elsewhere. NYPA also offers

energy-efflciency assistance and other customized
services to help its customers succeed
in the face of global competition.
'Companies recdiving the Power

Authority's electricity meet strict"
requirements for job creation or

retention. At the end of 1996, NYPA_

was providing 210 businesses with ath

total of 1.6 million'kilowatts (kw),
supporting-more than 150,000 jobs
statewide. And it's poised to do much more.

NYPA. figured prominently during the year

in Governor George Pataki's proposed "Power for

Prosperity" program to provide businesses in all

parts of the state.with 400,000 kw of inexpensive
electricity to preserve jobs. The Governor called

for an innovative partnership between the Power

Authority, which would supply 200,000 kw, and

the state's investor-owned iutilities (IOUs), which
would provide an'equal amount.

A credit-against the state gross receipts tax
would finance the utilities' share of the lower

cost electricity, _protecting ratepayers from
bearing the costs..The proposal would thus

simultaneously address two of the state's most

pressing challenges-job retention and tax-relief.

Although the state Legislature did not omplete

action on "Power for Prosperity" in 1996, dile.
plan was expected to be reintroduce.d in 1997.

The GM success in -1996 involved two'of
the company's New York State facilities, both

Power Authority customers, as NYPA 'orked

closely with the.Governor's office and the Empire
State Development Corl'. to bring the Saturn

deal t6 New York. The Massena plant~will pro

duce cylinder blocks and head castings for.the

engines of the new "Innovate" sedans, scheduled

,-%V/ fld%,kV/D CA 1 c i iDD DT itDc

to roll off production lines by early 1999. GM

Powertrain's Tonawanda site will manufacture
the engines.

"NYPA's low-cost power was a very signifi-

cant factor in our being able to get. that contract,"

said-Rick Sutton, GM Powertrains Massena
plant manager.

Aur- fiA
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The Massena plant, which has received
* 12,000 kw'from NYPA since 1959, obtained
'8,000. kw more in August. The power sales will
create or protect a total of 580 jobs. In
Tonawanda, where a 13,800-kw allocation

- already'supported 3,706 positions, authorization

of an additional 800 kw in June was linked,'to
anofher 510 new and existing jobs.

At the other end of the state, Computer

Associates, iLong Island-based industry-giant, is
relying on the Power Authority as it expands its
international operations. In today's high-tech
environment, mank of the world's largest compa
nies look to Computer Associates for their busi
ness software. A,12,000-kw allbcati6n appioved
in 1989 is tied to-2,000 jobs-at the company's

Islandia headquarters.

'"Computer Associates' strength comes from
its ability'to meet market demands quickly and
cost effectively while keeping an eye on the
future," said Abraham Poznanski, senior,vice
.president operiations. "NYPA helps us meet
those demands by providing us with low-cost.

electricity, making Long Island and New York
State a competitive location for our world head

quarters.

Computers have revolutionized the opera
tion of manufa.turing equipment at Revere
Copper Products, Inc., although the basic

processes have changed little since the company
was founded-by Revolutionary War hero Paul
Revere. Today,'electricity-supplied by NYPA

powers- the melting furnaces and rolling mills
controlled by highly skilled operators and a

growing number of technical-support employees.

Located in the City of Rome, in Central,
New York, the employee-owned firm depends on

6,000.kw of NYPA
electricity td keep 500

workers on the job.
Revere is the third

largest copper and
brass iolling'mill in

North America. Yet it

faces stiff competition.

"We're fighting for survival all the time," said
Brian O'Shatghnessy president and chief execu
tive officer. "NYPA's power is as crucial to our
company as Paul Revere was to the Revolution.
If NYPA didn't exist, we wouldn't exist."

Energy Sales

(Billions of kwh)
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If being the best means producing the most, at

the lowest cost, the Power Authority's Niagara

Power Project has. no equal in New York State.

And ongoing improvements at Niagara are mak

ing the.best even better.

Recdgnizing that low pric&s and superior ser-

vice will'be essential to winnihg and keeping cus

tomers in the emerging competitive marketplace,

NYPA is also working to bring its nuclear and

other facilities into the'ranks of ihe nati6n's best.

At the Niagara project, the Power Authority

in 1996 continued a$293 million, multiyear

program to upgrade the 13 turbine-generators

of the Robert Moses Niagara: Power Plant. The

work will increase the output of each unit from

175,000 kilowatts (kw) to 200;000 kw. Maj"or

•structural improvements at the Moses plant and

the companion Lewiston Pump-Generating.Plant

will-also protect against costly breakdowns and

extend the life of the equipment, which has been

in operation since 1961.

The'Moses work is benefiting increasingly

from a computerized Maintenance Resource

Management (MRM) program, which helps to

avoid delays and redUce overtime and other costs

by scheduling major tasks, ensuring that parts

and materials are

available and coordi- N P PPL

nating staff and con- ThePowerAn thon'

tractor efforts. Based 9 96 ,thal1o

on, the best practices of top-performing utilities,

MRM is taking on an expanding role in mainte

nance planning for all of NYPA's hydro,. fossil-.

fueled and transmission facilities. The program's

success-to date reflects the commitment of

'Authority employees systemwide to increased

producti 'ity arid teamwork.

With upgrades of three units completed at

the Moses plant and work on a fourth"in

progress, several positive trends attributable to

MRM were evident in 1996. Most significantly,

each succeeding upgrade, has taken less time, with

the third turbine-generator returned to service in

just nine months-a full six months ahead of the

previous unit's pace. Each day'saved carried-siz

able financial benefits, measured in labor savings

and the faster resumption of power production.

The drive for "best-of-class" status was also

evidenced by the NYPA Research and

Development Division's broad range of projects

aimed at improving the performance 6f the

Authority's generating and transmission facilities.

Examples in 1996 included development of

monitoring and diagnostic systems for hydroelec

tric generator'components, circuit breakers and

power transformers and of a cleaner, more-effi

cient burner for the oil- and natural gas-fueled

Poletti project in Queens.

Also in 1996, teams of skilled workers from

NYPA' nuclear and fossil-fueled plants were inre

t ,- IA MmEr-m eIr CTA"E'0 I1 f-r irirVV

- * ei~At I
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gr'ated under a pilot program to meet shifting
work demands throughout the system. Although
the power sources differ, the generating equipment
and the skills required to maintain it are fre
quently similar. The flexible multidisciplinary

teams will reduce maintenance backlogs and
assume much of the work now accomplished at
greater expense by contractors.

Encouraging trends marked the performance
ofNYPA's FitzPatrick and Indian Point 3 nuclear
power plants in 1996.

The plants produced a total of 11.2 billion
kilowatt-hours, their second highest combined
annual output.

FitzPatrick compiled a capacity factor of
87 percent through late October, when it was
removed from service for a scheduled refueling
and maintenance outage that, at 47 days, became
the shortest and most successful in the plant's
21 -year history. (Capacity factor measures a plant's
production in a given period as a percentage of
the maximum possible if it ran at full power all
the time.) Modifications during the outage
increased the plant's 800,000-kw electrical output
by up to 30,000 kw.

Indian Point 3 recorded a capacity factor of
close to 95 percent after returning to service in
April from an outage that hadbegun the previous
September to address equipment and procedural

issues. The plant ended'the year with a record run
of224 consecutive days, which continued into
early 1997. For the three-year period ending in
1996, Indian Point 3 ranked first among nuclear
plants nationally in minimizing worker exposure

to radiation.,
A tentative alliance under

which Entergy Corp. ofNew
Orleans would have provided
managemeht services at the
Power Authority's two nuclear
plants did not materialize because
the parties couldn't agree on a

formula for sharing financial risks. The proposed
NYPA-Entergy partnership has spawned plans for
a number of similar arrangements around the
country. As the year ended, NYPA was assessing
three options for assuring excellent performance at
its plants--continuing to operate them itself, pur
suing another alliance with an outstanding nuclear
utility or joining a proposed New York State
nuclear operating company.

1996 Generation and Sales
(Billions of kwh)

a Power Generated
* Power Purchased
0 Power Sold

ton Ietoven



''Stiperefficient appliances slash public housing

costs and electricity use. Vast arrays of silicon

panels,.with no moving parts, capture the energy

of sunlight. Fleets of electric-powered cars, buses

and trucks glide noiselessly and emission-free

through city and suburban streets.

In supporting these and similar initiatives,

the Power Aiathority is'building on its tradition

as one bf the nation's leading suppliers of eiec

tricity from clean, renewable sources. Itis also

leading.New York State into an environmentally

-] compatible and more-efficient energy era.

Besides improving air quality, NYPA

sponsored projects are-cutting costs for govern

ment-and taxpayers-for education, health care,

housing and other public services.

New gleaming white, energy-efficient refrig

erators, to be provided-by NYPA over a nine-yea

period, will save

the New'York City

Housing Authority
-"(NYCHA) ,about

1projects Work-was conti
$6 million a year 199O_ ELP provid

by shaving its

annual energy use

_ by 63 million

kilowatt-hours, or

enough to meet the needs of about I 1,000.

apartments. In 1996 the Power Authority

installed the first 20,000 of niore than-180,000

newapartment-sized refrigerators pledged to

NYCHA under a long-term contract for supply

of NYPMA electricity.,

"This is what reinventing government is all
'about,"-said-NYCHA Chairman Ruben Franco.

"We are providing for. long-term energy needs

while saving taxpayets millions of dollars.",

'The refrigerators delivered in 1996 consume

less than h'lf the nergy of the original units, -

which are 15 years old Oil average. A new model,

which will be introduced in' response to the

Authority's bid for ever-more-efficient equip

ment, will provide even greater savings.

Other Power Authority customers also bene

fited from the-Authority's energy-efficiency pro-'.

grams. For example, in the Bronx, NYPA

installed a 6,000-square-foot refrigeration plant

- at the 38-acre Hunts Point Cooperative Market,

-the world's largest food,distribution center. The ".

new unit will lower the markets energy c6sts by

$430;000 annually and help ensure retention of

more than 2,400 local jobs already protected, by.

"NYPA's low-cost, electricity.

The Authority remained in the forefront of

utilities nationally'in 199.6 in'the development of

loh6tovoltaic'(PV) systems, which convert sun-

light directly into electricity. In July it inaugu

rated one bf the nations largest roof-mounted

PV-fadilities, the size of three football fields, at

New YQrk City Transit's Gun Hill Bu's Depot in

the Bronx. One of seven PV systems that NYPA

has, supplied to Its customers, the 300-kilowatt

II~
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* project will meet about half of the depot's elec

tricity needs.

NYPA's electric transportation program also

.continued to expand. The,Authority had sup

plied 59 electric vehicles (EVs) to its customers

bk the end of 1996, an increase of 19 from a year

earlier. The EVs include the Northeast's first.'elec-

tric school bus, light-duty three-wheeled vehicles,

and shuttle buses in downtown areas and. on col

lege campuses. The vehicles help meet air quality

standards, reduce fuel and operating costs and

create jobs in New York's emerging EV indust'ry.

The natiof's largest supplier of electricity for

mass transportation, NYPA in 1996 continued to

work with the federal government and various

public and piivate entities in funding develop

ment of hybrid electric *buses for use by New

York City Transit. A prototype of the bus

powered by electric motors and manufactured

by Orion Bus Industries of Oriskahy, a NYPA

customer-was unveiled. during the year. Twelve

more buses, 'pected to be produced by New

York State companies, are planned in the first

phase of the program.

The Power Authority received a major hew

assignment with voter approval of Governor

*GeorgePataki's Environmental Bornd Act in
- - November. Witli $125 million in funding from

the bond act, NYPA will launch a full-scale pro-

gram in 1997 to replace antiquated coal-fired

furnaces with'clean -oil- and gas-burning boilers,

at public schools in New York City and -Buffalo.

The funds will expand a coal conversioi program

that 'NYPA began in 1994 with the New York

City Board of Education. The new boilers willo

pay for-themselves from energy and maintenance

savings and will eliminate harmful

emissions.

.In the first project of its kind

nationally, a NYPA-sponsored fuel

cell power planF was expected to

begin operation in early 1997 at

the Westchester County Wastewater

- Treatment Plant in Yonkers. The

plait will generate clean energy through a'chemi

cal reaction using waste gases, largely meihane,

rather than combustion. The gases would other

wise be burned off, contributing to air pollutibn.

and global warming..

The Power Aithority's energ-efficiency

and renewable-energy programs reflect its belief'

that low costs alone will not be enough to meet

society's needs ana assure success in the new elec

tricity marketplace, Customers with the power

to cl~oose will-also demand environmental

responsibility ahd innovative energy services.

As a recognized leader in these areas, NYPA will

continue to make them a prominent part of its

efforts to help create New Yorks competitive

energy fiture.

Aurtee I'Aiteen



The language of strategic planning speaks of,

movement: Where are we coming from? Where

are we going.- ,
So when the Power Authority developed a

new Mission. Statefioent in early 1996, its senior

manigers set their sights on goals that would

put NYPA in the top ranks of the utility indus

, try and then charted a course to get there.

Critical to this process was the establishment of

spdcific performance measures to track-progress

in key areas-in recognition of the fact that

results, not effort, count.

