Series 2010B Bonds: New Issue—Full-Book-Entry

In the opinion of Bond Counsel to the Authority, interest on the Series 2010B Bonds is included in
gross income for federal income tax purposes pursuant to the Internal Revenue Code of 1986, as amended.
In addition, in the opinion of Bond Counsel to the Authority, under existing statutes, interest on the
Series 2010B Bonds is exempt from personal income taxes imposed by the State of New York or any political
subdivision thereof, and the Series 2010B Bonds are exempt from all taxation directly imposed thereon by
or under the authority of the State of New York, except estate or gift taxes and taxes on transfers. See “TAX
MATTERS” in Part 1 of this Official Statement.
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(Federally Taxable - Issuer Subsidy - Build America Bonds)
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Dated: Date of Delivery Maturity: As shown on inside cover page

The Electric System General Revenue Bonds, Series 2010B (the “Series 2010B Bonds”), will be issued only as
fully registered bonds registered in the name of Cede & Co., as nominee of The Depository Trust Company, New
York, New York, which will act as securities depository for the Series 2010B Bonds under the book-entry-only
system described herein. Individual purchases of beneficial ownership interests in the Series 2010B Bonds may
be made in the principal amount of $5,000 or any integral multiple thereof. Beneficial Owners of the Series 2010B
Bonds will not receive physical delivery of bond certificates. The Bank of New York Mellon, New York, New York,
is the Trustee under the Resolution.

The Series 2010B Bonds are being issued (i) to fund and reimburse Authority capital expenditures and (ii) to
pay costs relating to the issuance of the Series 2010B Bonds.

Interest on the Series 2010B Bonds is payable on each May 1 and November 1, beginning November 1, 2010.
The Series 2010B Bonds are subject to redemption prior to maturity as and to the extent described herein.

MATURITY SCHEDULE — See Inside Cover Page

The Series 2010B Bonds are special obligations of the Authority payable principally from the
revenues generated by the electric system owned by its subsidiary, LIPA, after the payment of operating
expenses of the System, on a parity with other Electric System General Revenue Bonds and other Parity
Obligations of the Authority. The Series 2010B Bonds shall not be a debt of the State of New York or of
any municipality, and neither the State of New York nor any municipality shall be liable thereon. The
Authority shall not have the power to pledge the credit, the revenues or the taxing power of the State
of New York or any municipality, and neither the credit, the revenues nor the taxing power of the State
of New York or any municipality shall be, or shall be deemed to be, pledged to the payment of any of the
Series 2010B Bonds. The Authority has no taxing power.

The Series 2010B Bonds are offered when, as and if issued and accepted by the Underwriters, subject to
the approval of legality by Hawkins Delafield & Wood LLP, New York, New York, Bond Counsel to the Authority.
Certain legal matters with respect to the Authority and LIPA will be passed upon by Lynda Nicolino, Esquire,
General Counsel to the Authority and LIPA, and by Squire, Sanders & Dempsey L.L.P., New York, New York,
Disclosure Counsel to the Authority and LIPA. Certain legal matters will be passed upon for the Underwriters by
Nixon Peabody LLP, New York, New York, Counsel to the Underwriters. It is expected that the Series 2010B Bonds
will be available for delivery in book-entry-only form through The Depository Trust Company in New York, New
York on or about May 18, 2010.
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BofA Merrill Lynch Jefferies & Company First Southwest Co.
J.P. Morgan Loop Capital Markets LLC Ramirez & Co., Inc.
RBC Capital Markets Roosevelt & Cross, Incorporated
Siebert Brandford Shank & Co., LLC Wells Fargo Securities

Dated: May 5, 2010



Maturity Schedule
LONG ISLAND POWER AUTHORITY

$210,000,000 Electric System General Revenue Bonds, Series 2010B
(Federally Taxable - Issuer Subsidy - Build America Bonds)

Serial Bonds

Maturity
May 1 Principal Amount Interest Rate Yield CUSIP”
2020 $ 15,285,000 4.850% 4.858%  542690W32
2021 15,785,000 5.100 5.108 542690W40
2022 16,325,000 5.250 5.258 542690W57
2024 16,905,000 5.450 5.458 542690W65
2025 17,520,000 5.600 5.608 542690W73
2026 18,180,000 5.700 5.708 542690W81
2041 110,000,000 5.850 5.852 542690W99

CUSIP numbers have been assigned by an organization not affiliated with the Authority and are included solely for the
convenience of the holders of the Series 2010B Bonds. The Authority is not responsible for the selection or uses of these
CUSIP numbers, nor is any representation made as to the correctness of the CUSIP numbers on the Series 2010B Bonds
or as indicated above.
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No dealer, broker, salesperson or other person has been authorized by the Authority or the Underwriters
to give any information or to make any representation, other than the information and representations contained
in this Official Statement, in connection with the offering of the Series 2010B Bonds, and, if given or made, such
information or representations must not be relied upon as having been authorized by the Authority or the
Underwriters. This Official Statement does not constitute an offer to sell or solicitation of an offer to buy any of
the Series 2010B Bonds in any jurisdiction to any person to whom it is unlawful to make such offer or solicitation
in such jurisdiction.

The information set forth herein has been furnished by the Authority and LIPA and includes information
obtained from other sources, all of which are believed to be reliable. The information and expressions of opinion
contained herein are subject to change without notice and neither the delivery of this Official Statement nor any
sale made hereunder shall, under any circumstances, create any implication that there has been no change in the
affairs of the Authority, LIPA, National Grid or KeySpan Corporation since the date hereof. Such information
and expressions of opinion are made for the purpose of providing information to prospective investors and are
not to be used for any other purpose or relied on by any other party.

This Official Statement contains statements which, to the extent they are not recitations of historical fact,
constitute “forward-looking statements.” In this respect, the words “estimate”, “project”, “anticipate”, “expect”,
“intend”, “believe” and similar expressions are intended to identify forward-looking statements. A number of
important factors affecting the Authority’s and LIPA’s business and financial results could cause actual results to
differ materially from those stated in the forward-looking statements.

In connection with the offering of the Series 2010B Bonds, the Underwriters may overallot or effect
transactions that stabilize or maintain the market price of the Series 2010B Bonds at a level above that which
might otherwise prevail in the open market. Such stabilizing, if commenced, may be discontinued at any time.

The Underwriters have provided the following sentence for inclusion in this Official Statement: The
Underwriters have reviewed the information in this Official Statement in accordance with, and as part of, their
respective responsibilities to investors under the federal securities laws as applied to the facts and circumstances
of this transaction, but the Underwriters do not guarantee the accuracy or completeness of such information.

IN MAKING AN INVESTMENT DECISION INVESTORS MUST RELY ON THEIR OWN
EXAMINATION OF THE OFFICIAL STATEMENT AND THE TERMS OF THE OFFERING, INCLUDING
THE MERITS AND RISKS INVOLVED. THESE SECURITIES HAVE NOT BEEN RECOMMENDED BY
ANY FEDERAL OR STATE SECURITIES COMMISSION OR REGULATORY AUTHORITY.
FURTHERMORE, THE FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR
DETERMINED THE ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY
IS A CRIMINAL OFFENSE.

THIS OFFICIAL STATEMENT CONSISTS OF THE COVER PAGE, THE INSIDE COVER PAGE,
THE TABLE OF CONTENTS, THE SUMMARY STATEMENT AND THIS PART 1, INCLUDING THE
APPENDICES TO THIS PART 1 (ALL OF THE FOREGOING ARE REFERRED TO COLLECTIVELY AS
“PART 17) AND THE ATTACHED PART 2, INCLUDING ITS TABLE OF CONTENTS AND ALL
APPENDICES THERETO (COLLECTIVELY, “PART 2”). BOTH THIS PART 1 AND PART 2 ARE DATED
THE DATE SHOWN ON THE COVER PAGE OF PART 1. THIS PART 1, TOGETHER WITH PART 2,
CONSTITUTES THE AUTHORITY’S OFFICIAL STATEMENT RELATING TO THE SERIES 2010B BONDS
(AND ONLY SUCH SERIES 2010B BONDS). BOTH PART 1 AND PART 2 SHOULD BE READ IN THEIR
ENTIRETY. INFORMATION CONTAINED ON THE AUTHORITY’S WEB SITE DOES NOT CONSTITUTE
PART OF THIS OFFICIAL STATEMENT.



SUMMARY STATEMENT

This Summary Statement is subject in all respects to more complete information contained in this Official
Statement and should not be considered a complete statement of the facts material to making an investment decision.
The offering of the Series 2010B Bonds to potential investors is made only by means of the entire Official
Statement. Certain terms used herein are defined in this Official Statement.

The Authority ..........coocoviiiinininnn The Long Island Power Authority (the “Authority” or the
“Issuer”) is a corporate municipal instrumentality and
political subdivision of the State of New York. The
Authority has a wholly-owned subsidiary, the Long Island
Lighting Company, which does business under the name
of LIPA (“LIPA™).

LIPA ..o, LIPA owns and operates the electric transmission and
distribution system located in its service area, which
includes the New York Counties of Nassau and Suffolk
(with certain limited exceptions) and a small portion of
Queens County, New York known as the Rockaways.
LIPA also owns an 18% interest in the Nine Mile Point 2
nuclear generating facility located in Oswego, New York.

The Purpose of the

Series 2010B Bonds ............cc.ccceoieneens The Series 2010B Bonds are being issued (i) to fund and
reimburse Authority capital expenditures and (ii) to pay
costs relating to the issuance of the Series 2010B Bonds.
Simultaneously with the issuance of the Series 2010B
Bonds, the Authority also expects to issue $193,325,000 of
federally tax-exempt Bonds to refund certain outstanding
insured variable rate bonds. The issuance of the Series
2010B Bonds is not conditioned upon the issuance of
those additional Bonds.

Outstanding Indebtedness ....................... As of December 31, 2009, the Authority had senior lien
Electric System General Revenue Bonds outstanding in the
aggregate principal amount of $5,924,664,000. The
Series 2010B Bonds are on a parity with all of these senior
lien Bonds. The Authority also had outstanding, as of
December 31, 2009, subordinate lien indebtedness in the
aggregate principal amount of $776,705,000. As of
December 31, 2009, LIPA was obligated to make
payments on $155,420,000 of NYSERDA Financing
Notes that KeySpan Corporation, a subsidiary of National
Grid plc, is responsible for providing the funds to pay.

Since the acquisition of the Long Island Lighting
Company in 1998, the Authority has sought to effectively
accelerate the retirement of a portion of the Authority’s
$6.7 billion original indebtedness in an amount
approximately equal to the $4.2 billion acquisition
adjustment described in Part 2 by 2013.  Current
projections show that the Authority should be able to retire
debt or fund capital expenditures with operating cash
flows that would otherwise be funded with debt in an
aggregate amount that would meet or exceed the
$4.2 billion target by the year 2013, as originally planned.
In addition to retiring bonds, since 1998 the Authority has
issued approximately $1.7 billion of bonds and notes to
finance capital expenditures for projects, including




Authority to

Set Electric Rates................

Rate Structure ...............cccoevveeeieieeinnnnnn..

Service Area

projects to enhance LIPA’s system not contemplated under
the original plan in 1998. The Authority currently expects
to issue additional bonds to finance capital expenditures
for the period 2010-2014 as set forth in Appendix B to
Part 2 to this Official Statement. See “DEBT
MANAGEMENT” in Part 2 of this Official Statement.

Under current New York law, the Authority is empowered to
set rates for electric service in its service area without being
required to obtain the approval of the New York State Public
Service Commission (“PSC”) or any other State regulatory
body. However, the Authority has agreed with the Public
Authorities Control Board of the State of New York
(“PACB”) that, among other things, it will not impose any
permanent increase in average customer rates over a 12
month period in excess of 2.5% without approval of the PSC
as described in Part 2 of this Official Statement.

Legislation was passed by the New York State Legislature
in June 2008 which would amend the Long Island Power
Authority Act and the State Public Service Law to require
the approval by the PSC, following a full evidentiary
hearing, of an increase in LIPA’s average customer rates
exceeding 2.5% over a 12 month period or to extend or
reestablish any portion of a temporary rate increase
exceeding 2.5%. The proposed legislation was vetoed by
the New York State Governor and therefore has not been
enacted into law. Revised legislation has been
reintroduced this term, has passed the Assembly and has
been referred to the Senate. See “RATES AND
CHARGES — Authority to Set Electric Rates” in Part 2 of
this Official Statement.

In an effort to improve customers’ understanding of
LIPA’s bills, in September 2008, LIPA requested the PSC
to assist in engaging an independent consultant to perform
a review of the Fuel and Purchased Power Cost
Adjustment (“FPPCA”) clause. Liberty Consulting Group
was engaged to perform the independent evaluation. On
September 23, 2009, Liberty issued a report which found
that the Authority’s implementation of its FPPCA clause
was consistent with the practices of other New York State
utilities and in accordance with industry standards. See
“RATES AND CHARGES - Rate Tariffs and
Adjustments” in Part 2 of this Official Statement.

The Authority has adopted a set of customer rates, which
include base rates, the FPPCA clause, and certain riders
and credits. See “RATES AND CHARGES — Rate Tariffs
and Adjustments” in Part 2 of this Official Statement.

LIPA’s service area includes approximately 1.1 million
customers and experienced its peak usage of
approximately 5,667 MW in the summer of 2006.
Approximately 52 percent of annual electric revenues are
received from residential customers, with 43 percent
coming from commercial/industrial customers, and the
balance from sales to other municipalities and public
authorities. LIPA’s largest customer, the Long Island Rail

il




Transmission and Distribution Facilities

Power Supply Resources..........................

System Operation

Road, accounts for less than two percent of LIPA’s total
sales and less than two percent of revenue.

LIPA’s transmission system includes approximately 1,323
miles of overhead and underground lines with voltage
levels ranging from 23 kV to 345 kV. The distribution
system has approximately 13,681 circuit miles of overhead
and underground line (9,017 overhead and 4,664
underground) and  approximately 186,272  line
transformers with a total capacity of approximately 12,168
MVA.

LIPA’s power supply resources consist principally of
various power purchase contracts. The principal power
purchase contract is a Power Supply Agreement under
which LIPA obtains rights to and has obligations to pay
for all of the capacity of the fossil-fueled on-island
generating facilities owned by National Grid.

Such agreement entitles LIPA to purchase all of the energy
produced by such facilities for its own customers or for
resale to others. This Agreement has a term ending in
2013 and is renewable on similar terms.

In addition, LIPA currently purchases approximately 1,590
MW of capacity from generating facilities on Long Island,
elsewhere in New York, and in PJM (as described in Part 2
to this Official Statement) and New England.

LIPA also has an 18% ownership interest in the 1,148 MW
Nine Mile Point 2 nuclear unit currently operated by
Constellation Energy Nuclear Group, LLC, which owns
the remaining 82% interest.

The Authority manages LIPA’s retail electric business and
controls costs through a senior management team
supported by a small staff.

The day-to-day operations of the electric system are
accomplished through certain principal contracts
including: (i) a Management Services Agreement (MSA)
providing for operation of the transmission and
distribution system, (ii) the Power Supply Agreement
(PSA) mentioned above and (iii) an Energy Management
Agreement (EMA) providing for the management of
LIPA’s fuel procurement. Each such agreement is with a
subsidiary of National Grid plc. KeySpan Corporation, a
subsidiary of National Grid, has guaranteed the
performance, and any payments, by these National Grid
subsidiaries. In addition, on January 1, 2010, agreements
with Consolidated Edison Energy, Inc. (“CEE”) and Pace
Global Energy Risk Management, LLC (“Pace”) became
operational for power supply resource management
services formerly provided under the Energy Management
Agreement. The MSA, PSA and EMA are set to expire by
year-end 2013, subject to certain discretionary renewal
rights of LIPA, and the Authority has initiated the review
process of each agreement and alternatives thereto. See
“LIPA’S RETAIL ELECTRIC SERVICE BUSINESS —
Operating Agreements” in Part 2 of this Official
Statement.

il




Projected

Revenues, Revenue

Requirements and Debt Service
COVEragesS........cccuveeeieeiieeiieeiieeieeeiee e

Security and Sources of Payment

for Bonds

To assist management in the supervision of these principal
agreements and to provide other functions requiring
specific expertise, the Authority employs outside
consultants.

Appendix B to Part 2 of this Official Statement sets forth
the Authority’s estimates for its revenues and revenue
requirements for its 2010 through 2014 fiscal years (the
“Projection Period”). These projections show that the
Authority’s debt service coverages during the Projection
Period will be no less than approximately: (i) 2.30x on the
senior lien debt outstanding and estimated to be
outstanding; (ii) 2.10x on the senior lien debt and the
subordinated lien debt, in both cases outstanding and
estimated to be outstanding; and (iii) 2.07x on the senior
and subordinate lien debt mentioned in clause (ii) and on
the NYSERDA Financing Notes.

The Series 2010B Bonds, all Bonds heretofore and
hereafter issued on a parity therewith and all Parity
Obligations will be payable from and secured by the Trust
Estate pledged under the Authority’s Resolution, subject to
the prior payment of Operating Expenses. The Trust
Estate consists principally of the revenues generated by the
operation of LIPA’s electric transmission and distribution
system.

The Bond Resolution contains a basic flow of funds,
including a Rate Stabilization Fund, but does not require
specific periodic advance deposits to be made into, or
specific balances maintained in, the various funds and
accounts.

Additional Bonds may be issued without any historical or
projected debt service coverage test and, in the case of
Refunding Bonds, without compliance with any debt
service savings test.

See “SECURITY AND SOURCES OF PAYMENT FOR
THE BONDS” in Part 2 of this Official Statement.
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PART 1

of the
OFFICIAL STATEMENT
of the
LONG ISLAND POWER AUTHORITY

Relating to its
$210,000,000 ELECTRIC SYSTEM GENERAL REVENUE BONDS, SERIES 2010B

(Federally Taxable - Issuer Subsidy - Build America Bonds)
INTRODUCTION

The $210,000,000 Electric System General Revenue Bonds, Series 2010B (the “Series 2010B Bonds”), are
being issued by Long Island Power Authority (the “Authority””) pursuant to the Long Island Power Authority Act,
being Title 1-A of Article 5 (§ 1020 et seq.) of the Public Authorities Law of the State of New York, as amended
(the “Act”), and the Electric System General Revenue Bond Resolution of the Authority adopted on May 13, 1998
(the “Bond Resolution”), as heretofore supplemented and as supplemented by a resolution of the Authority
authorizing the Series 2010B Bonds (the “Supplemental Resolution”). The Bond Resolution, as supplemented to the
date hereof, including as supplemented by the Supplemental Resolution and as it may be further supplemented or
amended in the future, is herein called the “Resolution.”

As of December 31, 2009, the Authority had outstanding $5,924,664,000 of senior lien bonds, all of which
were issued under the Bond Resolution (the “Outstanding Senior Lien Bonds”). The Series 2010B Bonds will be on
a parity as to security and source of payment with the Outstanding Senior Lien Bonds. The Authority has the ability
to issue under the Bond Resolution additional senior lien bonds, and other obligations (“Parity Obligations”), that
will be on a parity as to security and source of payment with the Outstanding Senior Lien Bonds and the
Series 2010B Bonds. As used in this Official Statement, the term “Bonds” means the Outstanding Senior Lien
Bonds, the Series 2010B Bonds and all additional senior lien bonds, notes or other evidence of indebtedness and
Parity Obligations of the Authority hereafter issued under the Resolution which are on a parity as to security and
source of payment. The Bonds have priority as to security and payment over the Subordinated Indebtedness
mentioned in the next paragraph and over the NYSERDA Financing Notes mentioned in the second following
paragraph.

The Authority also had outstanding $776,705,000 of subordinate lien indebtedness (the “Outstanding
Subordinated Lien Bonds™) as of December 31, 2009, including $200,000,000 of Commercial Paper Notes issued
and outstanding under the Authority’s $300,000,000 Commercial Paper program. The Outstanding Subordinated
Lien Bonds were all issued under the Authority’s Electric System General Subordinated Revenue Bond Resolution
adopted on May 20, 1998 (the “General Subordinated Resolution™) and various supplemental resolutions (the
General Subordinated Resolution, as so supplemented, is herein called the “Subordinated Resolution”). The
Authority has the ability to issue under the General Subordinated Resolution additional subordinated lien bonds and
other obligations that will be on a parity as to security and source of payment with the Outstanding Subordinated
Lien Bonds. As used in this Official Statement, the term “Subordinated Indebtedness” means the Outstanding
Subordinated Lien Bonds and all other subordinated lien bonds, notes or other evidence of indebtedness of the
Authority issued pursuant to the Subordinated Resolution which are on a parity as to security and source of payment.
All Subordinated Indebtedness is, in all respects, on a junior and subordinate basis as to security and source of
payment to the Bonds.

Pursuant to the Bond Resolution, the Authority is also obligated to provide funds to LIPA for LIPA to pay
principal and interest on $155,420,000 principal amount of LIPA’s NYSERDA Financing Notes. This obligation of
the Authority is subordinate to the obligations of the Authority to pay, when due, operating expenses, the Bonds and
the Subordinated Indebtedness. For a further description of the NYSERDA Financing Notes and certain promissory
notes issued by KeySpan Corporation (the “KeySpan Promissory Notes”) which provide the Authority with funds

1-1



equal to the amounts due on these obligations, see “DEBT SERVICE” in this Part 1 and “LIPA’S RETAIL
ELECTRIC SERVICE BUSINESS — LIPA Assets and Liabilities” in Part 2 of this Official Statement.

Capitalized terms not otherwise defined in this Official Statement have the meanings set forth in
Appendix C to Part 2 of this Official Statement.

USE OF PROCEEDS

The proceeds of the Series 2010B Bonds will be used (i) to fund and reimburse Authority capital
expenditures and (ii) to pay costs (estimated to be $1,579,371.00) relating to the issuance of the Series 2010B
Bonds, including underwriters’ discount.

PLAN OF FINANCE

Simultaneously with the issuance of the Series 2010B Bonds, the Authority also expects to issue
$193,325,000 of federally tax-exempt Bonds to refund certain outstanding insured variable rate bonds of the
Authority (the “Series 2010A Bonds” and together with the Series 2010B Bonds, the “Series 2010 Bonds™). The
issuance of the Series 2010B Bonds is not conditioned upon the issuance of the Series 2010A Bonds.

As shown in the table under “DEBT SERVICE” below, the Series 2010A Bonds mature in 2014 and 2015,
while the bonds being refunded by the Series 2010A Bonds had scheduled principal payments in the years 2027
through 2029; the Authority’s current expectation is to refinance the Series 2010A Bonds at maturity with
indebtedness that matures on a similar basis as the refunded bonds.

DEBT SERVICE

The following table shows information regarding the Authority’s consolidated debt service requirements
following the issuance of the Series 2010B Bonds and the Series 2010A Bonds (based on the assumptions in the
footnotes to said table), including debt service payable on the NYSERDA Financing Notes. It also shows the
amounts to be paid to LIPA by KeySpan Corporation and one or more of its subsidiaries (the “Promissory Note
Obligors”) under the KeySpan Promissory Notes. Payments under the KeySpan Promissory Notes are general
revenues of LIPA pledged under the Financing Agreement to the Authority and are not dedicated to the payment of
any NYSERDA Financing Notes. For a description of the NYSERDA Financing Notes and KeySpan Promissory
Notes, see “LIPA’S RETAIL ELECTRIC SERVICE BUSINESS — LIPA Assets and Liabilities” in Part 2 of this
Official Statement.
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DEBT SERVICE

Twelve LESS:
Months Series 2010B Bonds Series 2010A Bonds Outstanding Senior Lien(6) Subordinate Lien(4) NYSERDA KeySpan
Ended Total Senior Debt Promissory Net Total Debt
Dec 31 Principal Interest(1) Principal Interest Principal Interest(2)(3) Lien Debt Service Principal Interest(3) Service Notes(5) Service(1)
2010 - $5332419 - $ 4,183,270 § 186,998,110 § 282,053,182 § 478,566,982 $ 25,225,000 $ 22,727,169 8,075,230 8,075,230 $ 526,519,151
2011 - 11,777,123 - 9,239,125 197,646,155 268,949,593 487,611,995 26,480,000 25,891,385 8,075,230 8,075,230 539,983,380
2012 - 11,777,123 - 9,239,125 256,098,675 266,329,092 543,444,014 - 26,290,065 8,075,230 8,075,230 569,734,079
2013 - 11,777,123 - 9,239,125 152,565,106 257,885,967 431,467,320 - 26,189,934 8,075,230 8,075,230 457,657,254
2014 - 11,777,123 $96,665,000 6,914,175 159,020,947 253,689,971 528,067,215 - 26,199,366 8,075,230 8,075,230 554,266,581
2015 - 11,777,123 96,660,000 2,294,613 166,356,199 248,550,793 525,638,726 - 26,541,455 8,075,230 8,075,230 552,180,181
2016 - 11,777,123 - - 168,468,634 243,685,421 423,931,177 - 26,582,865 113,313,715 113,313,715 450,514,042
2017 - 11,777,123 - - 174,963,651 237,953,416 424,694,190 - 26,560,936 2,512,200 2,512,200 451,255,125
2018 - 11,777,123 - - 185,220,903 231,078,239 428,076,265 - 26,701,352 2,512,200 2,512,200 454,777,617
2019 - 11,777,123 - - 199,609,395 223,701,635 435,088,152 - 26,567,326 2,512,200 2,512,200 461,655,478
2020 $ 15,285,000 11,406,461 - - 189,371,458 216,248,419 432,311,338 - 26,671,792 2,512,200 2,512,200 458,983,130
2021 15,785,000 10,633,283 - - 197,949,641 208,500,420 432,868,344 - 26,811,958 2,512,200 2,512,200 459,680,302
2022 16,325,000 9,802,234 - - 202,408,452 200,617,347 429,153,032 - 26,925,317 2,512,200 2,512,200 456,078,350
2023 - 9,373,703 - - 228,403,523 192,227,239 430,004,464 - 27,032,384 32,112,200 32,112,200 457,036,848
2024 16,905,000 8,913,041 - - 228,081,733 182,425,472 436,325,246 - 27,220,026 3,543,400 3,543,400 463,545,272
2025 17,520,000 7,961,820 - - 226,382,169 173,207,829 425,071,819 - 27,186,223 16,005,600 16,005,600 452,258,042
2026 18,180,000 6,953,130 - - 245,263,608 164,423,054 434,819,791 - 27,301,900 - - 462,121,691
2027 - 6,435,000 - - 200,920,137 153,782,812 361,137,949 - 27,301,900 - - 388,439,849
2028 - 6,435,000 - - 210,394,755 143,824,001 360,653,756 - 26,897,961 - - 387,551,717
2029 - 6,435,000 - - 229,725,237 124,755,078 360,915,316 - 26,567,702 - - 387,483,017
2030 - 6,435,000 - - 238,490,000 74,527,778 319,452,778 121,900,000 25,922,774 - - 467,275,551
2031 - 6,435,000 - - 255,495,000 60,761,260 322,691,260 127,300,000 19,905,277 - - 469,896,537
2032 - 6,435,000 - - 265,415,000 46,428,665 318,278,665 133,000,000 13,657,953 - - 464,936,618
2033 - 6,435,000 - - 273,060,000 31,684,363 311,179,363 142,800,000 2,942,586 - - 456,921,948
2034 - 6,435,000 - - 154,755,000 23,126,013 184,316,013 - - - - 184,316,013
2035 - 6,435,000 - - 162,490,000 15,388,263 184,313,263 - - - - 184,313,263
2036 - 6,435,000 - - - 7,284,963 13,719,963 - - - - 13,719,963
2037 - 6,435,000 - - - 7,284,963 13,719,963 - - - - 13,719,963
2038 - 6,435,000 - - - 7,284,963 13,719,963 - - - - 13,719,963
2039 - 6,435,000 - - 126,695,000 3,642,481 136,772,481 - - - - 136,772,481
2040 - 6,435,000 - - - - 6,435,000 - - - - 6,435,000
2041 110,000,000 3,217,500 - - - - 113,217,500 - - - - 113,217,500
(€8] Interest has not been reduced on the Series 2010B Bonds to reflect expected receipt of “build America bonds” interest rate cash subsidies equal to 35% of the interest payable; such cash subsidies constitute
Revenues under the Resolution.
?2) Accreted interest on capital appreciation bonds is shown in the year of maturity.
3) Variable rate bonds with associated floating-to-fixed rate swaps are assumed to pay interest at the fixed swap rate. Unhedged variable rate bonds are assumed to pay interest at the rate of 1.50% for
2010, 2.50% for 2011, 4.00% for 2012 through 2014, and 4.50% for 2015 and thereafter. The interest payments on variable rate bonds also include certain ongoing fees (e.g. liquidity fees, remarketing
agent fees), which are assumed at current levels through maturity. Expected net receipts under certain basis swaps are not shown as offsets to debt service.
“) Does not include the Authority's outstanding Commercial Paper Notes, which as of December 31, 2009, the Authority had $200 million issued and outstanding under its $300 million Commercial Paper
program. Assuming interest at a rate of 3.5% per annum, maintaining this level of outstanding Commercial Paper would result in an additional $7 million per year of debt service interest.
5) KeySpan Promissory Notes are payable to LIPA 30 days prior to the applicable due dates on the NYSERDA Financing Notes in an amount equal to the principal of and interest on such notes.
(6) Amounts shown reflect results of the refunding of the refunded bonds in conjunction with the issuance of the Series 2010A Bonds.
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DESCRIPTION OF THE SERIES 2010B BONDS

General

The Series 2010B Bonds will be dated the date of delivery and will mature at the times and in the principal
amounts as set forth on the inside cover page of this Official Statement. Interest on the Series 2010B Bonds is
payable on each May 1 and November 1, beginning November 1, 2010. The Series 2010B Bonds will be offered in
authorized denominations of $5,000 and integral multiples thereof.

Designation of Certain Bonds as “Build America Bonds”

The Series 2010B Bonds are issued as “build America bonds” for purposes of the American Recovery and
Reinvestment Act of 2009 (the “Recovery Act”). Pursuant to the Recovery Act, the Authority expects to receive a
cash subsidy payment from the United States Treasury equal to 35% of the interest payable on the Series 2010B
Bonds on or about each interest payment date. The cash payment does not constitute a full faith and credit guarantee
of the United States Government, but is paid by the Treasury under the Recovery Act. Any cash subsidy payments
received by the Authority constitute Revenues under the Resolution and will be deposited into the Revenue Fund to
be applied in accordance with the Resolution.

Securities Depository

Upon initial issuance, the Series 2010B Bonds will be available only in book-entry form. The Depository
Trust Company, New York, New York (“DTC”) will act as securities depository for the Series 2010B Bonds, and
the ownership of one fully registered bond for each maturity of Series 2010B Bonds in the principal amount of such
maturity will be registered in the name of Cede & Co., as nominee for DTC, and deposited with DTC. See
Appendix G to Part 2 of this Official Statement for a description of DTC and its book-entry-only system that will
apply to the Series 2010B Bonds.

As long as the book-entry system is used for the Series 2010B Bonds, The Bank of New York Mellon, New
York, New York (the “Trustee”) and the Authority will give any notice required to be given owners of Series 2010B
Bonds only to DTC. BENEFICIAL OWNERS SHOULD MAKE APPROPRIATE ARRANGEMENTS FOR THE
DIRECT PARTICIPANT THROUGH WHOSE DTC ACCOUNT THEIR BENEFICIAL OWNERSHIP
INTEREST IS RECORDED TO RECEIVE NOTICES THAT MAY BE CONVEYED TO DIRECT
PARTICIPANTS AND INDIRECT PARTICIPANTS.

Redemption

Make-Whole Optional. The Series 2010B Bonds are subject to redemption prior to their stated maturity
dates at the option of the Authority, as a whole or in part at any time, at a redemption price (the “Make-Whole
Redemption Price”) equal to the greater of:

(1) the issue price set forth on the cover page hereof (but not less than 100%) of the principal amount of
the Series 2010B Bonds to be redeemed; or

(2) the sum of the present value of the remaining scheduled payments of principal and interest to the
maturity date of the Series 2010B Bonds to be redeemed, not including any portion of those payments of interest
accrued and unpaid as of the date on which the Series 2010B Bonds are to be redeemed, discounted to the date on
which the Series 2010B Bonds are to be redeemed on a semi-annual basis, assuming a 360-day year consisting of
twelve 30-day months, at the Treasury Rate, plus 25 basis points;

plus, in each case, accrued interest on the Series 2010B Bonds to be redeemed to the redemption date.
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“Treasury Rate” means, with respect to any redemption date for a particular Series 2010B Bond, the yield
to maturity as of such redemption date of United States Treasury securities with a constant maturity (as compiled
and published in the most recent Federal Reserve Statistical Release H.15 (519) that has become publicly available
at least two Business Days, but not more than forty-five (45) calendar days, prior to the redemption date (excluding
inflation indexed securities) (or, if such Statistical Release is no longer published, any publicly available source of
similar market data)) most nearly equal to the period from the redemption date to the maturity date of the Series
2010B Bond to be redeemed; provided, however, that if the period from the redemption date to such maturity date is
less than one year, the weekly average yield on actually traded United States Treasury securities adjusted to a
constant maturity of one year will be used.

Extraordinary Optional. The Series 2010B Bonds are subject to redemption prior to their stated maturity
dates at the option of the Authority, as a whole or in part at any time, upon the occurrence of an Extraordinary
Event, at a redemption price (the “Extraordinary Redemption Price”) equal to the greater of:

(1) the issue price set forth on the inside cover page hereof (but not less than 100%) of the principal amount
of such Series 2010B Bonds to be redeemed; or

(2) the sum of the present value of the remaining scheduled payments of principal and interest to the
maturity date of such Series 2010B Bonds to be redeemed, not including any portion of those payments of interest
accrued and unpaid as of the date on which such Series 2010B Bonds are to be redeemed, discounted to the date on
which such Series 2010B Bonds are to be redeemed on a semi-annual basis, assuming a 360-day year consisting of
twelve 30-day months, at the Treasury Rate (described above) plus 100 basis points;

plus, in each case, accrued interest on such Series 2010B Bonds to be redeemed to the redemption date.

An “Extraordinary Event” will have occurred if a material adverse change has occurred to Section 54AA or
6431 of the Internal Revenue Code of 1986, as amended (the “Code”) (as such Sections were added by Section 1531
of the Recovery Act, pertaining to “build America bonds™) pursuant to which the Authority’s 35% cash subsidy
payment from the United States Treasury is reduced or eliminated.

Calculation of Redemption Price. At the request of The Bank of New York Mellon, as Trustee, the
redemption price of the Series 2010B Bonds to be redeemed at the option of the Authority as described under “Make
Whole Optional” and “Extraordinary Optional” shall be determined by an independent accounting firm, investment
banking firm or financial advisor retained by the Authority at the Authority’s expense to calculate such redemption
price. The Authority may conclusively rely on the determination of such redemption price by such independent
accounting firm, investment banking firm or financial advisor and shall not be liable for such reliance.

Selection of Bonds for Redemption. If fewer than all of the Series 2010B Bonds of an entire maturity shall
be called for redemption, the particular Series 2010B Bonds or portions of Series 2010B Bonds to be redeemed shall
be selected as described below.

During such time as the Series 2010B Bonds are registered in book-entry-only form in the name of Cede &
Co. or other nominee of DTC, partial redemptions of the Series 2010B Bonds of a maturity will be determined in
accordance with DTC’s procedures as from time to time in effect. If less than all of the Series 2010B Bonds of a
maturity are being redeemed, DTC’s current practice is to determine by lot the amount of the interest of each Direct
Participant in such maturity to be redeemed. See “Book-Entry-Only System” in Appendix G to Part 2 of this
Official Statement.

If the Series 2010B Bonds cease to be registered in book-entry-only form in the name of Cede & Co. or
other nominee of DTC, any redemption of less than all of the Series 2010B Bonds of a maturity will be allocated
among the registered owners of the Series 2010B Bonds of such maturity as nearly as practicable in proportion to
the principal amount of Series 2010B Bonds of such maturity owned by each registered owner. With respect to each
registered owner, the principal amount of Series 2010B Bonds of a maturity to be redeemed shall be calculated in
the following manner: (principal amount to be redeemed) x (principal amount owned by the registered owner) /
(principal amount outstanding); provided, however, that the principal amount to be redeemed must be in the

1-5



minimum principal amount of $5,000 or a multiple of $5,000. The particular Series 2010B Bonds to be redeemed
will be determined by the Trustee, using such method as it deems fair and appropriate.

In the event that DTC’s procedures shall in the future permit the selection of Series 2010B Bonds of a
maturity for redemption in part in accordance with the proportional redemption provisions described above, the
Authority has directed the Trustee to request that redemption allocations made by DTC, the Direct Participants or
such other intermediaries that may exist between the Authority and the Beneficial Owners be made in accordance
with such proportional redemption provisions. However, DTC’s procedures do not currently permit partial
redemptions in accordance with the foregoing proportional redemption provisions, and neither the Authority nor the
Trustee can provide any assurance that such procedures will be revised in the future or that DTC or the Direct
Participants or other intermediaries will allocate redemptions among Beneficial Owners in accordance with such
proportional redemption provisions.

Notice of Redemption

If any of the Series 2010B Bonds are to be redeemed, notice of such redemption is to be mailed by the
Trustee to registered owners of such Series 2010B Bonds to be redeemed not less than 30 nor more than 45 days
preceding each redemption date. Any notice of optional redemption may provide that such redemption is
conditioned on, among other things, the availability of sufficient moneys on the redemption date.

The Trustee, so long as a book-entry-only system is used for determining ownership of the Series 2010B
Bonds, shall send the notice to DTC or its nominee, or its successor. If less than all of the Series 2010B Bonds of a
maturity are to be redeemed, DTC and the Direct Participant and, where appropriate, Indirect Participants will
determine the particular beneficial ownership interests of such Series 2010B Bonds of such maturity to be redeemed.
Any failure of DTC or a Direct Participant or, where appropriate, Indirect Participants to do so, or to notify a
Beneficial Owner of a Series 2010B Bond of such redemption, will not affect the sufficiency or the validity of the
redemption of such Bond. The Authority can make no assurances that DTC, Direct Participants, Indirect
Participants or other nominees of the Beneficial Owners of the Series 2010B Bonds to be redeemed will distribute
such notices to the Beneficial Owners of such Bonds, or that they will do so on a timely basis. See “Book-Entry-
Only System” in Appendix G to Part 2 of this Official Statement.

TAX MATTERS
Opinion of Bond Counsel

In the opinion of Hawkins Delafield & Wood LLP, Bond Counsel to the Authority (“Bond Counsel”),
interest on the Series 2010B Bonds is included in gross income for Federal income tax purposes pursuant to the
Internal Revenue Code of 1986, as amended (the “Code”).

The Series 2010B Bonds are expected to be designated as “build America bonds” by the Authority pursuant
to applicable provisions of the Code; the Authority will elect to receive cash subsidy payments equal to 35 percent
of the interest payable on the Series 2010B Bonds from the United States Treasury. As a result of such election,
holders of the Series 2010B Bonds will not be eligible to receive the tax credit otherwise permitted under Section
54AA(a) of the Code. The Code establishes certain ongoing requirements that must be met subsequent to the
issuance and delivery of the Series 2010B Bonds in order for the Authority to continue to receive said subsidy
payments. These requirements include, but are not limited to, requirements relating to use and expenditure of the
available project proceeds of the Series 2010B Bonds, yield and other restrictions on investments of available
project proceeds, and the arbitrage rebate requirement that certain excess earnings on gross proceeds be rebated to
the federal government. Noncompliance may cause the Series 2010B Bonds to fail to qualify for the receipt of the
interest subsidy payments. The Authority has covenanted to comply with certain applicable requirements of the
Code to assure the receipt of the interest subsidy payments in respect of the Series 2010B Bonds.

The following discussion is a brief summary of the principal United States Federal income tax

consequences of the acquisition, ownership and disposition of Series 2010B Bonds by original purchasers of the
Series 2010B Bonds who are “U.S. Holders”, as defined herein. This summary (i) is based on certain relevant
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provisions of the Code under existing law and are subject to change at any time, possibly with retroactive effect; (ii)
assumes that the Series 2010B Bonds will be held as “capital assets”; and (iii) does not discuss all of the United
States Federal income tax consequences that may be relevant to a holder in light of its particular circumstances or to
holders subject to special rules, such as insurance companies, financial institutions, tax-exempt organizations,
dealers in securities or foreign currencies, persons holding the Series 2010B Bonds as a position in a “hedge” or
“straddle”, or holders whose functional currency (as defined in Section 985 of the Code) is not the United States
dollar, or holders who acquire Series 2010B Bonds in the secondary market.

