
MINUTES OF THE MEETING
OF

THE AUDIT COMMITTEE

September 27, 2011

A meeting of the Audit Committee was held via videoconference at the Authority’s offices at 123
Main Street, White Plains, New York at approximately 10:25 a.m.

The following Members of the Audit Committee were present:

Trustee D. Patrick Curley, Chairperson
Vice Chairman Jonathan Foster
Trustee Eugene L. Nicandri

Also in attendance were:

John S. Dyson Trustee
Gil Quiniones Acting President and Chief Executive Officer
Judith McCarthy Acting General Counsel
Edward Welz Acting Chief Operating Officer
Donald Russak Acting Chief Financial Officer
Karen Delince Corporate Secretary
Brian McElroy Treasurer
Thomas Concadoro Vice President & Controller
Dennis Eccleston Chief Information Officer
Lorna Johnson Assistant Corporate Secretary
Sheila Baughman Senior Secretary, Corporate Secretary’s Office
Ken Deon Managing Partner, KPMG
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Introduction

Chairman D. Patrick Curley welcomed Trustees Foster, Nicandri and Dyson and senior staff to the

meeting.

1. Adoption of Meeting Agenda

Chairman Curly said that, after discussion with senior staff, in the future, agendas for the meetings will

be provided to the committee in draft form prior to the meeting so that, based on any comments, adjustments can

be made to the agendas before the meetings. By motion made and seconded the agenda for the meeting was

approved.
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2. Approval of the Minutes of the Regular Meeting of March 14, 2011

The minutes of the Committee’s Regular Meeting of March 14, 2011 were adopted.
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3. Financial Statements for Six Months ended June 30, 2011

Mr. Thomas Concadoro presented highlights of the Authority’s financial statements for the six months
ended June 30, 2011. He said that the reports are consistent with the results presented by the Chief Financial Officer
to the Board in July and are required to be filed annually with the Authority’s banking institutions by September 30,
2011. The highlights are as follows:

Balance Sheet

 Increase in current assets ($185 million), primarily due to positive cash generated by operations;
 Increase in restricted funds ($112 million), due to appreciation in the Nuclear Decommissioning Trust Fund

fully offset by an increase in the related liability;
 Decrease in other assets/other liabilities ($45 million) Mark-to-market adjustments on the medium term

hedge positions taken for the SENY customers are deferred. As positions settle, the deferral amounts
decrease and energy costs are passed on to customers.

Income Statement

 For the first half of 2011, net income was $72 million which was $9 million lower than last year;
 Lower net operating income ($41 million) was due to higher expenses including: (1) higher maintenance

work ($10 million) at 500 MW plant and the SCPP’s; (2) higher Power for Jobs related contributions to the
State, included in the Recharge New York (RNY) legislation and (3) higher purchased power costs at
Niagara ($15 million) incurred to support customers during a transmission line outage;

 Offset by lower budgetary contributions to the State unrelated to Power for Jobs ($42 million).

Cash Flows

 Significant cash produced by operating activities in both years but lower in 2011 ($43 million). This is
consistent with decrease in net operating income.

Footnotes

 No changes have been made to the Authority’s accounting policies during the first six months of 2011;
 Shows status of current bond refinancing. This will be updated to reflect scheduled closing in early October;
 Updated to reflect details of RNY legislation and the transition from the Power for Jobs and ECSB programs.

Also discloses funding residential discount program starting at $100 million in 2011/12 phasing down to $30
million;

 Includes disclosures about the most recent contributions authorized by the Board and those expected to be
presented to the Board for approval in January 2012;

 Increase in OPEB costs based on last actuarial valuation;
 Updated HTP disclosures for execution of agreement in April adding ranges of our potential under-recovery of

cost of $40 million to $80 million. Indicates staff currently negotiating with NYC customers;
 Update for proposed increases in hydro rates currently pending;
 Added paragraph about potential expenditures resulting from storm damage at Vischer Ferry and Blenheim-

Gilboa as well as potential for insurance recovery.

