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2. WORKER SAFETY

The Authority shall provide an annual incentive payment to the Manager of $100,000 per

Chargeable Accident less than 75 rated on a three-year rolling average.  The Manager shall neither

earn an incentive payment nor incur a disincentive payment obligation for periods in which the

number of chargeable accidents falls between 75 and 80, inclusive (the “dead band”).  The Manager

shall incur a penalty of $100,000 per Chargeable Accident for years in which the three-year rolling
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average number of Chargeable Accidents is greater than the 80.  Data from years prior to the

Commencement Date shall be used to compute the three-year averages in the first and second years.

 The upper and lower limits of the dead band shall be adjusted annually in proportion to the changes

in total workforce (full time equivalents) for the departments to which this incentive plan

applies: Electric Design & Construction, Electric Service, Electric System Operations, and Meter

Readers. The total annual incentive or disincentive shall not exceed $1,000,000.

A Chargeable Accident, for incentive purposes, are those which are charged to the involved

employee's department in accordance with LILCO General Operating Procedure 10103, Exhibit 9.9.

 It is any injury or illness suffered by an employee, while at work, that requires offsite treatment

administered by a physician or registered professional under the direction of a physician, (whether

the treatment is received at a clinic, doctor's office, hospital, or other medical facility) with the

exception of injuries in the following categories:

(1) company sanctioned sports activities

(2) assaults by customers

(3) insect bites

(4) animal bites

(5) injuries resulting from running to safety while being threatened with attack by

customer, animal or insect

(6) medical conditions not related to work (diabetic shock, etc.)

(7) certain occupational illnesses that occur due to chronic exposure in the work place

specifically: Carpal Tunnel Syndrome, respiratory illnesses (such as Asbestosis),

chronic hearing loss, or other medical conditions due to exposure to substances in

work place (rashes from unknown substances, etc.)
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(8) Motor Vehicle accidents in which the employee is not at fault.

For the purpose of Section 7.2, the Minimum Worker Safety Standard shall be 95 Chargeable

Accidents on a three-year rolling average basis.

3. CUSTOMER SERVICE

(A) Call Answering

The Manager shall earn an incentive or incur a discentive for customer call answering

performance on a basis that shall be mutually agreed to prior to the beginning of the second

Contract Year.

(B) Meter Reading

For purposes of the meter reading incentive, "Estimated Meter Reads" are defined as those

scheduled meter reads which were not performed.  These exclude "management estimates" due to

sustained periods of abnormal weather conditions or abnormal weather events such as hurricanes,

nor'easters, winter storms, heavy snow cover, "black ice", flooding, and ice storms.  When these

conditions occur, and it is the opinion of the Manager of Customer Offices and the Senior Vice

President of Customer Relations that meter reading effectiveness is diminished by slow travel or

increased safety hazards, the resulting estimates will be excluded.  The Manager will record specific

data concerning the excluded estimated meter reads and the reasons for their exclusion.

Management estimates due to meter reading personnel being assigned to storm response

efforts are also excluded.

The meter reads considered by this mechanism currently are for both electric and gas

meters, until such time as the meter reading performance for electric and gas meters can be

separately determined. 

The percentage of Estimated Meter Reads shall be calculated for each month by dividing



KL2:200757.2

@

the number of scheduled meter readings that are not completed, by the total number of scheduled

meter reads.  The Authority shall provide an incentive payment of $200,000 to the Manager for

each month in which the percentage of Estimated Meter Reads is equal to or less than 10.9%.  The

Manager shall neither earn an incentive payment nor incur a disincentive payment for months

during which Estimated Meter Reads fall between 10.9% and 11.1%, exclusive (the “dead band”). 

In months during which the Estimated Meter Reads are at or above 11.1 percent, the Manager shall

incur a disincentive payment of $200,000.

For the purpose of Section 7.2, the Minimum Customer Service Standard shall be Estimated

Meter Reads not in excess of 11.6% in more than six months during a year.

(C) Accounts Receivable

The Manager shall earn an incentive or incur a disincentive for accounts receivable

performance on a basis that shall be mutually agreed to prior to the beginning of the second

Contract Year.

4. PILOT PAYMENTS

The Authority has the sole discretion for determining whether to challenge any

payment in lieu of tax (PILOT) payments made on any Retained Asset.  At the Authority's request,

the Manager shall assist the Authority in evaluating whether to challenge any PILOT payment and

with its concurrence shall represent the Authority in any litigation challenging such PILOT

payment.  In the event the Manager challenges any excessive PILOT payment in court, any PILOT

refunds received shall be shared 25%/75% between the Manager and the Authority, respectively. 