To meet increased competition in the

industry, the Authority saw the need for imme

diate, dramatic action and the importance of

involvinga large portion of the work force. It

rejected the cautious, traditional path'of incre-'

mental progress and chose instead a dynamic

approach designed to a'ccelera'te change.

Momentum built throughout the year as

employees at every level and from every lbcation

in the NYPA system took an active role in shap

ing the Authority's future.

Starting in the summer, they gathered for

weeklong sessions that emphasized teamwork,

creative risk-taking

Besidesencouraging i

staff members to strive

for continuous self- 0 ?'r-th e e

improvement, the

program resulted in employee-inspired.projects

to promote a more efficient and cost-effective

organization. "

By year's end, employee teams were pursu

ing some 40 projects aimed, for example, at.

- streamlining work practices, reducing the use of

contractors, cuting overtime and enhancing

customer service. Pdtential savings from these

projects were expected to total millions of

dollars a year.

Every NYPA employee will participate in

the program by mid-1.998, With additional

money-saving projects anticipated.

This new strategic mindset is helping

employees such as Bob Salfi, superintendent of

,general maintenance at the Niagara Power

Project, bring a fresh perspective to their jobs.

Salfi oversees 54 workers and some200 piecea

of equipment, from cars and trucks to cranes,

- tugboats and an ice breaker. He looks-to his

seasoned staff to come up with "better, faster,

safer and mdre efficient" ways to get work done.

In one instance, craftspeo-ple devised' a method to

disassemble a turbine-generator in record time,

using fewer workers than ever before.

"We need to look at.all options to improve

the way we do business,". Salfi said. "We're

attaching high credibility to what the rafnk-and

file employees have tosay.We place an enormous

kixteen ISeventeen
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Elsewhere, about 75 "graduates" of the
weeklong sessions spent some or all of their time
during the fall assigned to teams charged with
carrying the change process forward.

A financial team devoted 10 weeks of full
time effort to the search for cost reductions and
efficiency improvements in non-nuclear areas.
Senior management approved 249, or about 86
percent, of the team's recommendations, with
savings projected at $174 million over three
years. The measures will also provide annual sav
ings ofmore than $11 million beyond 1999.

The proposals, large and small, range from
taking over management and maintenance of
NYPA's White Plains headquarters building and
grounds from a contractor, with savings of
$1.2 million through 1999, to dropping plans
for a $40,000 purchase of a new tractor.

A separate ream, looking at NYPA's nuclear
operations, began work in early 1997.

Two other employee groups, whose members
split their time between their regular jobs and
team assignments, were aligning every group
within NYPA-and every staff m'ember-with the
Authority's overall mission. One teamhelped
develop specialized strategic plans for each of
NYPA's business units and departments and for

amount of value on their expertise. We need to

use our people strategically so they can do the

best possible job."

00

CO o

00
S N 1
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* Utility's total sales 1
K Power Authority sales to utility 2
A Central Hudson
B Con Edison
C Niagara Mohawk
D New York State Electric & Gas
E Rochester Gas and Electric
F Long Island Lighting Company
G Orange and Rockland
H Total Authority Sales

Power Authoritysales totaled 19.078 billionkwh, which excluded
.501 billion sold through the New York Power Pool for supply to
the utilities asneeded.

2 Includes .010 billion kwh associated with salesto reallocated
expansionpowercustomers.

eig4ten Ininetee,,

each of the state's regions. The other began a

process that will provide each employee with an

individual performance plan geared to NYPA's

new priorities.

-The results of these

initiatives will continue

to unfold over the next

three years, helping every

employee to understand

how his or her job con

tributes to the achievement of the Power

Authority's goals.

1996 New York Utilities'Total Sales
and Power Authority Sales to Utilities
(Billions of kwh)



In the era of regulated utility monopolies, now

ending, the Power Authority has always been a

competitive power supplier. With no franchise

area or "captive" customers, NYPA has had to be

the low-cost provider to sell its electricity. Now,

as the state's utility industry heads into a compet

itive age, the Authority is at the forefront of the

push to ensure that the new structure provides

the greatest possible benefits for consumers.

"Industry restructuring is the most impor

tant issue facing the Power Authority," said

NYPA President and Chief Operating Officer

Robert Schoenberger. "It's a time for quick deci

sions and urgent action. The Power Authority

fully supports the state Public Service

Commission's [PSC] goals of lower costs to con

sumers, increased customer choice, continued

reliability of service and economic growth."

To help meet these objectives, the Power

Authority has proposed that it be the single

owner of the state's high-voltage transmission

system-with savings to ratepayers of $3 billion

in the first five years. NYPA would purchase the

large power lines of the state's investor-owned

utilities (IOUs) at a premium. The savings would

be achieved principally through refinancing the

IOUs' transmission facilities at the Authority's

lower capital costs and through the utilities' use

of the premiums to buy down their expensive

contracts with independent power producers

(IPPs) at a discount. Additional savings could

result through merging transmission maintenance

functions.

NYPA submitted its restructuring plan to

the PSC in 1996 as part of the commission's

Competitive Opportunities Proceeding. In

addition, the Authority urged the PSC to move

promptly to allow customer choice of electricity

suppliers in a fully competitive market. The

commission issued a far-reaching decision in May

that, consistent with the Authority's position,

ordered competition in wholesale, or utility-to

utility, transactions in 1997 and at the retail-or

consumer-level in 1998.

As owner of the unified transmission system,

the Power Authority would assure access to all

buyers and sellers of electricity, eliminating barri

ers that create inefficiencies and increase costs.

twenty Itwenty-one
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A non-profit state-owned utility, NYPA has a

well-established record of public service and

already owns 1,400 circuit miles of high-voltage

lines, more than any other utility in the state.

After acquiring the rest in voluntary transac

tions with the IOUs, NYPA would strengthen

system reliability by performing maintenance

scheduling and coordination and by using its low

cost financing to meet the need for additional

transmission capacity.

In another move to pave the wayL to competi

tion, the Power Authority in December 1996'sub

mitted an open-access transmission tariff to the

Federal Energy Regulatory Commission (FERC)

in voluntary compliance with a FERC order. One

month later, NYPA joined New York's IOUs in

filing a plan for an Independent System Operator

(ISO) for the state's transmission network. (Under

its proposal to acquire the IOUs' lines, NYPA

could become the ISO if it clearly separated its

transmission and generation functions.)

FERC acceptance of the Power Authority's

open-access tariff, the joint filing or both would

give NYPA reciprocal access to other utilities'

transmission lines-a key factor in the Authority's

ability to, compete in the new era.

The Power Authority's proposals for the

restructured industry are in keeping with its long

standing role of reducing costs for consumers and

supporting economic development by taking on

energy challenges that others can't or won't meet.

That role started withconstruction of the

St. Lawrence-Franklin D. Roosevelt Power Project

at Massena in the 1950s. Pursuant to state man

dates, NYPA went on to build or acquire other

generating plants-hydroelectric, nuclear and

fossil-fueled-and since the late 1970s has'

constructed most of the state's high-voltage trans

mission lines. The generating and transmission

facilities serve as a bulwark of the

states economy and save taxpayers

millions of dollars a year through

reduced energy bills for govern

ment entities.

Purchase of New York's high

voltage transmission network,

with open access to all, could

represent the next stage in NYPA's evolution,

carrying forward the PSCs competitive mandate

and guaranteeing consumers freedom of choice,

lower costs and reliable operation of the system.

Energy Sales to New York State
Municipal Systems and Rural
Electric Cooperatives
(Billions of kwh)

r,

88 90 92 94 96
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anklin D. Roosevelt Power Project
tric
na, on the St. Lawrence River,
wrence County
Capability: 800,000 kw
i Power: July 1958
ation: 7.2 billion kwh
Through 1996: 259.5 billion kwh

*'Power Authority Projects
* Power Authority Substations
* Substations of Others
" Power-Authority Lines
- Lines of Others Available'as Needed

)oaPumped Storage Power Project
heim and Gilboa, southwest of Albany,
choharie County
le Capability: 1,040,000 kw
cial Power: July 1973
eneration: 1.7 billion kwh
on Through 1996: 35.6 billion kwh

FitzPatrick Nuclear Power Plant

Scriba, on Lake Ontario,
Oswego County
rdable Capability: 820,000 kw
Lmercial Power: July 1975
Generation: 5.3 billion kwh
ration Through 1996: 93.6 billion kwh



Indian Point 3 Nuclear Power PI
Location: Buchanan, on the Hudson

Westchester County
Net Dependable Capability: 970,000
First Commercial Power: August 197
1996 Net Generation: 5.9 billion kw]
Net Generation Through .1996: 85.0

Charles Poletti Power Project
Type: Gas/Oil
Location: New York City, on the East
Net Dependable Capability: 825,000
First Commercial Power: March 197I
1996 Net Generation: 1.3 billion kwh2
Net Generation Through 1996: 47.3

Richard M. Flynn Power Plant
Type: Gas/Oil
Location: Holtsville, Suffolk County

6 Net Dependable Capability: 135,600 k%
First Commercial Power: May 1994
1996 Net Generation: 0.9 billion kwh
Net Generation Through 1996: 2.8 bill

Small Hydro Facilities
Located on reservoirs and waterways arou
state, these facilities include the Ashokan
the Kensico Project, the Gregory B. Jarvi!
the Crescent Plant and the Vischer Ferry
(right), with a combined net dependable
ity of 29,596 kw. They produced a total
million kwh in 1996.

Frederick R. Clark Energy Centes
Function: Coordinates NYPA system
Location: Marcy, north of Utica,

Oneida County
Opened: June 1980 4
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, Summarv Statement of Net Revenues

.Favorable/
(In Millions) 1996 1995 (Unfavorable)

Revenues $1,430.1 $1,412.7 $ 17.4'
Operating Expenses 1,229.5 1,356.2 126.7

" Net Operating Revenues 200.6 56.5 144.1
Other Income 85.8 95.9 (10.1)
Other Deducti6ns 180.9 0q".3 14.4

Revenues (Deficiency),
net before extraordinary

I items 105.5 (42.9) 148.4
Extraordinary items (5.6) 5.6

Net Revenues (Deficiency) $ 105.5 $ .(48.5) $ 154.0

Operating Results
Net revenues reached their highest level in 12 years, increasing,

by $154 million to'$105.5 million from a net deficiency of.
$48.5 million in the prior yea. This dramatic turnaround was
primarily due to reductions in operating and other expenses
reflecting the return to full service of the Indian Point 3 (IP3)
Nuclear Power Plant. Further details'are presented in the appli

cable sections below.

Revenues

Revenues increased by $17.4 million in 1996 due to IP3's return
. to service and higher generation at the hydroelectric*facilities

(5.7 percent). Non-firm transmission sales were also higher in
19.96.

Operating Expenses

Operating expenses decreased by $127 million (9.percent) to
$1.230 billion from $1.356 billion in the prior year, primarily
due to reductions in purchased power and operations and main
_tenance (O&M) expenses. The reduction in purchased power
expenditures ($72.6 million) resulted from lower energy require
ments due to the return to full service of IP3 on April 10, 1996,
and lower Canadia*n imports. The reduction in O&M expenses
($46 million) resulted from the return to full service of IP3 and
the ongoing efforts of the Authority in cost containment and
restructuring to prepare for the competitive utility bnvironment.

Other Income

Other income, which c6nsists primarily of investment income,
decreased by $10.1 million.(1-1 percent) to $85.8 million from
$95.9 million in the prior year. The -decrease in investment
income was primarilyduae to-lower returns on decommissioning

trust fund investments during 1996. During 1995, significant"
capital gains were realized on the sales of fixed income'securities
during a period when long-term interest rates were decreasing.

twenty-si,twenty-even.



Other Dieductions

Other deductions, which primarily consist of interest-expense on
dbt, decreased by $14.4 million '(7 percent) to $180.9 million
from $195.3 million in the prior year. The decrease in interest
expensewas. due to lower debt, levels in 1996 resulting from the
defeasance of Series V Bonds in 1995, scheduled maturities and
bond retirements.

Extraordinary Items

There were no extraordinary charges or-credits in 1996. In
1995, a gain on early boid retirements of $7.5 million was off
set by a loss on the Series V Bond defeasance of $13.1,million,
for a net extraordinary loss of $5.6 million.

Return of IP3. to Full 'Service
From its return to full service on April 10, 1996, to the'end of
the year, IP3 operated at 'close to -95percent of capacity.

Refueling Outage at JAF

During the second half of 1996, thejamesA. FitzPatrick
Nuclear Power Plant (AF) completed a refueling and mainte.nance outage in 47 days, by far the shortest such outage in its
21-year history. The fastestprevious refueling, ii 1978, took 83
dayis. JAF operated at about 75 percent of capacity during 1996
despite this outage.

.Competition*

The Authoritycontinues to prepare for competition. Employees
.are undergoing intensive training to gain a better understanding.
of ie Authority's mission, strategic plan, strategic result areas
and goals. The training sessions also help employees understand
the need to adapttheir performance to new competitive chal
lenges. ...

Cost containment and reduction are key elements in a com
petitive industry. Employee teams have identified opportunities
for reducing costs and improving the efficieny, of various areas
of operation.