In addition, in the opinion of Bond Counsel to the Authority, under existing statutes, interest on the
Series 2010B Bonds is exempt from personal income taxes imposed by the State of New York or any political
subdivision thereof, and the Series 2010B Bonds are exempt from all taxation directly imposed thereon by or under
the authority of the State of New York, except estate or gift taxes and taxes on transfers.

Holders of Series 2010B Bonds should consult with their own tax advisors concerning the United States
Federal income tax and other consequences with respect to the acquisition, ownership and disposition of the Series
2010B Bonds as well as any tax consequences that may arise under the laws of any state, local or foreign tax
jurisdiction.

Original Issue Discount

In general, if Original Issue Discount (“OID”) is greater than a statutorily defined de minimis amount, a
holder of a Series 2010B Bond must include in Federal gross income (for each day of the taxable year, or portion of
the taxable year, in which such holder holds such Series 2010B Bond) the daily portion of OID, as it accrues
(generally on a constant yield method) and regardless of the holder’s method of accounting. “OID” is the excess of
(1) the “stated redemption price at maturity” over (ii) the “issue price”. For purposes of the foregoing: “issue price”
means the first price at which a substantial amount of the Series 2010B Bond is sold to the public (excluding bond
houses, brokers, or similar persons or organizations acting in the capacity of underwriters, placement agents or
wholesalers); “stated redemption price at maturity” means the sum of all payments, other than “qualified stated
interest”, provided by such Series 2010B Bond; “qualified stated interest” is stated interest that is unconditionally
payable in cash or property (other than debt instruments of the issuer) at least annually at a single fixed rate; and “de
minimis amount” is an amount equal to 0.25 percent of the Series 2010B Bond’s stated redemption price at maturity
multiplied by the number of complete years to its maturity. A holder may irrevocably elect to include in gross
income all interest that accrues on a Series 2010B Bond using the constant-yield method, subject to certain
modifications.

Original Issue Premium

In general, if a Series 2010B Bond is originally issued for an issue price (excluding accrued interest) that
reflects a premium over the sum of all amounts payable on the Series 2010B Bond other than “qualified stated
interest” (a “Taxable Premium Bond”), that Taxable Premium Bond will be subject to Section 171 of the Code,
relating to bond premium. In general, if the holder of a Taxable Premium Bond elects to amortize the premium as
“amortizable bond premium” over the remaining term of the Taxable Premium Bond, determined based on constant
yield principles, the amortizable premium is treated as an offset to interest income and the holder must make a
corresponding adjustment to the basis of the Taxable Premium Bond. (In certain cases involving a Taxable
Premium Bond callable prior to its stated maturity date, the amortization period and yield may be required to be
determined on the basis of an earlier call date that results in the highest yield on such bond). An election made to
amortize bond premium is generally irrevocable and applies to all debt instruments of the holder (other than tax-
exempt bonds) held at the beginning of the first taxable year to which the election applies and to all such debt
instruments thereafter acquired. Under certain circumstances, the holder of a Taxable Premium Bond may realize a
taxable gain upon disposition of the Taxable Premium Bond even though it is sold or redeemed for an amount less
than or equal to the holder's original acquisition cost.



Disposition and Defeasance

Generally, upon the sale, exchange, redemption, or other disposition (which would include a legal
defeasance) of a Series 2010B Bond, a holder generally will recognize taxable gain or loss in an amount equal to the
difference between the amount realized (other than amounts attributable to accrued interest not previously
includable in income) and such holder’s adjusted tax basis in the Series 2010B Bond.

The Authority may cause the deposit of moneys or securities in escrow in such amount and manner as to
cause the Series 2010B Bonds to be deemed to be no longer outstanding under the Resolution of the Series 2010B
Bonds (a “defeasance”). (See Appendix D “Summary of Certain Provisions of the Resolution and Financing
Agreement - Defeasance” to Part 2 of this Official Statement). For Federal income tax purposes, such defeasance
could result in a deemed exchange under Section 1001 of the Code and a recognition by such owner of taxable
income or loss, without any corresponding receipt of moneys. In addition, the character and timing of receipt of
payments on the Series 2010B Bonds subsequent to any such defeasance could also be affected.

Backup Withholding and Information Reporting

In general, information reporting requirements will apply to non-corporate holders with respect to
payments of principal, payments of interest, and the accrual of OID on a Series 2010B Bond and the proceeds of the
sale of a Series 2010B Bond before maturity within the United States. Backup withholding may apply to holders of
Series 2010B Bonds under Section 3406 of the Code. Any amounts withheld under the backup withholding rules
from a payment to a beneficial owner, and which constitutes over-withholding, would be allowed as a refund or a
credit against such beneficial owner’s United States Federal income tax provided the required information is
furnished to the Service.

U.S. Holders

The term “U.S. Holder” means a beneficial owner of a Series 2010B Bond that is: (i) a citizen or resident of
the United States, (ii) a corporation, partnership or other entity created or organized in or under the laws of the
United States or of any political subdivision thereof, (iii) an estate the income of which is subject to United States
Federal income taxation regardless of its source or (iv) a trust whose administration is subject to the primary
jurisdiction of a United States court and which has one or more United States fiduciaries who have the authority to
control all substantial decisions of the trust.

IRS Circular 230 Disclosure

The advice under the caption, “TAX MATTERS”, concerning certain income tax consequences of the
acquisition, ownership and disposition of the Series 2010B Bonds, was written to support the marketing of the Series
2010B Bonds. To ensure compliance with requirements imposed by the Internal Revenue Service, Bond Counsel to
the Authority informs you that (i) any federal tax advice contained in this Official Statement (including any
attachments) or in writings furnished by Bond Counsel to the Authority is not intended to be used, and cannot be
used by any bondholder, for the purpose of avoiding penalties that may be imposed on the bondholder under the
Code, and (ii) the bondholder should seek advice based on the bondholder’s particular circumstances from an
independent tax advisor.

Miscellaneous

Tax legislation, administrative action taken by tax authorities, and court decisions, whether at the federal or
state level, may adversely affect the tax-exempt status of interest on the Series 2010B Bonds under state law and the
eligibility of the Authority to receive cash subsidy payments with respect to the Series 2010B Bonds, and could
affect the market price or marketability of the Series 2010B Bonds.
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Prospective purchasers of the Series 2010B Bonds should consult their own tax advisors regarding the
foregoing matters.

UNDERWRITING

The Underwriters listed on the cover page of this Official Statement for which Citigroup Global Markets
Inc. is acting as the Senior Manager, have agreed, jointly and severally and subject to certain conditions, to purchase
the Series 2010B Bonds from the Authority at an underwriters’ discount of $1,254,371.00. The Underwriters will be
obligated to purchase all of the Series 2010B Bonds if any of the Series 2010B Bonds are purchased. The initial
public offering prices of the Series 2010B Bonds may be changed from time to time by the Underwriters.

The Series 2010B Bonds may be offered and sold to certain dealers (including the Underwriters and other
dealers depositing Series 2010B Bonds into investment trusts) at prices lower than such public offering prices.

The following four sentences have been provided by Citigroup Global Markets Inc. and Morgan Stanley &
Co. Incorporated, two of the underwriters for the Series 2010B Bonds: Citigroup Inc. and Morgan Stanley, the
respective parent companies of Citigroup Global Markets Inc. and Morgan Stanley & Co. Incorporated, each an
underwriter of the Series 2010B Bonds, have entered into a retail brokerage joint venture. As part of the joint
venture each of Citigroup Global Markets Inc. and Morgan Stanley & Co. Incorporated will distribute municipal
securities to retail investors through the financial advisor network of a new broker-dealer, Morgan Stanley Smith
Barney LLC. This distribution arrangement became effective on June 1, 2009. As part of this arrangement, each of
Citigroup Global Markets Inc. and Morgan Stanley & Co. Incorporated will compensate Morgan Stanley Smith
Barney LLC. for its selling efforts in connection with their respective allocations of Series 2010B Bonds.

The following two sentences have been provided by J.P. Morgan Securities Inc., one of the underwriters for
the Series 2010B Bonds: J.P. Morgan Securities Inc. has entered into an agreement (the “Distribution Agreement”)
with UBS Financial Services Inc. for the retail distribution of certain municipal securities offerings, including the
Series 2010B Bonds, at the original issue prices. Pursuant to the Distribution Agreement, J.P. Morgan Securities
Inc. will share a portion of its underwriting compensation with respect to the Series 2010B Bonds with UBS
Financial Services Inc.

The following sentence has been provided by Wells Fargo & Company, one of the underwriters for the
Series 2010B Bonds: Wells Fargo Securities is the trade name for certain capital markets and investment banking
services of Wells Fargo & Company and its subsidiaries, including Wells Fargo Bank, National Association.

CONTINUING DISCLOSURE UNDERTAKING

The Series 2010B Bonds will be subject to the continuing secondary market disclosure requirements of
Rule 15¢2-12 of the Securities and Exchange Commission (the “Rule”) and will be made subject to the Continuing
Disclosure Certificate a form of which is attached hereto as Appendix F to Part 2 of this Official Statement.
Pursuant to the Continuing Disclosure Certificate, the Authority will provide for the benefit of the holders of the
Series 2010B Bonds certain financial information and operating data relating to the Authority by the dates specified
in the Continuing Disclosure Certificate (the “Annual Report”), and to provide notices of the occurrence of certain
enumerated events with respect to the Series 2010B Bonds, if material. The Annual Report will be filed by or on
behalf of the Authority with the Municipal Securities Rulemaking Board and its Electronic Municipal Market
Access system (“EMMA”). The notices of such material events would be filed by or on behalf of the Authority with
EMMA and with the Trustee. The specific nature of the information to be contained in the Annual Report and the
notices of material events is set forth in the Form of the Continuing Disclosure Certificate which is included in its
entirety in Appendix F to Part 2. The Series 2010B Bonds being made subject to the Continuing Disclosure
Certificate is a condition precedent to the obligation of the Underwriters to purchase the Series 2010B Bonds. The
Authority’s undertakings in the Continuing Disclosure Certificate are being made in order to assist the Underwriters
in complying with the Rule. Within the past five years, the Authority has not failed to comply, in any material
respects, with any previous undertakings (as such term is used in the Rule) in a written contract or agreement
specified in paragraph (b)(5)(i) of the Rule.
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CREDIT RATINGS

The Series 2010B Bonds have been assigned ratings of “A” by Fitch, Inc. (“Fitch”), “A3” by Moody’s
Investors Service (“Moody’s”) and “A-" by Standard & Poor’s Rating Services (“S&P”).

The respective ratings by Fitch, Moody’s and S&P of the Series 2010B Bonds reflect only the views of
such organizations and any desired explanation of the significance of such ratings and any outlooks or other
statements given by the rating agencies with respect thereto should be obtained from the rating agency furnishing the
same, at the following addresses: Fitch, Inc., One State Street Plaza, New York, New York 10004; Moody’s
Investors Service, Inc., 7 World Trade Center, 250 Greenwich Street, New York, New York 10007; and Standard &
Poor’s Ratings Services, 55 Water Street, New York, New York 10041. Generally, a rating agency bases its rating
and outlook (if any) on the information and materials furnished to it and on investigations, studies and assumptions
of its own. There is no assurance that such ratings for the Series 2010B Bonds will continue for any given period of
time or that any of such ratings will not be revised downward or withdrawn entirely by any of the rating agencies, if,
in the judgment of such rating agency or agencies, circumstances so warrant. Any such downward revision or
withdrawal of such ratings may have an adverse effect on the market price of the Series 2010B Bonds.

AGREEMENT OF NEW YORK STATE

In the Act, the State pledges to and agrees with the holders of any obligations issued under the Act and the
parties to any contracts with the Authority that the State will not limit or alter the rights vested in the Authority until
such obligations together with the interest thereon are fully met and discharged and/or such contracts are fully
performed on the part of the Authority, provided that nothing therein contained shall preclude such limitation or
alteration if and when adequate provision shall be made by law for the protection of the holders of such obligations
of the Authority, or those entering into such contracts with the Authority. The Authority, as agent for the State, is
authorized to include such pledge and agreement by the State in all agreements with the holders of such obligations
and in all such contracts. The Authority has included such pledge in the Resolution.

LEGALITY FOR INVESTMENT

The Act provides that the Series 2010B Bonds will be legal investments for public officers and bodies of
the State and all municipalities, insurance companies and associations and other persons carrying on an insurance
business, banks, bankers, trust companies, savings banks and savings associations, including savings and loan
associations, building and loan associations, investment companies, and other persons carrying on a banking
business, all trusts, estates and guardianships, and all other persons whatsoever who are now or may hereafter be
authorized to invest in bonds or other obligations of the State, or may properly and legally invest funds, including
capital in their control or belonging to them. Under the Act, the Series 2010B Bonds are also securities which may
be deposited with and may be received by all public officers and bodies of the State and all municipalities for any
purpose for which the deposit of bonds or other obligations of the State is now or may hereafter be authorized.

APPROVAL OF LEGAL PROCEEDINGS

Hawkins Delafield & Wood LLP, New York, New York, Bond Counsel to the Authority, will render its
opinions with respect to the validity of the Series 2010B Bonds in substantially the form set forth in Appendix 1 to
this Part 1. Certain legal matters with respect to the Authority and LIPA will be passed upon by Lynda Nicolino,
Esquire, General Counsel to the Authority and LIPA, and by Squire, Sanders & Dempsey L.L.P., New York, New
York, Disclosure Counsel to the Authority and LIPA. Certain legal matters will be passed upon for the
Underwriters by Nixon Peabody LLP, New York, New York, Counsel to the Underwriters.

MISCELLANEOUS

This Official Statement (which includes Part 1 and Part 2) includes, among other things, descriptions of
(1) the Authority, LIPA, the System and NMP2 and (ii) the terms of the Series 2010B Bonds, the Operating
Agreements, the Resolution, the Continuing Disclosure Certificate and certain provisions of the Act. Such



descriptions are not complete and all such descriptions and references thereto are qualified by reference to each such
document, copies of which may be obtained from the Authority.

The agreements with the holders of the Series 2010B Bonds are fully set forth in the Bond Resolution, as
supplemented by the Supplemental Resolution, which authorizes their issuance. This Official Statement is not to be

construed as a contract with the purchasers of the Series 2010B Bonds or of any other obligations of the Authority.

This Official Statement has been approved by the Trustees of the Authority and has been executed on
behalf of the Authority by its President and Chief Executive Officer pursuant to the authority of the Trustees.

LONG ISLAND POWER AUTHORITY

By: /s/Kevin S. Law
President and Chief Executive Officer
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APPENDIX 1

Form of Opinion of Hawkins Delafield & Wood LLP
Bond Counsel to the Authority

May 2010

Long Island Power Authority
333 Earle Ovington Blvd.
Uniondale, NY 11553

Ladies and Gentlemen:

We have examined a certified record of proceedings relating to the issuance of $210,000,000 Electric
System General Revenue Bonds, Series 2010B (the “2010B Bonds”) of the Long Island Power Authority (the
“Authority”), a corporate municipal instrumentality of the State of New York (the “State”) constituting a body
corporate and politic and a political subdivision of the State.

The 2010B Bonds are issued under and pursuant to the Constitution and statutes of the State, including the
Long Island Power Authority Act, being Title 1-A of Article 5 of the Public Authorities Law, Chapter 43-A of the
Consolidated Laws of the State of New York, as amended (herein called the “Act”), and under and pursuant to
proceedings of the Authority duly taken, including a resolution adopted by the Trustees of the Authority on May 13,
1998 entitled “Electric System General Revenue Bond Resolution”, as supplemented by a resolution of said Trustees
adopted on December 17, 2009 (collectively, the “Resolution”).

The Authority has heretofore issued bonds (the “Outstanding Bonds”) under the Resolution. The
Resolution provides that the Authority may issue additional Bonds (as defined in the Resolution), and incur Parity
Obligations (as defined in the Resolution), thereunder from time to time on the terms and conditions and for the
purposes stated therein. The Outstanding Bonds, the 2010B Bonds, such additional Bonds, if issued, and such Parity
Obligations, if incurred, will be equally and ratably secured under the Resolution, except as otherwise provided
therein.

The 2010B Bonds are dated, mature, are payable, bear interest and are subject to redemption, all as
provided in the Resolution.

We are of the opinion that:

1. The Authority is duly created and validly existing under the laws of the State, including the
Constitution of the State and the Act. Under the laws of the State, including the Constitution of the State,
and under the Constitution of the United States, the Act is valid with respect to all provisions thereof
material to the subject matters of this opinion letter.

2. The Authority has the right and power under the Act to adopt the Resolution and to perform its
obligations thereunder, including its rate covenant relating to the establishment and maintenance of System
fees, rates, rents, charges and surcharges. The Authority has received all approvals of any governmental
agency, board or commission necessary for the adoption of, or performance of its obligations under, the
Resolution, including the approval of the New York State Public Authorities Control Board. The approval
of the Public Authorities Control Board of the acquisition of the Long Island Lighting Company by the
Authority directs the Authority to obtain the approval of the New York State Public Service Commission
prior to implementing certain rate increases.

3. The Resolution has been duly and lawfully adopted by the Authority, is in full force and effect,
is valid and binding upon the Authority, and is enforceable in accordance with its terms. The Resolution
creates the valid pledge which it purports to create of the Trust Estate (as defined in the Resolution), subject
only to the provisions of the Resolution permitting the application thereof for the purposes and on the terms
and conditions set forth in the Resolution.
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4. The 2010B Bonds have been duly and validly authorized and issued in accordance with the
laws of the State, including the Constitution of the State and the Act, and in accordance with the
Resolution, and are valid and binding special obligations of the Authority, enforceable in accordance with
their terms and the terms of the Resolution, payable solely from the Trust Estate as provided in the
Resolution. The Authority has no taxing power, the 2010B Bonds are not debts of the State or of any
municipality thereof, and the 2010B Bonds will not constitute a pledge of the credit, revenues or taxing
power of the State or of any municipality thereof. The Authority reserves the right to issue additional
Bonds and to incur Parity Obligations on the terms and conditions, and for the purposes, provided in the
Resolution, on a parity of security and payment with the 2010B Bonds and the Outstanding Bonds.

5. Any registration with, consent of, or approval by, any governmental agency, board, or
commission that is necessary for the execution and delivery and the issuance of the 2010B Bonds has been
obtained.

6. The adoption of the Resolution, compliance with all of the terms and conditions of the
Resolution and the 2010B Bonds, and the execution and delivery of the 2010B Bonds, will not result in a
violation of or be in conflict with any term or provision of any existing law, or of any approval by any
governmental agency, board or commission necessary for the adoption of, or performance of the
Authority’s obligations under, the Resolution.

7. The Financing Agreement, dated as of May 1, 1998, between the Authority and Long Island
Lighting Company d/b/a LIPA (as successor by merger to LIPA Acquisition Corp.) (the “Subsidiary”) has
been duly authorized, executed and delivered by the Authority and the Subsidiary and is a valid and
binding obligation of the parties thereto, enforceable in accordance with its terms.

8. Interest on the 2010B Bonds is included in gross income for federal income tax purposes
pursuant to the Internal Revenue Code of 1986, as amended. This opinion is not intended or provided by us
to be used and cannot be used by an owner of the 2010B Bonds for the purpose of avoiding federal
taxpayer penalties that may be imposed on such owner. The opinion set forth in this paragraph is provided
to support the promotion or marketing of the 2010B Bonds. Each owner of 2010B Bonds should seek
advice based on its particular circumstances from an independent tax advisor.

9. Under existing statutes, interest on the 2010B Bonds is exempt from personal income taxes
imposed by the State or any political subdivision thereof, and the 2010B Bonds are exempt from all
taxation directly imposed thereon by or under the authority of the State, except estate or gift taxes and taxes
on transfers.

The opinions expressed in paragraphs 2, 3, 4 and 7 above are subject to applicable bankruptcy, insolvency,
reorganization, moratorium and other laws heretofore or hereafter enacted affecting creditors’ rights, and are subject
to the application of principles of equity relating to or affecting the enforcement of contractual obligations, whether
such enforcement is considered in a proceeding in equity or at law.

Except as stated in paragraphs 8, and 9, we express no opinion regarding any other federal or state tax
consequences with respect to the 2010B Bonds. We render our opinion under existing statutes and court decisions
as of the issue date, and assume no obligation to update, revise or supplement our opinion to reflect any action
hereafter taken or not taken, or any facts or circumstances that may hereafter come to our attention, or changes in
law or in interpretations thereof that may hereafter occur, or for any other reason. We express no opinion on the
effect of any action hereafter taken or not taken in reliance upon an opinion of other counsel on the exclusion from
gross income for federal income tax purposes of interest on the 2010B Bonds, or under state and local tax law.

We express no opinion as to the accuracy, adequacy or sufficiency of any financial or other information,
which has been or will be supplied to purchasers of the 2010B Bonds.
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This opinion is issued as of the date hereof, and we assume no obligation to update, revise or supplement
this opinion to reflect any facts or circumstances that may hereafter come to our attention, or any changes in law, or
in interpretations thereof, that may hereafter occur, or for any other reason whatsoever.

Very truly yours,
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PART 2
of the
OFFICIAL STATEMENT
of the

LONG ISLAND POWER AUTHORITY

INTRODUCTION

The purpose of this Part2 is to describe, among other things, the Long Island Power Authority (the
“Authority”) and its wholly-owned subsidiary, the Long Island Lighting Company (“LILCO”) which does business
as the retail electric supplier on Long Island, New York (“Long Island”) under the name LIPA (“LIPA”). The
Authority, acting through LIPA, provides this electric service in its service area (the “Service Area”) which includes
two counties on Long Island — Nassau County (“Nassau County”) and Suffolk County (“Suffolk County”) (except
for the Nassau County villages of Freeport and Rockville Centre and the Suffolk County village of Greenport, each
of which has its individually owned municipal electric system) — and a portion of the Borough of Queens of The
City of New York known as the Rockaways. Capitalized terms used but not defined in this Part2 have the
meanings given those terms in Appendix C to this Part 2.

The Authority is a corporate municipal instrumentality and a political subdivision of the State of New York
(the “State”), exercising essential governmental and public powers. The Authority was created by the State
Legislature under and pursuant to the Long Island Power Authority Act, being Title 1-A of Article 5 (§ 1020 et seq.)
of the Public Authorities Law of the State of New York, as amended (the “Act”). LIPA is a stock corporation
formed and existing under the Business Corporation Law of the State of New York.

The Authority took over as the retail supplier of electric service in the Service Area on May 28, 1998 by
acquiring LILCO as a wholly-owned subsidiary of the Authority through a merger (the “LIPA/LILCO Merger”).
Since the LIPA/LILCO Merger, LILCO has done business under the name LIPA. Before the LIPA/LILCO Merger,
LILCO was a publicly traded, shareholder-owned corporation that was the sole supplier of both retail electric and
gas service in the Service Area. LIPA (LILCO) no longer provides gas service in the Service Area. For the period
prior to the LIPA/LILCO Merger, LILCO is referred to herein as “LILCO” and, for the subsequent period, is
referred to herein as “LIPA.”

As part of the LIPA/LILCO Merger, LIPA retained the electric transmission and distribution systems (the
“T&D System”), certain agreements and contracts for power supply and transmission, an 18% undivided ownership
interest in Unit 2 of the Nine Mile Point nuclear electric generating station located in Oswego, New York and
certain other assets and liabilities (for a discussion of these other assets and liabilities, see “LIPA’S RETAIL
ELECTRIC SERVICE BUSINESS — LIPA Assets and Liabilities” in this Part 2). The term “System” means all of
the assets of the Authority and LIPA that are used in the furnishing of electric service.

As part of the LIPA/LILCO Merger, the remainder of LILCO’s electric service assets (including all of its
then-existing fossil-fueled generating units), and its entire gas supply system, were transferred to certain wholly-
owned subsidiaries of KeySpan Corporation. In August 2007, KeySpan Corporation was acquired by National Grid
plc, a company organized under the laws of England and Wales (“National Grid plc”). Effective May 1, 2008, the
subsidiaries of KeySpan Corporation which acquired the electric service assets of LILCO began doing business
under the name “National Grid” (each such subsidiary a “National Grid Sub” and collectively the ‘“National Grid
Subs”).
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LIPA’S RETAIL ELECTRIC SERVICE BUSINESS

Relationship of the Authority and LIPA

LIPA is a New York corporation and a wholly-owned subsidiary of the Authority. Pursuant to LIPA’s
organizational documents, the Authority conducts and manages LIPA’s business and affairs. In addition, the
members of the board of directors of LIPA are elected by the Authority. Accordingly, LIPA is controlled by the
Authority. The Authority is governed by a Board of Trustees (the “Trustees”).

The Authority and LIPA are parties to a Financing Agreement (the “Financing Agreement”) providing for
their respective duties and obligations relating to the financing and operation of the retail electric business in the
Service Area. See Appendix D to this Part 2 for a summary of certain provisions of the Financing Agreement.

Pursuant to the terms of the Financing Agreement, the Authority is to issue all debt necessary for the
Authority and LIPA. This debt includes all Bonds and Subordinated Indebtedness issued and to be issued. The
proceeds of all such debt are to be treated as being loaned to LIPA, which will repay such loans from the revenues it
receives from its electric business. To secure the loans, LIPA has pledged all of its revenues to the Authority, which
has, in turn, pledged such revenues as security for such debt.

Pursuant to the terms of the Financing Agreement, LIPA conducts the electric business in the Service Area
and is responsible for providing service to customers in the Service Area. The Authority and LIPA are also parties
to an Administrative Services Agreement pursuant to which the Authority provides personnel, personnel-related
services and other services necessary for LIPA to provide electric service in the Service Area. See “LONG
ISLAND POWER AUTHORITY — Management and Operation of the System” in this Part 2.

System Operation by the Authority

In order to assist the Authority (acting through LIPA) in providing electric service in the Service Area, the
Authority has entered into a Management Services Agreement (the “MSA”), a Power Supply Agreement (the
“PSA”) and an Energy Management Agreement (the “EMA”) (these three agreements are collectively referred to as
the “National Grid Operating Agreements”), each with a separate National Grid Sub. These National Grid Subs
include those subsidiaries to which LILCO transferred its fossil-fueled generating facilities simultaneously with the
LIPA/LILCO Merger. The performance of each such National Grid Sub under its respective National Grid
Operating Agreement as well as any payment obligations it may have under such agreement are guaranteed by
Keyspan Corporation (see “Guarantees and Indemnities” below). In addition, the Authority entered into agreements
with Consolidated Edison Energy, Inc. (“CEE”) and Pace Global Energy Risk Management, LLC (“Pace”) (these
two agreements together with the National Grid Operating Agreements are collectively referred to as the “Operating
Agreements”), which became effective on January 1, 2010, to provide certain services formerly provided by a
National Grid Sub under the EMA, all as described below under “Operating Agreements.” The purpose of the
Operating Agreements is to provide the Authority and LIPA with the operating personnel and a significant portion
of the power supply resources necessary for LIPA to continue to provide electric service in the Service Area. The
Authority assigned its rights and obligations under the Operating Agreements to LIPA.

The Authority oversees the operation of the System and manages the Operating Agreements with a staff of
approximately 90 and through the support of outside financial, engineering, accounting and legal advisors and
consultants. Day-to-day operations and maintenance during the terms of the Operating Agreements are being
performed by the workforce of the National Grid Subs, CEE and Pace.

The Authority provides the continuity of policy making, rate setting, financial planning and management of
the System by maintaining the capability of its management team and in-house staff to administer the Operating
Agreements and to make efficient use of outsourced services. A wide variety of skills and experience are required
to establish policy, evaluate System needs, and assess System operations and related matters. The requirements are
periodic and vary in the level of effort required. Outsourcing some of these services enables the Authority to have
the skills needed without the expense of committing to full-time positions. The Authority employs a variety of
outside consultants to assist it in managing the System.

See “LONG ISLAND POWER AUTHORITY—Management and Operation of the System” in this Part 2.
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Strategic Review

On June 25, 2009, the Trustees voted to engage Lazard Fréres to update its 2005 strategic organizational
review. In February 2010, Lazard Fréres issued its report concluding, among other things, that the Authority should
not proceed with the purchase of the GENCO Generating Facilities (defined below). The strategic review is
ongoing and the Authority is reviewing proposals from candidates to assist and advise the Authority with respect to
reviewing the existing corporate organizational and governance structure and alternatives thereto, all as a part of its
long-term strategic planning. In addressing the various strategic options available to the Authority, the selected
advisor is expected to consider best practices for both municipally-owned and investor-owned utilities, the evolution
in the energy industry in New York and surrounding areas and the views of all stakeholders.

Operating Agreements

MSA. The MSA provides for the National Grid Sub party thereto (the “Manager”) to perform the day-to-
day operation and maintenance of the T&D System, including, among other functions, transmission and distribution
facility operation, customer service, billing and collection, meter reading, financial and operations reporting,
planning, engineering, and construction, all in accordance with policies and procedures adopted by LIPA. All cash
collected by the Manager for the account of LIPA is deposited on each business day in bank accounts in such bank
as the Authority directs and upon such terms and conditions as specified by the Authority.

The Authority and LIPA exercise control over the performance of the T&D System through specific
standards for performance by the Manager contained in the MSA. The primary standards of performance for the
delivery of power are adherence to capital budgets, the frequency and duration of outages on the T&D System and
customer satisfaction.

Under the MSA, the Manager is paid an annual service fee as compensation. The service fee is paid on a
monthly basis and is based on a fixed rate per kilowatt-hour of retail electric sales which is subject to an inflation
factor, subject to a floor and a cap. In addition to the service fee, the Manager is reimbursed for all approved third-
party pass-through costs (as defined in the MSA) and is paid or reimbursed for approved capital and certain
unforeseeable costs. The MSA provides for penalties for the failure by the Manager to perform within specified
performance metrics. See Appendix E to this Part 2 for a summary of the MSA. The MSA has an expiration date of
December 31, 2013. The Authority has initiated the review process for the MSA and alternatives thereto, which
includes a recently completed request for information process. Based on that review process and the information
obtained, the Authority expects to issue a request for proposals in the second quarter of 2010 seeking operation and
management services related to the T&D System beginning in 2014. As described above under “Strategic Review,”
the Authority is also currently seeking advice with respect to the review of its existing structure and alternatives
thereto.

PSA. The PSA provides for the sale to LIPA by National Grid Generation LLC (“GENCO”) of all of the
capacity and, to the extent LIPA requests, energy from the existing oil and gas-fired generating plants on Long
Island owned by GENCO formerly owned by LILCO (the “GENCO Generating Facilities”). Such sales of capacity
and energy from the GENCO Generating Facilities are made at cost-based wholesale rates regulated by the Federal
Energy Regulatory Commission (“FERC”). These rates may be modified in the future in accordance with the terms
of the PSA for (i) agreed upon labor and expense indices applied to the base year; (ii) a return of and on net capital
additions required for the GENCO Generating Facilities, which additions will require approval by the Authority; and
(iii) reasonably incurred expenses that are outside the control of GENCO. This rate formula provides for the
reasonable containment of GENCO costs. See “THE SYSTEM — Power Supply — Power Supply Agreement” in this
Part 2.

The PSA provides incentives and penalties for GENCO of up to $4 million annually to maintain the output
capability of the GENCO Generating Facilities, as measured by annual industry-standard tests of operating
capability, and to maintain and/or make capital improvements which benefit plant availability. The performance
incentives described in this paragraph averaged approximately $3.8 million in the years 2005 through 2009.

The PSA provides LIPA with all of the capacity from the GENCO Generating Facilities. However, LIPA
has no obligation to purchase energy from the GENCO Generating Facilities and is able to purchase energy on a
least-cost basis from all available on-Island sources, as well as off-Island sources, consistent with existing
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transmission interconnection and T&D System limitations. The PSA expires on May 28, 2013 and at the end of this
original 15-year term, LIPA may, in its sole discretion, renew the PSA for an additional 15-year term under
substantially the same terms and conditions, for all capacity which LIPA has not exercised its ramp-down option
next described. The PSA provides LIPA the option to reduce or “ramp-down” the capacity it purchases from
GENCO in accordance with schedules set forth in the PSA. LIPA has not exercised such option as of this time. The
Authority has initiated a review process for the PSA and alternatives thereto, including the potential exercise of its
ramp-down option and the right to extend the term of the PSA. In connection with that review, LIPA expects to
issue a request for proposals during 2010 seeking proposals for the supply of capacity and energy in the future in
order to help LIPA evaluate its best value alternatives. See Appendix E to this Part 2 for a summary of the PSA.

EMA. The EMA provides for the National Grid Sub party thereto (“Fuel Manager”) to procure and manage
fuel supplies for LIPA to fuel the GENCO Generating Facilities. The term of the EMA is until May 28, 2013. As
part of the strategic review process described above, the Authority is currently evaluating the EMA and alternatives
thereto. The Fuel Manager is compensated for fuel management services through the payment by LIPA of: (i) a
monthly fuel management fee; (ii) the cost of fuel purchased on LIPA’s behalf; and (iii) a fuel purchase performance
incentive/disincentive payment. While LIPA pays for the actual fuel, the EMA further provides incentives for
control of the cost of fuel purchased on behalf of LIPA by the Fuel Manager. See Appendix E to this Part 2 for a
summary of the EMA. The financial performance incentives described in this paragraph averaged approximately
$5 million in the years 2005 through 2009.

Certain Other Agreements. The EMA had also provided for the National Grid Sub party thereto to perform
off-system capacity and energy purchases on a least-cost basis to meet LIPA’s needs and to make off-system sales
of energy, capacity and other ancillary services (“Off System Sales”) from the GENCO Generating Facilities and
other power supplies either owned or under contract to LIPA. The term for those services was until to December 31,
2009. LIPA undertook a competitive procurement process for those services and in June 2008, LIPA’s Board
authorized the selection of CEE and Pace to provide certain of those services; CEE, a wholly owned subsidiary of
Consolidated Edison, Inc., is a wholesale energy company and will provide “front” and “back” office services and
Pace, an energy risk management consulting firm, will provide independent “mid-office” services. Services under
both contracts commenced full operation on January 1, 2010 and are for an initial five-year period and are subject to
an extension for a period of five years at LIPA’s option.

Power Plant Purchase Rights

The Authority had entered into agreements (the “Option Agreements”) with GENCO which gave the
Authority the option to acquire (i) either or both of two GENCO’s generating facilities (the E.F. Barrett and Far
Rockaway plants) which have a combined capacity of 450 megawatts together with the combustion turbines at the
E.F. Barrett site at book value at the time of sale; and (ii) one or both of the combustion turbine facilities at the
Shoreham and Wading River sites at 1.25 times book value at the time of sale. The Option Agreements were
scheduled to expire December 31, 2008 unless exercised, but the expiration date had been extended to March 31,
2009 with respect to the E.F. Barrett and Far Rockaway plants, including the combustion turbines at the E.F. Barrett
site. The purchase option for the combustion turbine facilities at the Shoreham and Wading River sites expired on
December 31, 2008. The Option Agreements with respect to the E.F. Barrett and Far Rockaway plants were further
extended to December 31, 2009. After a comprehensive analysis by the Authority, with the assistance of Lazard
Freres, the Authority decided not to exercise its options with respect to the E.F. Barrett and Far Rockaway plants
and the purchase option on these plants expired on December 31, 2009. The Authority also has obtained a right of
first refusal (the “Right of First Refusal”) to purchase, on substantially the same terms as offered, all (but not less
than all) GENCO generating facilities which GENCO may decide to sell to a foreign or foreign-controlled entity
during the term of the PSA.

Other Rights

Pursuant to certain other agreements between LIPA and National Grid or National Grid Subs, certain future
rights are granted to LIPA. These rights include continuation of the present gas transportation rate for gas delivered
over the gas distribution system to the GENCO Generating Facilities and to certain new generation resources until
May 28, 2013, with cost-based adjustments to meet gas delivery system expansion needs. Subject to certain
conditions, these rights also include the right until 2097 to lease or purchase, or to allow its designee to lease or
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purchase, at fair market value, parcels of land and to acquire unlimited access to, as well as appropriate easements
at, each parcel of land upon which an existing GENCO Generating Facility is situated and land contiguous thereto
for the purpose of constructing new electric generating facilities to be owned by LIPA or its designee. Subject to
LIPA’s right of first refusal, National Grid and its subsidiaries also have the right to sell or lease these properties to
third parties.

National Grid or various of its subsidiaries owns the common plant (such as administrative office buildings
and computer systems) formerly owned by LILCO and charges LIPA for its beneficial use through the National Grid
Operating Agreements. National Grid has agreed to provide LIPA, for the period through 2097, the right to enter
into leases at fair market value for common plant or sub-contract for common services which it may assign to a
subsequent manager of the T&D System. National Grid has also agreed for the period through 2097 not to compete
with LIPA as a provider of transmission or distribution service on Long Island.

Guarantees and Indemnities

Keyspan Corporation has absolutely and unconditionally guaranteed to the Authority (i) the full and prompt
payment when due of all amounts required to be credited or paid by National Grid Subs under the National Grid
Operating Agreements and (ii) the full and prompt performance of the covenants and agreements of the National
Grid Subs under the National Grid Operating Agreements. Upon certain reductions in the credit ratings of Keyspan
Corporation, LIPA has the right to have Keyspan Corporation obtain letters of credit securing these undertakings
and agreements.

Keyspan Corporation and various National Grid subsidiaries (together with Keyspan Corporation, the
“National Grid Parties”) have entered into an indemnification agreement with the Authority and LIPA (the “LIPA
Parties”) pursuant to which the National Grid Parties agreed to indemnify the LIPA Parties and hold them harmless
from a variety of specified liabilities in connection with the LIPA/LILCO Merger, including, among others, the
unpaid debts, liabilities or obligations relating to the LILCO assets transferred to the National Grid Parties prior to
the LIPA/LILCO Merger (the “Transferred Assets”). The LIPA Parties have entered into a similar indemnification
agreement with the National Grid Parties pursuant to which the LIPA Parties agreed to indemnify the National Grid
Parties and hold them harmless from a variety of specified liabilities in connection with the LIPA/LILCO Merger,
including, among others, the unpaid debts, liabilities or obligations relating to the LILCO assets retained by the
LIPA Parties. These agreements, which are each referred to herein as a “Liabilities Undertaking and
Indemnification Agreement,” also allocate certain liabilities (including environmental liabilities) arising from events
occurring prior to the LIPA/LILCO Merger and relating to the business and operations to be conducted by the LIPA
Parties and the National Grid Parties after the LIPA/LILCO Merger. See “ENVIRONMENTAL MATTERS” in this
Part 2.

LIPA Assets and Liabilities

At the time of the LIPA/LILCO Merger, in addition to the electric assets described under “Introduction,”
LILCO also retained certain other of its former assets (these electric and other retained assets are referred to
collectively as the “LIPA Assets”) and liabilities (the “LIPA Liabilities” and, together with the LIPA Assets, the
“LIPA Assets and Liabilities”). The LIPA Assets included (i) certain regulatory assets of LILCO, including the
Shoreham Regulatory Asset of approximately $4.7 billion, (ii) promissory notes (the “Keyspan Promissory Notes”)
evidencing the obligation of Keyspan Corporation and certain of its subsidiaries to pay to LIPA amounts equal to the
principal and interest on certain debentures described below and on the NYSERDA Financing Notes described
below, (iii) the judgments, actions and claims of LILCO for refunds of property taxes, including the judgment
resulting from the litigation contesting the assessment of certain Shorecham Nuclear Power Station property and
(iv) other intangible assets of LILCO’s former retail electric business, including the right to provide electric service
in the Service Area.

Upon the consummation of the LIPA/LILCO Merger, LIPA recorded various purchase accounting
adjustments to give recognition to the fact that LIPA is not subject to the regulatory jurisdiction of the New York
State Public Service Commission (“PSC”) and is exempt from federal income tax. The primary result of these
adjustments was the elimination of the regulatory assets and liabilities of LILCO, including the Shoreham
Regulatory Asset, and the elimination of LILCO’s net deferred federal income tax liability. The unamortized
balance of the excess of the acquisition costs over the original net book value of the transmission and distribution
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and nuclear assets and the fair value of the other net assets retained appears on the financial statements set forth in
Appendix A to this Part 2 as the “Acquisition Adjustment.”

The LIPA Liabilities included (i) LILCO’s obligation to pay the principal of and interest on certain
unsecured debentures of LILCO that had been issued prior to the LIPA/LILCO Merger (the “Debentures”) (all of
which have been retired); (ii) LILCO’s obligation to pay the principal of and interest on notes (the “NYSERDA
Financing Notes”) issued by LILCO to secure tax-exempt bonds issued on behalf of LILCO by the New York State
Energy Research and Development Authority (“NYSERDA”) prior to the LIPA/LILCO Merger; $155,420,000 of
which remain outstanding as of December 31, 2009; (iii) certain customer deposits and payables; and (iv) other
liabilities, including environmental liabilities of LILCO not otherwise transferred to or indemnified by a National
Grid Sub.