The Manager shall be responsible for all litigation-related costs pertaining to such challenge,

provided, however, that if such litigation is terminated solely at the Authority's request, or if this

Agreement expires or is terminated by either party, the Manager shall be reimbursed for all of its
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costs related to litigations brought at the request of the Authority plus interest at the Base Interest

Rate to the extent such costs are not included in the Annual T&D Budget.
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APPENDIX 8

MAJOR CAPITAL IMPROVEMENTS CONSTRUCTION STANDARDS
AND PROCUREMENT REQUIREMENTS

Construction Standards

The Manager and its Subcontractors shall perform all Construction Work in a timely, safe
and efficient manner consistent with the Contract Standards and the Major Capital Plan and Budget,
unless otherwise directed in writing by the Authority.  In developing any design and engineering
specifications, whether for bid documents or for its own use, the Manager shall utilize good
engineering practices and shall consult with and implement the reasonable recommendations of the
Authority.  The Authority shall have access to all construction sites in accordance with Section
3.1(F) and shall have the right to review all Construction Work on an on-going basis for, among
other things, compliance with milestone schedules, performance testing, final completion and other
customary construction contract provisions.  The Authority and the Manager shall also agree to
additional procedures or standards to be followed on a project-by-project basis prior to the adoption
of each Major Capital Plan and Budget.

Procurement Requirements

In conducting any procurements for all or a portion of Construction Work, the Manager
shall comply with Applicable Law and shall use its best efforts to obtain such services or materials
on a least cost basis, subject to the Contract Standards.  The parties shall agree on additional
guidelines for such procurements prior to the adoption of the initial Major Capital Plan and Budget
and from time to time during the Term.  Any decision by the Manager to perform Construction
Work with its own workforce rather than by use of a Subcontractor shall be made with due
consideration of the goal of utilizing the lowest cost responsible party to perform such work, unless
otherwise directed by the Authority or warranted due to the cost, size, scope or complexity of a
particular Major Capital Improvement or Public Works Improvement, as well as additional
provisions to be agreed to by the parties prior to the adoption of the Major Capital Plan and Budget.
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APPENDIX 9

OPERATIONS INFORMATION AND FORMAT

The parties shall establish prior to the Closing Date the format and types of such additional
information and data concerning the T&D System and the performance of the Manager's
obligations under this Agreement that shall be provided by the Manager with the Annual Settlement
Statement after the end of each Contract Year.  Such information shall include, without limitation,
data sufficient to allow the Authority to verify the amounts set forth in the Annual Settlement
Statement, information concerning the performance of the Manager with its maintenance and
Construction Work responsibilities, any fines or penalties incurrent to a Governmental Body, and
known violations of Applicable Law and such other matters to enable the Authority to oversee the
Manager's compliance with the terms of this Agreement.
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APPENDIX 10

BUDGET INFORMATION AND FORMAT

Utilizing the FERC Uniform System of Accounts (USoA) as a framework, the Manager
shall prepare proper, accurate and complete Direct Cost and Third Party Costs Budgets.  The
Manager may establish subaccounts within the USoA prime accounts to provide greater detailed
descriptions of cost activities.  Detail shall be sufficient enough to enable the Authority to prepare
pro forma financial statements and financial ratios regarding the operations of the T&D System. 
Underlying accounting data shall be maintained to provide adequate support for the respective
budgets.

The format of the Direct Cost Budget and Third Party Cost Budget shall be mutually agreed to by
the Authority and the Manager no later than six months prior to the anticipated Closing Date.
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APPENDIX 11

COST ALLOCATION METHODOLOGY

The cost allocation methodology described herein shall be developed jointly by a team
composed of representatives from the Authority and the Manager.  This team will recommend a
plan to establish the cost allocation procedures to be followed by the Manager in performing its
Operation and Maintenance Services and Construction Work.

The initial task of this joint project team will be to obtain a detailed understanding of the
nature of (1) the restructured operations of the Parent to determine an appropriate definition of the
segments or recipients of activity and related costs, (2) costs directly incurred and (3) costs which
are or could be charged to residual overhead pools for subsequent allocation to the segments or
recipients of activity.  Upon completing this task, the joint project team will recommend
appropriate allocation methodologies and procedures to charge its direct costs and allocate its
indirect costs to its internal constituents.  Such procedures and methods will be based on cost
causation principles consistent with generally accepted cost accounting principles.  Allocations
shall be based on cost without mark-up.  The parties recognize that in establishing cost allocation
methodologies, appropriate consideration must be given to the NYSPSC accepted allocation
methodology for the gas business and the FERC accepted allocation methodology for the
generation business.

The objectives of the joint team will be to:  (i) review LILCO's current allocation practices
with regard to costs charged to O&M T&D costs and T&D capital projects, identify changes to
existing processes related to restructuring and develop alternatives appropriate to the new corporate
organization, considering prospective changes to the way the Manager will charge its costs to the
Authority in the future; (ii) review LILCO's current and proposed cost accounting systems and
develop appropriate analysis techniques and cost tracking framework; and (iii) develop budgeting
and monitoring techniques.

The joint team will determine the number of cost pools to be used and prepare a schedule of
cost elements for the Annual T&D Budget year by responsibility area, FERC prime account and
general ledger posting source.  For each cost pool, the joint teams will establish an allocation
methodology.  Some typical methodology examples used include:
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Cost Function Examples

1.  Payroll-related Direct labor costs
Total labor costs

2.  Personnel-related Number of employees
Number of hires

3.  Activity-related Number of transactions
Volume
Number of reports

4.  Space-related Square footage

5.  Revenue and/or expense-related Revenues
O&M Expenses
Net income
Total revenues and expenses

6.  Asset-related Book value
Net book value
Replacement value
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