To strengthen its competitive position, the Authority
signed long-term'power supply agreements with substantially
all of its Southeast New York (SENY) governmental customers.
during'1995 and 1996. These contracts will help to stabiliz
the Authority's revenue bas in the future. Contracts signed'to
date represent, approximately 50 percent of the Authority's
1996 revenues.

Net Generation

During 1996, the Authority's tdtal net generation increased .by
more than 13 percent to 35.1 billion kilowatt-hours (kwh) from
30.9 billion kwh in 1995. The.increase was due mainly to the
return of lP3 to full service on April 10, 1996.

Financial Condition

TheAuthority is a fiscally indepefident public corporation that
does not receive state tax revenues or credits. It is self-support
ing, using revenues from operations andcapital it raises in
public markets. The Authority meets its capital requirements
through such borrowings or with internal funds.

Capital Structure

(In Millions)
Long-term debt
General purpose bonds
Adjustable rate tender notes
Total long-term debt

.Accumulated net revenues
employed in the business

'Total Capitalization

Increase/
1996 1995. (Decrease),

$2,556.8
194.5

$2,662.6
200.0

($105.8)
( 5.5)

2,751.3 2,862.6 - .111.3)

1,509.4 1,414.1 95.3

$4,260.7. $4,276.7 ($ 16.0)

Total long-term debt decreased by $111 million to $2.751 bil
lion from $2.863 billion in -1995,,due primarily to the sched
uled maturities of bonds. Accumulated net revenu es employed
in the busirress increased by $95 million to $1.509 billion from
$1.41-4 billion in 1995.

Debt Ratings

Long-term debt
Adjustable Ratd Tender Notes
Commercial Paper I

Standard
Moody's & Poor's

Aa AA
A1/VMIGI . A+/A-1

P-1 A-]

During 1996, the Authority decreased its line of credit under a'
revolving credit agreement with a syndicate'of banks from $300
million to $200 million, and,extended the agreement to July 13,
1999. The Authority also has a revolving credit agreement with
a syndicate of banks providing for $200 million, which termi
nates on September 5, 2001, and another revolving credit agree-'
ment with a bank for-$50 million, which terminates on.March
31, 1997. The Authority-does not intend toseek an extension of
this third agreement.
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° Repot~of Management Report of ndependentAccountants

Management is responsible for the preparation, integrity and - Power Authority of the State ofNew York
objectivity of.the financial statements of the New York Power N~w York, New-York
Authority (NYPA) as well as all.other information contained in"
the Annual Report. The financial statements have been prepared -We have audited the accompanying balance sheets of the Power
in conformity with generally accepted accbunting principle Authority of the State ofNew York (the "Authority") as, of
applied on a consistent basis and, in some cases, reflect arfiounts December 31, 1996 and 1995, and the related statements of net
based on the best estimates and judgments of management, revenues and accumulated-net revenues employed in -thebusi
giving due consideiation to materiality. Financial information ness and cash flows for the. years then ended. The'se financial
contained in the Annual Report is consistent with the financial statements are the responsibility of the Authority'smanagement.
statements. Our-responsibility is to express an opinion on these financial.

NYPA maintains a system of internal controls to provide statements based on our audits.
reasonable assurance that transactions are executed in accor- We onducted our,audits in accordance with generally
dance with.management's authorizarion, that fina'ncial accepted auditing standards and Government Auditing
statements are prepared in accordance with generally accepted Standards issued by the Comptroller General of the United.
accounting principles and that the assets of the Authority are States. Those standards require that we plan and perform the'
properly safeguarded. The system of internal controls is dbcu- addit to obtain reasonable assurance about whether the financial
mented, evaluated and tested on a continuing basis. No internal statements are free ofmaterial misstatement. An audit includes
control system can provide absolute assurance that errors 'and' examining, 6n a test basis, evidence supporting the amounts and
-irregularities will not occur due-to the inherent limitations of the disclosires in the financial statements. An audit also-includes
effectiveness-of internal controls; however, management strives assessing the.accounting principles used -andsignificant estimates
*tomaintain a balance, recognizing that the co~t of such system .made by management as well as evaluating the overall- financial
should not exceed the benefits deri.ed. ' statement presentation. We'believe that our audits-provide a rea

NYPA maintains an internal auditing program that inde- sonable basis for oti opinion.
pendently assesses the effectiveness:of the internal control In our opinion, the financial statements referred, to above
system and reports findings and rec6immends possible irprove- .present fairly, in all material respects, the financial positi6n of.
ments to management. In addition, as part of its audit of " • the Power Authority of the State of New York as of December
-NYPA's financial statements, Coopers & Lybrand L.L.P., the 31, 1996.and 1995, and the results of itsoperations and cash
.Authority's.iridependent accountants, considers-the internal flows for the years then ended-in conformity with generally.

control structure in determining the nature, timing and extent accepted accounting principles.
of audit-pr6cedures to beapplied. Management has considered 'In accordance with Government Auditing Standards, we
the recommendations of the internal auditors and Coopers &, have also issued reports-dated February 14, 1997, and February.
Lybrand L.L.P concerning the systerm of internal controlsand 16, 1996, on our consideration of the Authority's internal:con
has taken actions that it'believed tobe cost-effective in the cir- trol structure and reports dated February 14, 1997, and

. cumstances to respond appropriately to these recommendations. February 16, 1996, on its compliance with laws and regulations.
Management believes that, as of December 31, 1996,and 1995, Our audits were conducted for the purpose of forming an

the Authority's system of internal 'controls provide's reasonable, opinion on the basic financial statements taken as a whole. The
assurance as to the integrity and reliability of the financial summary of funds (cash basis) is presented for parposes of addi
statemeni's, the protection of assets from unauthorized use or tional analysis and is not a required part of the basic financial
disposition and the' prevention and detection of fraudulent statements. Such information has been subjected to the auditing
financial reporting. ' - procedures applied in the audit of th basic finainciall statements

and, in our opinion, is fairly stated in all material respects in
relation to the basic financial'statementd taken

as a whole.

Peter W. Delaney '

-Senior Vice President - Business Services-.
Coopers &Lybrand L.L.P.
New York, New York'"
February 14, 1997

twenty-eigt. twen ntjn -



.ALIP-J,Decerfiber 31, 1996 and 1995
(In Thousands)

.1 096-
Electric plant in service ......... ................... . $5,222,394 -$5,088,363
Less accumulated depreciation ......................... 1,997,121 1,866,964

3,225,273 3,221,399
Construction work in progress ........................... -101,880 201,798
Nuclar fuel less accumulated amortization ............. 159,198 . 153,139"
Net utility plant ............ ! ................ 3,486,351' 3,576,336

Restricted Funds Cash...................................................... 752
Investment in"securities, at fair value,(Notes D, J and K) . 910,373 802,641
Escrow deposit-Series Z Bonds (Note F) ............... 54,288 54,288

.. 964,809 857,681
Construction Funds Cash .......................... 144 1.51

Investment in securities, at fair value ............ ............ 194,594 200,630
Interest receivable on ihvestmens.. .................. 3,052-- 2,022

.... 197,790 202,803
Current Assets Cash ..... ......... .282 1,972

Investment in securities, at fair value ....................
Interest receivable on investments ............. ..........
Receivables-customers ... ................... .. ....
Materials and supplies, at average cost:
Plant and general ...................... ...........
Fuel ..........................................

Prepaymehts, miscellaneous receivables and other ...........

298,109
17,553
139,675

73,422
-15,502
10 Mrnl

*263,374
i4,666
138,087

71,494,
8,164

Oi l-,g -

584,303 " 520,883
er r N n-rr - TTTA A Jt....... . . . . . . . . .

/.11,u1o 22,623

e L IcU c5, oilg-tellll [celva.Ies anu other .......... L/l,qY3 231,120'
292,511 253;743

Total Assets ............ ................ $5,525,764 $5,411,446
Liabilities aid Capitalization "

Capitalization- Long-term debt (Notes C, F and G):
General purpose bonds' ............ ................... $2,556779 - $2,662,637
Adjustable rate tender notes ..................... ... 194,520 197,365

" . - -2,751,299 2,860,002
Accumulated net revenues employed in the bLsiness:
Accumulated net revenues ............................. 1,500,942 1,395,487
Unrealizedholding gains on investments (Note D).... .8,473 - 18,635

t;509,415 1,414,122
Total Capitalization .................. ...... 4,260,714 . -4,274,124

Current Liabilities Long-term debt due within one year 95,775 82;585
Short-term.debt (Note H) ............... ................ 219,850 178,971
Accounts payable and accrued liabilities .................. 200,577 178,033

-516,202 439,589'
Other Non-current Nuclear plant decommissioning (Note J) ................ 447,384/'" 392,408
Liabilities ,Disposal of spent nuclear fuel (Note I) . ......... 140,081 " 134,674

Dferred revenues and other .... -161,383 170,651

. .748,848 . 697,733
Commitments and'Contingencies (Note L)

Total Liabilities and Capitalization ...... .............. $5,525,764 $5,41i,446

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

*ASSetS

Uility Plant

A ccerc
J lLIULze C Lex pense ......... .. ...... .............

I 1-996I
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I ji%- N E'.T RE'VENU'ES EMPLO-YED IN THE BUSINESS-

Years Ended December 31, 1996 and 1995
(In Thousands)

Statement of Net Revenues -1996,j" 1995

Operating Revenues Power sales ............ .... .................. $1,042,020 $1,039,400

Trarismission charges .................... 118,310 104,029

Wheeling charges ................................... 269,820 269,262
Total Operating Revenues .......... ................. 1,430,150 1,412,691,

Operating Expenses Operations ......................................... 418,184 466,108
Nuclear fuel .................... ............... 65,799 43,184

Fuel oil and gas ......................................... 81,675 .115,131

Purchased power-Hydro-Qudbec ............ 67,255 114,591
-Other .... ........................... 51,056 76,314

Maintenance"................................ ........... 136,242, 134,315

Wheeling ....................................... .... 269,820 269,262

Derireciation ................................ ........ .. 139,514 137,278
-Total Operating Expenses '............................1,229,545 1,356,183
Net Operating Revenues ................................. 200,605 56,508

Other Income Investment income ................................ 81,517, 92,684'
Other ......... ..................... Z.............. 4,252 3,228

Total Other Income ................................. 85,769 95,912

Other Deductions Interest on long-term debt .............................. 170,639 186,554

Interest-other........................................ ... 7,857 7,589

Interest capitalized. ..- ....... ..... ... (4,310) " (5,583)

Amortization of debt discount and expense ................ . 6,706 6,761

Total Other Deductions ............................ 180,892 195,321

Revenues (Deficiency), net before extraordinary items 105,482 (42,901)

Bond retirements'at less than principal amount (Note F) - 7,605

Loss on -bond defeasance (Note G). ....................... (13,158)

Net Revenues (Deficiency) ............................. $ 105,482 $ (48,454)

Statement of Accumulated Net Revenues. Employed in the Business

Accumulated Net Revenues Employed in the Business at JanuaryI . ...... $1,395,487 $1,443,941
Adjustments to January 1Balance:
Unrealized holding gains (losses) on.-investmentsecurities held in the operating "

and general fund on January 1 ......... 1....................... 18,635 (41,665)

Accumulated net revenues employed in'the business at January 1, as adjusted ..... 1,414,122 1,402,276.

Net Revenues (Deficiency) ......... ............. ........ .......... ........ 105,482 (48,454)

Changes in unrealized holding gains on investments held in the operating and
general fund .... (10,189) 60,300Accum lated Ni..... .... t.s............................................. $ 1 0,15 $1 , ,1

Accumulated Net RevenuesEmployed in the Business at Decemiber 31 ........... ..$1,509,415 $1-,414,122

- I

I

I -
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|



-. ~ -~ . , "&.F OW

* 'Years Ended December 31, 1996 and 1995
Iicrease (Decrease) in Cash
(In Thousands)

I

Th -coprvn oe r nit a r fteenn .mn

I 1996 1995 I
Cash Flows'From Received from customers for the sale of power, .
Opirating Activities transmission,-wheeling ............................. $1,447,629 $1,423,783

Earnings received on investments ........................ 48,190 61,297
POCR funds received from New York State (Note K) 34,000
*Paid to suppliers and employees for:
Operations and maintenance ............................. (492,648)" (533,342)
Purchased power .................. (122,814) (200,613)

Fuel oil and gas ..................................... (91,538) (109,518)
Wheeling of power by other utilities .................... (265,975) (268,835
Energy conservation program costs ...................... . (68,386) (45,337)

Payment to New York State (Note K) ...... ............. (34,000) -
Reimbursement toNew York State for property tax
transition payments (Note L[8]) ................... (15,000)

Interest paid (net of $4,310 and $5,583 capitalized,
respectively) ................... (173,840) (180,135)

Net cash provided by operating activities .............. 280,618 132,300
Cash Flows From Earnings received on construction fund investments ......... 10,628 11,918
Investing Activities Earnings received on nuclear decommissio'ning trust fund .... 26,760 38,380

Construction and-acquisition of utility plant:
Gross additions to utility plant......................... -(48,971)(48,601)
Gross additions to nuclear fuel ......................... (50,667) (10,450)
Construction costs reimbursed byothers ................... 463
Paid for preliminary investigations.................... •.• .(6,291) (6,197)
Paid, to nuclear decommissioning trust fund .................. (59,245) (152;696)
Purchase of investment securities ........................ •.(9,327,220) (9,955,128)
Sale of investment securities ............... 9,230,593 10,411,031
Net cash provided by \ (used in) investing activities ......... - (224,413) 288,720