Keyspan Corporation is obligated to make payments to LIPA under the Keyspan Promissory Notes equal to
the principal of and interest on all of the NYSERDA Financing Notes. If at any time during the term of the Keyspan
Promissory Notes, the long-term senior debt of Keyspan Corporation is not rated at least “A” by two or more
nationally recognized rating services, then Keyspan Corporation is obligated to either: (i) deliver a letter of credit
issued by a financial institution whose long-term senior debt is or would be rated “A” by at least two such rating
services to secure the Keyspan Promissory Notes; or (ii) economically defease the Keyspan Promissory Notes by
delivering to LIPA U.S. Treasury securities sufficient, as determined by LIPA, to pay all amounts due in respect of
the debt related to the Keyspan Promissory Notes. Payments under the Keyspan Promissory Notes are general
revenues of LIPA payable by LIPA to the Authority under the Financing Agreement and are not dedicated to the
payment of any NYSERDA Financing Note. The Authority is obligated to pay to LIPA, from the Authority’s
general revenues, funds sufficient to pay the NYSERDA Financing Notes. This obligation of the Authority,
however, is subordinate to the obligations of the Authority to pay, when due, operating expenses and principal and
interest on the Bonds and the Subordinated Indebtedness.

DEBT MANAGEMENT

Since the acquisition of LILCO, the Authority has sought to effectively accelerate the retirement of
Authority’s original $6.7 billion indebtedness issued in 1998 in an amount approximately equal to the $4.2 billion
Acquisition Adjustment recorded in 1998 by 2013. This accelerated debt retirement plan had both scheduled and
optional elements and also took into account the funding of a certain portion of capital expenditures with cash from
operations rather than by issuing new debt. The plan is a matter of Authority policy and may be changed at any time.

To implement this plan the Authority established an accelerated amortization schedule for a portion of the
Bonds it issued in 1998 and used excess cash flow over Debt Service and favorable budget variances to retire a
portion of debt on a non-scheduled basis through a combination of (i) open market purchases and tender offers;
(i) cash defeasances; and (iii) the exercise of the Authority’s optional redemption rights. A total of $2.2 billion
Authority debt has been so retired since 1998. In addition, the Authority funded $1.1 billion of capital expenditures
with revenues rather than with borrowings through December 31, 2009. Current projections show that the Authority
should be able to retire debt or fund capital expenditures with operating cash flows in an aggregate amount that
would meet or exceed the $4.2 billion target by the year 2013, as originally planned.

In addition to retiring bonds as described above, since 1998 the Authority has issued approximately $1.7
billion of bonds and notes to finance capital expenditures for projects, including projects to enhance LIPA’s system
not contemplated under the original plan in 1998 such as those providing additional access to off-island power
supply resources described herein. The Authority also issued additional capital appreciation bonds in 2000 to fund
the Shoreham Property Tax Settlement, which have an outstanding par balance of $410 million at December 31,
2009. Therefore, as of December 31, 2009, a total of approximately $6.7 billion in bonds and notes are outstanding
(which includes the original $6.7 billion indebtedness issued in 1998, less the approximately $2.2 billion of debt
retired, plus the approximately $1.7 billion of debt issued to finance capital expenditures, plus the approximately
$410 million of Shoreham Property Tax Settlement debt, but which excludes the $155 million NYSERDA
Financing Notes). The Authority currently expects to issue additional bonds to finance capital expenditures for the
period 2010-2014 as set forth in Appendix B to this Part 2, which projections are based on the information available
during the fourth quarter of 2009.
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FINANCIAL INFORMATION

The Authority’s Audited Basic Financial Statements for the years ended December 31, 2009 and 2008 are
attached hereto as Appendix A. The Authority’s Audited Basic Financial Statements contain Management’s
Discussion and Analysis of the Results of Operations for the year ended December 31, 2009. Certain prior period
amounts have been reclassified in the financial information to conform to the current year presentation.

DERIVATIVES AND HEDGE ACTIVITIES

The Authority uses financial derivative instruments to manage the impact of interest rate, energy price and
fuel cost changes on its cost of service, earnings and cash flows. The Authority oversees its risk management
program through an executive risk management committee comprised of the Vice President of Finance and Chief
Financial Officer who chairs the committee, the Vice President of Customer Services, the Vice President — Power
Markets, the Vice President of Administration and an independent risk management consultant (a non-voting
member). The risk management program is intended to identify exposures to potential movements in fuel and
purchased power prices, quantify the impacts of these exposures on the Authority’s financial position, liquidity and
the Authority’s Fuel and Purchased Power Cost Adjustment (“FPPCA”), and mitigate the exposures in line with the
Authority’s identified level of risk tolerance. The Authority actively manages the program in both upward and
downward trending markets and adjusts its positions as necessary to mitigate the impact of potentially unfavorable
market movements. The significant volatility in energy commodity costs that occurred in 2008 had a substantial
impact on the Authority’s cash position throughout the year. At December 31, 2007, the Authority was holding $3
million in counterparty collateral in connection with its energy commodity hedges, while at June 30, 2008, the
Authority was holding $929 million in counterparty collateral. At December 31, 2008, the Authority had posted
$229 million of collateral to its counterparties in connection with its energy commodity hedge positions. At
December 31, 2009, the Authority had posted $46 million of collateral to its counterparties in connection with its
energy commodity hedges. During 2009, the Authority took steps to reduce its collateral posting risk, including the
addition of several new counterparties and securing extensions of existing credit capacity from existing
counterparties, as well as adjusting its hedging policies to constrain collateral posting risk. As a result, the Authority
was able to reduce its collateral posting from nearly $286 million in the first quarter to approximately $46 million at
year-end, as well as to reduce the overall volatility of collateral.

The Authority monitors its interest rate derivative exposure through its quarterly swap report.  The
Authority has not been required to post any collateral with respect to its interest rate derivatives. If, however, the
Authority’s ratings fall below Baa2/BBB/BBB by Moody’s, S&P and Fitch, respectively, on certain of its swaps
(mark-to-market at December 31, 2009, negative $43 million), the Authority may be required to post collateral. The
Authority may also be required to post collateral on two swaps that are insured by National Public Finance
Guarantee (formerly “MBIA”) (“NPFG”) (mark-to-market at December 31, 2009, negative $34 million), if all of
NPFG’s and the Authority’s ratings fall below A3/A-/A- by Moody’s, S&P and Fitch, respectively. Similarly, the
Authority maintains a swap that is insured by Assured Guaranty (formerly “FSA”) (“Assured”) (mark-to-market at
December 31, 2009, negative $168 million), under which it may be required to post collateral under such swap if
Assured’s ratings fall below A2/A by Moody’s and S&P, respectively, and the Authority’s rating falls below A3/A-
by Moody’s and S&P, respectively. In the case of the three insured swaps mentioned above, the Authority may
provide alternative credit support in lieu of being required to post collateral. NPFG’s current ratings are Baal and A
by Moody’s and S&P, respectively. Assured’s current ratings are Aa3/AAA by Moody’s and S&P, respectively.
For the Authority’s current ratings, see “CREDIT RATINGS” in Part 1 of this Official Statement.

In accordance with FASB ASC 815 Derivatives and Hedging (previously SFAS No. 133, Accounting for
Derivatives and Hedging Activities, as amended by SFAS No. 138, Accounting for Certain Derivative Instruments
and Certain Hedging Activities and SFAS No. 149, Amendment of Statement 133 on Derivative Instruments and
Hedging Activities), the Authority records its derivatives at fair value and records unrealized gains and losses.
Application of FASB ASC 815 may increase the volatility of reported earnings. For a further discussion of these
matters, and for a summary of certain interest rate exchange agreements, see Note 4 of Notes to Basic Financial
Statements.
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PROJECTED REVENUE REQUIREMENTS AND
DEBT SERVICE COVERAGE

Attached as Appendix B to this Part 2 are projections of the Authority’s annual revenues and revenue
requirements for the period January 1, 2010 through December 31, 2014 (the “Projection Period”). The projections
show that the Authority’s Debt Service coverages during the Projection Period will be no less than approximately:
(i) 2.30x on the senior lien debt outstanding and estimated to be outstanding; (ii) 2.10x on the senior lien debt and
the subordinated lien debt, in both cases outstanding and estimated to be outstanding; and (iii) 2.07x on the senior
and subordinate lien debt mentioned in clause (ii) and on the NYSERDA Financing Notes outstanding on December
31, 2009. The projections for the years 2010-2014 are based on the information available at the time they were
prepared during the fourth quarter of 2009.

THE PROJECTIONS CONTAINED IN APPENDIXB AND ELSEWHERE IN THIS OFFICIAL
STATEMENT ARE FORWARD LOOKING STATEMENTS PREDICATED UPON ASSUMPTIONS
PRESENTED HEREIN. NEITHER THE AUTHORITY, LIPA NOR THE UNDERWRITERS MAKE ANY
REPRESENTATION THAT THESE ASSUMPTIONS WILL, IN FACT, OCCUR. THESE PROJECTIONS MAY
BE AFFECTED FAVORABLY OR UNFAVORABLY BY UNFORESEEN FUTURE EVENTS, AND
THEREFORE, TO THE EXTENT CONDITIONS DIFFER FROM THOSE ASSUMED HEREIN, THE RESULTS
THAT WILL BE ACHIEVED BY THE AUTHORITY WILL VARY FROM THOSE PROJECTED.

SECURITY AND SOURCES OF PAYMENT FOR THE BONDS

Under the MSA, the Manager is required to bill and collect such fees, rates, rents and charges for the use
and services of the T&D System as are established by the Authority in accordance with the Resolution and the Act.

Since LIPA owns the System, the Financing Agreement contains covenants as to the operation and
maintenance of the System, and the Resolution contains covenants of the Authority to enforce the Financing
Agreement and assigns to the Trustee certain of the Authority’s rights and interests under the Financing Agreement,
including the right to bring actions and proceedings for the enforcement of the Financing Agreement.

Pledge of Trust Estate

The Resolution pledges the Trust Estate for the payment of the Bonds and all Parity Obligations, subject to
the provisions of the Resolution, the Act and the Financing Agreement permitting certain applications of the Trust
Estate and subject to the prior payment of Operating Expenses.

The Resolution authorizes the application of Revenues to certain purposes free and clear of the lien of the
pledge. These applications include payment of Operating Expenses from the Operating Expense Fund prior to the
deposit of Revenues in the Debt Service Fund. In addition, the Resolution provides that amounts on deposit in the
Rate Stabilization Fund may be used for any lawful purpose of the Authority or LIPA, and amounts retained in the
Revenue Fund may be used for any lawful purpose of the Authority or LIPA, as determined by the Authority.

The principal items in the Trust Estate pledged by the Resolution include:

(1) all payments received by the Authority from LIPA under the Financing Agreement, and
all rights to receive the same;

(i1) all Revenues and all right, title and interest of the Authority in and to Revenues, and all
rights of the Authority to receive the same;

(ii1) the proceeds of sale of Bonds until expended for the purposes authorized by the
Supplemental Resolution authorizing such Bonds; and

@iv) all funds, accounts and subaccounts established by the Resolution, including securities
credited thereto and investment earnings thereon.
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The Authority covenants in the Resolution that it will not, and will not permit LIPA to, issue any bonds,
notes or other evidences or indebtedness or otherwise incur any indebtedness, other than Bonds or Parity
Obligations, secured by a pledge of or other lien or charge on the Trust Estate which is prior to or of equal rank or
priority with the pledge made by the Resolution, and that it will not create or cause to be created any lien or charge
on the Trust Estate which is prior to or of equal rank or priority with the pledge made by the Resolution.

Payment of Revenues Pursuant to Financing Agreement

Under the Financing Agreement, LIPA transfers to the Authority all of its right, title and interest in and to
the Revenues, including all right to collect and receive the same, subject to the provisions of the Financing
Agreement and the Resolution providing for the application of Revenues, and consents to the assignment by the
Authority to the Trustee of its interest therein.

Revenues are defined in the Resolution to mean all revenues, rates, fees, charges, surcharges, rents,
proceeds from the sale of LIPA assets, proceeds of insurance, and other income and receipts, as derived in cash,
directly or indirectly from any of LIPA’s operations, by or for the account of the Authority or LIPA including but
not limited to all payments received by the Authority or LIPA with respect to KeySpan Promissory Notes, any
guaranty of performance under any System Agreement and all dividends received by the Authority as a result of
ownership of any stock or other evidence of an equity interest in LIPA; provided, however, that Revenues shall not
include (i) any Transition Charge (as defined below), (ii) any such income or receipts attributable directly or
indirectly to the ownership or operation of any Separately Financed Project, or (iii) any federal or State grant
moneys the receipt of which is conditioned upon their expenditure for a particular purpose unless the Authority
determines that such moneys constitute Revenues. Revenues also do not include any amounts, or amounts from any
sources, as may be specified from time to time by Supplemental Resolution; provided, however, that at such time the
applicable additional Bonds tests of the Resolution will be satisfied (whether or not the tests are then required to be
met for other purposes) without regard to such amounts. Transition Charge means any rates, fees, charges or
surcharges relating to the T&D System or the customers thereof established by irrevocable rate order or other action
or instrument, and applicable to or by the Authority or LIPA, in conjunction with the issuance of debt or other
securities under a separate resolution, indenture or similar instrument (other than the Resolution) to the extent such
rates, fees, charges or surcharges are pledged or otherwise encumbered or conveyed as security for such debt or
other securities.

Funds

The Resolution establishes the following Funds: the Construction Fund; the Revenue Fund; the Operating
Expense Fund; the Debt Service Fund; the Parity Contract Obligations Fund; the Subordinated Indebtedness Fund;
the LIPA Unsecured Debt Fund; the PILOTs Fund; and the Rate Stabilization Fund, all to be held by or on behalf of
the Authority with the exception of the Debt Service Fund, which is to be held by the Trustee.

Flow of Funds

The Authority is required by the Resolution, as promptly as practicable after receipt thereof by LIPA, to
deposit all Revenues in the Revenue Fund. Amounts on deposit from time to time in the Revenue Fund shall be
withdrawn and deposited in the following order of priority:

FIRST: to the Operating Expense Fund, the amount determined by the Authority from time to time to be
deposited to pay, or to be set aside therein as a reserve for the payment of, Operating Expenses;

SECOND: (A) to the Debt Service Fund, the amounts required to pay or provide for the payment of the
Principal Installments and Redemption Price of and interest on Bonds and Parity Reimbursement Obligations; and

(B) to the Parity Contract Obligations Fund, the amount determined by the Authority to be required to be
deposited therein to pay or provide for the payment of Parity Contract Obligations;

THIRD: if such amounts are not expected by the Authority to be required thereafter for purposes of
paragraphs FIRST and SECOND, to the Subordinated Indebtedness Fund, the amount determined by the Authority
to be required to be deposited therein to pay or provide for the payment of Subordinated Indebtedness;
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FOURTH: if such amounts are not expected by the Authority to be required thereafter for purposes of
paragraphs FIRST, SECOND or THIRD above, to the LIPA Unsecured Debt Fund, the amount determined by the
Authority to be required to be deposited therein to pay or provide for the payment of Outstanding LIPA Unsecured
Debt (including NYSERDA Financing Notes);

FIFTH: if such amounts are not expected by the Authority to be required thereafter for purposes of
paragraphs FIRST, SECOND, THIRD or FOURTH, to the PILOTs Fund, the amount determined by the Authority
to be required to be deposited in such Fund to pay or provide for the payment of PILOTs; and

SIXTH: if such amounts are not expected by the Authority to be required thereafter for purposes of
paragraphs FIRST, SECOND, THIRD, FOURTH or FIFTH, to the Rate Stabilization Fund, the amount determined
by the Authority to be deposited therein to provide for any payments or deposits from Revenues thereafter.

Any moneys remaining in the Revenue Fund may be used for any lawful purpose of the Authority or LIPA,
as determined by the Authority, including, but not limited to, the purchase or redemption of any bonds, notes or
other obligations of the Authority or LIPA.

The Trustees have stated a goal of maintaining cash balances, including the Rate Stabilization Fund, of
$250 million. Such balances have fluctuated in the past and are expected to fluctuate from time to time in the future.

Rate Covenant

The Authority covenants in the Resolution to establish and maintain System fees, rates, rents, charges and
surcharges sufficient in each Fiscal Year so that Revenues reasonably expected to be produced in such Fiscal Year
will be at least equal to the sum of:

(1) 100% of Debt Service, and amounts under all Parity Contract Obligations, payable by the
Authority in such Fiscal Year;

(i1) 100% of the Operating Expenses payable in such Fiscal Year;
(iii) 100% of the amount necessary to pay all PILOTSs payable in such Fiscal Year; and

(iv) 100% of the amount necessary to pay other Required Deposits, all other payments required
pursuant to the Resolution and the Financing Agreement, and all other payments required for the System, for such
Fiscal Year.

If at any time such fees, rates, rents, charges and surcharges are or will be insufficient to meet the Rate
Covenant, it will not constitute an Event of Default if and to the extent the Authority promptly takes action
reasonably expected by the Authority to cure or avoid any such deficiency or to cause the same to be cured or
avoided. In addition, the failure in any Fiscal Year to comply with the covenant in clauses (iii) and (iv) above (the
“non-debt service and operating expense rate covenant), will not constitute an Event of Default if the Authority
retains a Rate Consultant and a Consulting Engineer for the purpose of reviewing System fees, rates, rents, charges
and surcharges and reviewing the System Budget and complies with the following sentence. If the Rate Consultant
(relying upon a certificate of the Consulting Engineer) is of the opinion that a schedule of fees, rates, rents, charges
and surcharges for the T&D System which would provide funds to meet the requirements specified in the non-debt
service and operating expense rate covenant is impracticable at that time and the Authority therefore cannot comply
with the non-debt service and operating expense rate covenant, then the Authority will fix and establish such
schedule of System fees, rates, rents, charges and surcharges as is recommended in such certificate by the Rate
Consultant to comply as nearly as practicable with the non-debt service and operating expense rate covenant, and in
such event the failure of the Authority to comply with the non-debt service and operating expense rate will not
constitute an Event of Default.

For purposes of the Rate Covenant, at any time, (i) Revenues include any amounts withdrawn or expected
to be withdrawn thereafter in any Fiscal Year from the Rate Stabilization Fund which were either (a) on deposit
therein prior to such Fiscal Year or (b) proceeds of Bonds or Subordinated Indebtedness issued to fund the
Shoreham Credits, (ii) Revenues do not include any proceeds from the sale of LIPA assets or proceeds of insurance,
and (iii) Debt Service, Parity Contract Obligations, PILOTs and other Required Deposits will not include any
amounts expected by the Authority to be paid from any funds, other than Revenues, reasonably expected by the
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Authority to be available therefore (including without limitation the anticipated receipt of proceeds of sale of Bonds
or Subordinated Indebtedness, or moneys not a part of the Trust Estate, expected by the Authority to be used to pay
the principal of Bonds, Parity Contract Obligations, Outstanding LIPA Unsecured Debt or Subordinated
Indebtedness, other than proceeds of Bonds or Subordinated Indebtedness issued to fund the Shoreham Credits),
which expectations, if included in a resolution of the Authority or Certificate of an Authorized Representative, will
be conclusive.

In addition, the Authority covenants in the Resolution to review, or cause LIPA to review, the adequacy of
System fees, rates, rents, charges and surcharges at least annually. Except to the extent required by law, the
Authority covenants not to permit LIPA to furnish or supply or cause to be furnished or supplied any product, use or
service of the System free of charge (or at a nominal charge) to any person, firm or corporation, public or private,
unless the Authority determines that other adequate consideration has been, or is expected to be, received in
connection therewith, and to cause LIPA to enforce or cause to be enforced the payment of any and all amounts
owing to LIPA for use of the System in accordance with the Financing Agreement.

Additional Bonds Test

There is no limit or test for the issuance of additional Bonds under the Resolution.

Subordinated Indebtedness; Acceleration of Subordinated Indebtedness

There is no limit or test for the issuance of Subordinated Indebtedness under the Resolution.

Subordinated Indebtedness is subject to acceleration prior to maturity upon the occurrence of certain
events.

Such accelerations would not cause an acceleration of the Bonds or affect the priority of the application of
Revenues to the payment of the Bonds. In such an event any amounts then available under the Resolution after the
payment of Operating Expenses and Debt Service on any Bonds and Parity Contract Obligations could be required
to be applied to the payment of the Subordinated Indebtedness.

LONG ISLAND POWER AUTHORITY

The Authority is a corporate municipal instrumentality and a political subdivision of the State of New York
created by the Act, which was enacted in 1986. LIPA is a wholly-owned subsidiary of the Authority, which was
formed and exists under the Business Corporation Law of the State of New York.

The Act

Pursuant to the Act, the Authority has all of the powers necessary or convenient to carry out the purposes
and provisions of the Act including, without limitation, to (i) acquire real or personal property; (ii) enter into
agreements or contracts consistent with the exercise of its powers; (iii) borrow money, issue notes, bonds or other
obligations and secure its obligations by mortgage or pledge of its property; (iv) create or acquire one or more
wholly-owned subsidiaries; (v) set its rates and charges; and (vi) make inquiries, investigations and studies
necessary to carry out its objectives.

The Authority may enter into agreements to purchase power from the Power Authority of the State of New
York (“NYPA”), the State, any State agency, any municipality, any private entity or any other available source
(excluding Canada unless negotiated through NYPA) at such price as may be negotiated. The Authority is
specifically authorized to provide and maintain generating and transmission facilities and enter into management
agreements for the operation of all or any of the property or facilities owned by it. Finally, the Authority may
transfer any of its assets to one or more private utilities or municipal gas or electric agencies for such consideration
and upon such terms as the Authority may determine to be in the best interest of the gas and electric ratepayers in
the Service Area. The Act permits the Authority to file a petition under Chapter 9 of Title 11 of the United States
Bankruptcy Code or take other similar action for the adjustment of its debts. LIPA as a corporation may file a
petition under Chapter 7 or Chapter 11 of Title 11 of the United States Bankruptcy Code.



The Act requires that any resolution authorizing the issuance of bonds contain a covenant by the Authority
that it will at all times maintain rates, fees or charges sufficient to pay, and that any contracts entered into by the
Authority for the sale, transmission or distribution of electricity shall contain rates, fees or charges sufficient to pay,
the costs of operation and maintenance of the facilities owned or operated by the Authority, payments in lieu of
taxes, renewals, replacements and capital additions, the principal of and interest on any obligations issued pursuant
to such resolution as they become due and payable, and to establish or maintain any reserves or other funds or
accounts required or established by or pursuant to the terms of such resolution. See “RATES AND CHARGES —
Authority to Set Electric Rates.”

Trustees

The Authority is governed by a fifteen member Board of Trustees who are required under the Act to be
residents of the service area. The Governor appoints nine of the Trustees. Of the six remaining, three are appointed
by the Majority Leader of the New York State Senate, and three are appointed by the Speaker of the New York State
Assembly. A chairman of the Trustees is also appointed by and serves at the pleasure of the Governor. Each
Trustee serves for a staggered term of four years. A Trustee whose term expires continues to serve until his or her
successor is appointed. Pursuant to the Act, the Trustees and the officers of the Authority are not subject to any
personal or civil liability resulting from the exercise, carrying out or advocacy of any of the Authority’s purposes or
powers. Trustees are entitled to reimbursement for reasonable expenses in the performance of their duties. The
By-laws and other instruments of the Authority and LIPA provide for the indemnification of the Trustees, officers
and employees of the Authority and the directors, officers and employees of LIPA.

Management and Operation of the System

Administrative Services Agreement. The Authority and LIPA are parties to an Administrative Services
Agreement (the “Administrative Services Agreement”), which sets forth the terms and conditions under which the
Authority will provide personnel, personnel-related services and other services (including management, supervisory,
payroll and other services) necessary for LIPA to provide electric service in the Service Area. Except for services of
the type and nature provided to LIPA by outside independent agents, attorneys and consultants and for any other
services provided under agreements approved by the Authority, LIPA will meet its personnel and personnel-related
needs exclusively through the Administrative Services Agreement. The Administrative Services Agreement may be
amended from time to time to reflect the changing needs of the Authority and LIPA.

Under the Administrative Services Agreement, the services provided by the Authority include, but are not
limited to: (i) performance of LIPA’s duties and obligations and enforcing its rights under any existing and future
contracts between LIPA and any other person, including, but not limited to, the MSA, EMA and PSA;
(i1) coordination of services for which LIPA contracts; (iii) coordination of negotiations and studies authorized by
LIPA for any project for the supply of power and energy or the provision of transmission capacity to LIPA;
(iv) reviewing invoices; (v) disbursement of all funds of LIPA; (vi) preparation of construction and operating
budgets on behalf of LIPA; (vii) provision or coordination of all other accounting matters and preparation of billings
to, and collection from, LIPA’s customers; (viii) coordination of all other matters arising under any agreements
relating to any project that LIPA might undertake; (ix) securing information from any persons required to fulfill
LIPA’s obligations under any agreements arising from the Administrative Services Agreement, the agreements
referred to in clauses (i) and (viii), and any project LIPA might undertake; (x) provision or coordination of rate
matters; and (xi) provision or coordination of such other services as LIPA determines are required to carry out its
business in an economical and efficient manner.

Board/Management. The present Board leadership, officers, and senior management of the Authority, with
information covering their background and experience, are listed below.

Howard E. Steinberg (65) is the Chairman of the Authority. Mr. Steinberg was appointed Chairman in
January 2010. Mr. Steinberg became a Trustee in April 1999. He is a senior partner at the law firm McDermott
Will & Emery. Mr. Steinberg served as Chairman of the New York State Thruway Authority and Chairman of the
New York State Canal Corporation from 1996 to 1999. Mr. Steinberg has served as a member of the Board of
Regents of Georgetown University, a member of the Board of Directors of Sheltering Arms Children’s Services, and
a member of the Board of Overseers of the University of Pennsylvania School of Arts and Sciences. He holds a
B.A. from the University of Pennsylvania, and a J.D. from Georgetown University Law Center.
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Kevin S. Law (50) is the President and Chief Executive Officer of the Authority. He was appointed to this
position in October 2007. He had previously served as a Trustee and Chairman of the Authority beginning in
January 2007, and also served as Chief Deputy County Executive and General Counsel for the Suffolk County
Executive from January 2004 to October 2007. Prior to that Mr. Law was the Managing Partner of the Long Island
office of Nixon Peabody LLP, a national law firm of over six hundred attorneys. Mr. Law received an Associate of
Arts from Suffolk County Community College, a Bachelor of Arts from SUNY, Stony Brook, a Master of Science
from the Graduate School of Urban Affairs and Planning at CUNY, Hunter College and a Juris Doctor from
St. John’s University School of Law.

Herbert L. Hogue (61) is the Vice President of Finance and Chief Financial Officer of the Authority. He
was appointed to this position in June 2009. Mr. Hogue has over 20 years of experience in electric power industry
finance. Prior to joining the Authority, Mr. Hogue was Chief Financial Officer for Seattle City Light, the electric
utility for the Seattle area. Prior to that, he was Managing Director of Corporate Finance for American Electric
Power for eight years where he directed project and corporate financings in the U.S., Europe, Latin America and
Asia. Mr. Hogue also served as Vice President of Finance for Calpine Corporation and also served in finance for
Chevron Corporation. He has an M.B.A. from Harvard, a Master of City Planning degree from the University of
Pennsylvania and a Bachelor of Science in Civil Engineering from Stanford.

Lynda Nicolino (45) is the General Counsel and Secretary of the Authority. She was appointed to this
position by the Board in March 2008 after having been previously appointed Acting General Counsel in March
2007. She joined the Authority in June 1999 as Assistant General Counsel. Prior to joining the Authority, Ms.
Nicolino supervised and managed the Suffolk Regional Office for the New York State Attorney General for nearly
four years during her tenure as Assistant Attorney General In Charge. Prior to her work with the New York State
Attorney General, she worked as an Assistant District Attorney in Suffolk County and in the private practice of law.
Ms. Nicolino graduated from Stony Brook University with a Bachelor of Arts degree and received a Juris Doctor
from Hofstra University Law School.

Michael Deering (54) is the Vice President of Environmental Affairs for the Authority. He joined the
Authority in November 2007. Mr. Deering brings 25 years of environmental and energy experience to the position
having served most recently as Vice President of Government Affairs for the Long Island Association, the region’s
largest business and civic organization. He previously served as the first Commissioner of Suffolk County’s
Department of Environment and Energy where he helped to overhaul the county’s open space and farmland
preservation programs. Prior to his tenure with the County, he served first as Legislative Director for the New York
State Legislative Commission on Water Resource Needs of Long Island and later as Chief of Staff for New York
State Assemblyman Thomas P. DiNapoli. Mr. Deering earned a Bachelor’s Degree in Political Science from C.W.
Post College and a Master’s Degree in Government and Politics from St. John’s University. As an adjunct instructor
at St. John’s, he has taught courses on Government and Politics and Environment and the Law.

Bruce Germano (58) is Vice President of Customer Services for the Authority. He joined the Authority in
March 1999. Mr. Germano has worked in the energy field both domestically and internationally for over 36 years,
holding positions with Keyspan Corporation, Long Island Lighting Co., American Electric Power, and Gibbs and
Hill Inc. Mr. Germano holds a B.S. in Engineering from Manhattan College and a M.S. in Industrial Management
from SUNY Stony Brook. He is past Chairman of the Steering Committee of Intelligrid under EPRI, an
international electric utility consortium whose mission is to develop the smart grid required to support the needs of a
digital society in the 21" century. He is also Chairman of the Hauppauge Industrial Association, a 1,000 member
business association, a member of the Executive Board of the Long Island Forum for Technology, a past Vice
President of the Board for the Advancement of Commerce, Industry and Technology, and a member of the
Executive Committee of the Long Island Business Development Council.

Michael D. Hervey (51) is Senior Vice President of Operations for the Authority. He was appointed to this
position in May 2006 after over five years of service to the Authority as the Executive Director of Transmission and
Distribution Operations. Prior to joining the Authority in 2000, Mr. Hervey held several positions of increasing
responsibility with Commonwealth Edison Company in Chicago, Illinois. Responsibilities at Commonwealth
Edison included workforce management, construction, maintenance, quality assurance, disaster recovery, process
computing, organizational design, and asset management. He holds a B.S. in Electrical Engineering from Iowa State
University and an M.B.A. from Hofstra University.
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Paul DeCotis (54) is Vice President of Power Markets for the Authority. He joined the Authority in July
2009. Prior to joining the Authority, he served as Deputy Secretary for Energy in New York, serving as senior
advisor to Governor Spitzer and Governor Paterson. He also served as the Chair of the State Energy Planning
Board. Prior to his position in the Governor’s administration, he served as Director of Energy Analysis for the New
York State Energy Research and Development Authority. Prior to this, he was Chief of Policy at the State Energy
Office. Since 1985, he has served as an adjunct faculty member at several colleges and universities including
Cornell University, Rochester Institute of Technology and Sage Graduate School. He holds a Bachelor of Arts in
International Business Management from the State University College at Brockport, a Master of Arts in Economics
from the University at Albany and his Master of Business Administration in Finance from Sage Graduate School at
Russell Sage College.

Frederick Pollert (60) is Vice President of Administration for the Authority. He joined the Authority in
October 2009. Prior to joining the Authority, Mr. Pollert served for over 35 years in Suffolk County government.
Mr. Pollert most recently served as Deputy County Executive for Finance and Management for Suffolk County.
Prior to this, he served as the Director of the Suffolk County’s Legislature’s Budget Review Office. Mr. Pollert
holds a Master of Business Administration in Industrial Administration from the University of Connecticut and a
Bachelor of Arts degree from Manhattan College.

Kenneth Kane (49) is the Controller of the Authority. He joined the Authority in 1999 as its Director of
Financial Reporting. Mr. Kane has over 25 years of experience in the electric utility industry. Prior to joining the
Authority, Mr. Kane held the position of Manager of Regulatory and Financial Reporting for LILCO. Prior to this,
Mr. Kane held positions at Mitchell Hutchins Institutional Investors and Ernst & Young, LLP. Mr. Kane is a
Certified Public Accountant in the State of New York, is a member of the American Institute of Certified Public
Accountants, holds a B.A. from Pace University and an M.B.A. in Finance from Hofstra University.

Advisory Panel

LIPA's President and CEO, Kevin Law has formed an Advisory Panel, comprised of elected officials,
energy experts and business and financial leaders from Long Island to examine LIPA's financial, and legal structure
and the Authority's business model. The panel met for the first time on January 15, 2009 and continues to meet
periodically.

THE SYSTEM

Service Area

The Service Area consists of Nassau and Suffolk Counties in Long Island (with certain limited exceptions)
and a small portion of Queens in New York City known as the Rockaways. The population of the Service Area was
estimated by LIPA at 3.0 million as of December 31, 2009, an increase of approximately 6,500 since December 31,
2008 and an increase of over 144,000 since December 31, 2000. As of December 31, 2009, the Authority had
approximately 1.1 million customers in the Service Area.

Once considered a “bedroom community” of New York City, Long Island has evolved into a significant
regional economy that benefits from its proximity to Manhattan, but also generates its own income, employment,
and regional output. Long Island’s assets include a highly skilled labor force, close proximity to New York City,
19 colleges and universities and core research institutions, such as Brookhaven National Laboratory, Cold Spring
Harbor Laboratory, and the technology and science developmental centers at Stony Brook and Farmingdale
Universities that specialize in the areas of biotechnology, computer sciences, wireless and internet technologies, and
energy. Long Island also has a highly desirable suburban life style that attracts many individuals to live, work and
vacation within the area.

The Long Island economy benefits from high average personal income, and a service-based economy.
Long Island’s economy, however, has been and is expected to continue to be impacted by the national recession.
The unemployment rate was approximately 7.0 percent in December 2009, up from 5.8 percent in 2008, and from
3.8 percent in 2007 and 2006. Overall, according to independent, published market research, Long Island’s recent
occupancy rates have been among the lowest in the nation for urban and suburban markets.
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In the year ending December 31, 2009, approximately 52% of LIPA’s annual retail revenues were received
from residential customers and 43% from commercial and industrial customers with the balance derived from sales
to other municipalities and public authorities. Individual commercial and industrial customers are relatively small
with approximately 93% of these customers having peak demands less than 75 kW. The largest customer in the
Service Area (the Long Island Rail Road) accounted for less than two percent of total sales and less than two percent
of revenue.

The Transmission and Distribution System

The T&D System is an integrated electric system consisting of overhead and underground facilities,
vehicles, equipment, land parcels, easements, contractual arrangements and other assets used to provide the
transmission and distribution of electric capacity and energy to and within the Service Area. The T&D System
includes seven transmission interconnections that are owned in part or under contract that link the T&D System to
utilities outside the Service Area.

Transmission Facilities

LIPA’s transmission facilities provide for the delivery of capacity and energy from the transmission
interconnections and on-Island generating stations to LIPA’s electric distribution system. As of December 31, 2009,
the transmission system consists of approximately 1,323 miles of overhead and underground lines with voltage
levels ranging from 23 kilovolts (“kV”) to 345 kV.

The on-Island transmission system has been constructed following standards similar to those employed by
other major electric utilities in the Northeast and includes wood poles, steel poles, and lattice steel towers. Many of
the existing transmission structures support distribution circuits and/or connections for telephone, cable television,
or fiber optics.

Thirty-nine transmission substations are in service and utilized on the T&D System. The combined
capability of these substations is approximately 8,798 million volt-amperes (“MVA”). The transmission system
includes transformation equipment at 20 generating sites that is used to step up the generation voltage to
transmission voltage levels. With the exception of certain facilities at various generating facilities (e.g., auxiliary
and starting transformers), transformation equipment is owned by LIPA.

Distribution Facilities

The distribution system is comprised of 13 kV and 4 kV facilities and is comprised of a combination of
overhead and underground equipment. There are currently 148 substations throughout the Service Area that step the
voltage down from transmission to distribution levels. These distribution substations have a combined
transformation capability of approximately 8,122 MVA. As of December 31, 2009, the distribution system also
includes 13,681 circuit miles of overhead and underground line (9,017 overhead and 4,664 underground), and
approximately 186,272 line transformers with a total capacity of approximately 12,168 MVA. Approximately
38.2 percent of the poles on which LIPA’s distribution facilities have been installed are owned by Verizon
Communications and used by LIPA pursuant to a joint-use agreement.

Reliability

LIPA undertakes programs intended to maintain and/or improve the reliability and quality of electric
service within the Service Area. For the distribution system, this program is focused on several major areas:
(1) circuit reconfiguration and reinforcement; (ii) pole replacement; (iii) system automation; (iv) tree trimming;
(v) targeted system enhancements; and (vi) circuit conversion and reinforcement projects to serve new customer
loads. For the transmission system, the improvement program is focused on: (i) transmission system reliability;
(i1) substation reliability improvements; (iii) transmission breaker replacements; and (iv) structure inspection
program. These program elements are a key part of LIPA’s efforts to achieve and maintain good results in limiting
both the frequency and duration of customer outages.

The MSA establishes incentive measures for the Manager to maintain frequency and duration of outages
for the T&D System below prescribed levels. Statistics for the 1999 through 2009 period indicate that LIPA’s
systemwide frequency and duration of outages were better than average for similar New York State utilities.
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The average period between interruptions for a customer served by LIPA during 2009 was approximately
16.3 months. For those LIPA customers affected by an interruption during 2009, the average length of interruption
was approximately 70 minutes. These statistics compare to an average time between interruption of 15.6 months
and an average interruption of 82 minutes for a LIPA customer during 2008.

Over the five-year period 2005 through 2009, LIPA’s customers experienced an average of 15.0 months
between interruptions and average interruption times of 74 minutes. Based on data provided by the State for all
State utilities (other than Consolidated Edison Company of New York, Inc. (“Con Edison™)), the average time
between interruptions during this five-year period was 11.0 months and the average duration of an interruption was
123 minutes.

Long Island experiences seasonal conditions typical of the northeast United States. Summers are usually
hot with high temperatures in excess of 90°F. Winters include snow and icing conditions that can be damaging to
overhead power lines. In addition, the Service Area experiences severe storms, including hurricanes, which can be
particularly damaging due to Long Island’s coastal location. In response to these conditions, the T&D System has
been constructed and maintained to minimize damage from high winds, and LIPA has adopted storm response
procedures that are designed to restore service expeditiously.

Transmission Interconnection Facilities

The geographic location of the Service Area restricts the number of transmission interconnections between
LIPA’s T&D System and other systems in the region. Currently, seven major transmission lines connect the T&D
System with the Con Edison system to the west and with Connecticut Light and Power (“CL&P”) and United
[lluminating Company to the north and Jersey Central Power & Light (“JCP&L”) to the south. These
interconnections are summarized in the table on the next page.

Service Area Transmission Interconnections

Off System Voltage

Name Terminal Locations Interconnecting Utility Level®

Dunwoodie to Shore Road (“Y-50")......ccccceueueee. Westchester County, NY Con Edison' 345 kV

East Garden City to Sprainbrook (“Y-49”)........... Westchester County, NY NYPA' 345 kV

Northport to Norwalk Harbor Cable (“NCC”) ..... Norwalk, CT CL&P'? 138 kV

Jamaica to Lake SUucCess .......covvvvevereerieineceiene Queens, NY Con Edison' 138 kV

Jamaica to Valley Stream. Queens, NY Con Edison' 138 kV

Shoreham to East Shore .........cooceeevcvnncccninenne New Haven, CT United Illuminating 138 kV*

Company

Newbridge to LeVittown .........cccovevereiererirerienennn Sayreville, NJ JCP&L’ 345 kV*©

1 Con Edison own the portion of the interconnections not owned by LIPA.

2 Kilovolt or “kV.”

3 CL&P = Connecticut Light and Power. CL&P is the wholly-owned operating subsidiary of Northeast Utilities.
4 This cable carries high voltage direct current, which is converted and delivered at 138 kV.

5 JCP&L = Jersey Central Power & Light. JCP&L is a wholly-owned operating subsidiary of First Energy.

6 This cable carries high voltage direct current, which is converted and delivered at 345 kV.

The Con Edison cable extending approximately 18 miles from Dunwoodie to Shore Road (the “Y-50
Cable”) was placed in operation in August 1978 and is jointly owned by LIPA and Con Edison. The cable is
currently operating at full capacity. Power is wheeled by Con Edison across its share of the Y-50 Cable and
delivered to Con Edison via the two 138 kV cables to Jamaica.

