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July 29, 2014

Minutes of the regular meeting of the New York Power Authority’s Audit Committee held at the
Authority’s Offices at 123 Main Street, White Plains, New York at approximately 8:40 a.m.

The following Members of the Audit Committee were present:

Trustee Eugene L. Nicandri, Chairman
Trustee Jonathan Foster

Trustee Terry Flynn - Excused

Also in attendance were:

John Koelmel Chairman, New York Power Authority
Joanne Mahoney Trustee, New York Power Authority
Anne Kress Trustee, New York Power Authority
Gil Quiniones President and Chief Executive Officer
Edward Welz Chief Operating Officer
Robert Lurie Executive Vice President and Chief Financial Officer
Justin Driscoll Executive Vice President and General Counsel
Arthur Cambouris Deputy General Counsel
William J. Nadeau Senior Vice President and Chief Risk Officer
James Pasquale Senior Vice President – Economic Development and Energy Efficiency
Karen Delince Corporate Secretary
Jill Anderson Vice President Public & Regulatory Affairs & Chief of Staff
Thomas Concadoro Vice President and Controller
Joseph Gryzlo Vice President and Chief Ethics & Compliance Officer
Gerard Vincitore Vice President – Finance
Frank Deaton Director Enterprise Risk Management
Lorna Johnson Associate Corporate Secretary
Sheila Baughman Assistant Corporate Secretary
Anna Devine Executive Director, Advisory Services – Ernst & Young
Lynne Coviello Senior Manager, Advisory Services – Ernst & Young
Todd Fowler Engagement Partner – KPMG

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

Chairman Nicandri welcomed committee member, Trustee Foster; the Authority’s Chairman Koelmel;

Trustee Kress; President Quiniones and senior staff to the meeting. He said the meeting had been duly noticed as

required by the Open Meetings Law and called the meeting to order pursuant to section B(4) of the Audit

Committee Charter.

1. Adoption of the Proposed Meeting Agenda

Upon motion made and seconded the agenda for the meeting was adopted.
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2. CONSENT AGENDA:

Upon motion made and seconded the Consent Agenda was approved.

a. Approval of the Minutes

Upon motion made and seconded, the Minutes of the Committee’s Regular Meeting held on March 25,
2014 were approved.
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DISCUSSION AGENDA:

3. Procurement (Services) Contract – Independent Accounting Services – Contract Award

“The Vice President and Controller submitted the following report:

SUMMARY

The Audit Committee is requested to recommend that the Authority’s Trustees approve an award of up to
$2.5 million to KPMG LLP (“KPMG”) to provide independent accounting services, including the annual audits of
the Authority’s financial records for the years 2014 through 2018 and other services, as may be required, through
July 31, 2019.

BACKGROUND

Section 2879 of the Public Authorities Law and the Guidelines for Procurement Contracts require the
Trustees’ approval for procurement contracts involving services to be rendered for a period in excess of one year.
The Public Authority Accountability Act of 2005 provides that the Audit Committee shall recommend to the Board
of Trustees the hiring of a certified independent accounting firm. At their meeting of July 28, 2009, the Trustees
approved the award of a contract to KPMG, for auditing and other services, for five years (2009 through 2013).
That contract will expire on July 31, 2014.

DISCUSSION

In accordance with the Authority’s Procurement Guidelines, a request for competitive bids was posted on
the Authority’s website and published in the New York State Contract Reporter on June 10, 2014 for independent
accounting services. The audit services shall include preparation of the following for the years 2014 through 2018:
(1) an opinion on the Authority’s financial statements; (2) an opinion on the Authority’s compliance with Section
201.3 of Title Two of the Official Compilation of Codes, Rules, and Regulations of the State of New York; (3) a
review of the Authority’s internal control over financial reporting, compliance and other matters based on an audit
of financial statements performed in accordance with government auditing standards and (4) a review of the
Authority’s compliance with the requirements of a federal program and internal control over that compliance in
accordance with OMB Circular A -133. In addition, the independent accountant may be requested to perform other
audit services (for example, reviews of debt offering statements), and non-audit services (for example, reviews of
internal process and procedural matters). In response to this request, the Authority received a bid from KPMG, its
current independent accountant.

During the term of its current contract, KPMG has developed an in-depth understanding of the Authority’s
operations and finances and has committed to assigning senior personnel with extensive utility experience to the
Authority’s audit team. The firm’s proposed engagement partner has a deep understanding of the Authority’s local
regulatory and operating environment, having served as lead partner for several large regional utility clients. In
addition, KPMG plans to assign technical resources who have demonstrated their ability to address emerging
complex technical issues. The firm has a large national auditing practice with significant experience in both the
utility and government sectors.