Cash Flows From Sale of commercial paper .............. ................. .. 63,600 . .45,000
Financing Activities Repayment of master notes ............................. (22,721). (46,344)

Repaymeit of adjustable rate tender notes .................. (2,635)
Bond defeasance ($251,995 principal amount) .............. (271,225)
Retirement of bonds ............................. ..... . (96,750) (151,230)
Net cash iised'in financing activities ...................... (58,506) (423,799)
Nqet Decrease in Cash ........ ....... ........... (2,301) (2,779)
Cash, January 1........................................ 2,875 5,654
Cash, December 31 .................................. $ 574 - $ 2,875

Reconciliation to Net Cash Net Revenues (Deficiency) ........................................ $ 105,482 $ (48,454)
Provided by Operating Adjustments to reconcile net revenues (deficiency) t8 net cash provided
Activities by operating activities:

Provision for depreciation ......................................... . 139,514 137,278
Amortization of nuclear fuel .................... .. : .............. 44,608 26,095
Provision for spent fuel disposal and nuclear plant decommissioning ...... 59,522 . 96,881
Amortizatior of deferred revenues.................. ................ (8,407) . (8,732)
Amortization of debt discount and expenses ............................. ... 6,706 6,761
'Preliminary.investigations expensed ............................ ...... 5,569 " 6,740
DOE decommissioning and decontamination costs charged to expense 3,674. 3,761
.Energy conservation programpayments received from-plan participants...... 26,323' - 22;301
Net (increase) \ decrease in prepay'ments and other . ................... (16,634) (3,008)
Net (increase) \ decrease in receivables and inventory ..................... (14,770) 9,902
Net increase \ (decrease) in accounts payable and accrued liabilities .......... 23,793- (23,328)
Earnings received on nuclear decommissioning trust fund .................. (26,760) (38,380)
Deferred costs to be recovered from customers in future periods.............. (68,002) (55,517)
Net cash provided by operating activities ....................... •.•..".• $ 280,618 $ 132,300

The accnmnanvina" flore nrea -iro~ .-. rr. r ~t .,.--;,I o. - .o-I
I-

I4 ,
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* ', (CASH BASIS)

Year Ended December 31, 1996
("In Thousands) ."

Fuel Reserve, Projects'
- Revenue Operating' Account Study

Available Funds,January 1, 1996 .................... $ 0 $ 258,089 " $ 0 $ 0

Cash Receipts
Sale' of power, transmission and wheeling ......... ...... 1,416,393
Earnings on investments. ........................... . 46,892 ,

Sale of commercial paper ..........................
Administrative expenses reimbursed from other funds ...... 6,262

Construction costs reimbursed by others .

Receipt of POCR funds from New York State (Note K) ....

Other.. ........................................... 4,913
Total Receipts ............ .......... ................. 1,468,198 6,262
Total Available .............................. .... 1,468,198 264,351

Transfer of funds-reventie ............................. .(1,468,198) - 918,141 142,205 6;29.1

-decommissioning .............. .....
-other ............ ................

$ 0' 1,182,492 142,205 6;291

Cash Disbursements
Interest on-bonds, notes and commercial paper ............
Retiremen't of b6nds ($97,580 principal amount) .... .....
Repayment of notes ........... ..... .....
Utility plant additions, ". ".............................. .. 8,051
Nuclear fuel ............................ . 50,667-.

Fuel oil and gas "".......................... ...... 91,538

Operations -and maintenance .......................... 484,587
Purchased pbv'er-Hydro-Qu~bec ........................ - 64,718

I -Other ............... . ............ .. 58,096
Wheeling ..... ............... ........ 265,975

Expenditures chargeable to other funds ....... 3,935.
Preliminary investigations .................. : .. . .6,291

Energy conservation program costs....................
Administrative expenses reimbursed-to the operating fund..
Payment to NewYork State per legislation (Note K) . .'.. •
Other .............. ..... ................ .....

Total Disbursements . ................. 885,362 142,205 6,291'

Available Funds, December 31, 1996 .................. $ 297,130 $ 0 $ 0

Distributed as follows:
Cash ..... ..... ........... - ............. ... .$ 282 $ 0

Investments in secuirities, at cost.................... 296,848
- . , $ 297,130 ". $- 0

*Investments-in securities, at fair value .................... $ 298,109

The accompanying notes are an integral part 6f these financial statemenis,

i *toI h~y-,,e



-. . Resiricted
General Fund (Held hy Trustee)

Bond Bond General
-Nuclear

Decommissioning
Petroleum Over
charge Restitution.

Service Reserve Reserve Tust (Note J) "(POCR) (Note K) Service Reserve Note Proceeds

$.- 0 $309,661 $ 46,974 $405,689 $20,000 $ 18

26,760 '$ 766 10

-'34,000

0 26,760 .34,760. 10 0
309,661 ,46,974 -432,449 34,760 20,010 18

243,6I2- 36,792

(6,015)
243,61'2 340,438

163,662
79,950 p .16,800

121,157
(32,485Y
(4,194)
131,452

32,485

4,194.464,934. 34.760

.10,421

2,635
21,835

1,624
1,217
34,000
985 1,517

243,612 16,800 72,717 0 1,517 . 0 4,067
$ 0 $323,638 $ 58,735 $464,934 $33,243 $20,010 $ 145

. $ 3 "$ 145
- $323,6j8 58,732 $20,010"

$323,638 $ 58,735 $20,010 $ 145

$330,898 $ 58,319 $467,609, - $33,649-, -$19,888

•Note Debt

347601 4212

4,067

4,194

91920.010



(CAH BASIS)

I .YearEnded December 31, 1995
(In Thbusands) - -

Available Funds, January 1, 1995 ........... .. $
Cash Receipts

" Sale of power, transmission and wheeling ...............
Earnings on investments ...... ............ 0..........
Sale of commercial paper ............. ..............

Administrative, expenses reimbursed from other funds ......
Constriction costs reimbursed by others ........... ....
Other ..... ....................................
Total Receipts................ .... ..............

Total Available ..............................
Transfer of funds-revenue ..........................

. . -decommissioning ...................
-other ......... .................

Cash Disbursements
- Interest oq bonds, notes -And commercial paler.........
' Retirement of bofnds ($158,835 principal amount)........
Bond defeasance ($251,095 prificipal amount) ......
-Repaymefit of notes ...............................
Utility plant ad'ditions "..

Nuclear fuel...... .-............................
Fuel oil and gas .................... ..... .........
Operations and maintenance ..........................
Purchased power -Hydro-Qudbec ......... ..........

-Other.. ........ ....

Wheeling........................................
Expenditures chargeable to other funds ................
Preliminary investigations ....... .................
Reimbursenment to New Yoik State for property tax
transition payments (Note L[8]) ....................
Energy-conservation program costs....................
Adiinistrative expenses reimbursed to the operating fund...
Other.........................................
Total Disbursements ..........................
Available Funds, December 31, 1995...............
Distributed as follows: "
Cash ..........................
Investments in securities, at cost...........................

Investments in securities, at fair value .................

I
.I.

* 'The accompanying notes are aui integral part of these financial statements.-'

thIt-utiryfie

Revenue Operating

0' $ 523,132

Fuel Reserve
Account

$, 0

Projects'
Study

$. 6,.

1,398,774
59,611

3,514
463

2,708
1,461,093 3,977
1;461,093 527,109 6
(1,461,093) 736,15 .119,968 6,191

0 1,263,260 119,968 6,197

6,619

519,555
f27,968
712,645
268,835
9,549.

- 10,450
109,518

6,197

1,005,171 119,968 " 6,197
$ 258,089 $ 0 $ 0

$ '1,972
256,117

$ 258,089

$ 263,374



General Fund (Held by Trustee)

Bond Bond

Restricted

Nuclear
General Decommissioi Noie Debt '

Service Keserve Keserve Trust (Note J) Service Reserve Note Proceeds

$ 0 $377,420 $146,493 "$252,993 $20,000. 48

38,380
13,610

13,610 '38,380
377,420 i66,103 291,373* 20,000- 48

259,876 ,38,972 299,935

-(114,316) 114,316
44 (6,540) 209 2,025

. 259,920- 409,852 .... 345,931 405,689 20,000'. A,073

169,956 ,-13,707 2,055
81,620 67,310 2,300 -
8,344 - 32,881 230,000

13,578
19,458

15,000
S3,715

676

523
259,920 . 100,19.1 -298,957 ,2,055
$ 0 $309,661 "$46,974 $405,689 $20,000 $ 18

$ '601 $ 132 $ 1 $ 18
309,060 46,842 19,999"

$309,661 $ 46,974 $20,000 18

-$321,147 $ 46,380 $415,342 $19,772 "
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U_M AR FFALD&
(CASH BASIS) (continued)

Years Ended December 31, 1996 and 1995.
(In Thousands)

Available Funds, Januaiy 1, 1995 .......................

Cash Receipts
.I nEarningson investments ................ ............... W..

IndiarPoint 3
Project Improvement Fund

N.1 No.3

$ 9,905 $107,485

7,868

I.

.1

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

Energy conservation programs ............................... ..........................
Total Receipts . . . ............ .................................. ................. 432 7,868

Total Available ................................ ..... ................... ................ 10,337 115,353
Transfer of funds-other .............................................................

- 10,337 115,353

Cash Disbursements"
Repayient of notes..................................................................
Utility plant additions .................... ............................... 572 330

Energy. conservation program costs ..........................................................
Administrative expenses reimbursed to the operating fund . . 6. 79

Total Disbursements ...................................... ........ ... .......... ............ 578 409
Available Funds, December 31, 1995 ......... ..... .............................. ........... $ 9,759 " - $114,944'

Distributed as follows.
Cash.................... ..................................................... .. .$ 3 $ - 6

Investments in securities, at.cost ........................................ 9,756 114,938
$ 9,759 $114,944

Investments in securities, at fair vhlue........... ...................................... ...... .$ 9,715 . $116,240

Available Funds, January 1, 1996 ........................ ". .............. . . . . .$ 9,759 $114,944

Cash Receipts'
Earnings on investments ..................................................................... 504 6,714
Sale of commercial paper ................................................................
Energy conservation programs ......................... •......................... ........... . ..
Total Receipts ............................................. ............................ 594 6,7 14

Total Available: ................... ...................................................... 10,263 121,658
Transfer of funds-other ..............................................................

10,263 121,658

Cash Disbursements
Repayment of notes ......................
'Utility plant additions.. ............................................................... "". " 316 '843"

Energy conservation program costs................................... "......................
Administrative expenses'reimbursed to the operating fund . .................................. "52 53
Total Disbursemients............................... ...................... ....... 368 o896
Available Funds, December 31, 1996............... .......................... .......... $ 9,895' $120,762

Distributed as follows
Cash ....... $ 40 $ 2
Investm ents in securities, at cost ............................... ............................ 9;855 120,760'

$ 9,895 $120,762

Investments in securities, at fair value ..-...................... .......................... $ 9,843' $119,830

thirty-sixI hirty-sven.

No.l No.3
'.. . . . . .•... . . . ... . . . . . . . . . . ..



Construction
J.A. FitzPatrick

Project Improvement Fund

Sound Cable Energy Flynn
No.2 No.3 Project Conservation -Plant Improvement Total

$13,9 65 .$53,271 $ 54 - $ 36,343" $4,049 $ 135 . $225,207

833 2;661 .2 1,686 122 13,604,
31,390 31,390
22,301- .22,301833 2,661 2 55,377 122 67,29514,798 . 55,932 56 '91,720 4,171 135 292,502

1,384 2,878 4,262
14,798 55,932 1,440 91,720 4,171, 3,013 296,764

32,766 - 32,766709 . 9,901 1,434 .1,095 2,900 16,941
45,377 . , '45,377

-93 678 1,598 299 85 - 2,838,802' 10,579 1,434 79,701 1,394 2,985 97,882$13,996. $45,353 $ •6 $12,019' $ 2,777 $ 28 $198,882

$ 5 $ 87 $ 6 $ 14 $ 2 $ 28 $ 15113,991 45,266 ' 12,005 2,775 198,731
$13,996 $45,353 .$ 6 $ 12,019 $2,777. $ 28 $198,882

$14,008 $45,879 $12,008 $ 2,780 $200,630

$13,996 $45,353 $. 6

2,708

"$12,019.

528
63,600

$2.777 $ 2

11,156
63,600

580 2,708 0 90,451 "122 101,079
14,576 -48,061 6 102,470 2,899 28 299,961

1,650 4,365 ' 6,01514,576 48,061 1,656 102,470 2,899 4,393 305,976

22,721 • . 22,721229 6,844 1,626 828 4,089 14,775
68,386 68,38616 .435 18 .4,013 . - 183 275 5,045,245 7,279 ' 1,644 95,120 " '1011 , 4,364 "110,927

$14,331 $40,782 . $ 12 $ 7,350 .$1,888 $ .29 $195,049

$ 2 $ 4 $ 12 $ 4 $ 51 $ 29 $. 14414,329 40,778 7;346 1,837 194,905
$14,331 $40,782 $ 12 $ 7,350 $ 1,888 $ 29 $195,049

$14,580 $41,088 $1$7,376, , $1,877 $194,594

Facilities

$ 2.777 ,g ?/q



* NOTES TO _ _

'I

_ Note A - General
----------------------------------------------

The Power Authority of the State ofNew York (Authority) is,:
* a corporate municipal instrumentality aid political subdivision
of the State of New York (State)'created.by the Legislature of the

State by Chapter 772 of the Laws'of 1931, as last amended by
Chapter 506 of the Laws of 1995.