The East Garden City to Sprainbrook interconnection (the “Y-49 Cable”), installed in 1991, is another
major transmission interconnection. The Y-49 Cable is comprised of submarine and land-based portions totaling
approximately 23 miles. This line is owned entirely by NYPA; however, most of the capacity of the Y-49 Cable is
used by LIPA under the terms of a contract with NYPA. The Y-49 Cable has generally performed well with only a
few instances of outages due to terminal equipment failures and one interruption due to an anchor dragging across
the submerged cable.
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The cable from Northport to Norwalk Harbor (the “NCC”), originally installed in 1969, extends
approximately twelve miles under the Long Island Sound from the Northport generating station in Suffolk County,
New York to Norwalk Harbor, Connecticut. LIPA owns that portion of the line from Northport to the New York-
Connecticut state boundary. Due to repeated damage suffered by the original NCC over the years from barges and
ships operating in the Long Island Sound, LIPA and CL&P undertook the replacement of the NCC in accordance
with an implementation plan that was approved by all required regulatory and other agencies. The replacement
NCC began full commercial operation in December 2008.

The cable from Shoreham to New Haven (the “Cross Sound Cable” or “CSC”) was constructed pursuant to
a firm transmission capacity purchase agreement (the “CSC Agreement”) entered into between LIPA and Cross
Sound Cable Company, LLC (“CSC LLC”) in 2000 pursuant to which LIPA agreed to purchase up to 330
megawatts of transmission capacity. The CSC Agreement, as amended, expires in 2032. The CSC became
operational in June 2004.

In September 2005, LIPA entered into a 20-year firm transmission capacity purchase agreement with
Neptune Regional Transmission System LLC (“Neptune”) to permit LIPA to import power from New Jersey over an
undersea high-voltage transmission cable capable of carrying 660 megawatts of electricity which was constructed by
Neptune. The cable runs from Sayreville, New Jersey under the Atlantic Ocean and connects with LIPA at its
Newbridge Road substation in Levittown. The cable became operational in July 2007.

Capital Improvement Plan

During the period 2005 through 2009, an average of approximately $266 million per year was spent on
capital additions and improvements including NMP2 expenditures. Such expenditures included interconnection
costs associated with the undersea cable from Sayreville, New Jersey and the new generating stations on Long
Island, reliability enhancements, capability expansion, new customer connections, facility replacements and public
works. Capital expenditures for the years 2005 through 2009 were $229 million, $298 million and $300 million,
$297 million and $278 million, respectively. Capital expenditures for 2010 are budgeted at approximately $277
million. The 2010 capital expenditure program provided for a continuation of the historical programs to maintain
reliability and quality of electric service, as well as expenditures for capability expansion, new customer
connections, facility replacements, reliability enhancements and public work projects that were comparable to
historical levels.

As shown in the table below, LIPA’s 18 percent share of capital expenditures for NMP2 during the period
2005 through 2009 averaged approximately $13.7 million annually for plant modifications and nuclear fuel
purchases.

LIPA’s 18% Share of NMP2 Capital Expenditures

(in millions)
Year Plant Modifications Fuel Total
2005%* 3.1 11.1 14.2
2006 4.6 1.7 6.3
2007* 4.6 13.2 17.8
2008 4.8 0.5 5.3
2009* 4.5 20.6 25.1

* Year of a refueling or fuel purchase.
Budgeted capital expenditures for NMP2 for calendar year 2010 total $31 million for anticipated

expenditures for routine projects and fuel purchases.

The table below shows estimated capital expenditures for the period 2010 through 2014.
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Capital Expenditures

(in_millions)
2010 2011 2012 2013 2014

T&D System':

System ENhanCements. ...........cvueueueereeenrueioeieneeneseesesensieisenens $ 198 $ 259 $ 284 $ 279 $ 279
Interconnections 4 2 - - -
INEW CUSOMCTS .......oovoveceveeceeeeeeesseeeeseseeseseseesenes e eessesseneseeeas 25 24 24 24 24
PUDBLIC WOTKS ... 6 4 3 3 3
Total T&D SYSLEM .....uvvivieieieierereieiieeeeeeieie e $ 233 $ 289 $ 311 $ 306 $ 306
NP2 ..ottt 31 16 28 8 26
LIPA INterNal’ ... 13 8 2 2 2

Total Capital EXpenditures..........ccoevveerieenieinieinieeeerieeseenenen $ 277 $ 313 $ 341 $ 316 $ 334

1 Values for 2010 and 2011 reflect amounts included in LIPA’s approved capital budget. Values for 2012 through 2014 are estimated. Values do not
include capitalized interest.

2 Reflects LIPA’s 18 percent share of NMP2’s nuclear fuel purchases and asset expenditures including those relating to the proposed increased power
rating for NMP2. Amounts exclude materials and supplies inventory purchases.

3 Capital expenditures and deferred charges for information systems, non-owned interconnection facilities, furniture, and equipment.

Loads

The Service Area is characterized by customer usage patterns and weather conditions that result in peak
usage during the summer and relatively low annual load factors. The peak usage for 2009 reached approximately
5,186 megawatts (“MW”) for the Long Island Control Area (the Service Area together with three municipalities
within the Service Area served by their own utilities) of which LIPA accounted for 5,034 MW.

The table below shows peak demand and weather-normalized peak load for the period 2005 through 2009.

Peak Demand Weather
Year MW) Normalized (MW)
2005 5,115 5,130
2006 5,667 5,200
2007 5,247 5,239
2008 5,130 5,284
2009 5,034 5,208

Under the MSA, the Manager prepares load growth forecasts annually. The Manager’s most recent
estimate of annual peak demand within the Service Area shows annual compound growth of approximately 1.4
percent over the five year period 2010 to 2014. This growth rate would increase LIPA’s summer peak demand, prior
to the effects of cogeneration, NYPA supplied load and demand side management, to approximately 5,675 MW in
2014 on a weather normalized basis. The Manager updates its estimates for summer peak demand in the fourth
quarter of each year.

Power Supply

LIPA currently expects to rely on existing power supply resources, additional power supply resources being
developed, additional purchases, energy efficiency and demand side management programs to meet its capacity and
energy requirements during the 2010 through 2014 period. During 2009, LIPA’s 18% interest in NMP2 and its
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rights to the capacity of the GENCO Generating Facilities provided approximately 4,284 MW of generating
capacity. Other purchases, including on Island independent power producers (“IPPs”) and off Island purchases from
NYPA (including Power for Jobs) and other suppliers, provided approximately 1,618 MW of additional capacity. In
aggregate, these resources provided approximately 5,902 MW in 2009.

To satisfy the anticipated growth in capacity needs of its electric customers, LIPA expects to enter into
additional power purchase agreements as more fully described under “New Power Supply Resources,” below, and to
implement customer peak load and energy reductions through energy efficiency and demand side management
programs, cogeneration projects and NYPA’s Power for Jobs program. Current reliability rules applied by the
NYISO require LIPA to supply at least 104.5 percent of its projected summer 2010 peak load from on Island
installed capacity (“ICAP”) resources (the “On Island Requirement”).

LIPA recently updated its Electric Resource Plan for the period 2010-2020. The Electric Resource Plan is
intended to provide a blueprint for Long Island’s electric energy future and factors in changes in the energy market
and technology since the last plan was prepared. The Electric Resource Plan looks at various resource alternatives
including, among others, energy efficiency, renewable energy resources, and repowering alternatives. In addition, in
2009 LIPA initiated its $924 million, 10-year energy efficiency program, which is designed to reduce demand by
500 MW. Based on LIPA’s current projections of its load and resources, LIPA’s existing resources, combined with
new generating plants expected to be added, are projected to be sufficient to meet or exceed this minimum
requirement through 2020. The power supply resources relied on by LIPA to supply the electric needs of its
customers are described below.

Existing Capacity and Energy Resources

Pending the results of any competitive solicitation to be issued in 2010, LIPA is expected to rely on
existing power supply resources, including facilities owned by GENCO, LIPA’s share of NMP2 (“Nuclear”), and
recent and planned purchases of capacity and energy from new facilities constructed on Long Island to meet the bulk
of its capacity and energy requirements during the Projection Period. The table below sets forth LIPA’s historical
loads and resources.
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Historical Loads And Resources

Calendar Year

2005 2006 2007 2008 2009
Annual Peak Demand (Summer) (MW)1 5,115 5,667 5,247 5,130 5,034
Capacity (MW)?
NUCICAT® ..o 207 205 205 205 206
Purchased Capacity:
GENCO
Steam®....ooiieeeeeeeeeeeeeeeeen 2,691 2,683 2,669 2,685 2,707
Other* ..., 1,385 1,361 1,372 1,375 1,371
Other Purchased Capacity” ...................... 1,190 1,395 1,446 1,357 1,618
Total Purchased Capacity................ 5,266 5,439 5,487 5,417 5,696
Total Capacity ......ceevvuveeeriveeeniieeeniieeene 5,473 5,644 5,692 5,622 5,902
Annual Reserve Margin:
MW e 358 -23 445 492 868
Percent 7.0 -0.4 8.5 9.6 17.2
Energy (MWh)
Total Energy Requirements’ 21,779,217 21,077,467 21,609,275 21,389,895 20,727,286
Generating Resources:
NUCLEar® ...o.ooveeeeeeeeeeeeeeeeeee, 1,784,200 1,627,979 1,635,958 1,536,078 1,785,593
Purchased Energy:
GENCO
Steam.......eeveeerriiiiiiieee e 10,706,291 9,328,915 8,626,630 6,748,379 4,900,602
Other ..o 424,776 218,913 261,139 261,035 192,397
Other Purchased Energy® ................ 8,863,950 9,901,660 11,085,548 12,844,403 13,848,694
Total Purchased Energy................... 19,995,017 19,449,488 19,973,317 19,853,817 18,941,693
Total ENergy ......coooevvvveeeeeeviiiiieeeeeens 21,779,217 21,077,467 21,609,275 21,389,895 20,727,286

1 Includes peak demand load for Long Island Choice load, Power-for-Jobs and the Grumman campus.

2 Summer capacity rating as measured in October of each year. Includes capacity under contract to LIPA.

3 LIPA’s 18 percent share of NMP2.

4 Values from National Grid Corporate Services.

5 Includes on and off-island resources under contract at time of peak. Resources include capacity associated with independent power
producers, firm capacity purchases, and Power-for-Jobs, and power supply agreements. Excludes short-term bi-lateral and NYISO capacity
market auction purchases.

6 Equal to capacity less demand.

7 Includes energy requirements for Power-for-Jobs, Long Island Choice and the Grumman campus.

Power Supply Agreement

Pursuant to the PSA, GENCO supplies LIPA with all of the capacity of the GENCO Generating Facilities.
The PSA terminates on May 28, 2013, and may be renewed by LIPA on terms comparable to the original PSA. The
GENCO Generating Facilities consist of 53 fossil fuel generating units at 13 sites on Long Island totaling
approximately 4,000 MW in capacity. These steam, combustion turbine, and internal combustion generating units
operate using oil, natural gas, or both. The tables below provide a summary description of the GENCO Generating
Facilities and historical generation levels for these facilities for the 2005 through 2009 period. The decline in
generation from the GENCO Generating Facilities reflects the displacement by more economic sources of
generation, including off-island purchases over the new submarine transmission cables.
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Under the PSA, LIPA pays GENCO certain fixed and variable rates for the generating capacity supplied by
GENCO. LIPA and GENCO have agreed to a formula for the adjustment of these charges through the term of the
PSA. These rates are subject to the jurisdiction of FERC. Pursuant to the terms of the PSA, the rates were reset
effective January 1, 2004 and were reset again effective February 1, 2009. The rates are not scheduled to reset again
prior to the expiration of the PSA in 2013.

GENCO’s annual capital expenditures are subject to approval by LIPA. LIPA pays for approved GENCO
capital expenditures through the depreciation accruals and return on investments included in the rates for capacity
charged under the PSA. The PSA also provides for certain incentives and disincentives related to targeted
performance levels by GENCO, including summer dependable maximum net capability, availability, and efficiency
levels (heat rate) of the generating facilities.

LIPA is responsible for the supply of natural gas and fuel oil required for operation of the GENCO
generating units. The Fuel Manager, a National Grid Sub, procures and manages this fuel supply for LIPA pursuant
to the EMA.

GENCO Generating Facilities'
Summary Description

Summer Year of
Nameplate DMNC Rating Commercial
Facility Rating (MW) (MW)? Fuel Operation County
Steam Turbine:
E.F. Barrett 1,2 .....cooooeiiiiiiceieeieens 350 392 Gas, Oil 1956, 1963 Nassau
Far Rockaway 4°. 100 107 Gas, Oil 1953 Queens
Glenwood 4,5 ..... 200 234 Gas 1952, 1954 Nassau
Northport 1,2,4 ... 1,125 1,188 Gas, Oil 1967, 1968, 1977 Suffolk
NOTthport 3 ...cveveeiieieeiceeeeeeeene 375 397 Oil 1972 Suffolk
Port Jefferson 3,4.......cc.covreverreereneennnn. 350 388 Gas, Oil 1958, 1960 Suffolk
Subtotal.......cccceeveeeeieieieieens 2,500 2,706
Combustion Turbine:
E.F.Barrett [-12....ccccoooveieiiiiieeeeenen, 311 297 Gas, Oil 1970-1971 Nassau
Wading River* ........c.coooorvoervierrrnennn. 242 242 0Oil 1989 Suffolk
East Hampton 1 .....c.cccccevevvincincennne. 21 19 Oil 1970 Suffolk
Glenwood 1-3%.... 126 117 Oil 1967-1972 Nassau
Holtsville 1-10*... 567 521 Oil 1974-1975 Suffolk
Northport G-1 ........ 16 13 Oil 1967 Suffolk
Port Jefferson GT .. 16 14 Oil 1966 Suffolk
Shoreham 1-2 ..... 72 66 Oil 1966, 1971 Suffolk
Southampton 1.... 12 9 Oil 1963 Suffolk
Southhold 1......... 14 12 Oil 1964 Suffolk
West Babylon 4 ..........ccoooeververrerrennnn. 52 49 0il 1971 Suffolk
Subtotal.......ccoveireireirereee 1,449 1,359
Internal Combustion::
East Hampton 2-4.........cccovveveucrvenennnne 6 6 Oil 1962 Suffolk
Montauk 2-4 .........ooeeveeeeereeseeeeeeeses 6 6 0il 1961 Suffolk
Subtotal.......cccceveeeieieieieieiens 12 12
TOtAL.cveireeieeeeee s 3,961 4,077

1 Source: National Grid Corporate Services.
2 DMNC values applicable for the 2009 Summer Capability Season.
3 Permitted for both oil and gas, but currently operational on gas only.

4 Includes increase in DMNC values associated with power recovery activities.
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Historical GENCO Generation”

(GWH)
Calendar Year
Generating Facility 2005 2006 2007 2008 2009
Steam Turbine:
EF.Barrett 1,2 .....cooovvveevenennen. 1,214 1,370 1,384 1,115 916
Far Rockaway 4.... 238 273 249 138 101
Glenwood 4,5 .....cccvveevveeriiieeen, 189 333 210 95 65
Northport 1-4.....coocvvvvrieiiiieiens 7,424 5,918 5,510 4,494 3,263
Port Jefferson 3,4 .......cocovvvvevnveenns 1,642 1,435 1,274 907 556
Total Steam Turbine ............. 10,707 9,329 8,627 6,749 4,901
Combustion Turbine:
E.F. Barrett 1-12......ccocoveverennee. 92 74 43 72 78
Wading River.......cccooceeveeieniennnnne 156 56 100 93 45
East Hampton 1 .......ccoeevveiennn. 5 8 16 20 13
Glenwood 1-3 24 10 3 2 1
Holtsville 1-10 ......c..coveeveireennn, 135 62 84 59 46
Northport G-1 ...ccoveeiiiiiieeee *ok *ok *ok Hk Hk
Port Jefferson GT ** ** ** ** **
Shoreham 1-2........... 5 4 2 1 1
Southampton 1...... - 0 3 2
Southhold 1........... 1 0 3 - 2
West Babylon 4 .........cccceeveiennne 3 2. 1 2 -
Total Combustion Turbine.... 421 216 255 255 188
Internal Combustion:
East Hampton 2-4 1 1 3 3 2
Montauk 2-4 ........coooviiiiiiiieeiieeens 1 1 3 2 3
Total Internal Combustion.... 2 2 6 5 5
TOtal e 11,130 9,547 8,888 7,009 5,094

* Source: National Grid Corporate Services.

**  Less than 1.

Nine Mile Point Two Nuclear Station

LIPA owns an undivided 18 percent interest (approximately 205 MW) in NMP2. NMP2 is one of two
boiling-water reactor nuclear units at the Nine Mile Point nuclear power station located in Oswego, New York.
NMP2 began commercial operation in April 1988 under a Nuclear Regulatory Commission (“NRC”) license that
expires in 2046.

The other 82 percent interest in NMP2 is owned by Constellation Energy Nuclear Group, LLC
(“Constellation”), a division of Constellation Energy Group, Inc. Constellation operates NMP2 under the terms of
an operating agreement with LIPA.

The operating agreement between LIPA and Constellation provides for a management committee
comprised of one representative from each co-tenant. Additionally, LIPA employs an on-site representative to
provide additional support to protect LIPA’s interests. The annual NMP2 business plan and the operating and
capital budgets are developed by Constellation and submitted to LIPA for review and approval. LIPA receives
output from NMP2 and is responsible for operating and capital costs in proportion to its ownership interest.

In 2009, LIPA and Constellation agreed to apply to the NRC to increase the power rating of the plant by
150 MW. LIPA will pay an 18% share of the costs of any such upgrade and receive an 18% share of any additional
output from the plant.
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The following table sets forth for each calendar year 2005 through 2009 the actual generation attributable
to LIPA’s 18% ownership interest in NMP2.

NMP2 Energy Generation
2005 2006 2007 2008 2009
Energy (GWh) 1,784.2 1,628.0 1,636.0 1,536.1 1,785.6

Other Power Supply Agreements

In addition to the generation subject to the PSA with GENCO described above, LIPA currently purchases
approximately 1,590 MW of capacity from generation facilities on Long Island and elsewhere under various power
supply agreements.

The two tables set forth below (i) contain a summary of existing power supply agreements and (ii) show for
each calendar year 2005 through 2009 the energy output from such agreements.

Summary Of Power Supply Agreements

(Excluding GENCO)

Capacity Contract Primary Fuel
Unit Name MW)! Expiration Unit Type® Type
NYPA FIYNN..oiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeen 134 2020 CcC Natural Gas®
Suez Nassau Energy Combined Cycle.............. 45 2016 CC/Cogen Natural Gas®
Huntington Resource Recovery ........coccuueeeeee. 24 2012 ST Refuse
Babylon Resource Recovery..........cccceeeiiieenne 15 2013 ST Refuse
Islip Resource Recovery........cccevruieeennieeeennnn 8 2010 ST Refuse
Shoreham Energy .......ccccccceevvivviiniiiinieeeeens 86 2017 SC Kerosene®
National Grid Glenwood Landing..................... 72 2027 SC Natural Gas’
National Grid Port Jefferson............cccovueeeennnn 75 2027 SC Natural Gas®
FPL BaySWater .........ueeeeeeeiiniiiiiieeeeeniiiiieeeeee e 53 2020 SC Natural Gas®
FPL Far Rockaway............oooviiiiiiiinnn. 54 2018 SC Kerosene®
Hawkeye Greenport.........ccoeeveereeirieeenereeeniennnnes 49 2018 SC Kerosene’
EQUUS ©ooveoeeeeeeeeeee e 47 2017 SC Natural Gas®
NYPA Power-for-Jobs.........oooociiiiiiiieinniinee, 12 N/A N/A N/A
GIIDOA ... 50 2015 PS Water
Village of Freeport .......ccccoevviiiiiiieiiiieee 10 2034 SC Natural Gas
Pinelawn POWeT ..........cccoeiiririiininieceeeeeee 77 2025 CC Natural Gas’
Calpine Bethpage 3 .......cccoooiiiiiiiiiieeee, 75 2025 CC Natural Gas®
Bear Swamp POwer ..........cooeccvviiieieieiiiiiee. 330° 2021 PS/Hydro Water
Edgewood Energy ........cccoeevvvvviiiieeiiiiiiieeennn, 88 2018 SC Natural Gas’
CAANESS ..o 3107 2029 cC Natural Gas*’

1 Summer capacity based upon summer 2009 DMNC test results.

CC = Combined Cycle; ST = Steam; Cogen = Cogeneration; IC = Internal Combustion; SC = Simple Cycle; PS = Pumped Storage.
Also burns No. 2 fuel oil.

Also burns kerosene.

LIPA is responsible for fuel procurement and has contracted with a National Grid Sub for this service.

(= NV B N )

Reflects net capacity after transmission losses. Available net capacity expected to drop to 100MW effective June 2010 due to regulatory
changes.

7 LIPA agreement to purchase 286 MW of the total capacity.
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Energy Output of Power Supply Agreements'

(GWH)
Calendar Year
Type of Resource 2005 2006 2007 2008 2009

Independent Power Producers
NYPA Flynn......ccccocecvvencncnnecns 1,171.9 1,212.7 821.7 1,227.6 1,228.2
Other Power Supply Agreements - 1,578.9 1,353.2 1,124.4 1,724.5
Other’ ... 1,373.1 1,664.6 1,677.9 1,668.1 1,544.3
Subtotal IPPs.......cccceveieiiiieneee 2,545.0 4,456.2 3,852.8 4,020.1 4,497.0
Entergy Fitzpatrick (off-island) ... 1,186.1 1,126.3 1,169.7 1,100.4 1,237.1
Off-Island Purchases® ..........ccccccoo...... 3,916.1 2,950.0 4,599.7 6,000.4 6,424.1
Other Purchases®...........ccccoovvrivnrrnen. 1,217.2 1,369.2 1,463.7 1,723.5 1,690.5
8,864.4 9,901.7 11,085.5 12,844.4 13,848.7

Total Purchases...........ccccoveeeeivieeeiineenns

1 Source: National Grid Corporate Services.

2 Various suppliers or vendors.

3 Energy purchases made on the spot market, net of sales on the spot market, plus bi-lateral purchases.
4 Reflects Power-for-Jobs and Long Island Choice programs.

New Power Supply Resources

LIPA has added significant power supply resources over the past eight years. LIPA added new on-island
resources in excess of 750 MW through agreements to purchase power from eight different owners of new on-island
generating stations. In addition, LIPA has entered into an agreement with Neptune to purchase 660 MW of firm
transmission capacity over an undersea high voltage cable that has been installed between Sayreville, New Jersey
and Levittown, New York. The cable, which became operational in 2007, permits LIPA to import 660 MW of power
and related energy from the Pennsylvania, New Jersey and Maryland markets. LIPA has also entered into an
agreement with FPL Marcus Hook for 685 MW of capacity and energy from a combined-cycle plant in
Pennsylvania beginning in 2010 to be provided over the Neptune Cable. LIPA has also entered into an agreement
with Caithness Long Island LLC (“Caithness”) to acquire 286 MW from a 326 MW combined-cycle plant
constructed by Caithness and which began full commercial operational in summer 2009. In addition, LIPA entered
into agreements to purchase power from approximately 50 MW of solar generating facilities to be constructed on
Long Island that are scheduled to be fully operational by 2011. LIPA’s Electric Resource Plan, which was updated
in 2009, concluded that based on LIPA’s current probability weighted projections of the Long Island load and
existing resources and planned resources, in addition to the successful implementation of its 10-year energy
efficiency program, are projected to be sufficient to meet or exceed the Long Island minimum load requirements
through 2020. Retirement of existing capacity could accelerate the need for capacity to meet the Long Island
minimum requirement.

Short-Term Capacity Purchases

In addition to the resources described above, LIPA relies on short-term, firm capacity purchases to meet a
portion of its total capacity requirements. LIPA anticipates the need to make additional capacity purchases during
the remainder of the Projection Period. Such purchases are accomplished through solicitations, auctions and/or
bilateral arrangements. CEE, with input from National Grid’s System Planning Department, under LIPA’s
supervision, determines the requirement and timing of these capacity purchases as LIPA’s Power Supply Manager.

Market Energy Purchases

In addition to energy purchased under the terms of the agreements described above, LIPA routinely
purchases energy in the day-ahead and real-time markets operated by the NYISO, ISO-NE (described below) and
PIM-ISO (described below). These purchases are generally made when the price of energy from these sources is
below the incremental cost of generation from LIPA’s contracted resources. During 2008, approximately 34% of
the Service Area’s energy requirements were obtained through such energy purchases.
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The tables below provide a summary of LIPA’s estimated demand and energy requirements for the
Projection Period. During this period, annual peak demands and energy requirements, after adjustment for various
demand side programs, are estimated to increase at annual compound rates of growth of approximately 0.3 percent.
The estimated demand and energy requirements shown in the tables below take into account the effects of LIPA’s
Long Island Choice program, as described below, and reflect the results of resource planning assessments conducted
for purposes of the projections set forth in Appendix B in this Part 2. Such information is not intended to represent
resource specific power supply expansion plans adopted by LIPA. The information contained in the table below is
presented on a unforced capacity (“UCAP”) basis in order to conform to the requirements of NYISO. Historical
data throughout this Official Statement has been presented on an ICAP basis in order to be consistent with prior
years. It is anticipated that the Authority will migrate to the UCAP basis as such information becomes available.
ICAP is a measurement of a generating unit’s maximum output under certain defined test conditions without
considering the impact of forced outages. UCAP is a related measure that takes a generating unit’s ICAP and
reduces it based on the proportion of a generating unit’s historic output that was not available due to forced outages.

Estimated Capacity Requirements and Resources (UCAP Basis)

(MW)
2010 2011 2012 2013 2014
System Demand

Net LIPA Load" ......oooovoeeeeeeeeeeeeeeeean 5,088 5,109 5,130 5,143 5,144
Plus: Transmission Loss Adjustment® 36 6 36 36 36
Net: LIPA Load with Losses ... 5,124 5,145 5,166 5,179 5,180
NYCA Coincidence Factor’ 98.4% 98.4% 98.4% 98.4% 98.4%
Net: LIPA Load with Losses (Adjusted

For NYCA Coincidence Factor)..........
Required Reserve Margin®............... 438 440 442 443 443

Total Capacity Requirement 5,562 5,585 5,608 5,622 5,623

Resources (UCAP)

Nine Mile Point 2.......ccccevveeiveevieieieienens 204 204 204 204 204
GENCOP ... 3,554 3,554 3,554 3,554 3,554
Fast Track GT’S c.coevevivenieicencreeeee 518 518 518 518 518
New Resource Additions . 132 132 132 132 132
Non-Dispatchable IPP’s..........ccccecvrieierennnns 155 147 124 124 110
NYPA (Flynn)® ......coooooeoeveeereeeeeeeeeeeeeneae 134 134 134 134 134
NYPA (Gilboa)............ 50 50 50 50 50
Future Resource Additions’ ...... . 248 248 248 248 248
UCAP Net Purchases/(Sales)® .................... 567 599 645 658 674

Total Capability .........ccooorrrveerrenrrennes 5,562 5,585 5,608 5,622 5,623

Reserve Margin... 108.6% 108.6% 108.6% 108.6% 108.6%

1 LIPA’s estimated coincident Net Peak Load including Long Island Choice customers and losses. Forecast after reductions for: Natural Conservation and

NYISO credit for Demand Reduction Programs.
2 NYISO Off-Island Transmission Loss Adjustment factor for LIPA.
3 NYCA Peak Load coincidence factor adjustment for LI Peak (98.4%)
4 NYISO required reserves based upon a 8.55% UCAP Reserve Margin (18.0% ICAP Equivalent).
5 Generating units covered under the PSA.
6 NYPA Holtsville Facility.

7 Reflects the estimated capacity of the following unit resource additions expected to be in service: Caithness Project — gas fired combined cycle in service in
July 2009 — 294 MW UCAP Rating (43.5 MW of Duct Fire capability).

8 Short term and long term UCAP purchases net of short term UCAP sales. Values include net purchases/(sales) on CSC (Bear Swamp) & Neptune Cable
(Marcus Hook).
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Estimated Energy Requirements and Resources

(GWH)
2010 2011 2012 2013 2014
Energy Requirements
Total Energy Requirements' .........c..ccocoovvorrurrean.. 21,237 21,306 21,392 21,419 21,446
Resources’
NMP2 s 1,613 1,701 1,709 1,922 1,823
GENCO? ... 5,472 5,274 5,155 5,071 5,151
New Resource Additions® ... 4,465 4,169 4,254 4,269 4,233
Non-Dispatchable Resources ..........c.coeeveererireenee. 1,334 1,286 1,254 1,093 983
NYPA (FLYNN)Y ..o 1,124 1,067 1,133 1,119 1,114
Fitzpatrick® ................ 1,153 1,245 0 0 0
NYPA (Power for Jobs) ... 49 49 49 49 49
Future Resource Additions 1 50 85 103 128
Net Economy®.................. 6,025 6,465 7,754 7,793 7,965
Total RESOUICES ....cvevevieerieierieieieieieneeeeeeeenes 21,237 21,306 21,392 21,419 21,446
1 LIPA’s estimated Total Energy Requirements including Long Island Choice customers. Source: LIPA Forecast of Electric Requirements, Sales and

Peak Loads: 2010 —2014 as of September 18, 2009.

2 Includes the estimated GWH output of both the existing and future Resources expected to be under contract to LIPA during each year of the
projected period and spot market energy purchases. Values based upon LIPA’s approved 2010 Operating Budget and 5-Year Financial Projections
(2010 - 2014).

3 Generating units covered under the PSA.

4 Includes the 2002 Resource Additions (FPL Energy - Far Rockaway, Calpine - Bethpage, National Grid - Glenwood Landing, National Grid - Port
Jefferson, PPL Global - Shoreham and PPL Global - Pilgrim), the 2003/2004 Resource Additions (FPL Energy - Jamaica Bay, Global Common -
Greenport, Incorporated Village of Freeport and Equus), the 2005 Resource Additions (Pinelawn Power LLC — Pinelawn CC and Bethpage Energy
Center — Calpine Bethpage 2 CC) and Bear Swamp Power in 2006, and the 2009 Resource Additions (Caithness Long Island, LLC - Caithness,
Brookfield - Renewable Energy, and PPL Energy Plus - Renewable Energy).

5 NYPA Holtsville facility.

6 Fitzpatrick is an energy only contract that expires December 31, 2011. It is assumed that LIPA acquires the energy from the NYISO at spot market
prices thereafter.

7 Reflects the estimated energy output from the Resource Additions expected to be placed into service during the projected period: 50 MW Solar RFP

(BP Solar and enXco).

8 Short term purchases net of short term sales. Note: values include net energy purchases across the Cross Sound Cable, NUSCO 1385, Neptune, and
from the NYISO market.

Fuel Supply

The Fuel Manager procures fuel needed for generation by GENCO pursuant to the EMA and certain other
non-GENCO generating units pursuant to other agreements. LIPA directly pays for fuel used at the GENCO
Generating Facilities and certain non-GENCO facilities in accordance with the terms of the individual agreements.
The particular fuel used for generation will depend on generation plant fuel capability, fuel supply and transportation
availability, and fuel and fuel transportation cost, subject to environmental constraints. Most of the GENCO steam
units can burn either natural gas or residual oil and certain units are required to burn lower sulfur residual oil or
natural gas. Natural gas or distillate fuel is burned in the gas turbines.

The natural gas distribution system on Long Island shares natural gas delivery interconnections with the
State natural gas market. Con Edison and a subsidiary of National Grid Corporation have entered into an agreement
that provides for use of their joint systems to allow the parties to receive gas from interstate pipelines connected to
their systems.

Oil is stored on site or at locations accessible by each generation facility. Existing oil storage capacity plus
an active oil management program is employed by the Fuel Manager to help LIPA assure continuous fuel oil supply
to the GENCO Generating Facilities and certain other non-GENCO generating units.

Constellation is responsible for the fuel requirements of NMP2.
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Overview of Regulatory Framework as it Applies to LIPA

LIPA’s Provision of Transmission Service to Third Parties

Under Part II of the Federal Powers Act (“FPA”), “public utilities” are subject to regulation by FERC. A
“public utility” includes any person or entity that owns, controls, or operates facilities used for the transmission of
electric energy in interstate commerce or for the sale of electric energy at wholesale in interstate commerce.
However, under Part II of the FPA a “public utility” does not include a state or any political subdivision of a state, or
any agency, authority, or instrumentality of any one or more of the foregoing. As a corporate municipal
instrumentality and political subdivision of the State, the Authority, and, indirectly, LIPA, are largely exempt from
FERC regulation as “public utilities” under Part II of the FPA. Notwithstanding this exemption, the Authority and
LIPA are subject to the authority of FERC to order interconnection of its facilities pursuant to Section 210 of the
FPA, and the authority of FERC to order “transmitting utilities” to provide transmission services in accordance with
sections 211 and 212 of the FPA as amended by the Energy Policy Act. Further, FERC has stated that it intends to
apply the “open access” principles set forth in Order No. 888 (described below) and its progeny to the maximum
extent to consumer-owned and other non-jurisdictional utilities, both with respect to deciding cases brought under
sections 210 and 211 of the FPA and by requiring such utilities to agree to provide open access transmission service
and engaging in regional transmission planning pursuant to the principles in Order No. 890 (described below) as a
condition to securing transmission service from jurisdictional investor-owned utilities under open access tariffs.

On April 24, 1996, FERC issued Order No. 888. As that order was modified on rehearing, it (i) requires all
public utilities to provide open access transmission services on a non discriminatory basis by requiring all such
public utilities to file tariffs that offer other entities seeking use of the interstate transmission system the same
transmission services they provide themselves under comparable terms and conditions and (ii) contains a reciprocity
provision that requires non jurisdictional utilities (including municipal and consumer-owned utilities such as LIPA
and the Authority) that purchase transmission services under FERC filed open access tariffs and that own or control
transmission facilities to, in turn, provide open access service to the transmitting utility on rates, terms and
conditions that are comparable to the service that the non jurisdictional utility provides itself.

The rates that LIPA charges for wholesale transmission service, including the calculation of any stranded
cost charge, are not subject to direct regulation by FERC under Sections 205 or 206 of the FPA. In 1998 FERC
reviewed LIPA’s Open Access Transmission Tariff (“OATT”), including its rates for transmission service, and
found that the OATT represents an acceptable reciprocity tariff subject to the condition that LIPA adopt a code of
conduct and maintain an Open Access Same-time Information System (“OASIS”). While LIPA has retained a
reciprocity OATT, transmission service over LIPA’s system occurs primarily through the NYISO OATT described
below. LIPA’s rates for wholesale transmission service are set by the Authority and incorporated for informational
purposes into the NYISO OATT. LIPA remains the entity that charges and collects the transmission service charges
from customers using its bulk transmission system.

Through FERC Order Nos. 890 through 890-B FERC has adopted certain changes to open access rules
promulgated under Order No. 888 and the Order No. 888 pro forma OATT. Order No. 890 contains modifications
to existing provisions of the pro forma OATT as well as the addition of new provisions. Issues addressed in Order
No. 890 proceedings include: rollover rights, the scope of point-to-point transmission service, the scope of network
transmission service, creditworthiness standards, pricing for both generator and energy imbalances, available
transmission capacity (“ATC”) calculations, transmission planning, and OASIS information.

As part of the Energy Policy Act of 2005 (the “2005 Energy Policy Act”), Congress amended the FPA to
include a new Section 211A which grants FERC limited discretionary authority (but does not mandate the exercise
of such authority) over certain non-jurisdictional utilities referred to as “unregulated transmitting utilities.” The term
“unregulated transmitting utility” is defined as an entity that owns or operates facilities used for wholesale
transmission service in interstate commerce and is an otherwise exempt entity under Section 201(f) of the FPA.
LIPA meets this definition and will be considered an unregulated transmitting utility should FERC decide to
implement the provisions of Section 211A.

Section 211A provides that the Commission may require an unregulated transmitting utility to provide
transmission services at rates that are comparable to those it charges itself for such service and on terms and
conditions (not relating to rates) that are comparable to those under which the unregulated transmitting utility
provides transmission services to itself and that are not unduly discriminatory or preferential. Further, the rate-
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changing procedures of FPA Sections 205(c) and (d) also would apply to such unregulated transmitting utilities.
While FERC now has the discretion to exercise direct jurisdiction over rates and terms of transmission service by
unregulated transmitting utilities, FERC may not require a State or municipality to take an action under Section
211A that would violate a private activity bond rule for the purposes of section 141 of the Internal Revenue Code of
1986.

The provisions of Section 211A are not self-executing. Rather, FERC must make a specific ruling to apply
the provisions of Section 211A to unregulated transmitting utilities. In Order No. 890, issued March 15, 2007, as
supplemented by Order No. 890-A, issued December 28, 2007, the FERC decided not to issue a generic rule to
implement FPA section 211A. Rather, FERC proposes to apply Section 211A on a case-by-case basis.

While FERC may apply the terms of Section 211A to LIPA and other unregulated transmitting utilities on a
case-by-case basis, it is unclear whether such application will fundamentally change LIPA’s provision of wholesale
transmission service. LIPA already provides open access transmission service to third parties on a comparability
basis through its participation in the NYISO as described below. Further, LIPA maintains its own reciprocity
OATT, voluntarily complies with FERC’s Standards of Conduct and OASIS requirements and ensures
comparability in interconnection service to generators.

New York Independent System Operator

General

The investor-owned utilities in the State, together with NYPA and LIPA (collectively, the “Transmission
Owners”), are members of an independent transmission system operator called NYISO. NYISO is a not-for-profit
corporation formed to provide for non discriminatory open-access transmission over electric transmission systems
belonging to the Transmission Owners, to maintain the reliability of the combined systems and to operate electric
power markets within the State. Customers of NYISO pay non-transmission related charges to NYISO and pay the
Transmission Service Charge (“TSC”) to the Transmission Owners under the NYISO OATT. LIPA participates in
the NYISO under provisions designed to protect the Authority’s tax exempt status and recognize that the Authority,
not FERC, is the entity with jurisdiction to set LIPA’s rates. LIPA remains the entity responsible for billing and
collecting its TSC for use of its transmission facilities pursuant to rates set by the Authority under State law.
Further, LIPA retains ownership and operational control over its transmission facilities while coordinating the
scheduling, maintenance and use of LIPA’s transmission system with the NYISO.

In addition to its transmission-related responsibilities, the NYISO provides power pooling and power
coordination functions. Operational features of the NYISO include: (i) the establishment of a day-ahead and real-
time bid-based spot energy market; (ii) the implementation of congestion pricing for transmission services; (iii) the
creation of transmission congestion contracts; (iv) the administration of a capacity market; (v) markets for certain
ancillary services; and (vi) long term system reliability planning and economic system planning. A significant
feature of the NYISO’s tariffs is its operation of an electric power market that uses a Locational Based Marginal
Pricing Structure. The NYISO is also responsible for collecting charges from the market participants that consume
electric power and paying market participants that provide electric power.

LIPA receives payments for use of its transmission system through the billing and collection of its TSC as
well as contractual payments pursuant to certain grandfathered transmission agreements between LIPA and third
parties. For non-grandfathered contracts, LIPA directly bills the TSC, a per kilowatt-hour charge, to transmission
customers withdrawing energy from the System, and collects the TSC revenue directly from the customers. LIPA’s
TSC is developed based upon a formula rate, which was approved by the Authority in October 2003.

LIPA is an unregulated transmitting utility under the FPA and therefore its TSC is not subject to review by
FERC under FPA Sections 205 and 206. As a condition of LIPA’s participation in the NYISO and to recognize
LIPA’s nonjurisdictional status, the NYISO OATT includes provisions that allow the NYISO to file, on LIPA’s
behalf, LIPA’s TSC for inclusion in the OATT on an informational basis only. FERC limits its review of LIPA’s
TSC to a comparability review by which it only determines that the rates LIPA is charging are applied to all
transmission customers, including LIPA itself, on a comparable basis.
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NYISO Compliance with Order 890

As described above, FERC’s Order 890 addressed modifications and improvements to its pro forma OATT.
None of the changes in Order No. 890 required modification of LIPA’s reciprocity OATT. However, the NYISO
(as a FERC-jurisdictional utility) was required to make a series of compliance filings to bring the NYISO’s
operations into consistency with Order 890. LIPA voluntarily participated in the development of the NYISO’s
compliance filings covering implementation of most elements of Order 890. The NYISO made several compliance
filings with FERC between 2007 and 2009 covering the development, cost recovery and cost allocation of reliability
and economic transmission upgrade projects. Most of the other changes to the OATT included in Order No. 890 do
not substantially affect the provision of transmission service by the NYISO because of its “financial transmission
rights” rather than “physical transmission rights” structure. FERC issued orders in 2008 and 2009 that eventually
accepted the NYISO’s Order No. 890 compliance filings.