KPMG’s proposed total maximum price of $1,572,500 to perform the Authority’s audits for the years 2014
through 2018 is 16% over its current fee or 3.2% per year. This is essentially an inflationary increase and is
reasonable. In addition, KPMG’s proposed hourly rates to perform other audit services and non-audit services are
also reasonable. Based on KPMG’s proposed hourly rates, historical experience and projected services, staff
estimates total expenditures over the five-year contract will be approximately $2.5 million as follows: $1.6 million
for annual audit services; $175,000 for other audit services and $725,000 for non-audit services.

REQUESTED ACTION

Based on KPMG’s qualifications to perform the services, reasonable price and hourly rates, and satisfaction
of the bid requirements, the Vice President and Controller requests that the Audit Committee recommend that the
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Authority’s Trustees approve the award of a five-year contract to KPMG LLP to perform the annual audit of the
Authority’s financial records for the years 2014 through 2018 and to perform other services, as may be required,
through July 31, 2019, in an amount not to exceed $2.5 million.

For the reasons stated above, I recommend the approval of the above-requested action by adoption of the
resolution below.”

Mr. Concadoro provided highlights of staff’s recommendation to the Committee. In response to a

question from Chairman Nicandri, Mr. Concadoro said, under the Public Authority Accountability Act, the

Managing Partner is required to be rotated after five years. Todd Fowler, who has extensive experience in the

utility industry, is the proposed Engagement Partner.

Responding to a question from Authority Chairman Koelmel and Trustee Foster, Mr. Concadoro said

although other firms opted not to bid, staff is of the opinion that KPMG is highly qualified to perform the work;

also their bid was reasonably priced. Mr. Lurie added that staff had the same concerns regarding the lack of

competition; however, based on the negotiations, KPMG is the best selection for the recommendation.

Responding to further questioning from Trustee Foster, Mr. Concadoro said the Authority solicited

certain second tier firms; however, none of them responded to the request for bids. And Mr. Lurie added that the

secondary firms tend not to have specialized utility practices, so it’s difficult for them to handle the scope-of-work

necessary for this contract.

The following resolution, as submitted by the Vice President and Controller, was unanimously approved by
the Audit Committee.

RESOLVED, That pursuant to the Guidelines for
Procurement Contracts adopted by the Authority and
provisions of the Public Authority Accountability Act of 2005,
the Audit Committee recommends that the Authority’s
Trustees approve the award of a five-year contract to KPMG
LLP to perform the annual audits of the Authority’s financial
records for the years 2014 through 2018 and to perform other
services, as may be required, through July 31, 2019, in an
amount not to exceed $2.5 million.
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4. Internal Audit Update

a. Approval of 2014 Audit Plan

Ms. Anna Devine, Executive Director, Advisory Services, of Ernst & Young said she would be providing

an update on the Internal Audit Plan and introduced Lynne Coviello, Senior Manager, who will be providing

updates on the internal audit activities since April of this year.

Ms. Devine said the 2014 Internal Audit Plan was developed by the Authority’s Internal Audit

Department. Ernst & Young assessed the Plan making comparisons with emerging audit and industry trends,

and the Authority’s strategic objectives. Some adjustments were made to the Plan, such as combining audits

where the scope and processes aligned. Also, some audits were added to enhance risk coverage and address

emerging trends.

Ms. Devine continued that a detailed Internal Audit Teaming Charter was co-developed with staff from

Internal Audit, Ernst & Young and Senior Management. Some of the changes included revision of the reporting

protocols to management and the Audit Committee and adjustments to some of the reporting lines within the

organizational chart.

Ms. Devine mentioned that there were three current vacancies in the Audit Department, namely, the

Chief Audit Executive and two Senior Auditors. Responding to a question from Trustee Foster, Ms. Devine said

the vacant positions are currently being addressed by the Authority’s management. President Quiniones added

that the Human Resources Department and Senior Management are actively recruiting for those positions.

Ms. Devine concluded by indicating that Internal Audit and Ernst & Young and staff continue to

receive cooperation and support from the Authority’s management in performing their audits. She then

requested that the 2014 Internal Audit Plan, as required by the Authority’s policy, be approved.

By motion made and seconded the 2014 Audit Plan was approved by the Audit Committee.
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b. Audit Activity Update

Ms. Lynne Coviello provided an update of the Internal Audit Activity to the Committee. She said there

were 39 audits in the Audit Plan submitted to the Committee in May. To date, they have issued four reports, two

of which were issued in July and there are several reports that are in the process of being issued.

In response to a question from Trustee Foster, Ms. Coviello said the audits are on schedule for the end

of the year. In response to further questioning from Trustee Foster, Ms. Coviello said most of the reports issued

were rated “operating effectively.” They will be doing some additional audit work on some of the audits in the

Plan and will provide an update to the Committee at a later date.