The Authority is authorized by the Power Authority Act
(Act) to help provide a c6ntinuous'supply of electricity to the
people of the State. The Authority generates, transmits and sells
electricity principally at wholesale. The Authority's primary cus
tomers are municipal and inveStor-owned utilities and rural elec
-tric cooperatives located throughout the State, high-load-factor
industries and other businesses, various public corporatiohs located
within the metropolitan area ofNew York City,.ihcluding the
City ofNew.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,
to serve five-year terms. The Authority is a fiscally. independent
public corporation that does not receive State funds or tax
revenues or edits. It generally finances, construction of new
projects through sales of bonds 4 nd notes to private investors
and pays related debt service principally with revenues from the
-generation and transmission of electricity. Accordingly, the
, financial condition of the Authority i's not controlled by or
deoendent on the.State or any political subdivision of the State.
Under the criteria set forth, in Governmental Accounting

I Standards Board Statement No. 14, "The Financial Reporting
Entity," the Authority considers its relationship to the State-to
be that of a related organization. , 'I

Income of the Authority and properties acquired by it for
its projects-are exempt from taxation.-However, the Authority
is authorized byChapter 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 "thereonby the Authority and where no bonds to

pay any costs of such project were issued prior to January 1, 1972.

Note B _Acco_ _ntinq.Policie..s ------------- -------

(1)Accounts of the Authority are maintained substantially in
accordance with the Uniform System ofAccounts prescribed
by the Federal Energy Regulatory Commission (FERC). The
Authority complies with all applicable pronouncements of the
Goyernmental Accounting Standards Board'(GASB). In accor
dance with GASB Statement No. 20, "Accounting and Financial
Reporting for Pro'prietary Funds and Other Governmerital
Entities That Use Proprietary Fund Accounting," the Authority
also complies with authoritative pronouncements applicable to
non-governmental entities (i.e., Financial Accounting Standards
Board'statements) that do not conflict with GASB pronounce
ments.

The pre'parationof financial statements in conformity with
generally accepted accounting principles requires management to
make estimates and' issumptionstthat affect the reported amounts
of assets and liabilities and disclosure of contingent assets and lia
bilities .tthe date'of the financial'statements and the reported
amounts of revenues and expenses during the ieporting period.
'Actual results could differ from those estimates.
' (2) Utility plant is stated at original cost and consists'pri
marily of amounts expended for labor, materials, services. and
indirect costs to license, construct, acquire, complete and place
in operation the projects of theAuthority. Interest on amounts
borrowed to finance construction of the Authority's projects is
charged to the respective project prior to completion thereof.
Borrowed funds for a specific construction project are deposited
in a construction fund account. Earnings on fund investments
are held in the fund to be.used for construction-purposes.

Earnings on unexpended borrowed funds are credited to the
'cost of the related project until completion of the project. Utility.
plant costs are reduced by revenues received for power produced
(net of expenditures incurred in operating the projects) prior to
the date of completion. The costs of current repairs are charged
to operating ex4enses, and renewals and betterments are capital
ized. The cost of utility plant retired and the cost of removal
less'salvage (exclusive of nu-clear plant decommissioning costs
[see Nbte J]) are charged to accumulated depreciation.

Management assesses the operating efficiency aid economic
value of the Authority's operating facilities on an.ongoing basis,
in light of increising competition inthe utility industry.

(3) Depreciation is provided On.a straight-line basis ovei'the
estimated useful lives of the various classes of plant as deter
mined by independent engineers and includes estimated cost
of rem6val, net of estimated salvage.value.

(4) Electric plant in servicd at December 31, 1996 and

1995, and the related depreciation provisions expressed as a
* percentage of average depreciable electric plant on an annual
basis were:

Type of Plant
Production:
Steam
Nuclear
Hydro
Other
Transmission
General .

Electric Plant in Service
1996 1995

- ($in millions)
$ 441.9 $ 437.5
1,580.9 1,518.0
1,304.1 1,288.3
133.3 ' 120.7

1,501.1 1,479.7
261.1 244.2

$5,222.4 $5,088.4

Average
Depreciation Rate

1996 - 1995

3.2%
3.3%

1.7%
2.5%
2.5%
4.9%
2.7%

3.2%
3,3%
1.7%
2.5%
2.6%
4.8%
2.7%

(5), The amortization of nuclear fuel is provided on a un it
of-production basis. Amortization rates are determined and
periodically revised to amortize the cost of nuclear fuel over its
estimated useful life. The estimated costs of disposal of spent,,
nuclear fuel are included in provisions for operating expenses



(see Note I). In addition, the Authority is providing for the
decommissioning of its nucleae plants over their estimated use
f.ul lives' (see Note J).,

.(6) Deferred revenues for 1996 and 1.995 of $127.2 million'
and $132.9 'million; respectively, represent ceriain billings related
t6 the recovery of costs that have been deferred and are being
amortized over the life of the applicabl&easset.
" The national Energy Policy Act of 1992 (Energy Act) pro
vides, among other things, that utilities with nuclear reactois
will collectively. contribute a total of $150 million annually,
based upon an assessment,. for a period of 15 years, up to a total
of $2.25 billion (in 1992 dollars), for, the decommissioning.and.
decontamination df the United States Department of'Energy
(DOE) nuclear fuel'enrichment facilities. As of Dece'mber 31,,
1996 and 1995, the Authority has deferred charges of $18.4
million and $21.0 million, respectively, pertaining to the afore
mentioned assessment, which will be recovered from customers
in the future.,The Authority's remaining'liability to the DOE
for its share of these costslas6f December31,', 1996 and 1995,
amounted to $36.2 million and $38.8 million, respectively.

At December 31, 1996 and 1995, deferred charge also
included $11.0.9 million and $93.2 million, respectively, of
energy conservation program costs and $17.0 million and $18.0
million, respectively, of fixed gas costs in excess ofcurrent recov
eries. These deferred'costs will be recoverea from customers in
future periods.

Other non-current assets include $5.7 million and $11.4
million as ofDecember 31,-1996 and 1995, respectively; result
ing from the Authority's prepayment to New York *State
Electric & Gas Corporation for the use of substation facilities
related to the Authbrity's Marcy-South Transmission Line:

(7)Costs incurred by the Projects' Study Fund for prelimi
nary investigations of a project are transferred to utility plant
upon' the specification. of a prbject Linder the General Purpose
Bond Resolution (Resdlution) (see Note'C).'If the study does
not result in a project, the'cbsts are charged as an expense to net
revenues in the period such determination ismade.

(8) For purposes of reporting cash flows, cash includes cash
and cash equivalents and short-term investments with original
maturities of three months or less..

.(9) Debt discount and expense are amortized over the lives
of the.related debt issues on a straight-line basis.

(10) In accordafice with the Resolution, upon completion
or the latest estimated-date of completion of each project, ,.
whichever is earlier, all revenues received from such project are
required to be paid into the Revenue Fund.

(1,1) Funds required for all bond service payments due.
under the Resolution are payable on July 1-andJanuary 1 and
tare made available to the Bond'Trustee on the immediately
preceding June 30 and December 31, by which dates such
amounts are segregated -for that purpose. ,

Accordingly, at December 31, 1996 and 1995, no liability
is.reflected in th accompanying financial:statements for bond,
service payments of $161.5 million'and $166.1 million due on
January 1,1997 and 1996, respectively.

.(12) Revenues are recorded-when billed. Customers' meters
are read, and bills are rendered monthly. Sales and purchases of
lower between the Authority's iacilities are eliminated from
revenues and operating expenses. Energy costs are charged to
expense as incurred. Sales to three SENY governmental cus
tomers and three investor-owned utilities operating in the State
accounted for approximately 66 and 67 percent of the
Adthority's operating revenues in 1996 .and 1995, respectively:"
The'aforementiofied SENY governmental customers have
entered-into l'ong-term contracts with the Authority through
December 31, 2004 (see Note L[4]).

Note C -,General Purpose Bond Resolution

The Resolution, adopted on November 26, 1974, as amended
and supplemented, covers all of the Authority's projects, which it
defines as any project of the Authority.directly or indirectly related
to power generation or transmission, whether owned jointly
or singlyi by the Authority, including any output in which the
Authority has an interest, authorized by the Act and specified in
a supplemental resolution adopted at the time a series of bonds'
isauthorized. Before bonds are issued for any new project, a
prescribed earnifi'gs test must be met based on estimated rev-,
enues and operating expenses certified by an independent engi
neer. A Projects' Study Fund was established by the Resolution
to finance preliminary efforts of the Authority todetermine
appropriate 'methods to fulfill its purposes under theAct.

The Authority has covenanted with bondholders that at al
times rates and.charges will be sufficient, together with other
monies available therefor, to meet the financial requirements -.

of the Resolution. Revenues from all complefed projects of the
Authority (after deductions for operating expenses, including
necessdry working'capital reserves,, and Projects' Study) are
applied first to thepayment of bond service (interest arid princi
,pal installments due on outstanding bonds). Then a sum equal
to 15 percent of the amount allocated to bond service is set aside
in.a bond reserve.account, and any remaining revenues are
deposited.iri a general'reseri'e account. Amounts in the bond
reserve account,are to be used to meetany deficiency in the bond
service account and, to the extent not required to make good any
such deficiency, may, at the direction of the Authority, be paid.to
it for application to the cost 6f construction of any project.

The Jesolution also provides for the retirement of b6nds
from amounts in the bond reserve account in excess of the bond
reserve requirement' The Authority has periodically purchased.
such bonds when available at favorable prices.

Amounts in the general reserve account not-needed to-meet
any deficiency-in the bond service or bond reserve'-acounts may
b&applied to s'ecific Authority purposes, including emergency
repairs and replacements, project improvements and extensions,
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available-in the bond reserve'account. During 1.996 and 1995,
$7.2 million and $0.6 million; respectively, in general purpose
bonds were purchased by the general reserve account to meet
such call requirements.

Note D - Cash and Investments---.r.-. ------ -------------- 7... . . --- - 7-----.. " ----------.
Investment of the Authority's funds is administered in accor
dance with the'applicable prbvisions of the Resolution and with'

theAuthority's investment guidelines adopted pursuant to
I Section 2925 of the Nevw York Public Authorities Law. These
guidelines comply with the New York State Comptroller's
investment guidelines forpublic authorities.,The Authority's
investments have been restricted to (a)'collat&alized certificates
of deposit, (b) obligaiions of the United States Government, its

I agencies and instrumintalities and agreements for the repurchase
of such obligations, and (c) direct and general obligations of any
state or political subdivision, provided that such obligations were
rated in either of the two highest rating-categories by two nation
ally recognized bond-rating agencies. All investments are held by
,designated custodians in the name of the Authority. Securities

-" that are the subject of repurchase agreements must have a market
value-at least equal to the costof the investment, and the agree
ments afe limited to a maximum fixed term of five business days.
At December 31, 1996 and 1995, the Authority had investments
in repuTchase agreemenits of $2.1 million and $31.6 million,
respectively. At December 3.1, 1996 and 1995,_the Balance Sheet
reflected cash in the restri&ed funds, construction funds and
current assets of $0.6 million and $2.9 million, respectively.
The bank balances were $2.3 million and $5.1 million, respec
tively, of which $195,000 and $292,000, respectively, were
covered by Federal depository insurance and $2.1 million and
$4.8 thillion, respectively, were uninsured. The uninsured bal
ane'related primarily to amounts in checking accounts for
which checks had been issued but had not' yet cleared.

The Authority follows the provisions of Financial
Accounting Standards Board Statement No. 115, "Accounting
for Certain Investments4 in Debt and Equity Securities," and, in
- accordaice with this Statement, the Authority's investments have
been classified as "available-for-sale." A summary of securities
("Investment Summary") included in current assets, restricted
funds and unexpended funds on completed projects within the

and reserves for the retirement, decommissioning or disposal of
project facilities. Amounts in the general' reserve account not
required for such purposes shall, at the Authority's direction, be
paid to it for any'lawful corporate pIurpose.

The Authority makes open-market purchases of its general
purtose bonds from available general reserve account'funds,
paid to it for that purpose. These bonds are aeduired, to the.'
extent necessary to meet bond reserve fund call requirements,
.by the Bond Trustee by November 15 of each year with monies

(In Thousands)

December31. 1996

Par Estimated
Value FairValue

December 31, 1995
Par Estimated

* Value Fair Value

CMOs $ 4,688 $ 4,668' $ 6,829 $ 6,969
Estimated Estimated

(In Thousands), Rates, 'FairValue Rates Fair Value

Floating rate 2.32-5.94%.. $36,691 2.02-6.06% $51,185

All securities in these categories are backed by the full-faith'and
credit of the United States Government or its. agencies.