Regional Transmission Planning

Order 890, as modified on rehearing, contains provisions requiring that the NYISO adopt a transparent,
regional transmission planning process that includes all stakeholders in New York State as well as neighboring,
interconnected regions. As part of the Order 890 process, FERC issued orders dated October 16, 2008 and March
31, 2009, approving the New York Independent System Operator/Transmission Owner Reliability Agreement (the
“NYISO/TO Reliability Agreement”) which permits the NYISO to require transmission owners to make
transmission reliability upgrades subject to certain transmission owner rights and conditions. In particular, the
NYISO/TO Reliability Agreement provides cost allocation and cost recovery assurance to the transmission owners
with respect to the construction of reliability projects identified as part of the NYISO’s planning process. As part of
the development of this NYISO/TO Reliability Agreement, LIPA sought and gained inclusion of several key terms
intended to protect LIPA’s status as a non-jurisdictional utility and its ability to maintain and issue tax-exempt debt.
These conditions include: (i) a provision that LIPA is not obligated to build a project if the construction or use of
such project would violate the tax exempt status of its bonds; (ii) clarification that LIPA’s execution of the
NYISO/TO Reliability Agreement is not considered a waiver of LIPA’s non-jurisdictional status under the FPA; and
(iii) procedures by which LIPA may withdraw from the NYISO/TO Reliability Agreement upon 90 days notice
subject to any specific obligation it may have already incurred prior to the date of withdrawal. On January 25, 2010,
the Authority’s Board of Trustees approved a resolution authorizing the execution and implementation of the terms
of the NYISO/TO Reliability Agreement by LIPA.

Generator Interconnection Rule

FERC has issued final rules requiring all public utilities that own, operate or control transmission facilities
to file standard procedures and standard agreements governing interconnection services for “large” generators
producing more than 20 MW (Order No. 2003 & Order No. 2003-A—Large Generator Interconnections) and for
“small” generators producing less than 20 MW (Order No. 2006 & Order No. 2006-A—Small Generator
Interconnections). These rules apply to “public utilities” as defined under the FPA, including Regional
Transmission Organizations (“RTOs”) and ISOs such as NYISO. The NYISO OATT now includes Large
Generation Interconnection Procedures and a Large Generation Interconnection Agreement consistent with Order
Nos. 2003 and 2003-A as well as Small Generation Interconnection Procedures and a Small Generation
Interconnection Agreement consistent with Order Nos. 2006, 2006-A and 2006-B (which granted further
clarification of its small generator interconnection rules relating to standard legal terms and conditions). As LIPA is
not a “public utility” under the FPA, it is not under a direct compliance obligation. However, as part of its
participation in the NYISO, LIPA voluntarily complies with the NYISO’s generator interconnection procedures for
interconnections at the transmission system level. LIPA continues to administer the interconnection process for all
generators connecting to its distribution facilities under its own tariff and procedures. At this time, LIPA is
reviewing its own tariff and generator interconnection procedures to include revisions that will be complementary to
the NYISO process.

PJM Independent System Operator and Allocation of PJM Regional Transmission Expansion Project Costs

LIPA has entered into a contract with Neptune Regional Transmission System LLC to purchase 660MW of
transmission capacity over an undersea extra high voltage cable installed between Sayreville, New Jersey and
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Levittown, New York. LIPA has also entered into a contract with Marcus Hook LLP to purchase 91% of the
capacity of the Marcus Hook generating facility located in Pennsylvania beginning June 1, 2010.

PJM, a regional transmission organization operating a transmission grid running from Illinois to New
Jersey and south to Virginia proposes to allocate a portion of “regional transmission expansion” costs, i.e. the costs
of new transmission facilities planned on a regional basis, to Neptune and the other merchant transmission facilities.
In an order issued in November 2009, FERC approved a PJM proposal to allocate Regional Transmission Expansion
Planning (“RTEP”) costs related to facilities rated below 500 kV to merchant transmission facilities and to apply a
methodology proposed by PIM. The FERC currently is considering rehearing petitions of that order, including a
rehearing petition filed by LIPA. In addition, a separate proceeding is ongoing before FERC regarding the cost
allocation of RTEP projects rated above 500 kV. LIPA is likely to be ultimately responsible for RTEP costs
allocated to Neptune, which could be significant over the life of the agreement, depending on how the methodology
is applied. LIPA, Neptune and other merchant transmission operators/customers are actively participating in the
FERC proceedings regarding the appropriate RTEP cost methodologies and have proposed a methodology that
appropriately treats merchant transmission facilities that have a fixed, static load, such as the Neptune Line.

New York State Reliability Council

At the time NYISO was created, the New York State Reliability Council, LLC (“NYSRC”) was also
created. The NYSRC determines the reliability rules that the NYISO and all market participants must operate under
and monitors the NYISO’s compliance with the reliability rules. The NYSRC provides reliability guidance
consistent with the reliability regulation adopted by Congress in 2005 in Section 215 of the Federal Power Act,
discussed above under “THE SYSTEM—Overview of Regulatory Framework as it Applies to LIPA—LIPA’s
Provision of Transmission Service to Third Parties.”

RATES AND CHARGES

The Act

The Act requires that any bond resolution of the Authority contain a covenant that it will at all times
maintain rates, fees or charges sufficient to pay the costs of operation and maintenance of facilities owned or
operated by the Authority; payments in lieu of taxes; renewals, replacements and capital additions; the principal of
and interest on any obligations issued pursuant to such resolution as the same become due and payable; and to
establish or maintain any reserves or other funds or accounts required or established by or pursuant to the terms of
such resolution. For a description of the Rate Covenant that is contained in the Resolution and which was adopted
by the Authority pursuant to the Act, see “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS — Rate
Covenant” in this Part 2.

Authority to Set Electric Rates

Under current State law, the Authority is empowered to set rates for electric service in the Service Area
without being required by law to obtain the approval of the PSC or any other State regulatory body. However, the
Authority agreed, in connection with the approval of the LIPA/LILCO Merger by the PACB in 1997, that it would
not impose any permanent increase, nor extend or reestablish any portion of a temporary rate increase, in average
customer rates over a 12 month period in excess of 2.5% without approval of the PSC, following a full evidentiary
hearing. See “Rate Tariffs and Adjustments” below for a description of a PSC Order declining to review the
appropriateness of LIPA’s recovery of fuel and purchased power costs through LIPA’s Fuel and Purchased Power
Cost Adjustment clause.

Legislation was unanimously passed by the New York State Legislature in June, 2008 which would amend
the Long Island Power Authority Act and the State Public Service Law to require the approval by the PSC of an
increase in LIPA’s average customer rates exceeding 2.5% over a 12 month period or to extend or reestablish any
portion of a temporary rate increase exceeding 2.5%. Were such legislation to become law, LIPA would have to
notify the PSC of any proposed rate increase, extension or re-establishment exceeding 2.5% over a 12-month period,
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and an approval of any such LIPA request by the PSC would require a full evidentiary hearing. The proposed
legislation was vetoed on September 4, 2008 by Governor Paterson and therefore has not been enacted into law.

A revised version of the 2008 bill was introduced in both the Assembly (A8441) and the Senate (S2727A)
in 2009. The Assembly passed the bill on June 16, 2009; however, the Senate did not take any further action in
2009 and the legislative session ended without the bill being passed. A further revised bill was introduced in both
the Assembly and Senate in 2010. On March 10, 2010, the Assembly passed the bill; however, to date, the Senate
has not taken any further action. The Authority cannot predict whether this bill will become law or whether other
similar legislation may be introduced and acted upon in the future.

For purposes of determining compliance with the 2.5% condition described in the preceding paragraphs,
the Authority has interpreted the condition as allowing the exclusion of increases in the cost of electricity paid by the
Authority’s customers related to the FPPCA and other pass-through adjustments. According to the Projected
Operating Results set forth in Appendix B hereto, based on the Authority’s interpretation of the PACB condition and
absent emergency conditions and extraordinary events, there is not expected to be an increase in average customer
rates in excess of 2.5% over any 12-month period during the Projection Period. The Authority believes that the
PACB condition will not prevent the Authority from complying with its obligations under the Act and under the
Resolution. If the Authority’s interpretation of the PACB condition were determined to be incorrect, or if the
legislation discussed above was enacted and such legislation was applied in a manner inconsistent with the
Authority’s interpretation of the 2.5% PACB condition, it may influence the timing and size of rate increases
implemented by the Authority and/or require (i) the modification of the plan to accelerate retirement of debt (see
“DEBT MANAGEMENT” in this Part 2), (ii) the withdrawal of funds from the Rate Stabilization Fund to avoid or
minimize rate increases, (iii) various actions designed to increase the liquidity levels to address the timeliness of cost
recovery or (iv) other action necessary to meet the condition of the PACB approval or to comply with such
legislation, as the case may be.

Rate Tariffs and Adjustments

LIPA’s base retail electric rates generally reflect traditional rate designs and include fixed customer charges
for all customer classes, seasonable energy rates for all customer classes except lighting, and seasonably
differentiated demand charges for non residential customer classes (greater than seven kW). Economic development
and load retention incentives are provided to a small number of commercial customers. Miscellaneous service
charges, pole attachment charges, and rental rates are also assessed on a monthly basis. In addition to the base
delivery service charges, the Authority’s charges include a Power Supply Charge (a component of which is the
FPPCA), a PILOT payments recovery rider, a rider providing for the Shoreham Credits and the Suffolk Surcharge
and a rider providing for the RICO Credits. On December 17, 2009, the Board of Trustees approved a revision to
LIPA’s tariff to establish two additional riders. The Energy Efficiency and Renewable Resource Charge and the
Temporary State Energy and Utility Conservation Assessment Charge became effective January 1, 2010.

LIPA’s FPPCA provides for the recovery of fuel and purchased power costs in the period incurred, in
amounts sufficient to allow the Authority to earn a financial target of $75 million with a variance of $50 million
above or below such amount in each year. Should fuel and purchased power prices change such that LIPA would
exceed or fail to meet its financial target, the FPPCA would be reduced or increased accordingly. In no event,
however, can LIPA recover an amount that exceeds its fuel and purchased power costs incurred.

Effective January 1, 2008, the Authority increased its FPPCA by $79 million annually in order to collect an
amount of incurred fuel costs sufficient to meet its financial target. Effective July 1, 2008, the Authority increased
its FPPCA by an additional $62 million. Effective January 1, 2009, the Authority increased its FPPCA by $129
million annually in order to collect an amount of incurred fuel costs sufficient to meet its financial target. As a
result of lower-than-budgeted fuel and purchased power costs, effective May 1, 2009, the Authority reduced its
FPPCA by approximately $93 million for the remaining months in 2009. In addition, during the fourth quarter of
2009, the Authority issued approximately $143 million of customer bill credits to return to customers amounts
collected in excess of actual fuel costs incurred. Effective January 1, 2010, the Authority decreased its FPPCA by
$81 million annually in order to collect an amount of incurred fuel costs sufficient to meet its financial target for
2010.
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On May 3, 2006, LIPA voluntarily filed two petitions with the New York Public Service Commission
(“PSC”) requesting a review of the reasonableness and appropriateness of the costs recovered through the FPPCA
including the appropriateness of its charges to customers and seeking a confirmation that LIPA is treating fuel and
purchased power costs properly and similar to other New York electric companies. The first petition sought a
declaratory ruling regarding the PSC’s interpretation of its rule on escalation clauses to the effect that utilities may
automatically recover increased fuel and purchased power and other costs through escalation clauses. The second
petition asked the PSC to confirm the appropriateness of the actual costs that LIPA recovers through its fuel and
purchased power cost adjustment clause. With respect to the first petition, the PSC, on June 20, 2006, issued a
Declaratory Ruling which confirmed that the PSC permits the use of adjustment clauses to allow utilities to adjust
their rates to reflect changes in fuel and other costs. With respect to the second petition, also on June 20, 2006, the
PSC issued an Order declining the Authority’s request that it review the appropriateness of LIPA’s recovery of fuel
and purchased power costs through the FPPCA. The PSC noted that LIPA is not subject to PSC jurisdiction except
in very limited circumstances unrelated to ratemaking, and LIPA’s rates, services and practices are not governed by,
and need not comply with, the provisions of the Public Service Law and PSC’s regulations. A Petition for
Rehearing of the PSC’s order was filed on July 19, 2006. On November 13, 2006, the PSC issued an Order Denying
Petition for Rehearing. The PSC stated in the Order that the relief sought by the Petition for Rehearing -- full review
of LIPA’s rates and practices -- is not within the PSC’s jurisdiction, and authority to grant that relief has not been
granted to the PSC by the State Legislature. In a separate letter to LIPA at the time the PSC declined to review the
FPPCA calculations, the Chairman of the PSC offered technical assistance to LIPA in procuring and overseeing an
independent consultant to perform a review of the FPPCA, should LIPA choose to pursue that option. By letter
dated June 19, 2007, LIPA requested that the PSC review increases in its base rates or increases effected through
operation of the FPPCA which increase LIPA’s total retail revenues in an amount equal to or greater than 2.5% of
the prior year’s total retail revenues. On June 27, 2007, the PSC rejected LIPA’s request for the same reasons stated
in its November 13, 2006 order. In an effort to improve customer’s understanding of LIPA’s bills, in September
2008, LIPA requested the PSC to assist in engaging an independent consultant to perform a review of the FPPCA.
On March 26, 2009, the LIPA Board of Trustees authorized the engagement of Liberty Consulting Group to perform
the independent evaluation of LIPA’s FPPCA. On September 23, 2009, Liberty issued a report on their findings.
The result of Liberty’s engagement found that the Authority’s implementation of its FPPCA was consistent with the
practices of other New York State utilities and in accordance with industry standards.

The Act also requires the Authority to make payments in lieu of taxes, i.e., PILOTSs, to municipalities and
school districts equal to the property taxes that would have been received by each such jurisdiction from LILCO if
the acquisition by the Authority had not occurred, and to make PILOTs for certain State taxes (including gross
receipts taxes) and local taxes (including temporary transit station maintenance surcharges charged by the
Metropolitan Transportation Authority of New York) which would otherwise have been imposed on LILCO. The
PILOT payments recovery rider allows the Authority to recover PILOTSs representing these gross receipts taxes and
surcharges. All other PILOTSs are recovered in the Authority’s base rates.

BILLING AND COLLECTIONS

At December 31, 2009, the Authority had approximately 1.1 million customers in its Service Area. For the
12 month periods ended December 31, 2005, December 31, 2006, December 31, 2007, December 31, 2008 and
December 31, 2009, the rate of 12 month revolving write off of electric accounts of sales on a six month lag basis
were 0.57%, 0.49%, 0.47%, 0.51% and 0.77%, respectively.

CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY

General

The electric utility industry has been, and in the future will be, affected by a number of factors which will
have an impact on the business, operations and financial condition of both public and private electric utilities,
including the Authority and LIPA.

One of the most significant of these factors is the efforts on both the national and local levels to restructure
the electric utility industry from a heavily regulated monopoly to an industry in which there is open competition for
power supply service on both the wholesale and retail level.
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In addition, such factors include, among others, (i) effects of compliance with rapidly changing
environmental, safety, licensing, regulatory and legislative requirements, (ii) changes resulting from conservation
and demand-side management programs on the timing and use of electric energy, (iii) changes in national energy
policy, (iv) new requirements to obtain increasing portions of overall electric energy supply from renewable
generating resources, (v) potential imposition of requirements to reduce emissions of greenhouse gases, (vi) issues
relating to the ability to issue tax exempt obligations, (vii) service restrictions on the ability to sell to
nongovernmental entities electricity from generation projects financed with outstanding tax exempt obligations,
(viii) changes from projected future load requirements, and (ix) increases in costs. Any of these factors (as well as
other factors) could have an effect on the financial condition of any given electric utility and likely will affect
individual utilities in different ways.

The Authority cannot predict what effects these factors will have on the business, operations and financial
condition of the Authority or LIPA, but the effects could be significant. The following sections of this caption
provide brief discussions of certain of these factors. However, these discussions do not purport to be comprehensive
or definitive, and these matters are subject to change subsequent to the date of this Official Statement. Extensive
information on the electric utility industry is, and is expected to be, available from legislative and regulatory bodies
and other sources in the public domain.

2005 Energy Policy Act Changes to Federal Power Act and Other Energy-Related Statutes

On August 8, 2005, President Bush signed into law the 2005 Energy Policy Act. Among other things, the
2005 Energy Policy Act: (a) authorizes FERC to require “unregulated transmitting utilities” that formerly were
exempt from regulation under sections 205 and 206 of the FPA (including the Authority) to provide open access to
their transmission systems and to comply with certain rate change provisions of section 205 of the FPA;
(b) authorizes FERC to order refunds for certain short-term wholesale sales made by state and municipal power
entities (including the Authority) if such sales violate FERC-approved tariffs or FERC rules; (c) allows load serving
entities holding certain firm transmission rights to continue to use those rights to serve their customers; (d) provides
that an “electric reliability organization” (“ERO”) shall develop reliability standards for operation of the
transmission grid subject to FERC approval, that compliance with such standards will be mandatory and enforceable
by the ERO and FERC, and that the ERO may delegate its authority to regional entities subject to FERC approval;
(e) adds to the FPA a prohibition on market manipulation and submission of false information, and expands civil and
criminal penalties for violation of the FPA; (f) authorizes FERC to issue construction permits for transmission
projects located in “national interest electric transmission corridors” (to be designated by DOE) in circumstances
where the applicable state or regional siting agency does not timely authorize a project or imposes unreasonable
conditions; (g) eliminates certain ownership restrictions on electric utilities regarding “qualifying facilities” under
section 210 of the Public Utility Regulatory Reform Act (“PURPA”), and authorizes FERC to eliminate
prospectively the obligation of electric utilities to purchase and sell electricity to such qualifying facilities if certain
market condition findings are made by FERC; (h) requires state utility regulatory commissions and “non-regulated
electric utilities” (including the Authority) to consider adopting certain standards on net metering, fuel diversity,
fossil fuel plant diversity, certain metering and time-based rate schedules and demand response, and interconnection
with distributed generation facilities; (i) repeals the Public Utility Holding Company Act (“PUHCA”), effective six
months after enactment of the 2005 Energy Policy Act; (j) increases FERC’s authority to review mergers of public
utility companies; and (k) directs FERC to establish transmission investment incentives in transmission rate
structures for public utilities.

The 2005 Energy Policy Act specifically modified certain long-standing exemptions from FERC
jurisdiction for municipalities under FPA Section 201(f) by making it clear that such entities are subject to the
FERC'’s jurisdiction for enforcement of reliability rules (FPA § 215), market manipulation rules (FPA § 222) and
open access “Lite” (FPA § 211A). On March 18, 2010, FERC issued civil penalty guidelines, which purport to
apply to "the penalties to be imposed on all organizations for violations of the statutes, rules, regulations,
restrictions, conditions, or orders overseen by [FERC]." The Commission’s use of the Penalty Guidelines is
discretionary, not mandatory. The new Penalty Guidelines are likely to result in significantly higher penalties in
cases where a violation causes a significant pecuniary gain for the violator or loss caused by the violation, such as
the costs of the loss of load resulting from a reliability compliance violation.

While municipalities are now subject to compliance obligations and potential FERC enforcement actions,
including sanctions for violations of reliability standards, there remains an unresolved legal question as to whether
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FERC has sufficient statutory authority under those sections of the FPA to impose monetary civil penalties on
municipalities for such violations. Sections 316 and 316A of the FPA limit the Commission's authority to apply
civil penalties for statutory and rules violations only to "persons," which is a term defined under the FPA to exclude
municipalities. We expect that in future cases before FERC the statutory limits of the FERC’s authority to impose
monetary civil penalties on municipalities will be challenged and the extent of FERC’s authority to impose
monetary penalties on municipalities will be clarified by courts of appeal.

The foregoing discussion of certain provisions of the 2005 Energy Policy Act does not purport to be a
comprehensive discussion of the 2005 Energy Policy Act. Information on the 2005 Energy Policy Act is available
from many sources in the public domain, and potential purchasers of the Series 2010 Bonds should obtain and
review such information.

Competition

In New York and many other states, there have been legislative and regulatory actions to promote
competition in the supply of power by requiring, among other things, the separation of power supply services and
costs from electric transmission and distribution services and costs. In recent years, some states have begun
reconsideration of their competitive restructuring programs. With respect to public power authorities, excluding
LIPA, none of the 15 largest public power authorities (by number of customers served) offered competitive
restructuring programs to their retail customers.

The Authority has taken several actions to promote an orderly transition to greater competition in power
supply and retail customer choice in the power supply markets in the Service Area. The Authority fosters wholesale
competition by offering Open Access Transmission Service to generators that wish to provide power to the NYISO
or to other wholesale customers. This service is offered on a comparable basis to the regulated transmission utilities
in the State that are also members of the NYISO. Retail choice (sometimes called customer choice, retail wheeling,
or retail open access) refers to a process by which retail customers choose among competitive suppliers for electric
capacity, energy, and ancillary services. The delivery of capacity and energy is provided by the owner and operator
of the local transmission and distribution system. Key issues that have surfaced in the movement to retail choice
include the level of rate reductions accompanying the restructuring of individual utilities, recovery of stranded
investments, and the timetable and methods for implementation of customer choice.

The Authority adopted a retail choice program (called “Long Island Choice”) which is intended to offer
electric customers the opportunity to choose an electric energy supplier other than LIPA. The program is available
to all customers in LIPA’s service territory. As of December 31, 2009, three suppliers were selling electricity to
2,753 commercial and industrial customers in the Service Area representing a total load of 272 MW.

The Authority can make no prediction as to what effect, if any, new or revised State or federal laws
addressing retail and commercial competition will have on ongoing implementation of retail competition.

New York State Electric Utility Industry Regulation

General. Legislation is regularly introduced in the New York Legislature, which could affect the
operations of the Authority. The Authority is not able to predict which, if any, of such legislation might be enacted
into law, what form any of such legislation, if enacted, might take or what impact any of such legislation if enacted
might have on the Authority’s operations.

NYISO. For a description of the NYISO and its present activities, see “THE SYSTEM — New York
Independent System Operator” in this Part 2.

Environmental

Electric utilities are subject to continuing environmental regulation. Federal, state and local standards and
procedures, which regulate the environmental impact of electric utilities, are subject to change. These changes may
arise from continuing legislative, regulatory and judicial action regarding such standards and procedures.
Consequently, there is no assurance that the facilities owned or under contract to LIPA will remain subject to the
regulations currently in effect, will always be in compliance with future regulations or will always be able to obtain
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all required operating permits. An inability to comply with environmental standards could result in additional
capital expenditures to comply, reduced operating levels or the complete shutdown of individual electric generating
units, including NMP2 and other units under contract to LIPA under the PSA, not in compliance.

The United States Environmental Protection Agency (“EPA”), the states and local jurisdictions may issue
new regulations governing emissions from many types of power plants. State regulation of electric utility emissions
may change significantly. The changes could affect the cost of purchased power from combustion turbines and
other types of plants. If enacted, new regulations may change existing cost assumptions for electric utilities. While
it is too early to determine if any new provisions will be enacted, in what form, or what their effect will be, any
changes may have a material impact on the cost of power generated at affected electric generating units. See also
“ENVIRONMENTAL MATTERS?” in this Part 2.

Nuclear Plant Matters

The 1992 Energy Policy Act provides, among other things, that utilities with nuclear reactors will
contribute an aggregate 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 costs of the decommissioning and decontamination of the United
States Department of Energy (“DOE”) nuclear fuel enrichment facilities.

In accordance with the Nuclear Waste Policy Act of 1982, Niagara Mohawk, as the operator of Nine Mile
Point, in August 1995, entered into a contract with DOE, under which DOE, commencing not later than January 31,
1998, would accept and dispose of spent nuclear fuel. However, it appears unlikely that DOE will accept any spent
nuclear fuel from Nine Mile Point or others in the near term. The contract provides that DOE will be paid a fee
quarterly based on nuclear generation and sales of electricity from Nine Mile Point at a specified rate. LIPA’s share
of such fees which relate to NMP2 is 18%.

The NRC has adopted decommissioning rules which require reactor operators to certify that sufficient
funds will be available for decommissioning the contaminated portion of nuclear plants in the form of prepayments
or external sinking funds, either of which must be segregated from the licensee’s assets and outside its
administrative control, or by the surety of insurance payable to a trust established for decommissioning costs.
LILCO established such an external decommissioning trust fund in 1990 to meet these regulatory requirements. The
Authority expects that by the expiration of NMP2’s operating license in 2046, there will be funds in LIPA’s
decommissioning trust fund sufficient to meet the current estimated costs for its 18% share of the decommissioning
costs of NMP2. If the estimated NMP2 decommissioning costs should increase, based on future site specific studies
or NRC regulatory changes, LIPA expects to increase its contributions into the decommissioning trust fund to meet
the revised requirements.

Constellation procures public liability property worker tort and replacement power insurance for NMP2 and
LIPA reimburses Constellation for its 18% share of those costs.

In November 2002, the President signed into law the Terrorism Risk Insurance Act (“TRIA”) of 2002,
which was extended by the Terrorism Risk Insurance Extension Act of 2005 and the Terrorism Risk Insurance
Program Reauthorization Act of 2007. Under the TRIA, property and casualty insurance companies are required to
offer insurance for losses resulting from certified acts of terrorism. The nuclear property and accidental outage
insurance programs, as discussed below, provide coverage for certified acts of terrorism.

Losses resulting from noncertified acts of terrorism are covered as a common occurrence, meaning that if
noncertified terrorist acts occur against one or more commercial nuclear power plants insured by the insurers of
NMP2, within a 12 month period, such acts would be treated as one event and the owners of the currently licensed
nuclear power plants in the United States would share one full limit of liability (currently $3.24 billion).

The Price-Anderson Amendments Act mandates that nuclear power generators secure financial protection
in the event of a nuclear accident. This protection must consist of two levels. The primary level provides liability
insurance coverage of $300 million (the maximum amount available) in the event of a nuclear accident. If claims
exceed that amount, a second level of protection is provided through a retrospective assessment of all licensed
operating reactors. Currently, this “secondary financial protection” subjects each of the 104 presently licensed
nuclear reactors in the United States to a retrospective assessment of up to $100.6 million for each nuclear incident,
payable at a rate not to exceed $15 million per year. LIPA’s interest in NMP2 could expose it to a maximum
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potential loss of $18.1 million, per incident, through assessments of up to $2.7 million per year in the event of a
serious nuclear accident at NMP2 or another licensed U.S. commercial nuclear reactor.

LIPA has also obtained insurance coverage from Nuclear Electric Insurance Limited for the expense
incurred in purchasing replacement power during prolonged accidental outages.

Potential Regulation of Emissions

In recent years, there has been growing concern in the scientific community and among the public about
global warming, and the contributions to global warming made by electric generating plants that emit carbon dioxide
in the generation process. A number of legislative proposals have been made in the US Congress to address the
issue. LIPA expects the debate on this issue to continue, but cannot predict what, if any, proposals may become law.
Any legislation that addresses global warming is likely to have an adverse effect on electricity generation that results
in the emission of carbon dioxide or other greenhouse gases. In addition, in the case of Massachusetts v. EPA
(no. 05-110, decided April 2, 2007), the United States Supreme Court held that EPA has the authority to regulate
greenhouse gas emissions. Since that time, EPA has issued a number of rulemakings and announcements to lay the
groundwork for potential regulation of greenhouse gas emissions and future legislation. LIPA cannot predict if and
when EPA or the US Congress might choose to enact greenhouse gas emission regulations governing electric
generating plants that emit carbon dioxide in the generation process, the structure of any such regulation or the
impact on LIPA’s power supply costs of any such regulation.

ENVIRONMENTAL MATTERS

General

As discussed in “LIPA’S RETAIL ELECTRIC SERVICE BUSINESS—Guarantees and Indemnities” in
this Part 2, National Grid Parties and LIPA Parties have entered into Liabilities Undertaking and Indemnification
Agreements which, taken together, will provide, generally, that environmental liabilities will be divided between
National Grid Parties and LIPA Parties on the basis of whether they relate to Transferred Assets or LIPA Assets. In
addition, to clarify and supplement these agreements, National Grid Parties and LIPA Parties have also entered into
an agreement to allocate between them certain liabilities, including environmental liabilities, arising from events
occurring prior to the LIPA/LILCO Merger and relating to the business and operations to be conducted by LIPA
Parties after the LIPA/LILCO Merger (the “Retained Business”) and to the business and operations to be conducted
by National Grid Parties after the LIPA/LILCO Merger (the “Transferred Business™).

The Authority and LIPA are subject to a number of federal, State and local environmental laws and
regulations governing the installation, operation and maintenance of electric transmission and distribution systems.

Environmental Liabilities

The Liabilities Undertaking and Indemnification Agreements allocate certain liabilities (including
environmental liabilities) arising from events occurring prior to the LIPA/LILCO Merger and relating to the
Retained Business and to the Transferred Business.

National Grid Parties are responsible for all environmental liabilities arising from all manufactured gas
plant operations (“MGP Sites”), including those formerly operated by LILCO or any of its predecessors, whether or
not such MGP Sites relate to the Transferred Business or the Retained Business; all environmental liabilities
traceable to the Transferred Business; and certain scheduled environmental liabilities. Certain environmental
liabilities that are traceable to GENCO, including liabilities arising from asbestos litigation, may be recovered from
LIPA by National Grid Parties as part of the capacity charge under the PSA. The Authority has established reserves
for environmental liabilities, which it believes, based on information currently available to it, are adequate.

LIPA Parties are responsible for all environmental liabilities traceable to the Retained Business (including
environmental liabilities discovered in the future which arise from events or circumstances occurring prior to the
LIPA/LILCO Merger) and certain scheduled environmental liabilities. Notwithstanding the parties’ contractual
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allocation of environmental liabilities, under certain circumstances LIPA could be liable for environmental costs
related to Transferred Assets as the prior owner if a National Grid Party fails to satisfy such liability.

Environmental Liabilities that existed as of the LIPA/LILCO Merger that are untraceable, including
untraceable liabilities that arise out of common plant and/or shared services (whether known or unknown), are
allocated 53.6% to LIPA Parties and 46.4% to National Grid Parties (of which 25.4% is allocable to GENCO). Such
liabilities that arise from events or circumstances occurring after the LIPA/LILCO Merger may be recovered by
National Grid Parties to the extent provided for under the PSA and MSA.

For purposes of allocations, an environmental liability is traceable if it can be determined to have resulted
from the activities of the Retained Business or the Transferred Business, or a percentage of each, based on available
documentation, reasonable inferences, and other reasonable evidence.

For a description of specific actual and potential environmental liabilities of the LIPA Parties and the
National Grid Parties, see “Legal Proceedings” in Note 13 to the Authority’s Basic Financial Statements for the
years ended December 31, 2009 and 2008, attached hereto as Appendix A.

REGULATION

The operations of the Authority and LIPA are subject to regulation by various State and federal agencies,
discussions of which appear in other parts of this Official Statement. The principal agencies having a regulatory
impact on the Authority and LIPA and the conduct of their activities are as follows:

New York State

PACB. The Authority is required by the Act to obtain certain approvals of the PACB. The PACB consists
of five members appointed by the Governor of the State. One of the members is appointed upon the
recommendation of the Majority Leader of the State Senate, one upon the recommendation of the Speaker of the
State Assembly, one upon the recommendation of the Minority Leader of the State Senate and one upon the
recommendation of the Minority Leader of the State Assembly. The two members of the PACB appointed by the
Governor upon the recommendations of the Minority Leaders of the Senate and the Assembly do not vote. The
unanimous vote of the voting members of the PACB is required to authorize action by the PACB.

Pursuant to the Act, the Authority may not undertake any “project” without PACB approval. A “project”
of the Authority is defined by the Act to mean an action undertaken by the Authority that: (i) causes the Authority
to issue bonds, notes or other obligations, or shares in any subsidiary corporation; (ii) significantly modifies the use
of an asset valued at more than one million dollars owned by the Authority or involves the sale, lease or other
disposition of such an asset; or (iii) commits the Authority to a contract or agreement with a total consideration of
greater than one million dollars and does not involve the day-to-day operations of the Authority. The Act provides
that the PACB shall only approve a proposed project of the Authority upon the PACB’s determination that: (i) the
project is financially feasible; (ii) the project does not materially adversely affect overall real property taxes in the
Service Area; (iii) the project is anticipated to result generally in lower utility rates; and (iv) the project will not
materially adversely affect overall real property taxes or utility rates in other areas of the State.

On July 16, 1997, the PACB adopted a resolution, which approved the execution and delivery of all
agreements required for the consummation of the LIPA/LILCO Merger. The PACB made its approval subject to
certain conditions which were accepted by the Authority by a resolution of the Trustees adopted unanimously on
August 21, 1997. One of those conditions relates to the establishment of rates, and is described herein under the
caption “RATES AND CHARGES — Authority to Set Electric Rates.”

New York State Comptroller. Pursuant to the Act, the Authority must obtain the written approval of the
Comptroller of any private sale of bonds or notes of the Authority and the terms of such sale. By letter dated
July 22, 1999, the Comptroller set forth his determination that pursuant to Section 1020 cc of the Act (which
subjects all Authority contracts to “the provisions of the State Finance Law relating to contracts made by the State”)
certain Authority contracts that exceed $50,000 in amount must be approved by the Comptroller before such
contracts become effective. The Authority is submitting Authority contracts, which are subject to such approval to
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the Comptroller. In addition, the Comptroller’s office periodically conducts audits of the Authority to examine the
Authority’s policies, procedures, controls and other financial and management practices.

Public Service Commission. The PSC is the principal agency in the State regulating the generation,
transmission, distribution and sale of electric power and energy. It has no statutory jurisdiction over rates for power
generated, transmitted, distributed or sold by the Authority or LIPA but does regulate the rates of the State’s
investor-owned utilities and certain municipal systems to which the Authority or LIPA sells power. The PSC is
empowered by the New York Public Service Law to issue Certificates of Environmental Compatibility and Public
Need prior to the construction of power transmission lines of certain capacities and lengths, including those of LIPA.
Under the Act, the Authority is empowered to set rates for electric service in its Service Area without obtaining the
approval of the PSC or any other State regulatory body. See, however, “RATES AND CHARGES — Authority to
Set Electric Rates” in this Part 2.

State Board on Electric Generation Siting and the Environment. The State Board on Electric Generation
Siting and the Environment (the “State Siting Board”) was empowered to issue certificates for the construction of
major electric generating facilities in the State but its authority to do so expired January 1, 2003, except with respect
to applications received prior to that date. Numerous bills have been drafted proposing to extend the authority of the
State Siting Board, expand its jurisdiction to smaller facilities and renewable energy projects and address new
environmental issues such as regulating greenhouse gas emissions from power plants. The Authority cannot predict
the outcome of such proposed legislation.

Department of Environmental Conservation. The Department of Environmental Conservation (the “DEC”)
is the principal agency of the State government regulating air, water and land quality. Before any federal license or
permit can be issued for any activity involving a discharge into navigable waters, the DEC must certify that the
discharge will comply with the State water quality standards (or waive certification). Certain aspects of the DEC’s
regulatory authority over pollutant discharge permits, air quality permits and hazardous waste regulation arise from
delegation of such authority to the State by federal legislation.

Public Authorities Reform. The Public Authorities Accountability Act of 2005 (the “PAAA”) was signed
into law by the Governor in January 2006. The PAAA addressed a wide range of matters pertaining to many public
authorities in the State, including the Authority. In December 2009, the Governor signed into law additional
legislation intended to further reform the way public authorities conduct business in New York. Among other
things, that legislation creates an independent authorities budget office with certain oversight powers and expands
on the filing and publication requirements of the PAAA.

Federal

Nuclear Regulatory Commission. The NRC regulates the construction and operation of nuclear power
plants. An operating license is required for the operation of any nuclear power plant. In addition, the NRC
prescribes various operating standards and other rules.

Federal Energy Regulatory Commission. FERC regulates the rates, terms and conditions of: (i) the sale for
resale of electric power by “public utilities”; and (ii) the provision of transmission service in interstate commerce by
public utilities. Neither the Authority nor LIPA is a “public utility” under the FPA and therefore, FERC does not
exercise direct jurisdiction over rates for service over LIPA’s facilities under either FPA Sections 205 or 206.
Although the rates, terms and conditions under which the Authority provides transmission service are not currently
subject to general FERC jurisdiction, FERC may order the Authority to provide transmission service to individual
customers meeting the requirements of Sections 211 and 212 of the FPA on rates, terms and conditions comparable
to those of the Authority for the Authority’s own use of its system. Further, FERC may, in the future, apply the
provisions of FPA Section 211A to LIPA, in which case LIPA would become subject to FERC jurisdiction with
respect to the provision of wholesale transmission service at rates that are comparable to the rates it charges itself,
on terms and conditions that are comparable and not unduly discriminatory or preferential. FERC has not asserted
jurisdiction over unregulated transmitting utilities under FPA, Section 211A at this time.

While the Authority and LIPA are non jurisdictional entities with respect to the establishment of rates,
terms and conditions of service for the sale of energy and provision of transmission service, the Energy Policy Act
of 2005 provided for the assertion of FERC jurisdiction over municipal utilities such as LIPA with respect to
compliance with reliability standards and prohibitions against market manipulation. Under FPA, Section 215, all
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users, owners and operators of the bulk power system, including LIPA, are required to comply with reliability
standards issued by the ERO (Electric Reliability Organization) and approved by FERC. Implementation of the
reliability standards is largely undertaken by the Regional Entity, the Northeast Power Coordinating Council
(“NPCC”). In June 2007, the initial reliability standards became effective establishing approximately 100 reliability
standards for numerous aspects of transmission, generation and load serving operations conducted by, or on behalf
of LIPA. In addition to ERO standards and NPCC standards and criteria, the NYISO and New York market
participants are required to comply with NYSRC Reliability Rules for planning and operating the New York State
Power System. NYSRC Reliability Rules are consistent with and more stringent and specific than associated ERO
standards and NPCC standards and criteria. This is permitted by federal legislation in FPA Section 215. The
NYSRC Reliability Rules include Local Rules that apply to New York City and Long Island that are more stringent
than other NYSRC Rules. These Local Rules are more stringent because of the need to protect the reliable delivery
of electricity for specific electric system characteristics and demographics relative to these zones. These conditions
include unique circumstances and complexities related to the maintenance of reliable transmission service, and the
dire consequences that would result from failure to provide uninterrupted service.

Separately, FPA Section 222 prohibits “any entity” (including otherwise non jurisdictional entities such as
LIPA) from engaging in the use of any manipulative or deceptive device or contrivance as part of its purchase or
sale of electric energy or transmission service. FERC has implemented FPA Section 222 through the issuance of an
anti market manipulation rule set forth in 18 C.F.R. §1.c.2 and applied such rule to non jurisdictional entities
participating in wholesale energy markets. Violations of these requirements are subject to enforcement and potential
sanctions by FERC, for which the Commission may apply its new Penalty Guidelines. As described above, the
Penalty Guidelines have the potential to result in imposition of significant penalties in cases where a violation causes
a significant pecuniary gain for the violator or loss caused by the violation. We expect that future cases before
FERC and courts of appeal will clarify the authority of FERC to apply monetary civil penalties to municipalities
under the FPA.

Environmental Protection Agency. The EPA is the principal agency of the federal government regulating
air, water and land quality. However, with respect to nuclear facilities, the NRC reviews environmental impacts as
part of its permit and licensing proceedings. The Authority and LIPA are subject to EPA rules requiring the
securing of routine discharge permits for non-radiological emissions and effluents from all Authority and LIPA
facilities.

Department of Energy. The Economic Regulatory Administration of DOE is authorized to issue
Presidential permits for international transmission interconnections.

United States Army Corps of Engineers. The United States Army Corps of Engineers is authorized to
approve construction undertaken in connection with a power plant or transmission line, which affects navigation,
involves dredging or filling in navigable waters, or involves crossing of navigable streams..

Other Jurisdictions

The regulatory procedures of neighboring states such as Connecticut and New Jersey impact the ability of
LIPA to obtain additional power supplies through the construction of new cables which extend into such
jurisdictions.