In response to a question from Chairman Curley, Mr. Concadoro said that funds transferred to the State and
to be repaid pursuant to the MOU are treated as long-term receivables on the Authority’s balance sheet.
Contributions, which are not repaid, are reflected as a reduction in net income. In response to further question from
Chairman Curley, Mr. Concadoro said that, from a compliance standpoint, additional loans would need to be
evaluated as to asset quality before putting them on the balance sheet as assets. Mr. Russak added that, from a
business perspective, the Authority would not want to see balances build up to a level such that it would be
impractical for it to be repaid.
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Responding to another question from Chairman Curley, Mr. Concadoro said that the report was prepared
internally by staff and that KPMG was not involved in the preparation but were provided a copy. In response to a
question from Trustee Foster, Mr. Ken Deon, said KPMG read the report in conjunction with the recent bond
offering and obtained explanations for significant variations compared to last year.
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4. Internal Audit Activity Report

Mr. Lesly Pardo presented an overview of the 2011 Internal Audit Plan to the Board. He said that 36 audits
have been scheduled for 2011. As of August 31, 2011, twenty audits have been completed, six audits are in
progress and twelve are scheduled to be completed by the end of the year. Approximately 67% of the audits in the
audit plan are completed or in progress. Sixteen audit reports with 32 recommendations to improve the Authority’s
internal controls were issued, all of which were accepted by management. He said that the Internal Audit staff
continues to receive full cooperation and support during the audits.

Mr. Pardo continued that of the audit reports issued to date, Internal Audit staff did not identify any
material control deficiencies, that is, any recommendation that is not implemented would have an adverse impact on
the Authority’s operations, financial condition or impair its reputation. Most of the recommendations were for
improvements to strengthen the Authority’s internal control system.

In response to a question from Chairman Curly, Mr. Pardo said that SAP means Systems, Applications, and
Products, and is the application that supports the Authority’s key financial systems e.g., general ledger, accounts
payable, customer billings, and human resources.

In response to a question from Trustee Nicandri, Mr. Pardo said that he was satisfied with the level of
cooperation from management who has been very supportive.

In response to a question from Trustee Foster, Mr. Pardo said the approval process for union employees
was informal and it was recommended that the Authority improve this process by using staffing authorization forms
that are currently used for salaried employees. With respect to the Power Contract process, it was recommended
that the process be formalized to ensure that all required procedures are being followed.
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5. Next Meeting

Mr. Donald Russak suggested that the next Committee meeting be held November. Chairman Curley said
he would put this suggestion in abeyance; in the meantime, he will ask that staff plan for the meeting as previously
scheduled in October.

The next regular meeting of the Audit Committee will be held on Tuesday, October 25, 2011, to commence
at approximately 9:30 a.m., at the Clarence D. Rappleyea Building, White Plains, New York.

On motion made and seconded, the meeting was adjourned at approximately 10:45 a.m.
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2011 INTERNAL AUDIT PLAN
ACTIVITY REPORT

8/31/11
SUMMARY

• Completed 20 audits and projects including 14 financial/operational, four (4) information
technology audits and two (2) special projects.

• Six (6) audits in progress as of 8/31/11.

• Approximately 67% of the audits in the original Audit Plan have been completed or in
progress.progress.

• Issued 16 audit reports. Two (2) reports under review as of 8/31/11.

• Thirty-two (32) recommendations were made to improve internal controls/operational
efficiency.

• All recommendations have been accepted by management. Accepted recommendations
are being actively tracked and critical recommendations implemented are being verified.

• We are receiving management’s full cooperation and support.
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2011 INTERNAL AUDIT PLAN
ACTIVITY REPORT

8/31/11
AUDIT PLAN STATUS
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2011 INTERNAL AUDIT PLAN
ACTIVITY REPORT

8/31/11
AUDIT PLAN UPDATE

FINANCIAL

 Customer Load Forecasting (C)

 Medical & Dental Benefits (C)

 Niagara Purchasing & Warehousing (C)

 Power for Jobs Revenues (C)

 Revenues-ECSB (C)

 Energy Cost Savings Benefit Customer Revenues (C)

 Investments/Investment Income (C)

 NYISO Generation Settlements (C)

 Headquarters Accounts Payable (C)

Fuel Operations

INFORMATION TECHNOLOGY (Continued)

 Internet/Intranet Security

 Database Administration

 Niagara LAN

OPERATIONAL/COMPLIANCE

 Environmental, Health & Safety Audit Programs (C)

 Maintenance Resource Management Program (C)

 Revenue Requirements (C)

 Customer Power Contracts (C)