CMOs are subject to prepayment risk generally caused
by a decline in interest rates; and floating rate securities ate
reset periodically based on changes in interest rates. None of
these holdings are needed to meet current liquidity requirements.

construction fund at December'31, 1996 and 1995, respectively,
is on'the next page of this Annual Report.

A summary of unexpended borrowed funds for projects in
progress included in the construction fund at December 31,
f 996 and 1995, respectively, is in the Investment Summary.

The Authority holds a small position in securities that aie
considered derivatives under Governmental Accounting
Standards Board Technical Bulletin 94-1. All such holdings have
been purchased subject to and in accordance with Section 2925
of the New York Public Authorities Lawand as allowed under
the Resolution. These holdings include Collateralized Mortgage
Obligations (CMOs) and floating' rate securities that were pur
chased to meet cash flow requirements. The Authority does not
engage in securities lending or reverse repurchase agreements.

The Authority's holdings ofCMOs and floating rate secu
rities were as follows:

. P IPty-e



(InThousands)

I.

Reaized Gains and Losses (2) SECTION Ia SECTION lb
Realized Gains $ 472 $ 231

I. Realized Losses (1,639) , (413)
(1) Unrealized-gains and losses on investments in these funds were recognize as

Section la - included as an adjustment to Accumulated Net Revenues Emplc
Section lb - reflected as an adjustmenc-to construction t progress.
Section'lI - reflected as adjustments to liability for nuclear plant d.ecommissi
Section III - included as an adjustment to Accumulaied Net Reveniues Empl,

(2) Realized gains and losses on the sale of investments in these funds were recog
Secrion'Ia - redognized as investment income:

I Section Ib - reflected as an adjustment to construction in progress.
I Section I1- reflected asadjustments to.liability for nuclear plant decommissi

Section III - recognized as investment income.

4I1
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SECTION II SECTION III
$27,677 0
(27,708) 0

follows:
yed in the Business.

oning.
oyed in the Business.
nized asfollows:

oning.

SECTION Ia SECTION'Ib SECTION II
$ 5,400 .$ 328 $ 23,046
(10,400) .(449) (5,859)

1996 1995

Gross Gioss Estimated Gross Gross Estimated
- Unrealized Unrealized Fair Unrealized Unrealized Fair
Cost Gains(l) Losses (1) Value Cost Gains(l) Losses (1) Value

'SECTION la:

Securities included in current assets, "restrictedfunds and unexpended funds on completed projects
within the construction fund
U.S. Treasuries $ 137,447 $ 6,758 ($ 410) $ 143,795 $ 61,137 $ 6,895 ($ 314) $ 67,718
Municipal securities 51,048 2,718 53,766 50,808 3,399 54,207
"GNMA 19,268 -.426 17) 19,677 10,846 509 ( 22) 11,333
Project loans 56,676 1,81Q ( 1,435) 57,051 65,790 4,254 (1,378). 68,666
U.S. Government Agencies 434,319 . 2,881 ( 4,462) 432,738 416,605 .7,572 (2,083) .'422,094
Repurchase agreements 2,100 , 2,100 31,600 31,600
Shipping bonds 7,554 ( 202) 7,352 10,012 ( 170) 9,842

$ 708,412 $14,593 ($ 6,526) $,•716,479 $ 646,798- $ 22,629 ($3,967) $ 665,460
SECTION Ib: k

-Unexpendedborrowed funds forprojects inprogress included inthe construction fund.
U.S. Treasuries $ 55,027 $ 822 ($ 30) '$ 55,819 $ 59,446 $ 1,324 ($ 102) .$ 60,668
,Municipal securities - 2,379 2,379
U.S. Government Agencies 130,694 336 ( 1,509) 129,521 122 126" 776 ( 106) 122,796

$ 185,721 $ 1,158 ($ 1,539) $ 185,340 $ 183,951 .$ 2,100 ($ 208) $ 185,843.

Section I Totals $ 894,133 $15,751 ($ 8,065) $ 901,819 "$ 830,749 $24,729 ($4,175) $ 851,303
SECTION II:
Decommissioning Trust Funds
Corporate Bonds $ 147,674 $ 1,734 ($ 1,234) $ 148,174 '$ 110,510 $ 4,228 ($ 80) $ 114,658
U.S. Treasuries 96,544 333 (• 424) 96,453 89,604 2,327 91,931
U.S. Government Agencies 131,653 1,623 (. 268) 133,608. 83,400' 2,416 ( .256) 85,560
Foreign'bonds 40,938 453 ( 423) 40,968 33,247 868 ( 423) 33,692
Private placements. . 16,560 507 ( 30) 17,037 16,176 771 ( 211) 16,736
Short-term, cash and cash equivalents - 31,565 865 ( 461) 31,969 72,753 1"2 .72,765

, $ 464,934," $ 5,515 ($2,840) $ 467,609 $ 405,690 $ 10,622 ($ 970) $ 415,342
SECTION III:
Petroleum Ovecharge Restitution Funds
U.S.Treasuries $ 32,721 $ 406 $ 33,127
Short-term cash and cash equivalents 521 521

$ 33,242 $ 406 $ 33,648
Totals for Sections I, II &III $1,392309, $21,672 ($10,905) $1,403,076 $1,236,439 $35,351 ($5,145) $1,266,645

Reconciliation to Balasce Sheet Amounts:
,1.Restricted Funds: Investment in nuclear decommissioning trust fund $ 467,609" $ .415,342.
2. Restricted Funds: Investment in Petroleum Ovr&charge Restitution Funds -33,648
3 Restricted Funds: General Fund and other 409,116 387,299
4. Restricted Funds:' Investment in securities i $ 910,373 $ 802,641
5. .Construction Funds: Investment in securities 194,594 200,630.
6. Current Assets: Investment in securities 298,109 263,374
7. Sum oflines 3, 5 & 6 . - 901,819 851,303
8. Sum of lines4,5 & 6 $ '1,403,076 $ 1,266,645

.3
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Summary of Maturities (3):

(In Thousands)

From More
I Than To
S 0 1year

Iyear 5 years

5years fO years

10 years " onward

(3) The cost and estimated fair v
*certain securities have the rig

1996 1995,
SECTION I SECTION II SECTION III SECTION I SECTION II

Estimated Estimated Estimated Estimated Estimated
Fair Fair Fair Fair Fair

Cost Value Cost Value Cost Value - Cost Value Cost Value

'$162,225 $162,506 $-21,890 $ 22,294 $25,272 $25,630 $213,589 $213,295 $ 85,922 $ 85,651
405,347 410,375. 59,476 59,619 7,970 8,018 277,161 286,891 53,840 54,603

229,810 230,032 130,949 126,576 250,665 258,428 167,301 109,651
96,751 98,906 252,619 259,120 89,334 92,689 158,627 165,437

-$894,133 $901,81 $464,934 $467,609 $33,242 $33,648 $830,749 $851,303 $405,690 $415,342

alue of these investments, by stated maturities, are shown in this schedule. Actual maturities are likely to differ from stated maturities silice the issuers of
ht to prepay obligations without penalty.

'I

--- a..

* I

* I

* I
I.

'I.
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Note E - Pension Plans, Other Retirement Benefits,
.Deferred Compensation and Savings Plans

PensionPlans:
Substantially all employees of the Authority are members of
the New York State and Local Employees Retirement System
(System), which is a cost-sharing, multiple-public-employer
defined benefit pension plan. Membershipin and annual con'
tributions to the System are required by the New York State
R&irement and Social Security Law. The System offers plans
and benefits related to years of service and final average salary,

and all benefits generally vest after 10 years of accredited service.
For personnel .who became members of the System prior to

July 27, 1976, the Authority co'ntributes the entire amount'deter
mined by the System to be payable: Gross salaries, for Federal .
income tax purposes, of personnel who joined-the System after
July 27,'1976, are reduced by j percenrt The aggregate amount
of these reductions, together with any balance payable to the
System, is contributed to the System by-the Authority.

The Authority's contributibns to-the System arie paid in
Decefiber of each year on the basis of the Authority's estimated
salaries for the System's fiscal year, ending the following March 31.
Contributions are made in accordance with funding requirements
determined by the actuary of the'System.

Legislation enacted in 1990 amending the New York State
Retirement and Social Security Law required changes in the actu
arial calculations m-ade by the System, including the adoption of
a modified projected Unit credit method effective for the System's,
fiscal year ended March 31, 1991. In 1993, the New YorkState
Court of Appeals affirmed a decision by the New York.State
Supreme Court indicating that this legislation was an unconsti
tutional attempt to divest public employees of a contractual,
right to an independent trustee. The State Comptroller has
implemented a plan that restored the aggregate cost method com
mencing With the fiscal year ended March 31, 1995, with a cap on;
contribution rates for the firsr four years. Under this plan, the
AAuthority's required contribution to the System was $6.0 mil
lion, $6.7 million and $2.6 million for the years ended March
31, 1,997, 1996 and 1995 (paid on or about.December 15,
1996, 1995 and 1994), respectively. Contributions are expected
to increase each year through March 31, 1999, at which time
the aggregate' cost method will be applied without a cap. On
December"15, 1995, the Authority elected-to pay the remaining

Iwo /0.11, Ihmae

balance of unpaid gontributions for'the years ended March 31,
1988, and 1989 ($13 million), which had been deferred as per
mitted by legislation enacted in 1989.

For detailed information concerning the System , refer to
the State ofNewYqrk Comprehensi' e Annual Financial Report
of the Comptroller for the fiscal year ended Marh 31, 1996.

Post-retirementBenefits:
The Authority piovides certain health care and life insurance
benefits for eligible retired employees ahd their dependents.
Employees and their dependents become eligible for these
benefits when the employee has 10 years of service and retires
or dies while working for the Auth6rity. Approximately 500 par
ticipants were,eligible to r&eive these benefits at December 31,
1996. The cost of these benefits is charged to expense as paid;
and totaled $2.9 millioi'and $2.8 million for the years ended
December 31, 1996'and 1995, respectively. The Authoritr
'accrues the cost of unused sick lkave payable upon retirement,
in accordancewith GASB Statement No. 16, "Accounting'for
Compensated Absences."

Deferred.Compensationand SavingsPlans.:
The Authority,offers employees a deferred compensation plan
created in accordance with Internal Revenie Code, Secion 457.
This plan permits participants to defer a portion' of their salaries
until future years. Amounts deferred under the plan are -not
available to employees or beneficiaries until termination; retire
ment, death or-unforeseeable emergency. Amourits' of compen
sation deferred and the related income remain the property of
the Authority, with participants' rights equal to those of general
creditors in an amount equal to the fair market value of the
'deferred account of each participant. The fair market value of
plan assets.at December 31, 1996 and 1995; of $16.3 million
and $ f1.0 million, respectively, is included in "Other Non
ctirrent Assets" on the Balance Sheet.

The Authority also offers salaried employees a savings
plan created in accordance with Internal Revenue Code, Section
401 K: An independent trustee is responsible for the investment
and management of plan assets under the direction of'a
committee of employees. The Authority matches contribhtions.
of employees with a minimum of one year's servike up, to' limits
specified in the plan, and such matching contributions totaled
$3.4 million for 1096 and'S3.2 million for 1995..
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Note F - Long-Term Debt

a summary of general purpose bonds payable at December 31, 1996
and 1995, follows: "

1996 1995
Amount Amount

Series N Term Bonds $ 48,200,000 $ 49;090,000

Series T Term Bonds 46,615,000 49,870,000
Serial Bonds . 7,225,000

Series U Term Bonds 53,350,000 56,400,000
Serial Bonds 5,260',000

Series v Term Bonds 32,630,000 , 32,630,000

Term Bonds 72,560,000 72,560,000
Term Bonds '40,330,000 40,330;000
'Term Bonds 90,060,000 90,060,000
Serial Bonds 137,280,000 150,530,000

Series W,. Term Bonds 82,110,000 82,110,000
Serial Bonds 177,710,000 191,195,000

:Series X Serial Bond's 895,000 1,300,000
Series Y Term Bonds 47,775,000 47,775,000

Term Bonds 119,770,000 119,770,000
Term Bolds 45,385,000 45,385,000.
Serial'Bonds 78,825,000 84,435,000

. Series Z'°1 Term Bonds 25,540,000 25,540,000
-Term Bonds 117,240,000 "117,240,000
Term Bonds 21,385,000 21,385,000

n. Serial Bonds 129,950,000 131,280,000
'Series AA Term Bonds 62,1053000 62,135,000

Term Bonds -81,360,000 81,360,000.
Serial Bonds 80,180,000 86,035,000

Series BB Serial Bonds '99,965,000 107,520,000
Series CCII' Term Bor~ds 121,800,000 121,800,009

Term Bonds. 146,050,000' 156,485,000

Serial Bonds 743505,000 763,480,000

'Less: unamortized discount

Less: due within one year

2,702,605,000 i'.

52;896,000

Maturity
January 1

2018
2019
1997
2018
.1997
2004
2006
2007
2009

1998 to 2003
2Q08

1998 to 2005
1998 to 1999

'2011-.
2018,
2020

1,998 to 2007
2012
2019

* 2020
1998 to 2007

.2012
2023

1998 to 2007
1998 to'2007,

2014
n.2018

1998 to 2011.