LITIGATION

The Series 2010 Bonds

There is no litigation pending or threatened in any court (either State or federal) to restrain or enjoin the
issuance or delivery of the Series 2010 Bonds or questioning the creation, organization or existence of the Authority,
the title to office of the Trustees or officers of the Authority, the validity or enforceability of the Resolution,
Financing Agreement, the pledge of the Trust Estate, the proceedings for the authorization, execution, authentication
and delivery of the Series 2010 Bonds or the validity of the Series 2010 Bonds.
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Other Litigation

LIPA is involved in numerous actions arising from the ordinary conduct of its business both prior to and
subsequent to the LIPA/LILCO Merger including environmental claims brought by governments and individual
plaintiffs alleging that LIPA is responsible for all or a portion of the clean up costs or personal injuries or damages
as a result of the alleged use, release or deposit of hazardous substances including asbestos. While LIPA cannot
presently predict the costs of such pending claims, or additional similar claims which may arise in the future, LIPA
believes that such litigation, in the aggregate, will not have a material adverse effect on the business or the affairs of
the Authority or LIPA. See “Legal Proceedings” in Note 13 to the Authority’s Basic Financial Statements for the
years ended December 31, 2009 and 2008, attached hereto as Appendix A and “ENVIRONMENTAL MATTERS -
Environmental Liabilities” in this Part 2 for a description of certain litigation in which LIPA is involved.

ADDITIONAL INFORMATION

Certain of the corporations mentioned in this Official Statement, including National Grid plc. and
Constellation Energy Group, Inc., the parent of Constellation Energy Nuclear Group, LLC, the operator of NMP2,
file reports and other information with the Securities and Exchange Commission (the “Commission”). Such reports
and other information are available for inspection at the public reference facilities of the Commission located in
Judiciary Plaza, 450 Fifth Street, N.W., Washington, D.C. 20549. Copies of this material may also be obtained by
mail, upon payment of the Commission’s prescribed fees, by writing to the Public Reference Section of the
Commission at 450 Fifth Street, N.W., Washington, D.C. 20549. Copies of such material may also be obtained
from the website that the Commission maintains at http://www.sec.gov. Reports and other information concerning
these corporations should also be available for inspection at the offices of the New York Stock Exchange, 20 Broad
Street, New York, New York 10005. None of the above-mentioned additional information regarding any of these
corporations is part of this Official Statement, and neither the Authority nor the Underwriters take any responsibility
for the accuracy or completeness thereof.
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KPMG LLP

Suite 200

1305 Walt Whitman Road
Melville, NY 11747-4302

Independent Auditors’ Report

The Board of Trustees
Long Island Power Authority:

We have audited the balance sheets, statements of revenues, expenses, and changes in net assets, and
statements of cash flows of the Long Island Power Authority (Authority), a component unit of the State of
New York, as of and for the years then ended December 31, 2009 and 2008, which collectively comprise
the Authority’s basic financial statements. These financial statements are the responsibility of the
Authority’s management. Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Authority’s internal control over financial reporting. Accordingly,
we express no such opinion. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Authority as of December 31, 2009 and 2008, and the changes in its financial
position and its cash flows for the years then ended in conformity with U.S. generally accepted accounting
principles.

In accordance with Government Auditing Standards, we have also issued a report dated March 26, 2010,
on our consideration of the Authority’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope and of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results of our
audit.

KPMG LLP, a U.S. limited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative.



kcpigc
LAALT UGS

The accompanying management’s discussion and analysis listed in the accompanying table of contents is
not a required part of the basic financial statements but is supplementary information required by
U.S. generally accepted accounting principles. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and presentation
of the required supplementary information. However, we did not audit the information and express no
opinion on it.

KPM LIP

March 26, 2010



LONG ISLAND POWER AUTHORITY
(A Component Unit of The State of New Y ork)

Management’s Discussion and Analysis
December 31, 2009 and 2008

Overview of the Financial Statements

This report consists of three parts: management’s discussion and analysis, the basic financial statements, and the
notes to the financial statements.

The financial statements provide summary information about the Authority’s overall financial condition. The
notes provide explanation and more details about the contents of the financial statements.

The Authority is considered a special-purpose government entity engaged in business-type activities and follows
financial reporting for enterprise funds. The Authority’s financial statements are prepared in accordance with
generally accepted accounting principles (GAAP) as prescribed by the Governmental Accounting Standards
Board (GASB). In accordance with GASB standards, the Authority has elected to comply with all authoritative
pronouncements applicable to nongovernmental entities (i.e., pronouncements of the Financial Accounting
Standards Board) that do not conflict with GASB pronouncements.
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LONG ISLAND POWER AUTHORITY
(A Component Unit of The State of New Y ork)

Management’s Discussion and Analysis
December 31, 2009 and 2008

The following is a summary of the Authority’s financial information for 2009, 2008, and 2007 (amounts in
thousands):

Balance Sheet Summary

December 31,

2009 2008 2007
Assets:
Current assets:
Cash, cash equivalents and investments $ 495,547 257,720 814,412
Other current assets 569,655 725,269 705,216
Noncurrent assets:
Utility plant, net 6,459,718 5,725,010 5,320,740
Promissory notes receivable 155,425 155,425 155,425
Nonutility property and other investments 74,679 71,753 70,979
Deferred charges and long-term
receivables 322,754 584,360 235,657
Regulatory assets 929,223 1,097,230 780,867
Acquisition adjustment, net 2,629,216 2,741,897 2,854,578
Total assets $ 11,636,217 11,358,664 10,937,874
Liabilities and net assets:
Regulatory liability $ 164,520 2,483 269,476
Other current liabilities 1,150,061 1,196,538 1,215,244
Noncurrent liabilities:
Long-term debt 6,407,436 6,394,364 6,402,713
Capital lease obligation 2,970,126 2,369,168 2,130,236
Other noncurrent liabilities 140,291 310,187 130,794
Deferred credits 474,079 796,746 526,575
Total liabilities 11,306,513 11,069,486 10,675,038
Net assets (deficit):
Capital assets net of related debt (171,412) (56,269) (190,510)
Restricted 46,340 229,285 —
Unrestricted 454,776 116,162 453,346
Total net assets 329,704 289,178 262,836
Total liabilities and net assets $ 11,636,217 11,358,664 10,937,874
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LONG ISLAND POWER AUTHORITY

(A Component Unit of The State of New Y ork)

Management’s Discussion and Analysis
December 31, 2009 and 2008

Summary of Revenues, Expenses, and Changes in Net Assets

Electric revenue

Operating expenses:
Operations — fuel and purchased power
Operations and maintenance
General and administrative
Depreciation and amortization
Payments in lieu of taxes
Prior service cost — OPEB’s

Total operating expenses
Operating income

Other income, net
Interest charges

Change in net assets before
extraordinary loss

Extraordinary loss on early extinguishment of
debt

Change in net assets
Net assets — beginning of year

Net assets — end of year

Excess of Revenues over Expenses

Year ended December 31,

2009 2008 2007
3,312,160 3,751,610 3,626,135
1,566,005 2,164,658 1,922,075

864,576 785,342 847,963

40,153 31,347 37,978
254,944 246,919 245,632
249,652 239,659 231,490

— — 10,912
2,975,330 3,467,925 3,296,050

336,830 283,685 330,085

33,519 69,862 82,374

(329,823) (323,365) (319,413)

40,526 30,182 93,046

— (3,840) —

40,526 26,342 93,046
289,178 262,836 169,790
329,704 289,178 262,836

The revenues in excess of expenses for the years ended December 31, 2009, 2008 and 2007 totaled
approximately $41 million, $26 million and $93 million, respectively.

Revenues

Revenue for the twelve months ended December 31, 2009 decreased approximately $439 million when compared
to the similar period of 2008. This decrease is primarily attributable to lower recoveries of power supply costs
totaling $369 million, the negative effects of weather totaling $34 million, and lower average customer usage
totaling approximately $36 million. Despite the reduction in the FPPCA rate effective May 1, 2009 and the
one-time bill credits issued totaling approximately $143 million, approximately $164 million of power supply
recovery revenues were collected that exceeded actual fuel and purchased power supply costs incurred. This
over-recovery has been deferred for return to the customer through the reduced FPPCA rate effective January 1,
2010, and will be further adjusted throughout the year if needed.
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LONG ISLAND POWER AUTHORITY
(A Component Unit of The State of New Y ork)

Management’s Discussion and Analysis
December 31, 2009 and 2008

Revenue for the twelve months ended December 31, 2008 increased approximately $125 million (which included
an approximate $14 million adjustment related to a potential settlement with a commercial customer) when
compared to the similar period of 2007. This increase is primarily attributable to the higher recoveries of power
supply costs revenues totaling approximately $150 million partially offset by the sales mix and lower average
customer usage, (primarily in the Commercial & Industrial segment), totaling approximately $12 million and the
negative effects of weather totaling approximately $13 million.

Fuel and Purchased Power Costs

The Authority’s tariff includes a power supply costs recovery provision — the Fuel and Purchased Power Cost
Adjustment (FPPCA) that provides for the amount and timing of fuel and purchased power cost recoveries.

For the year ended December 31, 2009, fuel and purchased power costs decreased $599 million. LIPA
experienced lower commodity costs of $611 million (offset by derivative losses of $144 million), lower
consumption due to sales volumes totaling $68 million and the higher amortization of customer bill credits that
reduced expense by an additional $64 million when compared to 2008.

For the year ended December 31, 2008, fuel and purchased power expense increased approximately $243 million
as a result of an increase in the net commodity costs of approximately $511 million partially offset by derivative
gains of $204 million, the impact of lower sales volumes of approximately $28 million, and the amortization of
customer bill credits that reduced expense by an additional $36 million.

Operations and Maintenance Expense (O&M)

Operations and maintenance (O&M) expense increased $79 million due to higher Power Supply Agreement
(PSA) capacity charge billings totaling $39 million, higher clean energy program costs totaling $25 million,
higher storm restoration costs totaling $13 million, higher charge-offs of bad debt accounts totaling $9 million
and higher Nine Mile Point 2 costs totaling $2 million. These increases were partially offset by $4 million due to
the scheduled increase in the Management Services Agreement (MSA) synergy savings credits from National
Grid, lower asset retirement accretion expense of $3 million due to a revised Nine Mile Point 2 decommissioning
study and $2 million due to the elimination of postage paid envelopes.

O&M expense for the year ended December 31, 2008, decreased by approximately $63 million primarily
attributable to a $34 million decrease in costs associated with the ongoing funding of certain KeySpan electric
service employee benefit programs, approximately $9 million of synergy savings credits received from National
Grid, lower Management Services Agreement costs totaling approximately $8 million, lower clean energy
program costs totaling approximately $9 million, lower storm restoration costs totaling approximately $3 million,
lower Nine Mile Point 2 operating costs totaling approximately $3 million and other various items totaling
approximately $1 million. These decreases were partially offset by higher Power Supply Agreement (PSA) costs
totaling approximately $4 million.

General and Administrative Expenses (G&A)

General and administrative expenses for the year ended December 31, 2009 increased by $9 million partially
attributable to an adjustment in 2008 related to injuries and damages settlements that resulted in a $3 million
credit in 2008. Also contributing to the increase is higher employee benefit costs totaling $1 million and higher
advertising and consulting costs totaling $5 million due to various new projects.
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LONG ISLAND POWER AUTHORITY
(A Component Unit of The State of New Y ork)

Management’s Discussion and Analysis
December 31, 2009 and 2008

G&A expenses for the year ended December 31, 2008 decreased approximately $7 million as a result of reducing
the reserve for injuries and damages by approximately $3 million, lower employee benefit costs totaling
approximately $2 million and the use of deferred settlement amounts to offset consulting fees totaling
approximately $2 million.

Depreciation and Amortization

For the years ended December 31, 2009 and 2008, depreciation and amortization increased approximately
$8 million and $1 million, respectively, due to higher utility plant balances.

Payments in Lieu of Taxes

For the years ended December 31, 2009 and 2008, payments in lieu of taxes (PILOTSs) increased approximately
$10 million and $8 million, respectively, due to higher property taxes on the transmission and distribution assets.

Prior Service Cost — OPEBs

In 2007, the Authority adopted the provisions of GASB No. 45, which, in addition to requiring the recognition of
a current period expense for providing health benefits to employees upon their retirement, also required the
recognition of amounts incurred in the periods prior to the adoption of this pronouncement. The prior years’
service costs related to this adoption totaled approximately $11 million.

For 2009 and 2008, the current period expense related to providing health benefits to employees upon their
retirement is included in G&A.

Other Income, Net

Other income decreased approximately $36 million for the year ended December 31, 2009, when compared to
the year ended December 31, 2008, as a result of lower investment earnings totaling $19 million due to lower
average cash balances and lower interest rates, lower sales of emissions allowance credits totaling $4 million and
higher miscellaneous expenses totaling $6 million (due to the Board approved costs related to community
benefits packages). In addition, in 2008 LIPA recognized $7 million of nonrecurring income related to an interest
rate swap that was terminated.

Other income decreased approximately $13 million for the year ended December 31, 2008 when compared to the
year ended December 31, 2007 as a result of lower investment earnings totaling approximately $15 million and
lower gains on the sale of unneeded emissions allowance credits totaling approximately $11 million. Partially
offsetting these lower income items was approximately $7 million of income related to the interest rate swap that
was terminated in 2008 and an approximate $6 million decrease related to the community benefits package
associated with the Caithness generating station incurred in 2007.

Interest Charges and Credits

For the year ended December 31, 2009, total interest charges increased approximately $6 million due to higher
debt balances outstanding and higher interest rates on the fixed rate debt which refunded variable rate securities.

For the year ended December 31, 2008, total interest charges increased approximately $4 million when compared
to 2007 due to higher interest rates on variable rate debt, the restructuring in the fourth quarter of a portion of the
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LONG ISLAND POWER AUTHORITY
(A Component Unit of The State of New Y ork)

Management’s Discussion and Analysis
December 31, 2009 and 2008

insured variable rate debt to higher cost fixed rate debt and increased interest costs associated with holding
counterparty collateral.

Extraordinary Loss on Early Extinguishment of Debt

In March 2008, the Authority redeemed $200 million of its insured variable rate Electric System General
Revenue Bonds to lower the risks associated with the marketability of LIPA’s variable rate debt portfolio. The
Authority used cash on hand to redeem these securities. The Authority had deferred charges totaling
approximately $4 million associated with these bonds that were recognized as an extraordinary loss on the early
extinguishment of debt.

Cash, Cash Equivalents, and Investments

The Authority’s cash, cash equivalents, and investments totaled approximately $496 million, $258 million, and
$814 million at December 31, 2009, 2008, and 2007, respectively. The increase from 2008 to 2009 is due to the
fuel and purchased power supply costs recovered in excess of that incurred and the lower counterparty collateral
postings required. The decrease from 2007 to 2008 is due to increased fuel and purchased power costs, required
collateral postings with various counterparties, the return of prior year excess power supply costs to the ratepayer
and the redemption of debt with cash on hand. The Authority also has the authorization to issue up to
$300 million of commercial paper notes, $200 million of which were outstanding at December 31, 2009 and
2008. At December 31, 2007, $100 million of commercial paper notes were outstanding.

Capital Assets

The Authority continued its investment in transmission and distribution (T&D) upgrades to manage reliability
and to enhance capacity needed to meet growing customer demands. For the years ended December 31, 2009 and
2008, capital improvements to the T&D system totaled approximately $229 million and approximately
$267 million, respectively. These improvements included interconnection equipment necessary to connect newly
installed capacity to the system, the replacement or upgrade of transformer banks and circuit breakers, new
substations, enhanced transmission lines and upgraded command and control equipment.

Regulatory Assets

Regulatory assets decreased approximately $168 million from December 31, 2008 to December 31, 2009. The
decrease is the result of: (i) the negative mark-to-market valuation on the Authority’s fuel and purchased power
derivatives totaling approximately $180 million from $357 million in 2008, (ii) the recovery of the 2003 deferred
excess fuel and purchased power costs totaling approximately $35 million, scheduled to be recovered over a
ten-year period which began January 1, 2004, in accordance with the Authority’s tariff, and (iii) the scheduled
recovery of approximately $36 million related to the Shoreham Property Tax Settlement Agreement through a
surcharge on billings for electric service to customers residing in Suffolk County (the Shoreham surcharge),
which began in 2003 (as discussed in greater detail in note 3 to the basic financial statements). These decreases
were partially offset by: (i) carrying charges on the Shoreham Property Tax Settlement Agreement related credits
totaling approximately $31 million for the year, (ii) the deferral of the 2009 special assessment paid to New York
State (NYS) totaling $37 million; (since LIPA’s rates did not include the recovery until 2010, the 2009
assessment was deferred to be collected ratably from ratepayers over the next four years) and (iii) approximately
$12 million of incremental costs associated with the Southampton Visual Benefits Assessment (VBA)
Agreement between LIPA and the Town of Southampton (Town). In May 2008, LIPA and the Town reached an
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agreement allowing LIPA to collect over a 20-year period any incremental costs (plus interest) associated with
undergrounding a transmission line.

Regulatory assets increased approximately $316 million from December 31, 2007 to December 31, 2008. The
increase is the result of: (i) the negative mark-to-market valuation on the Authority’s fuel and purchased power
derivatives totaling approximately $357 million, and (ii) carrying charges on the Shoreham Property Tax
Settlement Agreement related credits totaling approximately $32 million. These increases were partially offset
by: (i) the recovery of the 2003 deferred excess fuel and purchased power costs totaling approximately
$36 million, scheduled to be recovered over a ten-year period which began January 1, 2004, in accordance with
the Authority’s tariff, and (ii) the scheduled recovery of approximately $37 million related to the Shoreham
Property Tax Settlement Agreement through the Shoreham surcharge (as discussed in greater detail in note 3 to
the basic financial statements).

Regulatory Liabilities

For the year ended December 31, 2009, the regulatory liabilities increased by approximately $162 million
resulting primarily from the recovery of fuel and purchased power supply costs recovered in excess of costs
incurred which will be returned to customers through reductions in the FPPCA in 2010.

For the year ended December 31, 2008, the regulatory liabilities decreased by approximately $267 million
resulting from: (i) the return of 2007 excess recovery of fuel and purchased power supply costs which totaled
approximately $112 million and; (ii) the net change in the mark-to-market on the Authority’s fuel and purchased
power derivatives which totaled approximately $155 million at December 31, 2007. At December 31, 2008, the
Authority had a mark-to-market loss on its fuel derivatives, which was recorded in regulatory assets.

Debt

The Authority’s debt, including current maturities, is comprised of the following instruments (amounts in
thousands):

Debt
Balance at December 31,
2009 2008 2007
General Revenue Bonds $ 5,924,664 5,722,633 5,791,239
Subordinated Revenue Bonds 576,705 785,825 879,725
Commercial Paper Notes 200,000 200,000 100,000
NYSERDA Notes 155,420 155,420 155,420
$ 6,856,789 6,863,878 6,926,384

During 2009, debt decreased approximately $7 million resulting from scheduled maturities of approximately
$242 million and the refunding of $231 million outstanding insured variable rate debt. This was partially offset
by: 1) the issuance of Electric System General Revenue Bonds Series 2009A totaling approximately $436 million
which was used for the purpose of the refunding discussed and the remainder used to finance the Authority’s on
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going capital improvements program; and ii)the accretion of the capital appreciation bonds totaling
approximately $30 million.

During 2008, debt decreased approximately $63 million resulting from scheduled maturities of approximately
$227 million and partially offset by: i) the issuance of Electric System General Revenue Bonds Series 2008A and
Series 2008B totaling approximately $754 million for the purpose of refunding $719 million of certain
outstanding insured variable rate debt and with the remainder used to help finance the Authority’s on going
capital improvements program; ii) the issuance of additional Commercial Paper Notes totaling $100 million; and
iii) the accretion of the capital appreciation bonds totaling approximately $29 million.

For a full discussion on the Authority’s refunding activities during 2009 and 2008, see note 9 to the basic
financial statements.

Risk Management

The Authority is routinely exposed to commodity and interest rate risk. In order to mitigate such exposure, the
Authority formed an Executive Risk Management Committee to strengthen executive management oversight for
the risk mitigation activities of the Authority. In addition, the Authority retains an external consultant
specializing in risk management, energy markets and energy trading to enhance the Authority’s understanding of
these areas.

The risk management program is intended to identify exposures to movements in fuel and purchased power
prices, quantify the impact of these exposures on the Authority’s financial position, liquidity and the FPPCA and
mitigate the exposures in line with the Authority’s identified level of risk tolerance. The Authority actively
manages the program in both upward and downward trending markets and adjusts its positions as necessary to
mitigate the impact of potentially unfavorable market movements. At December 31, 2009 and 2008, the
Authority had posted approximately $46 million and $229 million, respectively, of collateral to its counterparties
in connection with its energy commodity hedge positions. At December 31, 2007, the Authority held
$2.9 million of counterparty collateral. No collateral was held by or posted by the Authority with respect to its
interest rate derivatives.

In accordance with FASB ASC 815 Derivatives and Hedging (previously SFAS No. 133, Accounting for
Derivatives and Hedging Activities, as amended by SFAS No. 138, Accounting for Certain Derivative
Instruments and Certain Hedging Activities and SFAS No. 149, Amendment of Statement 133 on Derivative
Instruments and Hedging Activities), the Authority records its derivatives at fair value and records unrealized
gains and losses. For a further discussion on these matters, see note 3 of the basic financial statements.

Fuel and purchased power transactions — For the year ended December 31, 2009, the Authority had realized
losses of $106 million and recognized $38 million of option premium amortization which increased fuel and
purchased power costs by $144 million. LIPA also recorded an unrealized loss on commodity derivatives of
approximately $180 million, reflecting the negative mark-to-market on LIPA’s fuel derivative positions. For the
year ended December 31, 2008, the Authority had realized gains totaling approximately $204 million, net of
related option premium amortization, which reduced fuel and purchased power costs and recorded an unrealized
loss (negative mark-to market) on commodity derivatives of approximately $357 million.

10 (Continued)



LONG ISLAND POWER AUTHORITY
(A Component Unit of The State of New Y ork)

Management’s Discussion and Analysis
December 31, 2009 and 2008

Interest rate transactions — At December 31, 2009 and 2008, the Authority recorded net unrealized fair value
losses of approximately $232 million and $498 million, respectively, which includes unamortized up front
premiums totaling approximately $106 million and $111 million, respectively, related to certain of these
derivative transactions. The up front premiums are being amortized over the life of the underlying debt as interest
rate modifiers. Any gains or losses resulting from changes in the mark-to-market valuations are deferred, and will
be recognized when realized consistent with FASB ASC 980 Regulated Operations (previously SFAS No. 71,
Accounting for the Effects of Certain Types of Regulation).

Power Supply

The Authority has entered into numerous agreements for capacity and energy necessary to continue to satisfy the
energy demand of Long Island, while increasing the diversity of its fuel mix alternatives

For additional information on power purchase agreements and its related accounting treatments, see notes 3 and
12 to the basic financial statements.

Investment Ratings

Below are the Authority’s securities as rated by Moody’s Investors Service (Moody’s), Standard and Poor’s
Ratings Services (S&P), and Fitch Ratings (Fitch):

Investment ratings
Moody’s S&P Fitch

Senior Lien debt A3 A- A-

Certain Senior and all Subordinated Lien debt and the Commercial Paper notes are supported by either a Letter of
Credit (LOC) or are insured against default. Such debt carries the higher of the ratings of the credit support
provider (LOC bank or insurance company), or that of the Authority.

Contacting the Long Island Power Authority

This financial report is designed to provide our bondholders, customers, and other interested parties with a
general overview of the Authority’s finances and to demonstrate its accountability for the funds it receives. If you
have any questions about this report or need additional information, contact the Authority at 333 Earle Ovington
Blvd., Suite 403, Uniondale, New York 11553, or visit our website at www.lipower.org.
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LONG ISLAND POWER AUTHORITY
(A Component Unit of the State of New Y ork)

Balance Sheets
December 31, 2009 and 2008

(Dollars in thousands)

Assets 2009 2008
Current assets:
Cash and cash equivalents $ 371,264 225,158
Investments 124,283 32,562
Counterparty collateral — posted by the Authority 46,340 229,285
Accounts receivable (net of allowance for doubtful
accounts of $21,000 and $19,485, respectively) 246,670 275,755
Other accounts receivable 104,872 49,503
Fuel inventory 156,029 131,286
Material and supplies inventory 8,276 7,282
Interest receivable 28 275
Prepayments and other current assets 7,440 31,883
Total current assets 1,065,202 982,989
Noncurrent assets:
Utility plant and property and equipment, net 6,459,718 5,725,010
Promissory notes receivable — KeySpan Energy 155,425 155,425
Nonutility property and other investments 74,679 71,753
Other long term receivables 72,657 80,276
Deferred unrealized loss — financial derivatives 125,910 386,462
Deferred charges 124,187 117,622
Regulatory assets:
New York State assessment 37,040 —
Southampton visual benefit assessment 12,070 —
Shoreham property tax settlement 552,929 557,470
Fuel and purchased power costs recoverable 327,184 539,760

Acquisition adjustment (net of accumulated amortization

of $1,466,296 and $1,353,615, respectively) 2,629,216 2,741,897
Total noncurrent assets 10,571,015 10,375,675
Total assets 11,636,217 11,358,664

See accompanying notes to basic financial statements.
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Liabilities and Net Assets 2009 2008

Current liabilities:

Short-term debt $ 200,000 200,000
Current maturities of long-term debt 224,960 241,370
Current portion of capital lease obligation 127,953 102,844
Accounts payable and accrued expenses 362,384 366,897
Regulatory liability — fuel and purchased power costs 164,520 2,483
Fuel derivatives 112,928 167,532
Accrued payments in licu of taxes 41,091 37,708
Accrued interest 52,642 52,138
Customer deposits 28,103 28,049
Total current liabilities 1,314,581 1,199,021

Noncurrent liabilities:
Long-term debt 6,407,436 6,394,364
Capital lease obligation 2,970,126 2,369,168
Fuel derivatives 66,611 189,599
Asset retirement obligation 73,680 92,558
Total noncurrent liabilities 9,517,853 9,045,689
Deferred credits — financial derivatives 231,576 497,674
Deferred credits — other 203,637 299,072
Claims and damages 38,866 28,030

Commitments and contingencies (notes 12 and 13)

Net assets (deficit):

Invested in capital assets net of related debt (171,412) (56,269)

Restricted 46,340 229,285

Unrestricted 454,776 116,162
Total net assets 329,704 289,178
Total liabilities and net assets $ 11,636,217 11,358,664
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LONG ISLAND POWER AUTHORITY
(A Component Unit of the State of New Y ork)

Statements of Revenues, Expenses, and Changes in Net Assets

Years ended December 31, 2009 and 2008

(Dollars in thousands)

Operating revenues — electric sales

Operating expenses:
Operations — fuel and purchased power
Operations and maintenance
General and administrative
Depreciation and amortization
Payments in lieu of taxes

Total operating expenses
Operating income

Nonoperating revenues and expenses:
Other income, net:
Investing income
Carrying charges on regulatory asset
Other

Total other income, net

Interest charges and (credits):
Interest on long-term debt, net
Other interest
Allowance for borrowed funds used during construction

Total interest charges
Total nonoperating revenues and expenses
Change in net assets before extraordinary loss
Extraordinary loss on early extinguishment of debt
Change in net assets

Total net assets, beginning of year

Total net assets, end of year

See accompanying notes to basic financial statements.
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2009 2008
$ 3,312,160 3,751,610
1,566,005 2,164,658
864,576 785,342

40,153 31,347

254,944 246,919

249,652 239,659
2,975,330 3,467,925
336,830 283,685

5,029 24,443

31,860 31,829

(3,370) 13,590

33,519 69,862

328,028 316,424

10,257 15,291

(8,462) (8,350)

329,823 323,365
(296,304) (253,503)

40,526 30,182

— (3,840)

40,526 26,342

289,178 262,836

$ 329,704 289,178




LONG ISLAND POWER AUTHORITY
(A Component Unit of the State of New York)

Statements of Cash Flows
Years ended December 31, 2009 and 2008

(Dollars in thousands)

2009 2008
Cash flows from operating activities:
Received from customers for system sales, net of refunds $ 3,528,777 3,652,883
KeySpan/National Grid Settlement — 1,587
Other operating revenues received 89,742 34,265
Paid to suppliers and employees:
Operations and maintenance (982,774) (850,003)
Fuel and purchased power (1,604,744) (2,122,236)
Payments in lieu of taxes (351,769) (341,260)
Collateral on fuel derivative transactions, net 182,945 (232,185)
Net cash provided by operating activities 862,177 143,051
Investing activities:
Sales of investment securities 34,620 815,596
Purchase of investment securities (126,234) (552,602)
Fair value adjustment — short term securities 93 101
Realized gains on short term securities (201) (7,776)
Earnings received on investments 2,783 20,341
Other (2,453) 4,714
Net cash (used in) provided by investing activities (91,392) 280,374
Cash flows from capital and related financing activities:
Capital and nuclear fuel expenditures (282,578) (297,312)
Proceeds from promissory note 8,075 8,075
Proceeds from the issuance of bonds, net of discount/premium 445,045 831,037
Bond issuance costs (3,112) (14,899)
Interest paid, net (319,639) (306,229)
Redemption of long-term debt (472,470) (945,470)
Net cash used in capital and related financing activities (624,679) (724,798)
Net increase (decrease) in cash and cash equivalents 146,106 (301,373)
Cash and cash equivalents at beginning of year 225,158 526,531
Cash and cash equivalents at end of year $ 371,264 225,158
Reconciliation to net cash provided by operating activities:
Operating income $ 336,830 283,685
Adjustments to reconcile operating income to net cash provided by operating activities:
Depreciation and amortization 254,944 246,919
Nuclear fuel burned 6,690 5,906
Shoreham surcharges (credits), net 35,923 36,570
Provision for claims and damages 50,683 37,584
Accretion of asset retirement obligation 1,865 5,468
Amortization of settlement benefits to ratepayers (100,000) (36,000)
Other, net (1,730) (1,581)
Changes in operating assets and liabilities:
Accounts receivable, net (12,334) 59,231
Regulatory asset — New York State assessment (37,040) —
Fuel and material and supplies inventory (25,737) 11,358
Deferred fuel and purchased power costs 197,021 (75,814)
Counterparty collateral 182,945 (232,185)
Claims, damages and storm restoration (39,847) (48,807)
Accounts payable, accrued expenses and other 11,964 (149,283)
Net cash provided by operating activities $ 862,177 143,051

See accompanying notes to basic financial statements.
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LONG ISLAND POWER AUTHORITY
(A Component Unit of The State of New Y ork)

Notes to Basic Financial Statements
December 31, 2009 and 2008

Basis of Presentation

The Long Island Power Authority (Authority) was established as a corporate municipal instrumentality of
the State of New York (State), constituting a political subdivision of the State, created by Chapter 517 of
the Laws of 1986 (the LIPA Act). As such, it is a component unit of the State and is included in the State’s
annual financial statements.

The Authority’s reporting entity is comprised of itself and its operating subsidiary the Long Island Lighting
Company (LILCO), a wholly owned subsidiary of the Authority doing business as LIPA. LIPA has one
share of $1 par value common stock authorized, issued and outstanding, which is held by the Authority.

As the Authority holds 100% of the common stock of LIPA and controls the operations of LIPA, under
Governmental Accounting Standard Board Statement No. 14, The Financial Reporting Entity, LIPA is
considered a blended component unit of the Authority and the assets, liabilities and results of operations
are consolidated with the operation of the Authority for financial reporting purposes.

The Authority and its blended component unit, LIPA, are referred to collectively, as the “Authority” in the
financial statements. All significant transactions between the Authority and LIPA have been eliminated.

Nature of Operations

The Authority, as owner of the transmission and distribution system located in the New York State
Counties of Nassau and Suffolk (with certain limited exceptions) and a small portion of Queens County
known as the Rockaways (Service Area), is responsible for supplying electricity to customers within the
Service Area. To assist the Authority in meeting these responsibilities, the Authority contracted with
KeySpan Energy Corporation (KeySpan), a wholly owned subsidiary of National Grid plc, to provide:
operations and management services related to the transmission and distribution system through a
Management Services Agreement (MSA); capacity and energy from the fossil fired generating plants of
KeySpan, through a Power Supply Agreement (PSA); and, energy and fuel management services through
an Energy Management Agreement (EMA) (collectively; the Operating Agreements). Through these
contracts, the Authority pays KeySpan directly for these services and KeySpan, in turn, pays the salaries of
its employees and fees of its contractors and suppliers. In 2009 and 2008, the Authority paid to KeySpan
approximately $2 billion each year under the operating agreements, which includes all fees under such
agreements, reimbursement for various taxes and PILOTS, certain fuel and purchased power costs, capital
projects, conservation services, research and development and various other expenditures authorized by the
Authority. In 2006, the Authority entered into agreements with certain of the KeySpan subsidiary
companies to amend the MSA and certain other Operating Agreements. The Amended and Restated MSA
(1) provides a simpler “fee for service” contract, (ii) establishes 18 service level metrics which KeySpan
must achieve or be subject to monetary penalties and (iii) has a term that expires on December 31, 2013.

Certain services provided for under the EMA expired on December 31, 2009. Through a competitive
procurement process, the Authority has selected two new providers of those services. Both contracts
commenced on January 1, 2010 for an initial five-year period and are subject to an extension for a period
of five years at the Authority’s option. Both contracts have been approved by the New York State
Comptroller and the Attorney General.
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The Authority had also entered into option agreements with KeySpan Generation LLC (GENCO) which
provided the Authority with an option to acquire the E.F. Barrett and/or the Far Rockaway plants for book
value at the time of sale (the Purchase Option Agreement). The Purchase Option Agreement was set to
expire on May 31, 2008; however, the expiration date was extended to December 31, 2008 and further
extended to September 30, 2009. The Authority notified National Grid that it will not exercise its rights
under this agreement. National Grid also granted the Authority options to purchase, at 1.25 times book
value at the time of sale, the combustion turbines at the Shoreham and Wading River sites. The Authority
allowed the purchase option for the Shoreham and Wading River sites to expire on December 31, 2008.
The Authority also obtained a right of first refusal to purchase, on substantially the same terms as offered,
all (but not less than all) GENCO generating facilities which GENCO may decide to sell to a foreign or
foreign-controlled entity during the term of the PSA (Right of First Refusal).

In consideration for the Authority’s waiver of its rights under the change of control provisions in the
Operating Agreements as a result of the National Grid acquisition of KeySpan in 2007, the Authority and
National Grid reached an agreement (the Agreement and Waiver). Under the Agreement and Waiver,
National Grid agreed to pay the Authority approximately $91 million over a period of seven years
representing the Authority’s guaranteed share of the synergy savings resulting from the National Grid
acquisition of KeySpan. The Authority recorded the net present value (using a 7.8% interest rate) totaling
approximately $68 million. As of December 31, 2009, the Authority has a current receivable of
approximately $29 million and a noncurrent other receivable of approximately $39 million remaining
outstanding.

The Authority and LIPA are also parties to an Administrative Services Agreement, which describes the
terms and conditions under which the Authority provides personnel, personnel-related services, and other
services necessary for LIPA to provide service to its customers. As compensation to the Authority for the
services described above, the Authority charges LIPA a monthly management fee equal to the costs
incurred by the Authority in order to perform its obligations under the Administrative Services Agreement.

Summary of Significant Accounting Policies
General

The Authority complies with all applicable pronouncements of the Governmental Accounting
Standards Board (GASB). In accordance with GASB Statement No. 20, Accounting and Financial
Reporting for Proprietary Funds and Other Governmental Entities That Use Proprietary Fund
Accounting, the Authority complies with all authoritative pronouncements applicable to
nongovernmental entities (i.e., pronouncements of the Financial Accounting Standards Board) that
do not conflict with GASB pronouncements.

The operations of the Authority are presented as an enterprise fund following the accrual basis of
accounting in order to recognize the flow of economic resources. Under this basis, revenues are
recognized in the period in which they are earned and expenses are recognized in the period in which
they are incurred.
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Accounting for the Effects of Rate Regulation

The Authority is subject to the provisions of FASB ASC 980 Regulated Operations (previously
SFAS No. 71, Accounting for the Effects of Certain Types of Regulation). This statement recognizes
the economic ability of regulators, through the ratemaking process, to create future economic
benefits and obligations affecting rate-regulated companies. Accordingly, the Authority records these
future economic benefits and obligations as regulatory assets and regulatory liabilities, respectively.

Regulatory assets represent probable future revenues associated with previously incurred costs that
are expected to be recovered from customers. Regulatory liabilities represent probable future
reductions in revenues associated with amounts that are expected to be refunded to customers
through the ratemaking process.

In order for a rate-regulated entity to continue to apply the provisions of FASB ASC 980 Regulated
Operations, it must continue to meet the following three criteria: (1) the enterprise’s rates for
regulated services provided to its customers must be established by an independent third-party
regulator or its own governing board empowered by a statute to establish rates that bind customers;
(2) the regulated rates must be designed to recover the specific enterprise’s costs of providing the
regulated services; and (3) in view of the demand for the regulated services and the level of
competition, it is reasonable to assume that rates set at levels that will recover the enterprise’s costs
can be charged to and collected from customers.

Based upon the Authority’s evaluation of the three criteria discussed above in relation to its
operations, and the effect of competition on its ability to recover its costs, the Authority believes that
FASB ASC 980 Regulated Operations continues to apply.

If the Authority had been unable to continue to apply the provisions of FASB ASC 980 Regulated
Operations, as of December 31, 2009, the Authority estimates that approximately $163 million of net
recoverable fuel and purchased power costs, approximately $126 million of net unrealized deferred
losses on the Authority’s financial derivative transactions, approximately $37 million deferred
assessment costs, and the acquisition adjustment totaling approximately $2.6 billion would be
considered for impairment.

Cash and Cash Equivalents and Investments

Funds held by the Authority are administered in accordance with the Authority’s investment
guidelines pursuant to Section 2925 of the New York State Public Authorities Law. These guidelines
comply with the New York State Comptroller’s investment guidelines for public authorities. Certain
investments and cash and cash equivalents have been designated by the Authority’s Board of
Trustees to be used for specific purposes, including rate stabilization, debt service, and capital
expenditures. Investments’ carrying values are reported at fair market value. See note 8 for a further
discussion.

Counterparty Collateral

Whenever the Authority enters into a transaction to mitigate risk, it becomes exposed to an event of
nonperformance by the counterparty; however, to limit its exposure to such risk, the Authority will
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only enter into derivative transactions with counterparties that have a credit rating of “investment
grade” or better. The Authority and its counterparties require collateral posting for mark-to-market
valuations that exceed established credit limits. At December 31, 2009, the Authority was required to
post approximately $46 million of collateral to various counterparties, which is reflected as a current
asset and is considered a restricted net asset. At December 31, 2008, the Authority was required to
post approximately $229 million of collateral to various counterparties, which is also reflected as a
current asset and is considered a restricted net asset.

Utility Plant and Property and Equipment

Additions to and replacements of utility plant are capitalized at original cost, which includes
material, labor, indirect costs associated with an addition or replacement, plus an allowance for
borrowed funds used during construction. The cost of renewals and betterments relating to units of
property is added to utility plant. The cost of property replaced, retired or otherwise disposed of is
deducted from utility plant and, generally, together with dismantling costs less any salvage, is
charged to accumulated depreciation. The cost of repairs and minor renewals is charged to
maintenance expense. Mass properties (such as poles, wire and meters) are accounted for on an
average unit cost basis by year of installation. See note 6 for further discussion.

Property and equipment represents leasehold improvements, office equipment and furniture and
fixtures of the Authority.

Fuel Inventory

Under the terms of the EMA and various Power Purchase Agreements, the Authority owns the fuel
oil used in the generation of electricity at the facilities under contract to the Authority. Fuel inventory
represents the value of low sulfur and other liquid fuels that the Authority had on hand at each
year-end in order to meet the demand requirements of these generating stations. Fuel inventory is
valued using the weighted average cost method.

Fuel Derivatives

The Authority uses derivative instruments through its risk management program in an attempt to
protect its customers from market price fluctuations for the purchase of fuel oil, natural gas and
electricity. The program is intended to identify exposures to movements in fuel and purchased power
prices, quantify the impact of these exposures on the Authority’s financial position, liquidity and the
FPPCA and mitigate the exposures in line with the Authority’s identified level of risk tolerance. The
Authority actively manages the program in both upward and downward trending markets and adjusts
its positions as necessary to mitigate the impact of changing market trends.

These instruments are recorded at fair value, see note 4 for further discussion. Any unrealized gains
or losses are deferred until realized, in accordance with the provisions of the fuel and purchased
power cost adjustment (FPPCA).
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Material and Supplies Inventory

This represents the Authority’s share of material and supplies inventory needed to support the
operation of the Nine Mile Point 2 (NMP2) nuclear power station.