Law Department Selected Activities (C) Fuel Operations

 NYPA Energy Services Program (IP)

 SENY Revenues (IP)

 Energy Services- Solar Projects

 Niagara Finance & Administration

 NYISO Ancillary Service Charges (IP)

 Headquarters Procurement

INFORMATION TECHNOLOGY

 SAP Fixed Assets (C)

 SAP – Human Resources (C)

 Change Control – SAP (C)

 Information Security – SAP (C)

 Energy Management System

 Intrusion Prevention & Detection (IP)

 Energy Control Center LAN

 Law Department Selected Activities (C)

 Records Management (C)

 Transmission Line Maintenance (IP)

 Energy Hedging

 Engineering Support Services (IP)

 Central Region O&M

 Northern Region O&M

OTHERS

 BPS Enterprise Audit Software Implementation (C)

 NERC Reliability Compliance – Consulting (C)

 Vendor Contract Audits (IP)

 EDP Customer Job Commitment Audits (IP)
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In-Progress = IP
Completed = C



2011 INTERNAL AUDIT PLAN
ACTIVITY REPORT

8/31/11
REPORT RECAP

Report Name High-Level Audit Objectives
Observations/Findings/
Recommendations

Customer Load Forecasting

Determine the adequacy and effectiveness
of controls over 1) Load Profiling, 2) Short
Term Load Forecasting, 3) Monitoring of
Actual vs. Scheduled Load, 4) Load
Forecasting Reports, and 5) Access and
General Information Technology
Controls.

-Internal controls over the Customer
Load Forecasting function are working
effectively.
- Recommendations were made to
strengthen controls over the review of
Load Profiles and Load Forecast
Imbalance Reports.

Determine the effectiveness of controls -Controls over the Medical & Dental Plans
Medical & Dental Benefits

Determine the effectiveness of controls
over the Medical & Dental Plans. Review
payments to third-party administrators,
HMOs and insurance carriers. Verify
compliance with the Health Insurance
Portability and Accountability Law.

-Controls over the Medical & Dental Plans
are working effectively.
-The process of reviewing paid claims
should be automated.
-HMO rate renewal agreements should be
approved.

Niagara Purchasing & Warehousing
Review processes and controls associated
with purchasing and warehousing
activities at the Niagara Power Project.
Verify compliance with established NYPA
policies and procedures.

-Controls over the procurement and
warehousing functions were found to be
adequate.
-The Expenditure Authorization
Procedures covering change orders that
exceed the rebidding threshold should be
followed.
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2011 INTERNAL AUDIT PLAN
ACTIVITY REPORT

8/31/11
REPORT RECAP

Report Name High-Level Audit Objectives
Observations/Findings/
Recommendations

Environmental, Health & Safety Audit
Programs

Confirm that audit programs incorporate
applicable legal/regulatory risks. Confirm
that contracted auditors have adequate
credentials/background to conduct the
work/provide expertise in both auditing
and EH&S related matters.

-The program administration and
oversight of the Audit Programs needs
improvement to ensure they are
implemented consistently with Corporate
Policy and that resources are being
allocated based on risk.
-EH&S Policies and Procedures should be
updated.updated.
-Follow-up efforts on Environmental
Audit Findings open greater than one
year should be documented.

Maintenance Resource Management
Program

Determine the adequacy and effectiveness
of controls designed to administer the
MRM Program including the existence of
MRM Program goals/objectives and the
reliability of MRM Program performance
information.

-MRM Program’s goals and objectives
need to be clarified for stakeholders.
-Asset and Maintenance Management has
been drained of resources over the last
several years which have significantly
impacted the Department’s ability to
manage and monitor the MRM Program.
-Asset and Maintenance Management
should work with the Reliability
Standards and Compliance and
Engineering Departments to clarify
equipment, work plans and compliance
evidence expectations.
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2011 INTERNAL AUDIT PLAN
ACTIVITY REPORT

8/31/11
REPORT RECAP

Report Name High-Level Audit Objectives
Observations/Findings/
Recommendations

Revenue Requirements
-Determine if policies, procedures and
processes have been established by
management to provide guidance in
determining the Authority’s revenue
requirements.
-Determine if established policies and
procedures are being consistently
followed.