In response to a question from Chairman Nicandri, Ms. Coviello said the Plan is the same as that which

was provided to the Committee members as an update in May.

In response to a question from Authority Chairman Koelmel, Ms. Coviello said that, as part of the

assessment of the Plan that was conducted in April and May, they looked at the risk assessment conducted by

Risk Management and compared it to the current Internal Audit Plan to see if the Plan addressed the risks that

were a part of the Enterprise Risk Assessment; or, as risks change, if the Internal Audit Plan needed to be

modified to address different risks.

Responding to further questioning from Authority Chairman Koelmel, Ms. Coviello said they have not

implemented a rating scale, but have taken a look at the definition of “operating effectively” versus “needs

improvement.” Going forward, and this can continue based on the Committee’s needs, they will identify the key

observations of the audit - what is going to be an impact to the organization - and provide an executive summary

of those observations to the Committee.

President Quiniones thanked Trustee Foster for his assistance in getting the scope-of-work – the right

expectations and alignment – in place. He thanked Ernst & Young for being a part of the team.
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5. Risk Management Update

Mr. Frank Deaton provided an update on the Enterprise Risk activities. He said this is the second year

of completing an annual review of the Authority’s risk inventory. Staff captured mitigation strategies and

specific responses to each risk for the first time.

Top Risk Update

- There are two new risks in the Top Risk category. These are based on the “Impact” and “Likelihood” ratings.

1) Physical Security Breach – a high profile topic for the utility industry. There has been a lot of

regulatory involvement for organizations to put standards in place to assess their vulnerabilities and take

appropriate actions to protect their assets.

2) STL Generator Rotor Spider Fractures – the risk rating increased from the prior year as management

works to implement their response plan.

Responding to a question from Trustee Foster regarding the number of critical items on the

“Likelihood” axis of the metrics, Mr. Nadeau said the Authority has identified approximately 180 risks across its

Business Units. However, as the Authority matures, and with proper focus, it will be able to differentiate risks

resulting in a smaller number of “Critical Risks.”

Mr. Deaton continued that “Cyber Security” has been removed from the Chart. Responsible

management’s assessment incorporated the enhanced controls and other investments made by the Authority that

reduced the "Likelihood" rating. He indicated that Risk Management is working with the Internal Audit

Department to ensure enhanced controls are working effectively.

In response to a comment from Authority Chairman Koelmel, President Quiniones said Ernst &Young’s

audit effort includes penetration testing as part of their cyber security effort. The Authority is also continuing to

work with regulators and the various federal agencies regarding cyber security issues. Mr. Deaton added that

Risk Management staff is working with responsible management to brief the Trustees cyber security, industry

vulnerability, and the Authority’s response effort.

Responding to further comments from Authority Chairman Koelmel and Trustee Foster, Mr. Nadeau

said Risk Management had extensive dialogue with the risk owner, but, in the end, the risk owner makes the

determination as to the risk level. He confirmed that Risk Management supports the Board of Trustees and the
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Audit Committee and reiterated that Risk Management has already engaged Internal Audit to look at cyber

security risk to ensure the appropriateness of management’s assessment.

Risk Dashboard

Mr. Deaton provided an update of the Risk Dashboards: Significant Increases in Non-Recurring O&M

Expenditures and Increasing Difficulty to attract and Retain Workforce – SENY region. He said the Risk

Dashboards reflect how the program adds value to the organization by identifying the risk; identifying responses

and actions. He said this will be reported to the Committee on a regular basis.

Mr. Nadeau indicated that Internal Audit, specifically dedicated Ernst &Young resources, will be

conducting an Audit of the Authority’s Enterprise Risk Management activities starting in September. As a part

of their scope of work, they will be speaking with members of the Board of Trustees as well as the Executive Risk

Management Committee.
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6. Motion to Conduct an Executive Session

Mr. Chairman, I move that the Authority conduct an executive session to discuss matters leading to the

appointment, employment, promotion, demotion, discipline, suspension, dismissal or removal of a particular

person or corporation. Upon motion made and seconded, an executive session was held.
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7. Motion to Resume Meeting in Open Session

Mr. Chairman, I move to resume the meeting in Open Session. Upon motion made and seconded, the

meeting resumed in Open Session.
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8. Next Meeting

Chairman Nicandri said that the next regular meeting of the Audit Committee will be held on Tuesday,

September 30, 2014, at the Niagara Power Project, Power Vista (Visitor’s Center), Lewiston, New York.
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Closing

On motion made and seconded, the meeting was adjourned by the Chairman at approximately
9:40 a.m.

Karen Delince
Corporate Secretary
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Risk Dashboards
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