Promissory Note Receivable

As part of the 1998 Merger, KeySpan issued promissory notes to the Authority of approximately
$1.048 billion. As of December 31, 2009 and 2008, approximately $155 million remained
outstanding, respectively. The fair market value of the note at December 31, 2009 and 2008 is
approximately $156 million and $153 million, respectively. The interest rates and timing of principal
and interest payments on the promissory notes from KeySpan are identical to the terms of certain
LILCO indebtedness assumed by the Authority in the merger. KeySpan is required to make principal
and interest payments to the Authority thirty days prior to the corresponding payment due dates.

Nonutility Property and Other Investments

The Authority’s nonutility property and other investments consist primarily of the Nine Mile Point 2
decommissioning Trust Funds (the Trusts). At December 31, 2009 and 2008, the value of the Trusts
was approximately $75 million and $72 million, respectively.

Other Long-Term Receivables

This represents the net present value of synergy savings credits due from National Grid resulting
from their purchase of KeySpan as discussed in note 2. The Authority also recorded the net present
value of a receivable related to the partial reimbursement of costs to construct the interconnection
facilities related to the Neptune cable, which is to be paid to the Authority over a period of 20 years.

Deferred Unrealized Loss — Financial Derivatives

The Authority uses derivative instruments to manage the cash flow impact of interest rate changes on
its customer’s, net assets and cash flows. Under the provisions of FASB ASC 815, Derivatives and
Hedging (previously SFAS No. 133, Accounting for Derivatives and Hedging Activities, as amended
by SFAS No. 138, Accounting for Certain Derivative Instruments and Certain Hedging Activities
and SFAS No. 149, Amendment of Statement 133 on Derivative Instruments and Hedging Activities),
the Authority is required to recognize the fair value of all derivative instruments as either an asset or
liability on the balance sheet with an offsetting gain or loss also recognized on the balance sheet. In
accordance with FASB ASC 820 Fair Value Measurements and Disclosures (previously
SFAS No. 157, Fair Value Measurements), the fair market values of the derivatives are provided by
an independent third party. These standards permit the deferral of hedge gains and losses to Other
Comprehensive Income, under specific hedge accounting provisions, until the hedged transaction is
realized. However, the Authority is a governmental agency and, therefore, its financial statements are
prepared in accordance with the provisions of the Governmental Accounting Standards Board, which
do not provide for Other Comprehensive Income. However, as the Authority is subject to the
provisions of FASB ASC 980 Regulated Operations, all such gains and losses are deferred until
realized, which corresponds to the period they are recovered in rates.
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Deferred Charges

Deferred charges consists primarily of the unamortized balance of costs incurred to issue long-term
debt which are amortized to interest expense over the life of the debt issuance to which they relate,
and certain amounts incurred related to various energy projects, whose amortization is charged to
fuel and purchased power costs over the period of benefit (the life of the related Power Purchase
Agreement). Also recorded as a deferred charge are costs related to the transition to two new service
providers who, after competitive solicitation were selected to provide support services to LIPA’s fuel
hedging program for a period of five years.

Regulatory Assets
Shoreham Property Tax Settlement (Settlement)

In January 2000, the Authority reached an agreement with Suffolk County, Town of Brookhaven,
Shoreham-Wading River Central School District, Wading River Fire District and Shoreham-Wading
River Library District (which was succeeded by the North Shore Library District) (collectively,
the Suffolk Taxing Jurisdictions) and Nassau County regarding the over assessment of the Shoreham
Nuclear Power Station. As required under the terms of the agreement, the Authority was required to
issue $457.5 million of rebates and credits to customers over the five-year period which began
May 29, 1998. In order to fund such rebates and credits, the Authority used the proceeds from the
issuance in May 1998 of its Capital Appreciation Bonds, Series 1998A Electric System General
Revenue Bonds totaling approximately $146 million and the issuance in May 2000 of approximately
$325 million of Electric System General Revenue Bonds, Series 2000A.

As provided under the Settlement, beginning in June 2003, Suffolk County customers’ bills include a
surcharge (the Suffolk Surcharge) to be collected over the succeeding approximate 25 year period to
repay the debt service and issuance costs on the bonds issued by the Authority to fund the Settlement
as well as its cost of pre-funding certain rebates and credits.

As future rates will be established at a level sufficient to recover all such costs identified above,
Authority recorded a regulatory asset in accordance with FASB ASC 980 Regulated Operations. The
balance of the Shoreham property tax settlement regulatory asset as of December 31, 2009 and 2008
was approximately $553 million and $557 million, respectively. The balance represents rebates and
credits issued to customers, costs of administering the program plus annual debt service costs on the
bonds identified above less surcharges collected since 2003 totaling approximately $233 million.

Southampton Visual Benefit Assessment

The Authority has recorded the incremental costs (approximately $12 million) incurred to bury a
portion of a transmission cable routed through the Town of Southampton (Town) that will be
recovered from certain customers of the Town over a period of 20 years.

New York State Temporary Energy and Utility Conservation Assessment

As a result an amendment to the Public Service Law effective April 1, 2009, utilities in the State are
required to collect from all customers a special assessment which will be paid directly to the State for
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a five year period that began in 2009. As the Authority’s rates did not include the recovery of this
assessment until approved by the Board of Trustees effective January 1, 2010, the 2009 assessment
of $37 million has been deferred and will be collected ratably from customers over the next
four years.

Fuel and Purchased Power Costs Recoverable

The Authority’s tariff includes a fuel recovery provision — the Fuel and Purchased Power Cost
Adjustment (FPPCA) that provides for the recovery of fuel and purchased power costs in the period
incurred, up to amounts sufficient to allow the Authority to earn a financial target of $75 million
with a variance of $50 million above or below such amount in each year. Should fuel and purchased
power prices change such that Authority would exceed or fail to meet its financial target, the FPPCA
would be reduced or increased accordingly. In no event, however, may Authority recover an amount
that exceeds its fuel and purchased power costs incurred.

Prior to 2004, the Authority deferred a portion of its excess fuel and purchased power costs and
collected those costs in subsequent years. In order to transition to a current period recovery method,
the Authority deferred, in 2003, approximately $365 million of unrecovered fuel and purchased
power costs to be recovered over a 10-year period beginning January 1, 2004. As of December 31,
2009 and 2008, the uncollected balance of this deferral totaled approximately $148 million and
$183 million, respectively.

In addition, the Authority uses derivative instruments to attempt to protect its net assets and cash
flows from significant price fluctuations for the purchase of fuel oil, natural gas and electricity. As
the Authority is subject to the provisions of FASB ASC 980 Regulated Operations, unrealized gains
and losses on such derivatives are deferred until realized.

Acquisition Adjustment

The acquisition adjustment, an intangible asset, represents the difference between the purchase price
paid and the net assets acquired from LILCO and is being amortized and recovered through rates on
a straight-line basis using a 35-year life.

Fair Values of Financial Instruments

Effective January 1, 2008, the Authority adopted FASB ASC 820, Fair Value Measurements and
Disclosures Prospectively, for applicable financial instruments that are measured at fair value on a
recurring basis. For the Authority, FASB ASC 820 Fair Value Measurements and Disclosures
establishes a framework for measuring fair value, and expands disclosures about fair value
measurements. This statement applies under other accounting pronouncements that require or permit
fair value measurements and does not require any new fair value measurements. See note 4 for a
further discussion on fair value of financial instruments.

Capitalized Lease Obligations

Capitalized lease obligations represent the net present value of various contracts for the capacity
and/or energy of certain generation and transmission facilities in accordance with FASB ASC 840
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Leases (previously Emerging Issues Task Force No. 01-08, Determining Whether an Arrangement
Contains a Lease and previously SFAS No. 13, Accounting for Leases). Upon satisfying the
capitalization criteria, the net present value of the contract payments is included in both Utility Plant
and Capital Lease Obligations.

The Authority recognizes in fuel and purchased power expense an amount equal to the contract
payment of the capitalized leases discussed above, as allowed through the ratemaking process. The
value of the asset and the obligation is reduced each month so that the balance sheet properly reflects
the remaining value of the asset and obligation at each month end.

For a further discussion on the capitalization of capacity and/or energy contracts, see note 12.

Deferred Credits

Deferred credits primarily represents amounts received from KeySpan/National Grid (Grid benefits)
as a result of certain renegotiated and other agreements with the Authority. The Authority’s
management implemented a plan to provide long-term customer benefits including: the creation of a
fund for low-income seniors; and funding certain energy-related initiatives. The Board authorized
$100 million of these Grid benefits to be used during 2009 as a reduction to the amounts recoverable
from customers through the FPPCA, and provided for the establishment of a $10 million fund to
assist qualifying low income senior citizens customers with a one-time $200 bill credit for electric
service.

Deferred Credits — Financial Derivatives

Represents the net amount that the Authority would be required to pay in order to terminate these
financial derivative instruments as of December 31, 2009 and 2008. The amount shown includes the
unamortized balance of cash premiums received at the time of entering into these instruments. The
Authority is amortizing such premiums ratably over the life of the instrument.

Claims and Damages

Losses arising from claims including workers’ compensation claims, property damage, and general
liability claims are partially self-insured. Storm losses are self-insured. Reserves for these claims and
damages are based on, among other things, experience, and expected loss.

Revenues

Operating revenues are comprised of cycle billings for electric service rendered to customers, based
on meter reads, and the accrual of revenues for electric service rendered to customers not billed at
month-end. All other revenue not meeting this definition is reported as nonoperating revenue when
service is rendered. Fuel and purchased power supply costs recoveries collected in excess of that
incurred are deferred until the FPPCA rate is adjusted. For the years ended December 31, 2009 and
2008, the Authority received approximately 52% of its revenues from residential sales, 43% from
sales to commercial and industrial customers, and the balance from sales to public authorities and
municipalities.
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Depreciation and Amortization

The provisions for depreciation for utility plant result from the application of straight-line rates by
groups of depreciable properties in service. The rates are determined by age-life studies performed
on depreciable properties. The average composite depreciation rate is 2.85% and 2.83% for
December 31, 2009 and 2008, respectively.

Leasehold improvements are being amortized over the lesser of the life of the assets or the term of
the lease, using the straight-line method. Property and equipment is being depreciated over its
estimated useful life using the straight-line method.

The following estimated useful lives and capitalization thresholds are used for utility property:

Capitalization
Category Useful life threshold
Generation — nuclear 39 —-46 years §$ 200
Transmission and distribution 20 — 48 years 200
Common 4 — 41 years 200
Nuclear fuel in process and in reactor 6 years —
Generation assets under capital lease 10 — 25 years —

Payments-in-Lieu-of-Taxes

The Authority makes payments-in-licu-of-taxes (PILOTS) for all operating taxes previously paid by
LILCO, including gross income, gross earnings, property, Metropolitan Transportation Authority
and certain taxes related to fuels used in utility operations. In addition, the Authority has entered into
various PILOT arrangements for property it owns, upon which merchant generation and transmission
is built.

Allowance for Borrowed Funds Used During Construction

The allowance for borrowed funds used during construction (AFUDC) is the net cost of borrowed
funds used for construction purposes. AFUDC is not an item of current cash income. AFUDC is
computed monthly on a portion of construction work in progress, and is shown as a net reduction in
interest expense. The AFUDC rates were 5.19% and 4.49% for the years ended December 31, 2009
and 2008, respectively.

Income Taxes

The Authority is a political subdivision of the State of New York and, therefore, is exempt from
Federal, state, and local income taxes.

Regulatory Liability — Fuel and Purchased Power Costs

Regulatory liabilities represent amounts that are expected to be refunded to customers through the
ratemaking process. In accordance with the FPPCA, the Authority must return any FPPCA revenues
it recovers in excess of the fuel and purchased power costs it incurs. Any such over recoveries are
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recognized as regulatory liabilities. In addition, in accordance with the FPPCA, unrealized
mark-to-market gains on commodity derivatives are considered regulatory liabilities and returned to
the customer in the period realized.

Asset Retirement Obligation

The Authority adopted FASB ASC 410 Asset Retirement and Environment Obligations (previously
SFAS No. 143, Accounting for Asset Retirement Obligations). An Asset Retirement Obligation
(ARO) exists when there is a legal obligation associated with the retirement of a tangible long-lived
asset that results from the acquisition, construction, or development and/or normal operation of the
asset. The Authority, as an 18% owner of Nine Mile Point 2 (NMP2) Nuclear Power Station, has a
legal obligation associated with its retirement. This obligation is offset by the capitalization of the
asset which is included in “Utility plant and property and equipment, net”. As of December 31, 2009
and 2008, the NMP2 asset retirement obligation totaled approximately $68 million and $87 million,
respectively. The Authority maintains a trust for the decommissioning of NMP2. The
decommissioning funds are reported at their fair market value and any unrealized gains or losses are
deferred as a component of the ARO in accordance with FASB ASC 980 Regulated Operations and
have no impact to the Authority’s net assets. For a further discuss on the Authority’s NMP2
decommissioning obligations and related funding see note 7.

Additionally, FASB ASC 410 Asset Retirement and Environment Obligations defines the term
conditional asset retirement obligation as a legal obligation to perform an asset retirement activity in
which the timing and (or) method of settlement are conditional on a future event that may or may not
be within the control of the entity. The obligation to perform the asset retirement activity is
unconditional even though uncertainty exists about the timing and (or) method of settlement. As of
December 31, 2009 and 2008, the asset retirement obligation for the Authority’s utility assets totaled
approximately $6 million.

A summary of the asset retirement obligation activity of the Authority for the years ended
December 31, 2009 and 2008 is included below (amount in thousands):

2009 2008

Asset retirement obligation:

Beginning balance $ 92,558 91,541

Liabilities incurred — (733)

Changes in fair market value of decommissioning fund 977 (3,718)

Change in estimate (22,584) —

Accretion expense 2,729 5,468

Balance at December 31 $ 73,680 92,558
Long-Lived Assets

Long-lived assets, such as property, plant, and equipment, and purchased intangibles subject to
amortization, are reviewed for impairment whenever events or changes in circumstances indicate that
there is a significant unexpected decline in the service utility of a capital asset. The service utility of
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a capital asset is the usable capacity that at acquisition was expected to be used to provide service.
An impairment is measured using one of three approaches that best reflects the decline in service
utility. Assets to be disposed of and assets held for sale are reported at the lower of the carrying
amount or fair value less costs to sell.

Use of Estimates

The accompanying financial statements were prepared in conformity with U.S. generally accepted
accounting principles which require management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

Reclassifications

Certain prior year amounts have been reclassified in the financial statements to conform to the
current year presentation. Regulatory items previously recorded as credits within the fuel and
purchased power expenses have been reclassed to revenue. This has no impact on change in net
assets.

Adoption of New Accounting Standards

Effective September 15, 2009, the Authority adopted the requirements of FASB ASC 105,
U.S. GAAP Codification of Accounting Standards (previously SFAS No. 168, FASB Accounting
Standards Codification and the Hierarchy of Generally Accepted Accounting Principles).
FASB ASC 105 is effective for financial statements issued for interim and annual periods ending
after September 15, 2009 and establishes the ASC as the source of authoritative GAAP, except for
rules and interpretive releases of the Securities and Exchange Commission (SEC), which are sources
of authoritative GAAP for SEC registrants. The adoption of the ASC was not intended to change or
alter existing GAAP and therefore did not have any impact on the Authority’s consolidated financial
statements. References to the relevant ASC section and the previously existing GAAP standard have
been provided for accounting standards adopted in 2009 but prior to the effective date of the ASC.

Recent Accounting Pronouncements

In June 2008, the GASB issued Statement No. 51, Accounting and Financial Reporting for
Intangible Assets. This statement provides guidance regarding how to identify, account for, and
report intangible assets. GASB Statement No. 51 is effective for financial statements for periods
beginning after June 15, 2009. The adoption of this statement is not expected to have a material
impact on the Authority’s financial position or net assets.

Also in June 2008, GASB issued Statement No. 53, Accounting and Financial Reporting for
Derivative Instruments. This statement requires that the fair value of financial arrangements called
“derivatives” or “derivative instruments” be reported in the financial statements of state and local
governments. If a derivative effectively hedges (significantly reduces) an identified risk of rising or
falling cash flows or fair values, then its annual fair value changes are deferred until the hedged
transaction occurs or the derivative ceases to be effective. On the other hand, the annual change in
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the fair value of other derivatives should be reported immediately as investment income or loss.
Additional information about derivatives should be disclosed in the notes to the financial statements,
including identification of the risks to which hedging derivative instruments expose the Authority.
GASB No. 53 is effective for financial statements for periods beginning after June 15, 2009. The
Authority is currently assessing the financial statement impact of adopting this statement, but does
not believe that its impact will be material.

(4) Fair Value of Financial Instruments

The Authority records its financial instruments related to continuing operations at fair value as shown
below (amounts in thousands):

Carrying amount/fair value
Year ended December 31,

2009 2008
Investments $ 124,283 32,562
Nuclear Decommissioning Trust (included in nonutility plant
and other investments) 74,548 71,623
Derivative liabilities:
Financial derivatives (Interest rate swaps) (231,576) (497,674)
Fuel and purchased power derivatives (179,539) (357,131)

The fair values of the financial instruments shown in the above table represent management’s best
estimates of the amounts that would be received to sell those assets or that would be paid to transfer those
liabilities in an orderly transaction between market participants at that date. Those fair value measurements
maximize the use of observable inputs. However, in situations where there is little, if any, market activity
for the asset or liability at the measurement date, the fair value measurement reflects the Authority’s own
judgments about the assumptions that market participants would use in pricing the asset or liability. Those
judgments are developed by the Authority, in consultation with its risk management advisors, based on the
best information available in the circumstances.

The Authority obtained the estimated fair market value of long-term debt from its financial advisor. The
financial advisor developed estimated market scales and prices for each type of debt security by taking into
account credit ratings, bond insurance, call provisions and any other unique features.

(a) Adoption of FASB ASC 820 Fair Value Measurements and Disclosures

The Authority adopted FASB ASC 820, Fair Value Measurements and Disclosures on January 1,
2008, for applicable financial instruments that are measured at fair value. This statement establishes
a framework for measuring fair value, and expands disclosures about fair value measurements.
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FASB ASC 820 Fair Value Measurements and Disclosures establishes a fair value hierarchy that
prioritizes the inputs to valuation techniques used to measure fair value into three levels as follows:

Level 1 — Quoted prices (unadjusted) in active markets for identical assets or liabilities that the
Authority has the ability to access as of the measurement date. The financial instruments
utilizing Level 1 inputs include active exchange-traded securities, exchange based derivatives,
and investments in U.S. Treasuries.

Level 2 — Inputs other than quoted prices included within Level 1 that are directly observable
for the asset or liability or indirectly observable through corroboration with observable market
data. The financial instruments utilizing Level 2 inputs include fixed income securities,
exchange-based derivatives, and over-the-counter derivatives such as swaps, options and
forwards.

Level 3 — Unobservable inputs for the asset or liability only used when there is little, if any,
market activity for the asset or liability at the measurement date. The financial instruments
utilizing Level 3 inputs include infrequently traded, and nonexchange-based derivatives and
commingled investment funds, and are measured using present value pricing models.

In accordance with FASB ASC 820 Fair Value Measurements and Disclosures, the Authority
determines each items level in the fair value hierarchy in its entirety based on the lowest level input
that is significant to its fair value measurement.

Recurring Fair Value Measurements

The following table presents assets and liabilities measured and recorded at fair value on the
Authority’s balance sheet on a recurring basis and their level within the fair value hierarchy as of
December 31, 2009 (amounts in thousands):

Fair value December 31, 2009

Level 1 Level 2 Level 3 Total
Investments $ 124,283 — 124,283
Nuclear Decommissioning Trust
investments 25,247 37,673 11,628 74,548
Derivative liabilities:
Financial derivatives — — (231,576) (231,576)
Fuel and purchased power
derivatives (163,017) — (16,522) (179,539)
Total $ (137,770) 161,956 (236,470) (212,284)
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The following table reconciles, for the period ended December 31, 2009, the beginning and ending
balances for financial instruments that are recognized at fair value in the financial statements at least
annually using significant unobservable inputs (amounts in thousands):

Fair value measurement using significant
unobservable inputs (Level 3)

Fuel and
purchased
NDT fund Financial power
investments derivatives derivatives Total

Beginning balance at
January 1, 2009 $ 8,947 (497,674) (72,992) (561,719)
Total realized/unrealized
gains and (losses)
Included in net assets

(realized) 1,787 5,606 38,383 45,776
Included in

decommissioning

obligations/unrealized

gains 579 — — 579
Included in regulatory

asset/deferred

unrealized loss — 260,492 18,049 278,541
Purchase (sales), net 315 — (7,035) (6,720)
Transfer into Level 3 — — 7,073 7,073

Ending balance at
December 31, 2009 $ 11,628 (231,576) (16,522) (236,470)

Realized gains and losses included in net assets that are related to the financial derivatives are
recorded as a component of interest expense, while those related to energy derivatives are recorded
as fuel and purchased power expense.

Unrealized gains and losses related to derivatives are deferred until realized in accordance with how
customer rates are set and determined.

Nonderivative Fair Value Measurements

Debt securities are measured using quoted market prices multiplied by the quantity held when quoted
market prices are available. If quoted market prices for those debt securities are not available, the fair
value is determined using an income approach valuation technique (present value using the discount
rate adjustment technique) that considers, among other things, interest rates, the issuer’s credit
spread, bond insurance, call provisions and illiquidity by sector and maturity. Commingled funds are
maintained by investment companies and hold certain investments in accordance with a stated set of
fund objectives. The fair values of commingled funds are based on net asset values per fund share
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(the unit of account), derived from the quoted prices in active markets of the underlying equity
securities. However, because the shares in the commingled funds are not publicly quoted, not traded
in an active market and are subject to certain restrictions regarding their purchase and sale, the
commingled funds are categorized in Level 3.

Derivative Fair Value Measurements

A portion of the Authority’s fuel and purchased power derivative contracts are exchange-traded
contracts with readily available quoted market prices. Another portion is non exchange-traded
contracts valued using prices provided by external sources, primarily price quotations available
through brokers or over-the-counter, on-line exchanges. The remainder of the fuel and purchased
power as well as the financial derivative products represents contracts for which external sources or
observable market quotes are not available. These contracts are valued based on various valuation
techniques including but not limited to models internal to the Authority’s energy risk management
consultant based on extrapolation of observable market data with similar characteristics. Contracts
valued with prices provided by models and other valuation techniques make up a significant portion
of the total fair value of such derivative contracts. The Authority’s policy is to discount the fair value
of each contract using a interest rate which represents default risk associated with a particular
counterparty.

Under the guidance of FASB Staff Position (FSP) FIN 39-1, entities may choose to offset derivative
positions in the financial statements against the fair value of the amounts recognized as cash
collateral paid or received under those arrangements. The Authority has credit arrangements within
various agreements to call on or pay additional collateral support. The Authority has chosen not to
offset positions as defined in this FSP. As of December 31, 2009 and 2008, the Authority recorded
approximately $46 million and $229 million, respectively, of cash collateral paid on its balance
sheet.
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Other Derivative Disclosures

Interest Rate Transactions

The Authority has entered into several interest rate swap agreements with various counterparties to
modify the effective interest rate on outstanding debt. The following tables show the notional
amounts, fair values, and the net settlement amounts of derivative contracts (amounts in thousands):

December 31, 2009
Deferred
Notional Termination Fair unrealized
amount date Type of swap value loss

$ 150,000 4/1/2025 Floating to fixed $ (16,065) (16,065)
100,000 4/1/2025 Floating to fixed (10,710) (10,710)
587,225 12/1/2029 Floating to fixed (a) (162,492) (82,526)
110,715 9/1/2015 Floating to fixed (6,338) (6,338)
502,090 8/15/2033 Basis swap (b) (17,985) (5,135)
251,045 8/15/2033 Basis swap (c) (8,993) (2,568)
251,045 8/15/2033 Basis swap (c) (8,993) (2,568)
Total $ (231,576) (125,910)

(a)  The Authority received an upfront premium totaling approximately $106 million, of
which $24.4 million represented reimbursement of administrative costs.

(b)  The Authority received an upfront premium totaling approximately $17.5 million.
(¢)  The Authority received an upfront premium totaling approximately $8.75 million per
swap.

The interest rate transactions are all cash flow hedges. Unrealized gains and losses resulting from
changes in the mark-to-market valuations are deferred until realized, at which point settlements will
become components of interest expense and subject to recovery from our customers. The swaps
terminate with the underlying debt unless reassigned to other debt (amounts in thousands).

Net Net
settlements settlements
Fair value at receipts/ Fair value at receipts/
December 31, (payments) December 31, (payments)
Description hedge 2009 2009 2008 2008
Basis swaps $ (35,971) (1,968) (120,367) 2,314)
Floating to fixed swaps (195,605) (37,605) (377,307) (21,490)
Total interest
rate items $ (231,576) (39,573) (497,674) (23,804)
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Energy Related Transactions

Notional Volume of Energy Related Transactions

Long swap Short swap Long call Short put
Commodity (volume):
Oil (bbls) 5,403,655 2,478,500 770,000 770,000
NG (MMBtu) 70,690,000 14,547,500 13,345,000 13,345,000
NG Basis (MMBtu) 5,322,500 — —
Power (MWh) 4,333,600 4,333,600 — —
Net Net
settlements settlements
Fair value at receipts/ Fair value at receipts/
December 31, (payments) December 31, (payments)
2009 2009 2008 2008
(Amounts in thousands)
Oil (bbls):
Unrealized fair value gains $ 49,668 133,057
Unrealized fair value losses (32,181) (163,521)
Net oil 17,487 $ 73,011 (30,464) 113,143
Natural gas (MMBtu):
Unrealized fair value gains 3,279 11,421
Unrealized fair value losses (133,568) (136,400)
Net natural gas (130,289) (35,534) (124,979) 61,128
Natural gas basis (MMBtu):
Unrealized fair value gains — —
Unrealized fair value losses (3,774) (9,430)
Net natural gas
basis (3,774) (10,455) (9,430) 1,743
Power (MWh):
Unrealized fair value gains 3,048 4,729
Unrealized fair value losses (66,010) (196,988)
Net power (62,962) (133,857) (192,259) 40,047
Total energy
derivatives $ (179,538) (106,835) (357,132) 216,061
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The energy related transactions are all cash flow hedges. Unrealized gains and losses are deferred
until realized, at which point they become a component of fuel and purchased power, either
increasing or decreasing that cost, and subject to recovery under the FPPCA.

Rate Matters

Under current New York State law, the Authority is empowered to set rates for electric service in the
Service Area without the approval of the New York State Public Service Commission (PSC) or any other
state regulatory body. However, the Authority has agreed, in connection with the approval of the 1998
merger of the Authority and LILCO (d/b/a LIPA) by the New York State Public Authorities Control Board
(the PACB), that it will not impose any permanent increase, nor extend or re-establish any portion of a
temporary rate increase, in average customer rates over a 12-month period in excess of 2.5% without
approval of the PSC, following a full evidentiary hearing. Another of the PACB conditions requires that
the Authority reduce average base rates within the service area by no less than 14% over a ten-year period
commencing on the date when the Authority began providing electric service, when measured against
LILCO’s base rates in effect on July 16, 1997 (excluding the impact of the Shoreham Property Tax
Settlement, but adjusted to reflect emergency conditions and extraordinary unforeseeable events, including
a precipitous rise in oil prices).

The LIPA Act requires that any bond resolution of the Authority contain a covenant that it will at all times
maintain rates, fees or charges sufficient to pay the costs of operation and maintenance of facilities owned
or operated by the Authority; PILOTS; renewals, replacements and capital additions; the principal of and
interest on any obligations issued pursuant to such resolution as the same become due and payable, and to
establish or maintain any reserves or other funds or accounts required or established by or pursuant to the
terms of such resolution.

The Authority’s tariff includes: (i) the FPPCA, to allow for adjustments to customers’ bills to reflect
changes in the cost of fuel and purchased power and related costs; (ii) a PILOTS recovery rider, which
allows for rate adjustments to accommodate PILOTS; (iii) a rider providing for the recovery of costs
associated with the Shoreham Property Tax Settlement; (iv) a rider for the Authority’s energy efficiency
and renewables program; and (v) a rider providing for the collection of the Temporary State Assessment
imposed by the New York State Legislature.

For a further discussion on rate matters, see note 13.
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(6) Utility Plant and Property and Equipment

The following schedule summarizes the utility plant and property and equipment of the Authority as of
December 31, 2009 (amounts in thousands):

Beginning Ending
balance Additions Deletions balance
Capital assets, not being depreciated:
Land $ 16,089 604 — 16,693
Retirement work in progress 34,159 19,480 17,699 35,940
Construction in progress 272,733 243,370 327,005 189,098
Total capital assets not
being depreciated 322,981 263,454 344,704 241,731
Capital assets, being depreciated:
Generation — nuclear 713,876 7,341 13,139 708,078
Transmission and distribution 3,047,676 307,161 70,786 3,284,051
Common 31,493 6,435 734 37,194
Nuclear fuel in process and
in reactor 73,207 20,584 — 93,791
Office equipment, furniture,
and leasehold improvements 4,607 673 — 5,280
Generation and transmission assets
under capital lease 2,818,947 736,077 — 3,555,024
Total capital assets
being depreciated 6,689,806 1,078,271 84,659 7,683,418
Less accumulated depreciation for:
Generation — nuclear 233,524 21,862 4,460 250,926
Transmission and distribution 634,898 115,664 76,406 674,156
Common 8,767 4,392 475 12,684
Nuclear fuel in process and
in reactor 60,083 6,690 — 66,773
Office equipment, furniture, and
leasehold improvements 3,570 377 — 3,947
Generation assets under
capital lease 346,935 110,010 — 456,945
Total accumulated
depreciation 1,287,777 258,995 81,341 1,465,431
Net value of capital
assets, being
depreciated 5,402,029 819,276 3,318 6,217,987
Net value of all
capital assets $ 5,725,010 1,082,730 348,022 6,459,718

34 (Continued)



LONG ISLAND POWER AUTHORITY
(A Component Unit of The State of New Y ork)

Notes to Basic Financial Statements

December 31, 2009 and 2008

In 2009, depreciation expense related to capital assets was approximately $142 million.

The following schedule summarizes the utility plant and property and equipment of the Authority as of
December 31, 2008 (amounts in thousands):

Capital assets, not being depreciated:
Land
Retirement work in progress
Construction in progress

Total capital assets not
being depreciated

Capital assets, being depreciated:
Generation — nuclear
Transmission and distribution
Common
Nuclear fuel in process and

in reactor
Office equipment, furniture,
and leasehold improvements
Generation and transmission assets
under capital lease

Total capital assets
being depreciated

Less accumulated depreciation for:
Generation — nuclear
Transmission and distribution
Common
Nuclear fuel in process and

in reactor
Office equipment, furniture, and
leasehold improvements
Generation assets under
capital lease

Total accumulated
depreciation

Net value of capital
assets, being
depreciated

Net value of all
capital assets

Beginning Ending
balance Additions Deletions balance
15,712 377 — 16,089
24,809 18,930 9,580 34,159
208,342 283,568 219,177 272,733
248,863 302,875 228,757 322,981
711,256 2,620 — 713,876
2,866,566 205,547 24,437 3,047,676
26,093 5,786 386 31,493
72,758 578 129 73,207
3,966 641 — 4,607
2,474,902 344,045 — 2,818,947
6,155,541 559,217 24,952 6,689,806
211,247 22,277 — 233,524
554,560 110,829 30,491 634,898
6,547 2,606 386 8,767
54,177 5,906 — 60,083
3,228 342 — 3,570
253,905 93,030 — 346,935
1,083,664 234,990 30,877 1,287,777
5,071,877 324,227 (5,925) 5,402,029
5,320,740 627,102 222,832 5,725,010
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In 2008, depreciation expense related to capital assets was approximately $134 million.

Nine Mile Point Nuclear Power Station, Unit 2 (NMP2)

The Authority has an undivided 18% interest in Nine Mile Point 2 Nuclear Power Station (NMP2), located
in Scriba, New York, operated by Constellation Energy Nuclear Group, LLC (Constellation) a division of
Constellation Energy Group, Inc. (CEG).

The Authority’s share of the rated capability of NMP2 is approximately 207 megawatts (MW). The net
utility plant investment, excluding nuclear fuel, was approximately $457 million and $480 million as of
December 31, 2009 and 2008, respectively. Generation from NMP2 and operating expenses incurred by
NMP2 are shared by the Authority at its 18% ownership interest. The Authority is required to provide its
share of financing for any capital additions to NMP2. Nuclear fuel costs associated with NMP2 are being
amortized on the basis of the quantity of heat produced for the generation of electricity.

The Authority has an operating agreement for NMP2 with Constellation, which provides for a management
committee comprised of one representative from each co-tenant. Constellation controls the operating and
maintenance decisions of NMP2 in its role as operator. The Authority and Constellation have joint
approval rights for the annual business plan, the annual budget and material changes to the budget. In
addition to its involvement through the management committee, the Authority maintains on-site nuclear
oversight representation to provide additional support to protect the Authority’s interests.

The Nuclear Regulatory Commission (NRC) granted a license extension for the Nine Mile Point 2 facility
extending the license through October 2046.

(a) Nuclear Plant Decommissioning

Provisions for decommissioning costs for NMP2 are based on a site-specific study prepared by
Constellation. As a result of that study, the Authority’s share of the total decommissioning costs for
both the contaminated and noncontaminated portions decreased approximately $20 million (due to
improved remediation technologies) to $68 million as of December 31, 2009 and is included in the
balance sheet as a component of the asset retirement obligation. The Authority maintains a nuclear
decommissioning trust fund (NDT) for its share of the decommissioning costs of NMP2, which as of
December 31, 2009 and 2008, had an approximate value of $75 million and $72 million,
respectively. Through continued deposits and investment returns being maintained within these
trusts, the Authority believes that the value of these trusts in 2046 will be sufficient to meet the
Authority’s expected decommissioning obligations.

(b)) NMP2 Radioactive Waste

Constellation has contracted with the U.S. Department of Energy (DOE) for disposal of high-level
radioactive waste (spent fuel) from NMP2. Despite a court order reaffirming the DOE’s obligation to
accept spent nuclear fuel by January 31, 1998, the DOE has forecasted the start of operations of its
high-level radioactive waste repository to be no earlier than 2010. The Authority has been advised by
Constellation that the NMP2 spent fuel storage pool has a capacity for spent fuel that is adequate
until 2012. If additional DOE schedule slippage should occur, the storage for NMP2 spent fuel,
either at the plant or some alternative location, may be required. The Authority reimburses
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Constellation for its 18% share of the disposal costs of spent fuel at a rate of $1.00 per megawatt
hour of net generation, less a factor to account for transmission line losses. Such costs are included in
the cost of fuel and purchased power.

Nuclear Plant Insurance

Constellation procures public liability and property insurance for NMP2 and the Authority
reimburses Constellation for its 18% share of those costs.

The Terrorism Risk Insurance Act (TRIA) of 2002 was signed into law in 2002, which was then
extended by the Terrorism Risk Insurance Extension Act of 2005 and the Terrorism Risk Insurance
Program Reauthorization Act of 2007. Under the TRIA, property and casualty insurance companies
are required to offer insurance for losses resulting from Certified acts of terrorism. Certified acts of
terrorism are determined by the Secretary of the Treasury, in concurrence with the Secretary of State
and Attorney General, and primarily are based upon the occurrence of significant acts of
international terrorism as part of an effort to coerce the civilian population of the United States or to
influence the policy or affect the conduct of the United States Government by coercion. The nuclear
property and accidental outage insurance programs, as discussed later in this section provide
coverage for certified acts of terrorism.

Losses resulting from noncertified acts of terrorism are covered as a common occurrence, meaning
that if noncertified terrorist acts occur against one or more commercial nuclear power plants insured
by the insurer’s of NMP2 within a 12-month period, such acts would be treated as one event and the
owners of the currently licensed nuclear power plants in the United States would share one full limit
of liability (currently $3.24 billion).

The Price Anderson Amendments Act mandates that nuclear power generators secure financial
protection in the event of a nuclear accident. This protection must consist of two levels. The primary
level provides liability insurance coverage of $300 million (the maximum amount available) in the
event of a nuclear accident. If claims exceed that amount, a second level of protection is provided
through a retrospective assessment of all licensed operating reactors. Currently, this “secondary
financial protection” subjects each of the 104 presently licensed nuclear reactors in the United States
to a retrospective assessment of up to $117.5 million for each nuclear incident, payable at a rate not
to exceed $17.5 million per year. The Authority’s interest in NMP2 could expose it to a maximum
potential loss of $21.2 million per incident, through assessments of up to $3.2 million per year in the
event of a serious nuclear accident at NMP2 or another licensed U.S. commercial nuclear reactor.

Constellation participates in the American Nuclear Insurers Master Worker Program that provides
coverage for worker tort claims filed for radiation injuries. The policy provides a single industry
aggregate limit of $200 million for occurrences of radiation injury claims against all those insured by
this policy prior to January 1, 2003 and $300 million for occurrences of radiation injury claims
against all those insured by this policy on or after January 1, 2003.

Constellation has also procured $500 million of primary nuclear property insurance and additional
protection (including decontamination costs) of $1.25 billion of stand alone excess property
insurance and a $1.0 billion shared excess policy for Nine Mile Point through the Nuclear Electric
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Insurance Limited (NEIL). Each member of NEIL, including the Authority, is also subject to
retrospective premium adjustments in the event losses at other member facilities exceed accumulated
reserves. For its share of NMP2, the Authority could be assessed up to approximately $3.3 million
per loss.

The Authority has obtained insurance coverage from NEIL for the expense incurred in purchasing
replacement power during prolonged accidental outages. Under this program, coverage would
commence twelve weeks after any accidental outage, with reimbursement from NEIL at the rate of
approximately $630,000 per week for the first 52 weeks, reduced to $504,000 per week for an
additional 110 weeks for the purchase of replacement power, with a maximum limit of $88.2 million
over a three-year period.

(8) Cash, and Cash Equivalents and Investments

(@)

Authority

The Authority’s investments are managed by an external investment manager and consist of three
accounts; the Operating Fund, the Rate Stabilization Fund and the Construction Fund. The Operating
Fund is managed to meet the liquidity needs of the Authority, the Rate Stabilization Fund is managed
to maximize the return on investment and the Construction Fund is used to fund capital expenditures.
The Authority must maintain in the Rate Stabilization Fund an amount determined by the Authority
from time to time in accordance with the Authority’s bond resolution. In accordance with its
agreements with the banks issuing letters of credit to secure the Authority’s bonds, the Authority has
agreed that such amount will not be less than $150 million. Additionally, the Authority is required to
maintain compensating balances of $1.2 million.

The Authority’s investment policy places limits on investments by issuer and by security type and
addresses various risks described below. The Board of Trustees of the Authority may also
specifically authorize, as it deems appropriate, other investments that are consistent with the
Authority’s investment objective. The Authority reviews its investment policy on an annual basis to
ensure continued effectiveness.

Credit Risk

The Authority’s permissible investments and related minimum credit ratings include U.S. Treasury
and Federal Agency obligations (AAA), repurchase agreements (A-1), bankers’ acceptances (AA- or
Aa3), commercial paper (Al or P-1), corporate notes (AA- or Aa3), master notes (AA- or Aa3) and
asset backed securities (AAA), certificates of deposit (AA- or Aa3), mutual funds (AAAm or
AAAmM-G), investment contracts (AA- or Aa3), municipal obligations (AA- or Aa3), and variable
rate notes (no credit rating limit). The Authority’s investment policy prohibits investments involving
complex derivatives, reverse repurchase agreements, and short selling and arbitrage related
investment activity.

Concentration of Credit Risk

To address concentration of credit risk, the Authority’s investment policies have established limits
such that no more than 5% of the investment portfolio may be invested in the securities of any one
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issuer except as follows: (i) U.S. Treasury Obligations up to 100%, (ii) each Federal agency up to
35%, (iii) repurchase agreements up to 10% or $50 million, (iv) mutual funds up to 50% maximum,
and, (v) investment contracts up to 10%.

Custodial Credit Risk

The Authority believes that custodial credit risk related to its investments is minimal, as it is the
Authority’s policy and practice, as stipulated in its Investment Guidelines, that investments be held
by a third-party custodian who may not otherwise be a counter-party to the transactions, and that all
securities are free and clear of any lien and held in a separate account, in the name of the Authority.

Custodial credit risk for cash deposits (including demand deposits, time deposits and certificates of
deposit issued by a commercial bank) is the risk that in the event of a bank failure, the Authority’s
deposits may not be returned, either in part or in whole. The Authority’s policy to address this risk
requires that all demand deposits, time deposits and certificates of deposits issued by a commercial
bank not having a long-term credit rating of Aa3/AA- or higher, be fully collateralized above the
Federal Deposit Insurance Corporation coverage. Commercial banks with long-term credit ratings of
Aa3/AA- or higher do not require collateralization unless otherwise required by the Chief Financial
Officer.