Interest Rate("

6.00%
5.00%
6.90/o
5;75%
,.6.80%
7.00%
7.80%
7.875%
.7.00%

6.90% to 7.60%
6.50%

6.10% to 6.70%
6.60% to 6.70%

6.50%
6.75%
6:00%

5.90% to 6.25%"
6.625%
,6.50%
5.50%

5.50% to 6.506/
, 6.375%

6.25%
5.20% to 6.30%
5.20%'to 6.30%

5.00%
5.25%

3.60% to 5.125%

Earliest
Redemption Date
Prior to Maturity I

1/1/1994
1/1/1996

1/1/1996

1/1/1998

1/1/1998
1/1/2001

1/1/2002

1/1/2002

-11/1/2002
:1/1/2003

2,800,185,00011,
57,598,000

2,649,709,000 2,742,5.8-7,000
92,930,000 79,950,000

$2,556,779,006 $2,662,637,000

(a) Interest is payable semiannually on January Iand July 1.'
(b) Bonds are subiect to redemption prior to maturity in whole or in part as
provided in the supplemental resolutions authorizing the issuance of each series
ofbonds, beginning for each series on the dat6 indicated, at principal amount or
at various redemption prices according to the date of redemption, together with
accrued interest to th redemption date. Annual maturities for the next five cal
en'dar years areas follows:"1997, $92.9 million; 1998, $100.6 million; 1999,
,$154.7 million; 2000, $128.8 million; and 2001, $136.2 million.
(c) In December 1991, in order to achieve debt service savings, the Authority
issued $298.8 million principal amount ofGeneral Purpose Bonds, Series Z, to
r'fund previously issued bonds. A portion of the proceeds of this issue wa§ used
to establish an irrevocable escrow deposit in.the amount of $54.3 million, which
was invested in non-interest-bearing direct obligations of the United States of
America and will be used to pay a portion of the principal and intejest on Series
Z Bonds maturing January 1, 2000:

(d) During 1995, the Authority purclased $68.6 million principal amount of
Series CC Bonds atacost of $61.1 milli'n, The difference ($7,5 million)
between the principal amount and the cash paid has been included as an extraor
dinary item in the 1995 Statement ofNet Revenues.
(e) At liecember 31, 1996 and 1995, the current market value of these bonds was
approximately $2.78 billion and $2.92 billion, respectively. Market values were
obtained from a third party pricing service that utilized a matrix pricing model.

In prior years, the Authority defeased certain geneal purpose bonds by
placing the proceeds of new.bonds in an irrevocable trust to provide for all
future debt service payments on the old bonds. Accordingly, the trust account
assets and the liability for the defeased bonds are not included in the Authority's
financial statements. At December 31, 1996 and 1995, $.97 billion and $1.03
billion, respectiyely, of bonds outstanding were considered defeased.
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Adjustable rate tender notes (Notes) 6'utstanding at-December
31 were:
Notes' ' Interest Rate at

(In thousands)

Due March 1,
Due March 1,

Due March 1,:

Less: due withi

Annual maturi
$2.8 million; I

and'2001, $3.9

1996 1995 12/31/96 12/31/95

2007
2016
2020

$ 47,365

75,000
75,000
197,365

n.one year 2,845
$194,520

$ 50,000 3.70%

75,000 .3.70%

75,000 3.70%
200,000
2,635,

$197,365

3.85%
3.85%
3.85%

ties for the next five calendar years are as follows: 1997,
998, $3.1 million; .1999, $3.3 million; 2000, $3.6 million;
9million.

In accordance with the Adjustable Rate Tender Note
Resolution adopted-April 30, 1985 (Note Resolution), the
Authority may designate a rate period of'different duration,
effective on any rate adjustment date. The Remarketing Agent
appointed under the Note Resolution determines the rate for
each rate period, which in the agent's opinion is the minimum
rate necessary to remarket the Notes at par. The Notes may be
tendered to the Authority by the holders on any adjustment
date. The next rate adjustment date is March 1, 1997.

The Authorit has entered into a revolving credit agree
meit (Agreement) with a syndicate of banks to provide asup.
porting line-of credit. Under the Agreement, which terminates,
on September 5, 2001, the Authority may borrow up to $200
million for ihe purpose of repaying, redeeming or purchasing
the.Notes or other bonds or notes of the Authority specified by
the Authority from time to time by noticeto the banks. The
Agreement provides for interest on outstanding borrowings
(none outstanding at December 31, 1996 and i995) atthe
agent bank's prime commercial lending rate as in effect-from
time to time or the Federal Funds Rate plus a perdentage,
whichever is higher, and for a fee on the unused portion of the
commitment.

In accordance with the Note Resolution, a Note Debt "

-Service Reserve account has been established in the amount of
$20 million.

Note 'G- Bond Defeasance

In order to achieve debt service savings, on May 2, 1995, the
Authority transferred $230 million from the general reserve
account, $32.9 million from the bond reserve account and $8.3
million from the bond service account to an irrevocable escrow
'deposit account to be invested in direct obligations of the United
States of America. The 'maturingprincipal of and interest on such
securities will be sufficient to pay the principal, interest and appli
cable call premium on January 1,',1998, on $107, million principal
amount of Series V Bdnds; 7..875.percent due January 1, 2013;
and $145 million principal amount of Series V Bonds, 8.00.
percent due January 1, 2017..

I.

As a result of the defeasance 'and the escrow deposit, the
Series V Bonds that were defeased are deemed to have been paid
pursuant to the Resolution, and they cease to be aliability of the
Authority. Therefore, the defeased Series V Bonds and the related
escrow deposit have been excluded from the Balance Sheet.

The Authority expects to realize approximately $370 million
in gross debt service savings from this transaction. However, sinc
the total cash transferred to the escrow deposit account exceeds
theprincipal amount of the refunded bonds,'together with the
unamortized discount and expense pertaining to the iefunded
bonds, a loss of $13.2 million results from this transaction and has
been reflected as an extraordinary item in the 1995 Statement of
Net Revenues.
Note H - Short-Term Debt'

MasterNotes
Under a $150 million masternote arrangement expiring
February 1, 2000, the Authority had outstanding with a bank,
-at December 31, 1996 and 1995, $61'.3 million.and $84 million,

respectiv'ely, of shor't-term notes, payable,on demand. Under the
arrangement, the proceeds of the notes may be used to finaInc'
'the osts of fuel and energy conservation programs and of con
struction of any project designated pursuant to the Resolution
and the repayment of any obligations issued for such purposes.
Interest is computed based on arate adjusted weekly and applied. "

to the daily principal amount outstanding.
'AtDecember 31, 1995, the Authority had $22.7 million of

master notes outstanding, which .wer6 being used in connection
with the implementation and financing of the Authoriiy's
energy conservation programs. The remaining $61.3 million.of
master notes that were outsianding at December 31, 1996 and
1995, were issued in prior-years to fund a portion of the con
struction cost of the Authority's small hydroelectric facilities.
During 1996 and 1995, the Authority repaid $22.7 'million and
$46.3 hiillion, respectively, of these notes.

The Authority has a revolving credit agreement with a bank,
terminating on March 31, 1997, providing a line of credit
whereby-th6 Authority may borrow up to $50 million (none
outstanding December 31, 1996 and 1995) for corporate pur
poses, at the interest rate option specified by the Authority and
for afee on.the unused portion of the commitment. This line
will-not be extended,because the Authority has s'ufficient finan
cial flexibility.
Commercial.Paper
Under the Commercial Paper Note Resolution adopted June
28,'1994, the Authority may issue from time to time a separate
series of notes maturing not more than 270 days from the dates

.of issue, up to a fnaximum amount outstanding at any time of
$300 million. The proceeds of these notes.shall be used to

"finance the Authority's current and future energy conservation
programs and for,other corporate purposes, incluiding refunding
short-term notes. During 1996 and 1995, the Authority issued



and sold $63.6 million and $45 million, respectively; of com
mercial paper notes ana haa $158.6 million and $95 million of
commercial paper notes outstanding at December 31, 1996 and
1995, respectively.

The Authority has entered into a revolving credit agree
ient with a syndicate of banks, terminating on July 13; 1999,
to provide a lne of cedit. 'Under the revolving credit agreement,
the Authority may boirow up to $200 million '(none outstand-"
ing December 31, 1996 and 1995).
Note I - Nuclear Fuel Disposal

In accordance -vith the I&hiclear Waste Policy Act of 1,982, the
Authority in-June 1983-entered into a contract with DOE,

under which DOE, commencing not later than January 31,
1998, would'accept and dispose of spent nuclear fuel. Hpwever
it appears unlikely 'thatDOE will accept any'Authority spent
nuclear fuel before 2010. The contract provides that the
Authority will .pay quarterly to DOE a fee based on nuclear gen
eration and sales of electricity at a specified rate from April 7,
1983.

In' addition, the contract requires the payment to DOE
of a one-time fee relating to spent nuclear fuel' discharged prior
to April'7, 1983, And for in-core spent fuel on that day. As per
'mitted by the contract, the Authoiity presently intends to payA~ this 6ne-time fee of $58.7 million, ,together with interest
, accrued thereon from April 7, 1983, when the Authority firsi
ships spent nuclear fuel to an approved DOE disposal facilit.
, As of December 31, 1996 and 1995, the liability to'DOE
related to the one-time fee, including a&rued interest from April7,.
1983, totaled $140.1 million and $133.0 million, respectively.

Note J - Nuclear Plant Decommissioning• - -r. . . .---- --... . . . . . . . . .-.. . . . - " - - - - ----- -

The Authority has'established a decommissioning trust fund
for each of its nuclear plants in. iccordance with Nuclear
Regulatory Commission (NRC) rules requiring reactor operators
to certify that sufficient funds, in amounts not less than certain
prescribed minimurIs, will be available for decommissioning.
These minimum amounts, which repiesent only the decontami
nation portion of the total cost, were$400 milli6n'and $430
million, in 1995 'dollars, for the Indian Point 3 anid'FitzPatrick
nuclear plants, respectively. Tiese-funds must be segregated
from the'licensee's assets and outside of its administrative con
trol. The A4thority Anticipates that sufficient funds (estimated
at $545 million and $560 million, in 1995 dollars; for the
Indian Point 3 and FitzPatrick nuclear plants, respectively) will'
be a.#ailable to decommission the plants at the end of their use
ful'liVes. The annual provision for decommissioning ($60.4
million and $72.1 million for 1996 and 1995, respectively)
included in the Statement ofNet Revenues is based on.the
estimated total cost of decommissioning, including decontami
nation, 'demolition and site restoration, adjusted for the actual
yield on segregated funds. The Balance Sheet includes liabilities

47

of $447.4.million and $394.1 million, respectively, as of
December 31, .1996,and 1995,'representing cumulative provi
sions recorded to date.

The nuclear decommissioning funds are held-in 'trust and are
managed by two professional investment management firms. The
.trust allows for investment-in a broad range-of government, cor
porate and foreign securities rated AA or better and permits the
use of futures aid foreign currency contracts.

The,allowable investments include a number of different
types of derivative securities, that may be purchased to increase
yield, control risk 'and hedge currency fluctuations. At
December 31, 1996 and 1995, respectively, the decomriission
ing trust funds had approximately 12and 11 percent of their
holdings in CMOs; and the fair value of su.h .investments was
$56 million'and $46.6 million,. respectively. The par value of-the
* CMOs at December 31, 1996 and 1995, was $57.1 million and
$46.5 million, respectively. During these years, the funds held,
amotints up to 5 per~ent of their valuie.in forward foreign cur
rency contracts. The investnment managers may use Treasury
Bond Futures to increase or.decrease the duration of the portfolio
and their use islimited to 10 per.cent ofthe market value of the
portfolio. The trust funds may invest up to 20 percent of their
market value in foreign currency denominated bonds. The trust
fund managersare required to 'use forward foreign currency con
tracts to lockin the expected yield on the amounts that exceed
5 percent of the market value' of the fund. F6reign currency
'exchange contracts at December 31, 1996 and 1995 were valued'
at'$35 1,000 and $229,000,, respectively...

Investments, classified as available-for-sale, in the decom
missioning trust funds at D'ecenfiber 31,'1996 and 1995, are
Isummarized in 'he Investment Summafy in Note D.
Note K - Petroleum 'Overcharge Restitution (POCR[ Funds

In June 1995; legislation was enacted.by the State Legislature
which contains provisions that a'uthorize'the Authority to utilize.
$34 million in Petroleum Overcharge Restitution (POCR)
funds, tobe made available to the Authority by the State pur
suant to the legislation, for a variety of enery-related purposes
with certain fundinglimitations. The use of POCR funds is
subject to comprehensive Federal regulations and judicial
orders, including restrictions on the type of projects'that can
be finainced with POCR funds, the use of funds recovered from
such projects, and the use of interest and income generatedby
such funds and projects. In addifion, the June 1995 legislation
directed the Authority to pay $34 million to the State. On
September 27, 1995, the Authority's trustees authorized'the
payment of funds to the State upoii the execution of an agree
ment acceptable to the State and the Authority. This payment
was made in May 1996.,The POCR funds are included in
restricted funds in the Balance Sheet. The funds are held in a
separate escrow account and the Authority invests the funds until.
they are utilized.