-Internal controls for determining NYPA’s
revenue requirements can be improved by
formally documenting current processes
and procedures.
-Additional quality assurance procedures
should be established to ensure approval
of modifications to subject matter experts
submitted data.followed.

-Review the processes and procedures
utilized to determine the reasonableness
of the data provided by the various
subject matter experts in preparing cost
of service studies.

submitted data.

Customer Power Contracts

Confirm the adequacy and effectiveness of
controls over the negotiation, drafting
and execution of power sales contracts,
delivery arrangements and other
contractual documents between NYPA
and our customers.

-There are no written policies, procedures
or other related governance materials for
the power contracting process.
-Consider centralizing the various
contracting functions into a single group
to develop a strong contract
administration function, improve controls
and maximize staff expertise.
-The Law Department’s expectations as it
relates to their need to review and
approve power contracts should be
formalized.

8



2011 INTERNAL AUDIT PLAN
ACTIVITY REPORT

8/31/11
REPORT RECAP

Report Name High-Level Audit Objectives
Observations/Findings/
Recommendations

SAP Fixed Assets
Review, test and evaluate input controls,
processing controls, output controls and
user access controls in the SAP – Fixed
Assets application.

-Internal controls and processes over the
SAP – Fixed Assets application are
adequate and working effectively.
-There were no significant issues raised
during this audit.

Review, test and evaluate input controls, -No formal documentation exists to

SAP – Human Resources

Review, test and evaluate input controls,
processing controls, output controls and
user access controls in the SAP Human
Resources application.

-No formal documentation exists to
evidence the approval of the Regional
Manager and Human Resources Manager
for all union new hires.
-Review the roles assigned to SAP users
and the Employee Master File and restrict
their access rights to functions necessary
to carry out their job responsibilities.

Change Control – SAP

Review, test and evaluate the controls and
control procedures over the changes and
patches to SAP and their testing and
approval by users prior to their placement
in Production.

-The Procedures Manual covering the
SAP Change Management Process should
be updated to reflect current procedures.
-User access should be removed for
personnel that are no longer with NYPA
or whose roles have changed.
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2011 INTERNAL AUDIT PLAN
ACTIVITY REPORT

8/31/11
REPORT RECAP

Report Name High-Level Audit Objectives
Observations/Findings/
Recommendations

Power for Jobs Revenues
Review controls, procedures and
processes over PFJ Customer billing,
Customer Consumption Review
Procedures and processing of changes to
customer accounts.

-Controls over PFJ Program revenues are
working effectively.
-Customers are being billed accurately
and in accordance with authorized rates.
-Monthly PFJ demand and energy billing
quantities should be obtained at thequantities should be obtained at the
account level from National Grid.

Revenues - ECSB Review controls, procedures and
processes over ECSB Customer Billing,
Customer Consumption Review
Procedures and processing of changes to
customer accounts.

-Controls over ECSB revenues are
adequate and effective.
-The Distribution Loss Factors used to bill
ECSB customers for energy lost need to
be reviewed and updated periodically.

Investments/Investment Income
Review policies, procedures and controls
over the Investment System, purchase
and sale of investments and investment
income. Verify compliance with
established Investment Policies.

-Controls over the purchase and sale of
investments and investment income are
adequate and operating effectively.
-Investment transactions are being
processed in accordance with established
NYPA policies, procedures and
guidelines.
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2011 INTERNAL AUDIT PLAN
ACTIVITY REPORT

8/31/11
REPORT RECAP

Report Name High-Level Audit Objectives
Observations/Findings/
Recommendations

Law Department Selected Activities
-Confirm the adequacy and effectiveness
of controls over the annual budget
process, monitoring of actual to budgeted
expenditures, responsibilities for
managing legal expenditures and
verification of the accuracy of bills from

-Controls over the budget process and the
monitoring of legal expenditures are
adequate and effective.
-Written policies and procedures to
institutionalize the responsibility of the
Law Department in the contract reviewverification of the accuracy of bills from

outside counsel.
-Clarify roles and responsibilities of Law
in the creation and execution of NYPA
contracts/agreements.

Law Department in the contract review
process needs to be expanded beyond
contracts originating in Procurement.

Information Security – SAP
Review, test and evaluate controls over
SAP access security and user access
changes and new users.

Overall SAP information security, access
controls and standards provide adequate
protection for the Authority’s SAP
information, program and system.
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