In July 1996, legislation was enacted by the State Legislature
which contains provisions that authorize the Authority to utilize

an-additional $9 million in POCR funds, to be made available

to the Authority by the State pursuant to the legislation, for.
similar and new energy-related purposes with certain funding
limitations. The legislation also directs the'Atithority to pay
$9 million' to'New York State prior to March 31, 1997. On
December 17, 1996, the Authority's trustees authorized the
payment to fhe Siate upon execuion of an agreement accept
able to the State and the Authority. The payment is expected
to be made in early 1997.'.,

-Investments, classified as available-for-sale, in the'POCR
funds at December 31,"1996, are summarized in the Investment
Summary.

Note L - Commitments and Contingencies

(1) Competiti 1on
The Energy Act, coupled with increasing customer demand

for lower-priced electricity, is expected to stimulate greater
competition in'both the wholesale and retail electricity markets..
These competitive pressures may create opportunities to com
pete for new customers and revenues, as well as increase risk that
-could lead to loss of Customers. The Authority and other New
York utilities are.currently.examining various proposals designed
-to restructure th'e 'New York electric industry so as to create a
competitive wholesale and retail market for electficity sales in
the future.Further, some large customers-are considering self-genera-"

tion or alternative power s6urces.This trend has been. accentu
ated by the efforts ofFERC to produce a competitive bulk

power market by implementing non-discriminatory open-access
transmission service to wholesale sellers and purchasers of elec
tricity.

On April 24, 1996, FERC issued'a ruling on open-access
-transmission. It ordered all investor-owned utilities to file, by
July,9, 1996, a pro forma open-access non-discriminatory tariff.
In this ruling, FERC also instituted a "eciprociry" provision in
the pro forma tariff that would,'bligate non-jurisdictional utili
ties receiving open-access transmission from an investor-owned
utility to provide comparable transmission service to the
investor-owned utility. FERC also stated ,thatSection 211 6f

the Federal Power Act, applied on a case-by-case basis, provides
FERC the authority to' require the same quality of open-access
*service from non-jurisdictional utilities.

Although the Authority was not required to d6.so, -in
response to FERC's ruling and consistent with developments in
the changing electric utility industry, the Authority voluntarily
submitted an open-access tariff to FERC on December 27, 1996.

!

(2). PublicService Commission Competitive
'OpportunitiesProceeding

On March 19, 1993, the New York State Public Service
Commission (PSC) commenced a proceeding to investigate
issues related to a future regulatory regime for New York's elec
tric industiT in light of increasing competitive opportunities.
The second phase of this proceeding, which commenced in
August 1994, concerns issues related to potential restructuring
of the industry from a regulated monopoly service to a more
competitive framework. Restructuring may involve a change in
the Authority's role in the State's electric industry..

Although not under the regulatory oversight of ihe PSC,
oh October 1, 1996, the,)uthority submitted to 'the PSC the
Authority's proposal for restructuring New.York's electric utility
industry. The Authority proposed the establishment-of single'
owner/operator'of the transmission' system in New York, with
,the Authority to become the owner/operatr of all of the State's
high voltage transmission lines to provide ratepayer savings,
improve reliability of service and facilitate the move to customer
choice. To.accomplish this, the Authority proposed to purchase
the transmission facilities at a price above the facilities' book
value, with the increment to be used to alleviate- the utilities'"
.stranded investment problem arising from restructuring. The
Authority would issue taxablk bonds, the principal amount not
to exceed $4.4 .billion, to effectuate the purchase. The Auth6rity .
would also undergo a functional separation, but not divestiture,
of the transmission aspect6 from the other aspects of its business
to be consistent with FERC open-access guidelines.
--(3). Statewide ISO Proposal
In addition to the Authority's PSC proposal, discussed

above, the Authority has also,kodperated with the investor
owned electric utilities in the State to fashion an arrangement'
whereby the electric transmissioh facilities in the State, includ
ing the Authqrity's transmissions facilities, would be operated by
arf independent system operator (IS6), which would be a'not
for-profit corporation, under a statewide FEPCapproved open
access tariff so as to facilitate the competitive,market envisioned
by&he PSC and FERC. The Authority would, however,.retain
ownership of its transmission system under the arrangement.
On January 28, 1997, the Authority's trustees approved the,
Authority entering into agreements which would implement the
ISO arrangement, with such agreements being-contingent upon,
among other things, approval of the arrangement by FERC and
the Authority receiving sufficient compensation from the
arrangement to meet its transmission system costs, which, under
the terms of the arrangement, would be subject to FERC
,approval. Such agreements also provide for withdrawal by the
Authority from the arrangement upon the satisfaction of certain
conditions.

TheISO proposal and related agrqements and tariffs were
submitted to FERC for approval on January 31, 1997. If
approved, the arrangement may be partially implemented in
mid-1997, with full implementation possible by mid-1998.



there'is a covered loss at any of the member groups' (i.e., owners

of domestic nuclear power plants wh6 are also covered b, the
insurance companies that insure the Authority) nuclearfacilities
that exceeds insurance funds available, the Authority culd be
subject'to retrospective premium assessments for both its reactors
during any one policy year, based on a multiple of the annual
premiur&i.Ag ofDecember 31, 1996, the Authority could.be
liable for a maximum assessment of approximately $22.4 million
during any one policy year.

(10) Long IslandMatters
The Authority's Flynn combined-cycle generating plant

(Flynn) and Long Island-Sound Cable transmission facility
(LISC) were constructed to provide utility services on Long

: Island. Currently, the Long'Island Lighting Company (LILCO)
is the sole customer with contracts to purchase electricity and.
transmission services provided by these facilities, which-repre
sented $88.2 million of the Authority's ,1996 op~raring revehues.
The net book values of these facilities at December 31, 1996,
were $132.5 million for Flynn and $248.9 million for the LISC.

On December 6, 1995, Governor George E.'Pataki
announced a proposal to reduce electric rates on Long Island by
dismantling LILCO. The proposal provides foi" the acquisition
of LILCO's transmission and distribution system by'the Long
Island Power Authority and'the sale of LILCO's power-generat

ing units.
On December 29, 1996, the boards of Brooklyn Union

Gas Co. and LILCO approved a merger of the two companies.
The Authority cannot predict the outcome of the

Governor's proposal or the merger transaction, or the effect, if
any, that they will have'on the Auihority's operations or revenues.

(11) IndianPoint3 Return to Service
The Indian Point 3 niclear plant returned to full service on

April 10, 1996. It had bee' removed from service on September
14, 1995, to repair the electric generator cooling system and
remaihed out of service to perform other maintenance work and
to correct performance weaknesses. Afterreturning to full ser
vice, the plani operated at more than 90 pei'cent of capacity for
the remainder of 1996.

The plant remained on the NRCs "watch list"'of facilities
requiring increased NRC attention as of the commission's reviek
in January 1997. The-plarit had a net b6ok value of $552.9 mil
lion at December 31, 1996. Realizatidi of the full value of this
ass.et is dependent on the Authoritys ability to operate the faIility
throughout the remainder of its license period (2015) at an aver
age capacity factor higher than the plant has attained during its
lifetime (1976 to 1996).

(12) Low-Level Radioactive Waste
The Federal, Low-Level Radioactive Waste Policy.Act, as

amended in 1985, requires states to join'compacts or to individ
ually develop their own low-level radioactive waste disposil site'.
In response to the Federal law, the State had decided to develop

I Arty-eigiht

-its ownIsite becauseof the large volume of such waste gerierated
in New York, and had committed to develop a plan for the
management of the 'low-level radioactivte vkaste in New York'
State during the interim period until the disposal facility was
available. The State expected the disposal facility Would begin
operations in'2001. It does not appear likely that a disposal
facility will be available to begin operations in 2001.

The Authority presently ships the low-level radioactive
,waste generated at its two nuclear power plant sites to a disposal'
facility in Barnwell,, South Carolina. During the period Julyl,
1994, to June 30; 1995, the legislature of South Carolina denied
access to the facility to out-of-region low-level radioactive waste
generators, including New Ybrk State. The Authority cannot
predict whether the Barnwell facility will be closed again to out
of-region low-level radioactive waste generators at some future
date before the New York State disposal fadility becomes avail
able, and is developing low-level radioactive waste management
programs, including compaction and on-site.storage capability.



(4) Long-t'rm Contracts
The Authority has negotiated long-term contracts with sub

stantially all of its SENY governmeftal customers. The revenues
from these customers were approximately 50 percent of the
Authority's 1996 Operating Revenues.

The agreements extend through atileast December 31,
2004. They provide stabilized rate features through 2001 or
2002, depending upon the contract, With rates thereafter
adjusted based upon, in the case of some.contracts, changes in
the cost to provide service or, in the case.of other contracts, a
market index. Certain of the contracts provide for shared savings
beginning in -1998 dontingent upon reducing the cost of service.
In other instances, rate rebates and economic development
incentives are provided. Customers have the right to .terminate
service if the Authority increases baseline demand and energy
charges io meet bond covenant requirements. Customers may
also reduce service by limited amounts under certain specified
conditions and, under certain contracts, may terminate service
if rate increases exceed specified amounts at specified times.

Pursuant to these contracts'with' the majority of the SENY
governmental customers, the Auth6rity has agreed to undertake
up to $401 million in energy efficiency projects over the term of
the.contracts. Such projects must be approved by'Authority '

management before being undertaken; and agreements covering
-- these projects providing for full repaymeit of costs from cus
tomers must be in place.

* (5)PaymentfrUse ofCertainSubstations
, In return for the use of certain substation facilities related
to the Authority's Mar"y-South Transmission Line, the
Authority is committed to pay three New York utilities approxi
mately $17 million in 1997, and.$7 million in 1998.

(6) NaturalGas Contract
The-Authority has entered into a long-term contract under

which it is obligated-to purchase approximately 10.75 billion
'.cubic feet of natural gas annually through the year 2014, or pay
a penalty on the unused volumes. Based on minimum payment
obligations in the contract, the Authority will pay an average
annual'amount for gas purchased under the contract of approx
imately $41.1 million through the year 2002. Thereafter, the
price for gas under tht contract will be set at 10 percent above
the spot market price.

(7) LegalandRelatedMatters
By letter dated-November 6, 1996, Consolidated Edison

Company of New York, Inc.'(Con Edison) informed the
Authority that it intends to seek damages in' connection with
the recent ' eriods when the-Authority's Indian Point 3 nuclear
*plant was not in service. Con Edison has stated that it "intends
to'seek reco'ery of capacity charge payments associated with .
certain, periods which "could' include some or all of the approxi
mately $29 million paid by Con Edison for periods when Indian
Point'No. 3 was not in service'occurring after the commence
ment of the outage on'February 27, 1993," as well as the cost
of replacement energy.purchased during this period for prices-

exceeding those wlhich'Con Edison would have paid the
Authority. Con Edison stated that the "order of magnitude esti
mate for these [replacement energy] costs is approximately $40
million."

The eight municipalities which are the petitioners in Village
ofBergen v. PowerAuthority object to the Authority's apportion
ment of indirect overhead costs in determining rates charged for
service provided from the Authority's hydroelectric facilities.
These municipalities claim that the Authority's apportionment
methodology resulted inovercharges (their alleged damages)totaling approximately $6.2 million for the .periodMay 1, 1992,

through April 30, 1996. While eight municipal customers are
involved in this proceeding, an adverse decision could impact a
portion of the revenue collected from all preference power recip
ients during that time. Revenues from preference power recipi
ents accounted for 5.8-percent of the Authority's 1996 operating
revenues.

There are actions, proceedings arid matters pending before,
Federal and-State courts and agencies involving certain, Authority
proj&ts, the title to land occupied by such projects and rates for
the sale of power that may result in impeding the operations of.
such projects and may require the Authority toincur substantial
additional costs or revenue reductions.

While the ultimate outcome of these matters is not presently
determinable, theAuthority's general counsel believes that the
Authority has meritorious positions, which have been or will be
asserted in these matters.

,(8) Recent New York State'-RelatedFinancialMatter ,
In 1992 the Authority paid $35 million to the State to'

reimburse it for a portion of statutorily required real property
tax transition payments made to local taxing jurisdictions as a
result'of the Authority's acquisition of the Indian Point 3 prop
erties from Con Edison in 1975. During 1995, pursuant to a
request by the State, the Authority palid an additional $15 nil
lion to meet the claimed remaining portion of such reimburse
ment. This charge is included as an operating expense in the
1995 Statement ofNet Revenues.
- (9),NuclearLiability-Insurance

Under provisionsof the Federal'Price-Andersin Act, the
overall maximum public liability for a single nuclear incident is
limited to approximately $8.9 billion Coverage for the first
$200 million of such liability is provided byprivate insurance.
In the event that public liability from an insured nuclear inci

dent were-to exceed $200 million, the Authority would be sub
ject to a pro rata assessrment of up to $79.3 million,'in addition
to inflation adjustments thereon, for each reactor owned, with a
yearly assessment no greater than*$10 million per incident per
reactor owned.

in addition to the liability insurance requiied by the'Federal
Price-Anderson Act, the NRC requires each licensee to carry
decontamination liability and excess property damage insurance
in the aggregate miiimum amount of $1.06 billion for each reac
tor site. The Authority has such coverage in force. In the event
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