As of December 31, 2009 and 2008, the Authority had deposits of $12 million, of which
approximately $6 million and $8 million, respectively, were not collateralized or were uninsured.
Uncollateralized balances were primarily the result of amounts temporarily held pending investment
or disbursement and changes to FDIC limits. Collateral on the remaining deposits is held in an
account for the Authority and ranges from 102% to 105% of the deposit balances.

Interest Rate Risk

The Authority’s investment policy states that investments have maturities of 12 months or less,
generally. Investment maturities may exceed 12 months provided that the maturity does not exceed
the expected disbursement date of those funds, the total average portfolio maturity is one year or less
and no individual maturity exceeds three years, with the exception of U.S. government obligations
and investment contracts. The duration of the Authority’s investment maturities are detailed in the
chart below.

39 (Continued)



(b)

(0

LONG ISLAND POWER AUTHORITY
(A Component Unit of The State of New Y ork)

Notes to Basic Financial Statements
December 31, 2009 and 2008

As of December 31, 2009 and 2008, the Authority had the following investments and maturities
(amounts in thousands):

2009
Investment maturities
2009 Percent of Less than 3 months to
Deposit/investment type Fair value portfolio 3 months 1 year

Short-term discount notes:

Commercial paper 257,856 52% $ 142,572 115,284

Federal agencies 9,399 2 400 8,999

Master notes/money markets 214,793 43 214,793 —

Cash and collateralized deposits 13,499 3 13,499 —

Total 495,547 100% $ 371,264 124,283

Investment maturities
2008 Percent of Less than 3 months to
Deposit/investment type Fair value portfolio 3 months 1 year

Short-term discount notes:

Commercial paper 132,136 52% $ 107,916 24,220

Federal agencies 4,992 2 — 4,992

Master notes/money markets 105,684 42 105,684 —

Corporate indentures 3,350 1 — 3,350

Cash and collateralized deposits 11,558 3 11,558 —

Total 257,720 100% $ 225,158 32,562

LIPA

LIPA maintains a separate investment policy applicable to the long-term investments in the Nuclear
Decommissioning Trusts (NDT) which is held to meet LIPA’s obligation with respect to the eventual
decommission of LIPA’s 18% interest in the Nine Mile Point 2 nuclear facility. LIPA guidelines
detail permissible investments and portfolio restrictions. LIPA reviews its investment policy at least
annually to ensure that the value in the trusts in 2046, (the year in which decommissioning activities
are scheduled to begin) will be sufficient to meet its decommissioning obligations.

Credit Risk

LIPA’s guidelines minimize risk by limiting permissible investments to include; obligations of the
U.S. government and its agencies, corporate or other obligations with an A or better rating, mortgage
obligations rated AA or higher, commercial paper with a rating of Al or P1, certificates of deposit,
Eurodollar certificates of deposit and bankers acceptances of domestic banks with A+ rating or
better, short-term money market investment accounts that conform to the aforementioned
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permissible investments, portfolio funds of securities designed to replicate the overall market
measured by the S&P 500 Index, and futures contracts on the S&P 500 Index. In 2004 the Board of
Trustees authorized the use of equity investments as a permissible vehicle within this portfolio and
limited the maximum exposure to 35%. The NDT investment portfolio must be rebalanced quarterly
at plus or minus 5% for equity investments. The fixed income portfolio must maintain an average
credit rating of AA or better with no more than 30% of the portfolio invested in notes and bonds
rated A and no more than 20% of the portfolio invested in municipal securities.

Concentration of Credit Risk

To address this risk, LIPA’s investment policies have established limits such that no more than 5%
of the portfolio may be invested in the securities of any one issuer with the exception of
U.S. government and its agencies securities. In addition, no more than 25% of the portfolio may be
invested in securities of issuers in the same industry.

Custodial Credit Risk

LIPA does not have a policy relative to custodial credit risk of its deposits, however, as a practical
matter, LIPA defers to the policies of the Authority, as discussed above.

Interest Rate Risk

Due to the long-term nature of the NDT asset, interest rate risk is managed to track the Barclays
Capital U.S. government/Credit Bond Index. The portfolio’s duration is required to fall within a
range of 20% below the duration of the index and 10% above the duration of the index.

As of December 31, 2009 and 2008, LIPA had the following investments (amounts in thousands):

2009 Percent of
Investment type Fair value portfolio
Corporate notes and bonds $ 21,346 29%
Mortgage obligations 1,629 2
U.S. government and its agencies obligations 39,960 54
Money market 300 —
Commingled equity fund 11,313 15
Total $ 74,548 100%
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2008 Percent of
Investment type Fair value portfolio
Corporate notes and bonds $ 16,452 23%
Mortgage obligations 1,846 3
U.S. government and its agencies obligations 43,729 61
Municipal securities 89 —
Money market 560 1
Commingled equity fund 8,947 12
Total $ 71,623 100%

The overall duration of the three individual accounts averaged 5.4 and 5.8 years at December 31,
2009 and 2008, respectively, and is within the limits described by LIPA’s investment guidelines.

Long-Term and Short-Term Debt

The Authority financed the cost of acquiring the T&D system and the refinancing of certain of LILCO’s
outstanding debt by issuing approximately $6.73 billion aggregate principal amount of Electric System
General Revenue Bonds and Electric System Subordinated Revenue Bonds (collectively, the Bonds). In
conjunction with the issuance of the Bonds, LIPA and the Authority entered into a Financing Agreement,
whereby LIPA transferred to the Authority all of its right, title and interest in and to the revenues generated
from the operation of the transmission and distribution system, including the right to collect and receive the
same. In exchange for the transfer of these rights to the Authority, LIPA received the proceeds of the

Bonds evidenced by a Promissory Note.

All of the Authority’s bonds are secured by a Trust Estate as pledged under the Authority’s Bond
Resolution (the Resolution). The Trust Estate consists principally of the revenues generated by the
operation of LIPA’s transmission and distribution system and has been pledged by LIPA to the Authority.
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The Authority’s bond and note indebtedness and other long-term liabilities as of December 31, 2009 are

comprised of the following obligations (amounts in thousands):

Beginning Accretion/ Ending Due within
balance additions Maturities Refundings balance one year
Authority debt:
Electric system general
revenue bonds:
Series 1998A $ 367,921 7,078 (a) 86,610 — 288,389 77,620
Series 1998B 154,485 — 72,360 — 82,125 78,380
Series 2000A 387,302 22,478 (a) — — 409,780 30,825
Series 2001 A 165,175 — — — 165,175 —
Series 2001B-K 75,000 — — 75,000 — —
Series 2003A 19,895 — 19,895 — — —
Series 2003B 271,355 — 8,845 — 262,510 12,245
Series 2003C 256,000 — — — 256,000 —
Series 2003D-O 587,225 — — — 587,225 —
Series 2004A 200,000 — — — 200,000 —
Series 2006A 839,245 — — — 839,245 —
Series 2006B 96,955 — — — 96,955 —
Series 2006C 198,020 — — — 198,020 —
Series 2006D 327,565 — 640 — 326,925 665
Series 2006E 507,600 — — — 507,600 —
Series 2006F 514,495 — — — 514,495 —
Series 2008A 605,055 — — — 605,055 —
Series 2008B 149,340 — — — 149,340 —
Series 2009A — 435,825 — — 435,825 —
Subtotal 5,722,633 465,381 188,350 75,000 5,924,664 199,735
Electric system subordinate
revenue bonds:
Series 1-3 525,000 — — — 525,000 —
Series 7 156,100 — — 156,100 — —
Series 8 104,725 — 53,020 — 51,705 25,225
Subtotal 785,825 — 53,020 156,100 576,705 25,225
LIPA debt:
NYSERDA notes 155,420 — — — 155,420 —
Net unamortized discounts/
premiums and deferred
amortization (28,144) (2,786) — (6,537) (24,393) —
Total bonds and notes,
net of unamortized
discounts/premiums $ 6,635,734 462,595 241,370 224,563 6,632,396 224,960
Other long-term liabilities:
Deferred credits $ 299,072 21,955 117,390 — 203,637 —
Claims and damages 28,030 50,683 39,847 — 38,866 —
Capital lease obligation 2,472,012 736,077 110,010 — 3,098,079 127,953
Total other long-term
liabilities $ 2,799,114 808,715 267,247 — 3,340,582 127,953

(a) Represents accretion of capital appreciation bonds
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The Authority’s bond and note indebtedness and other long-term liabilities as of December 31, 2008 are
comprised of the following obligations (amounts in thousands):

Beginning Accretion/ Ending Due within
balance additions Maturities Refundings balance one year
Authority debt:
Electric system general
revenue bonds:
Series 1998A $ 443,552 7,324 (a) 82,955 — 367,921 86,610
Series 1998B 271,210 — 116,725 — 154,485 72,360
Series 2000A 366,057 21,245 (a) — — 387,302 —
Series 2001 A 165,175 — — — 165,175 —
Series 2001B-K 500,000 — — 425,000 75,000 —
Series 2001L-P 200,000 — — 200,000 — —
Series 2003A 37,675 — 17,780 — 19,895 19,895
Series 2003B 279,850 — 8,495 — 271,355 8,845
Series 2003C 256,000 — — — 256,000 —
Series 2003D-O 587,225 — — — 587,225 —
Series 2004A 200,000 — — — 200,000 —
Series 2006A 839,245 — — — 839,245 —
Series 2006B 96,955 — — — 96,955 —
Series 2006C 198,020 — — — 198,020 —
Series 2006D 328,180 — 615 — 327,565 640
Series 2006E 507,600 — — — 507,600 —
Series 2006F 514,495 — — — 514,495 —
Series 2008A — 605,055 — — 605,055 —
Series 2008B — 149,340 — — 149,340 —
Subtotal 5,791,239 782,964 226,570 625,000 5,722,633 188,350
Electric system subordinate
revenue bonds:
Series 1-3 525,000 — — — 525,000 —
Series 7 250,000 — — 93,900 156,100 —
Series 8 104,725 — — — 104,725 53,020
Subtotal 879,725 — — 93,900 785,825 53,020
LIPA debt:
NYSERDA notes 155,420 — — — 155,420 —
Net unamortized discounts/
premiums and deferred
amortization 2,899 (26,478) — 4,565 (28,144) —
Total bonds and notes,
net of unamortized
discounts/premiums § 6,829,283 756,486 226,570 723,465 6,635,734 241,370
Other long-term liabilities:
Deferred credits $ 331,075 16,351 48,354 — 299,072 —
Claims and damages 39,253 37,582 48,805 — 28,030 —
Capital lease obligation 2,220,997 344,045 93,030 — 2,472,012 102,844
Total other long-term
liabilities $ 2,591,325 397,978 190,189 — 2,799,114 102,844

(a) Represents accretion of capital appreciation bonds
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The Authority’s schedule of capitalization for the years ended December 31, 2009 and 2008 is as follows

(amounts in thousands):

Electric system general revenue bonds:

Serial bonds
Capital appreciation bonds
Serial bonds
Capital appreciation bonds
Serial bonds
Term bonds
Term bonds
Serial bonds
Serial bonds
Serial bonds
Term bonds
Term bonds
Term bonds
Serial bonds
Term bonds
Serial bonds
Serial bonds
Term bonds
Term bonds
Serial bonds
Serial bonds
Serial bonds
Term bonds
Term bonds
Term bonds
Term bonds

Electric system subordinated:

Revenue bonds

Total general and subordinated revenue bonds

Commercial paper notes

NYSERDA Financing notes:

Pollution control revenue bonds

Electric facilities revenue bonds November 1, 2023

Total NYSERDA financing notes
Unamortized premium and deferred amortization

Total long-term debt

Less current maturities and short-term debt

Long-term debt

Net assets

Total capitalization

Fixed rate.

Interest December 31
Maturity rate Series 2009 2008

Annually to 2011 4.750% t0 5.500% a 1998 A $ 159,420 233,060
December 1, 2012 to 2028 5.100% to 5.300% a 1998 A 128,968 134,861
Annually to 2011 4.400% t0 5.250% a 1998 B 82,125 154,485
June 1, 2010 to 2029 5.360% t0 5.950% a 2000 A 409,781 387,302
September 1, 2013 to 2014 4.600% to 4.700% a,d 2001 A 745 745
September 1, 2027 to 2029 5.000% to 5.125% a,d 2001 A 164,430 164,430
May 1, 2033 3.550% b 2001 B — 75,000
June 1, 2009 5.000% a 2003 A — 19,895
December 1, 2010 to 2014 4.00% t05.25% a,d 2003 B 262,510 271,355
September 1, 2013 to 2028 4.25%1t05.00% a,d 2003C 70,480 70,480
September 1, 2027 to 2033 5.00% to 5.25% a,d 2003 C 185,520 185,520
December 1, 2029 0.25%1t00.28% ¢,d 2003 D-H 293,625 293,625
December 1, 2029 0.25%1t00.43% c,d 2003 1-0 293,600 293,600
September 1, 2013 to 2025 3.80%t0 4.875% a,d 2004 A 33,900 33,900
September 1, 2029 to 2034 5.00% to 5.10% a 2004 A 166,100 166,100
December 1, 2016 to 2026 4.00% to 5.25% a,d 2006A 839,245 839,245
December 1, 2035 4.500% a 2006B 4,240 4,240
December 1, 2035 5.000% a 2006B 92,715 92,715
September 1, 2035 5.000% a 2006C 198,020 198,020
September 1, 2010 to 2025 4.00% t0 5.00% a,d 2006D 326,925 327,565
December 1, 2017 to 2022 4.00% t0 5.00% a,d 2006E 507,600 507,600
May 1, 2011 to 2028 4.00% t0 5.00% a 2006F 401,915 401,915
May 1, 2030 to 2033 4.250% a 2006F 112,580 112,580
May 1, 2031 to 2033 5.50% 10 6.00% a 2008A 605,055 605,055
April 1, 2019 to 2033 5.25%1t05.75% a 2008B 149,340 149,340
April 1, 2014 to 2039 3.00%t05.75% a 2009A 435,825 —
May 1, 2033 0.70% t0 0.80% c,d  Series IA-3A 275,000 275,000
May 1, 2033 1.00% to 1.10% c¢,d  Series 1B-3B 250,000 250,000
April 1, 2025 4.210% a,d Series 7 — 156,100
April 1, 2010 to 2011 4.00% to0 5.00% a Series 8 51,705 104,725
6,501,369 6,508,458

0.35% t0 0.50% ¢ CP-1 100,000 100,000

0.24% 10 0.32% ¢ CP-3 100,000 100,000

200,000 200,000

March 1, 2016 5.150% a 1985 A,B 108,020 108,020
5.300% a 1993 B 29,600 29,600

October 1, 2024 5.300% a 1994 A 2,600 2,600
August 1, 2025 5.300% a 1995 A 15,200 15,200
155,420 155,420

(24,393) (28,144)

6,832,396 6,835,734

424,960 441,370

6,407,436 6,394,364

329,704 289,178

$ 6,737,140 6,683,542

Variable rate (rate presented is as of December 31, 2008; amounts were redeemed during 2009);
Variable rate (rate presented is as of December 31, 2009).
Certain bonds of this series are subject to interest rate exchange agreements — please see note 4.
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The debt service requirements for the Authority’s bonds (excluding commercial paper notes) as of
December 31, 2009 are as follows (amounts in thousands):

Net swap
Due Principal Interest payments Total

2010 $ 224,960 269,711 28,028 522,699
2011 238,100 269,814 20,353 528,267
2012 278,025 274,981 8,143 561,149
2013 176,060 266,181 7,097 449,338
2014 184,055 260,455 7,097 451,607
2015 -2019 1,149,340 1,205,484 14,963 2,369,787
2020 — 2024 1,256,635 979,515 16,345 2,252,495
2025 - 2029 1,535,055 706,883 14,653 2,256,591
2030 — 2034 1,712,215 293,268 — 2,005,483
2035 -2039 289,185 40,886 — 330,071
7,043,630 4,567,178 116,679 11,727,487

Unamortized discounts/premiums (24,393) — — (24,393)

Unaccreted interest on

capital appreciation bonds (386,841) — — (386,841)
Total $ 6,632,396 4,567,178 116,679 11,316,253

Future debt service on the variable rate bonds and floating rate portion of any floating-to-fixed rate swaps
use an assumed rate of 1.50% for 2010; 2.50% for 2011; 4.00% for 2012 through 2014; and 4.50%
thereafter. For bonds subject to floating to fixed rate swap agreements, the “net swap payments” represent
the fixed swap rate payment net of the assumed future variable rate swap receipts for each agreement.

(@)

Electric System General Revenue Bonds
2009

In January 2009 the Authority issued $436 million of its Electric System General Revenue Bonds,
Series 2009A. The proceeds of these fixed rate bonds including the premium of $9 million were used
to redeem approximately $231 million of outstanding insured variable rate securities in a current
refunding and to pay bond issuance costs totaling $3 million. The remaining proceeds were used to
finance the on-going capital program. The refunding produced an approximate $45 million net
present value savings. The 2009A bonds have an average life of 20 years and an all-in cost of 5.50%.

2008

In March 2008, the Authority redeemed $200 million of its insured variable rate Electric System
General Revenue Bonds to lower the risks associated with their marketability. The Authority used
cash on hand to redeem these securities. The Authority had deferred charges totaling approximately
$4 million associated with these bonds that were recognized as an extraordinary loss on early
extinguishment of debt.
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In May 2008, the Authority, in response to the market-wide disruption in the Auction Rate Securities
market, converted $293.6 million of its Electric System General Revenue Bonds Series I through O
from Auction Rate mode to weekly variable rate demand notes.

In October 2008, the Authority issued approximately $605 million Electric System General Revenue
Bonds, Series 2008A. The proceeds of these fixed rate bonds, net of discount and cost of issuance,
were used to replenish the treasury for funds used to finance the Authority’s on-going capital
program and the remainder was used to redeem $375 million of the Authority’s insured auction rate
securities in November 2008. This current refunding produced an approximate $58 million net
present value savings. The 2008 A bonds have an average life of 23 years and an all-in cost of 6.23%.

In November 2008, the Authority issued approximately $149 million Electric System General
Revenue Bonds, Series 2008B. The proceeds of these fixed rate bonds, net of discount and cost of
issuance were used to redeem $144 million of insured variable rate securities. This current refunding
produced an approximate $12 million net present value savings. The 2008B bonds have an average
life of 17 years and an all-in cost of 5.99%.

Commercial Paper Notes

The Supplemental Bond Resolution authorizes the issuance of Commercial Paper Notes, Series CP-1
through CP-3 (Notes) up to a maximum amount of $300 million. The aggregate principal amount of
the Notes outstanding at any time may not exceed $300 million. In connection with the issuance of
the Notes, the Authority has entered into a Letter of Credit and Reimbursement Agreement which
was renegotiated in 2006. Under the terms of the renegotiated Letter of Credit and Reimbursement
Agreement, $250 million expires June 15, 2011 and the remaining $50 million expires on
December 15, 2015, subject to the right of early termination by the bank on June 15, 2012. The
Notes do not have maturity dates of longer than 270 days from their date of issuance and as Notes
mature, the Authority continually replaces them with additional Notes.

The Authority’s short-term indebtedness as of December 31, 2009 and 2008 is comprised of the
following obligations (amounts in thousands):

2009
Beginning Ending
balance Issuances Retirements balance
Short-term debt — CP-1 $ 100,000 230,600 (230,600) 100,000
Short-term debt — CP-3 100,000 617,000 (617,000) 100,000
$ 200,000 847,600 (847,600) 200,000
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2008
Beginning Ending
balance Issuances Retirements balance
Short-term debt — CP-1 $ 100,000 402,600 (402,600) 100,000
Short-term debt — CP-3 — 100,000 — 100,000
$ 100,000 502,600 (402,600) 200,000

Fair Values of Long-Term Debt

The fair values of the Authority’s long-term debt as of December 31, 2009 and 2008 were as follows

(amounts in thousands):

Fair value

December 31,
2009 2008
Electric System General Revenue Bonds, Series 1998 A $ 313,580 378,622
Electric System General Revenue Bonds, Series 1998 B 83,002 156,159
Electric System General Revenue Bonds, Series 2000 A 475,915 404,217
Electric System General Revenue Bonds, Series 2001 A 166,488 149,162
Electric System General Revenue Bonds, Series 2001 B — 75,000
Electric System General Revenue Bonds, Series 2003 A — 20,208
Electric System General Revenue Bonds, Series 2003 B 290,276 290,051
Electric System General Revenue Bonds, Series 2003 C 262,348 230,181
Electric System General Revenue Bonds, Series 2003 D-O 587,225 587,225
Electric System General Revenue Bonds, Series 2004 A 202,288 176,331
Electric System General Revenue Bonds, Series 2006 A 871,972 789,764
Electric System General Revenue Bonds, Series 2006 B 95,674 81,869
Electric System General Revenue Bonds, Series 2006 C 196,262 167,895
Electric System General Revenue Bonds, Series 2006 D 336,568 314,650
Electric System General Revenue Bonds, Series 2006 E 537,783 499,926
Electric System General Revenue Bonds, Series 2006 F 530,211 494,983
Electric System General Revenue Bonds, Series 2008 A 649,220 593,448
Electric System General Revenue Bonds, Series 2008 B 162,409 147,822
Electric System General Revenue Bonds, Series 2009 A 468,094 —
Electric System Subordinated Revenue Bonds,

Series 1-3 and 1-6 525,000 525,000
Electric System Subordinated Revenue Bonds, Series 7 — 156,100
Electric System Subordinated Revenue Bonds, Series 8A — 26,124
Electric System Subordinated Revenue Bonds, Series 8B — 27,405
Electric System Subordinated Revenue Bonds, Series 8C 25,487 26,086
Electric System Subordinated Revenue Bonds, Series 8F 27,595 27,388
NYSERDA Notes 156,368 152,623

Total $ 6,963,765 6,498,239
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Retirement Plans

The Authority participates in the New York State Employees’ Retirement System (the System), which is a
cost-sharing, multi-employer, and public employee retirement system. The plan benefits are provided
under the provisions of the New York State Retirement and Social Security Law that are guaranteed by the
State Constitution and may be amended only by the State Legislature. For full time employees,
membership in and annual contributions to the System are required by the New York State Retirement and
Social Security Law. The System offers plans and benefits related to years of service and final average
salary, and, effective July 17, 1998; all benefits generally vest after five years of accredited service.

Members of the System with less than 10 years of service or 10 years of membership contribute 3% of
their gross salaries and the Authority pays the balance of the annual contributions for these employees.
Effective October 1, 2000, members of the System with at least 10 years of service or membership no
longer contribute 3% of their gross salaries. The Authority pays the entire amount of the annual
contributions of these employees.

Under this plan, the Authority’s required contributions and payments made to the System were
approximately $572,000, $713,000, and $892,000, for the years ended December 31, 2009, 2008, and
2007, respectively. Contributions are made in accordance with funding requirements determined by the
actuary of the System using the aggregate cost method.

The State of New York and the various local governmental units and agencies which participate in the
Retirement System are jointly represented, and benefits for Authority employees are not separately
computed. The New York State Employees’ Retirement System issues a publicly available financial report.
The report may be obtained from the New York State and Local Retirement Systems, 110 State Street,
Albany, New York 12244.

Postemployment Healthcare Plan
(a) Plan Description

The Authority is a participating employer in the New York State Health Insurance Program
(NYSHIP) which is administered by the State of New York as an agent multiple employer defined
benefit plan. Under the plan, the Authority provides certain health care for eligible retired employees
and their dependents. Article XI of the New York State Civil Service Law assigns the authority to
NYSHIP to establish and amend the benefit provisions of the plans and to establish maximum
obligations of the plan members to contribute to the plan. The Authority’s Board is authorized to
establish the contribution rates of its employees and retirees below those set by Civil Service Law.
Participation in the NYSHIP program provides for employees and/or their dependents to become
eligible for these benefits at 55 years of age when the employee has five years of State service. In
calculating the five year service requirement, all of the employee’s service need not be with the
Authority, but may be a composite of New York State service elsewhere, with a minimum of
one year with the Authority. Employees with no prior State service must work a minimum of
five years before they and their dependents are eligible for the retirement medical benefits. Eligible
retirees contribute 10% of the cost of single coverage and 25% the cost of dependent coverage for
health insurance benefits. Participants include 96 current employees and retired and/or spouses of
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retired employees who were eligible to receive these benefits at December 31, 2009. NYSHIP does
not issue a stand-alone financial report and NYSHIP’s agent activities are included within the
financial statements of the State of New York.

Effective January 1, 2007, the Authority prospectively implemented accrual accounting for its OPEB
obligations, based on the approach provided in GASB Statement No. 45, Accounting and Financial
Reporting for Post Employment Benefits Other Than Pensions, issued in June 2004. Prior to
adoption, OPEB provisions were recorded on a pay-as-you-go basis. The first actuarial valuation
date was January 1, 2007, and the Authority had not previously recognized an OPEB liability.
Actuarial valuations involve estimates of the value of reported amounts and assumptions about the
probability of events in the future. Examples include assumptions about employment mortality and
the healthcare cost trend. Amounts determined regarding the annual required contributions of the
employer are subject to continual revision as actual results are compared to past expectations and
new estimates are made about the future.

The Authority’s annual OPEB cost for the plan is calculated based on the Annual Required
Contribution (ARC), an amount actuarially determined in accordance with the parameters of
GASB Statement No. 45. GASB 45 does not require that an employer actually fund its ARC, but
allows for the financing of these benefits on a pay-as-you-go basis. Since the Authority expensed the
entire prior service cost in 2007, the ARC in future periods represents a level of funding that, if paid
on an ongoing basis, is projected to cover normal cost each year, actuarial assumptions and plan
changes, and interest on the unfunded actuarial liability. Amounts “required” but not actually set
aside to pay for these benefits are accumulated as part of the Net OPEB Obligation (which was
$15.7 million at December 31, 2009), and as the Authority has not actually funded the “required”
amount, future valuations may produce larger ARCs. The current period ARC is approximately
$2.1 million as detailed in the chart.

Funding

The contribution requirements (funding) of the Authority’s Net OPEB obligation are at the discretion
of management and the Board of Trustees. The Net OPEB obligation continues to be paid on a
pay-as-you-go basis. The Authority has not funded a qualified trust or its equivalent.

Actuarial Methods and Assumption

Projections of benefits for financial reporting purposes are based on the substantive plan (the plan as
understood by the employer and plan members) and include the types of benefits provided at the
time of each valuation. The actuarial methods and assumptions used include techniques that are
designed to reduce short-term volatility in actuarial accrued liabilities and the actuarial value of
assets, consistent with the long-term perspective of the calculations. For 2009 actuarial valuation, the
projected unit credit actuarial cost method was used. The actuarial assumptions included a 3.75%
investment rate of return (net of administrative expenses) and an annual healthcare cost trend rate of
10% (net of administrative expenses) including inflation, declining 1% each year to an ultimate trend
rate of 5%. Both rates include a 3% inflation assumption.
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(d) OPEB Status and Funding Progress

The OPEB obligation, which is included in deferred credits, and the funded status of the plan as of
December 31, 2009 and 2008 is as follows (amounts in thousands):

2009 2008
Annual OPEB cost:
Annual required contribution (ARC):
Normal cost $ 1,412 1,219
Amortization payment 13,854 12,050
Interest to the end of the year 570 597
Total 15,836 13,866
ARC adjustment (14,245) (12,604)
Interest on net OPEB obligation 515 543
Annual OPEB cost $ 2,106 1,805
Net OPEB obligation:
Net OPEB obligation at beginning of fiscal year $ 13,731 12,061
Annual required contribution:
Annual OPEB cost 2,106 1,805
Employer contribution:
Payments for retirees during the year 123 135
To a trust — _
Net OPEB obligation at end of fiscal year $ 15,714 13,731
Actuarial valuation date December 31,2009 July 1, 2007
Actuarial value of assets $ — —
Accrued actuarial liability (AAL) 16,680 11,224
Unfunded AAL 16,680 11,224
Funded ratio —% —%
Covered payroll $ 10,980 9,859
UAAL as % covered payroll 151.9% 113.8%

(12) Commitments and Contingencies
(a) Power Supply Agreement (PSA)

The PSA provides for the sales to the Authority by KeySpan of all of the capacity, energy and,
ancillary service output from the oil and gas-fire generating plants on Long Island formerly owned
by LILCO. Such sales of capacity and energy are made at cost-based wholesale rates regulated by
the Federal Energy Regulatory Commission (FERC). The rates may be modified in accordance with
the terms of the PSA for: i) agreed upon labor and expense indices applied to the base year; ii) a
return of and return on net capital additions, which require approval by the Authority; and
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iii) reasonably incurred expenses that are outside of the control of KeySpan. The PSA rates were
reset in 2009, in accordance with the PSA agreement and as approved by FERC, and will continue
through May 2013 at which time the Authority has the option to extend the PSA at newly negotiated
terms for a period of up to 15 years. The rates are adjusted annually in accordance with the formula
established in the PSA. The annual capacity charge in 2009 and 2008 was approximately
$422 million and $363 million, respectively, and the variable charge remained unchanged at
$0.90/Mwh of electric power generated by the plants.

The PSA provides incentives and penalties for up to $4 million annually to maintain the output
capability of the facilities, as measured by annual industry-standard tests of operating capability, and
to maintain/or make capital improvements which benefit plant availability. The performance
incentives averaged approximately $3 million in 2009 and approximately $4 million 2008.

Purchased Power and Transmission Agreements Assumed from LILCO

As a result of the merger with LILCO, the Authority became party to power purchase agreements
(PPAs) with Independent Power Producers (IPPs) and the New York Power Authority (NYPA) for
electric generating capacity. Certain of these agreements have been renegotiated by the Authority or
modified to comply with market rules instituted by the New York Independent System Operator
(NYISO).

Under the terms of a 1989 agreement with NYPA, which will expire in 2015, the Authority
purchases power from a pumped storage plant in upstate New York at tariff rates established by
NYPA. Under the terms of a 1994 agreement with NYPA which will expire in April 2020, the
Authority purchases the electric energy produced at the NYPA facility located within the service
territory at Holtsville, New York. The Authority is required to reimburse NYPA for the minimum
debt service payments and to make fixed nonenergy payments associated with operating and
maintaining the plant.

The Authority also became party to contracts with NYPA and Con Edison for firm transmission
(wheeling) capacity in connection with the pumped storage PPA, as well as a contract with NYPA
associated with a transmission cable that was constructed, in part, for the benefit of the Authority.
With the inception of the NYISO on November 18, 1999, these transmission contracts were provided
with “grandfathered rights” status. The Authority was provided with the opportunity to convert its
grandfathered rights for Existing Transmission Agreements (ETAs) into Transmission Congestion
Contracts (TCCs). Although the Authority has converted its ETA’s into TCCs, the Authority will
continue to pay all transmission charges per the ETAs. In return, the Authority receives revenues
from congestion charges collected by the NYISO. All such charges and revenue are considered
components of or reductions to fuel and purchased power costs.

With respect to PPAs entered into with the IPPs, the Authority is obligated to purchase all the energy
they make available to the Authority. However, LIPA has no obligation to the IPPs if they fail to
deliver energy.
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As provided by the Authority’s tariff, the costs of all of the facilities noted above except for those
subject to the PSA will be includable in the calculation of Fuel and Purchased Power Cost. As such,
these costs will be recoverable through the FPPCA.

The following table represents the Authority’s commitments under the PPAs and transmission
contracts assumed from LILCO, as renegotiated or modified (amounts in thousands):

Firm
PPA transmission IPPs* Total
Years ended:

2010 $ 33,046 20,780 75,200 129,026
2011 33,371 20,860 76,400 130,631
2012 33,652 21,680 73,900 129,232
2013 33,912 21,120 60,300 115,332
2014 33,905 21,200 52,900 108,005
2015 through 2019 174,413 107,250 71,000 352,663
2020 through 2024 13,374 47,610 — 60,984
2025 through 2029 — 23,260 — 23,260
2030 through 2034 — 24,700 — 24,700

Total $ 355,673 308,460 409,700 1,073,833

*  Assumes full performance by NYPA and the IPPs.

Additional Power Purchase Agreements

The Authority has entered into power purchase agreements (PPAs) with several private companies to
develop and operate generating units at sites throughout Long Island. Generally, the PPAs provide
for the Authority to purchase 100% of the capacity (and associated energy as needed), for the term of
each contract, which vary in duration up to 30 years from contract initiation date.

In accordance with the provisions of FASB ASC 840 Leases (previously FASB Emerging Issues
Task Force Issue No. 01-08, Determining Whether an Arrangements is a Lease and SFAS No. 13,
Accounting for Leases), all but one of the generating units, have been accounted for as capitalized
lease obligations, whereas the one remaining unit, is accounted for as operating leases.

During 2009, the Authority began to acquire 286 MW from a 326MW plant that was constructed on
Long Island. The Authority also purchases up to 345 MW of capacity and varying amounts of energy
from a portfolio of facilities located in New England. This power is transmitted to Long Island via an
undersea high voltage cable running between Connecticut and Long Island pursuant to a long-term
firm transmission capacity purchase agreement.

Furthermore, in 2007, the Authority began purchasing 660 MW of transmission capacity via an
undersea high voltage cable between New Jersey and New York. The Authority has also entered into
an agreement with the owners of a facility located in PJM-ISO for a long-term capacity purchase that
will commence on June 1, 2010.
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The Authority has also entered into two contracts for the purchase of renewable energy from
off-Island sources starting in 2009 and two additional contracts for power to be produced by solar
photovoltaic power plants to be constructed in 2010 and 2011 at various sites on Long Island.

The following table represents the minimum payments under various capacity and/or energy
contracts (amounts in thousands):

Capitalized
leases Other
Minimum lease/rental payments:

2010 $ 293,253 1,819
2011 293,896 1,824
2012 295,282 1,830
2013 296,321 1,836
2014 297,852 1,842
2015 through 2019 1,398,670 9,309
2020 through 2024 1,152,219 9,482
2025 through 2029 677,902 9,674
2030 through 2034 66,667 8,554

Total 4,772,062 46,170
Less imputed interest 1,673,983 —

Net present value $ 3,098,079 46,170

Office Lease

The Authority entered into an office lease agreement through January 31, 2011. The future minimum
payments under the lease are as follows (amounts in thousands):

Year ended December 31:

2010 $ 1,550
2011 129
Total $ 1,679

Rental expense for the office lease amounted to approximately $1.7 million and $1.6 million for the
years ended December 31, 2009 and 2008, respectively.

Insurance Programs

The Authority’s insurance program is comprised of a combination of policies from major insurance
companies, self-insurance and contractual transfer of liability, including naming the Authority as an
additional insured and indemnification.
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The Authority has purchased Workers’ Compensation insurance from the New York State Insurance
Fund to provide coverage for claims arising from employee injuries. Liability related to construction
projects and similar risks is transferred through contractual indemnification and compliance with
Authority insurance requirements. The Authority also has various insurance coverages on its interest
in Nine Mile Point Nuclear Power Station, Unit 2 as disclosed in detail in note 7.

The Authority is self insured for property damage to its transmission and distribution system and up
to $3 million for general liability, including automobile liability. The Authority purchased
commercially available excess general liability insurance for claims above the $3 million self
insurance provision.

(13) Legal Proceedings

(a)

()

Authority to Set Rates

Under current State law, the Authority is empowered to set rates for electric service in the Service
Area without being required by law to obtain the approval of the PSC or any other State regulatory
body. However, the Authority agreed, in connection with the approval of the LIPA/LILCO Merger
by the PACB in 1997, that it would not impose any permanent increase, nor extend or reestablish any
portion of a temporary rate increase, in average customer rates over a 12-month period in excess of
2.5% without approval of the PSC, following a full evidentiary hearing.

Legislation was unanimously passed by the New York State Legislature in June 2008, which would
amend the LIPA Act and the State Public Service Law to require the approval by the PSC of an
increase in LIPA’s average customer rates exceeding 2.5% over a 12-month period or to extend or
reestablish any portion of a temporary rate increase exceeding 2.5%. Were such legislation to
become law, the Authority would have to notify the PSC of any proposed rate increase, extension or
re-establishment exceeding 2.5% of average rates over a 12-month period. Approval of any such
request by the PSC would require a full evidentiary hearing by the PSC. The proposed legislation
was vetoed on September 4, 2008 by Governor Paterson and therefore has not been enacted into law.
A revised version of the 2008 bill was introduced in both the Assembly and Senate in 2009. The
Assembly passed the bill on June 16, 2009, however, the Senate did not take any further action in
2009 and the legislative session ended without the bill being passed. A further revised bill was
introduced in both the Assembly and Senate in 2010. On March 10, 2010, the Assembly passed the
bill. However, to date, the Senate has not taken any further action. The Authority cannot predict
whether this bill will become law or whether other similar legislation may be introduced and acted
upon in the future.

Environmental

In connection with the LIPA/LILCO Merger (the Merger), KeySpan and the Authority entered into
Liabilities Undertaking and Indemnification Agreements which, when taken together, provide,
generally, that environmental liabilities will be divided between KeySpan and the Authority on the
basis of whether they relate to assets transferred to KeySpan or retained by the Authority as part of
the Merger. In addition, to clarify and supplement these agreements, KeySpan and the Authority also
entered into an agreement to allocate between them certain liabilities, including environmental
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liabilities, arising from events occurring prior to the Merger and relating to the business and
operations to be conducted by the Authority after the Merger (the Retained Business) and to the
business and operations to be conducted by KeySpan after the Merger (the Transferred Business).

National Grid, who subsequently purchased KeySpan in 2007, is now responsible for all liabilities
arising from all manufactured gas plant operations (MGP Sites), including those currently or
formerly operated by National Grid or any of its predecessors, whether or not such MGP Sites
related to the Transferred Business or the Retained Business. In addition, National Grid is liable for
all environmental liabilities traceable to the Transferred Business and certain scheduled
environmental liabilities. Environmental liabilities that arise from the nonnuclear generating business
may be recoverable by National Grid as part of the capacity charge under the PSA. The Authority is
responsible for all environmental liabilities traceable to the Retained Business and certain scheduled
environmental liabilities.

Environmental liabilities other than those related to MGP sites that existed as of the date of the
Merger that are untraceable, including untraceable liabilities that arise out of common and/or shared
services have been allocated 53.6% to LIPA and 46.4% to National Grid, as provided for in the
Merger.

Environmental Matters Retained by the Authority

Superfund Sites — Under Section 107(a) of the federal Comprehensive Environmental Response,
Compensation and Liability Act (CERCLA, also commonly referred to as the Superfund
Legislation), parties who generated or arranged for disposal of hazardous substances are liable for
costs incurred by the Environmental Protection Agency (EPA) or others who are responding to a
release or threat of release of the hazardous substances.

Metal Bank — In December 1997, the EPA issued its Record of Decision (ROD), in connection with
the remediation of a licensed disposal site located in Philadelphia, Pennsylvania, and operated by
Metal Bank of America. In the ROD, the EPA estimated that the cost of the selected remedy for the
site to be $17.3 million. In June 1998, the EPA issued a Unilateral Administrative Order to
13 Potential Responsible Parties (PRPs), including the Authority, for the remedial design and for
remedial action at the site. Under a PRP Participation Agreement, the Authority was responsible for
7.96% of the costs associated with implementing the remedy. The Authority has recorded a liability
equal to its estimated cost representing its estimated share of the additional cost to remediate this
site.

In 2005, Final Consent Decrees were published for public comment, the public hearing was held, and
the Federal Judge approved the Decrees, making all the settlement terms final. The remedy was
completed during the winter of 2009 — 2010.

PCB Treatment Inc. — LILCO has also been named a PRP for disposal sites in Kansas City, Kansas
and Kansas City, Missouri. The two sites were used by a company named PCB Treatment, Inc. from
1982 until 1987 for the storage, processing, and treatment of electric equipment, oils, and other
materials containing Polychlorinated Biphenyls (PCBs). According to the EPA, the buildings and
certain soil areas outside the buildings were contaminated with PCBs. Certain of the PRPs, including
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LILCO and several other utilities, formed a group, signed a Consent Order and investigated
environmental conditions at these properties. Upon completion of the investigations, the PRPs,
including the Authority, signed a second Consent Order that obligated them to clean up and restore
the two contaminated properties. The Authority has been determined to be responsible for less than
1% of the materials that were shipped to this site. The remedial work has been completed and the site
has been formally closed out by the EPA. The PRP Group distributed surplus funds to the Group
members in December 2009.

Port Washington Landfill — LILCO is a PRP at this 54-acre municipal solid waste landfill located in
the Town of North Hempstead. The landfill operated from 1973 to 1983. Since January 2001,
LILCO and 11 other parties have been signing tolling agreements with the New York State Attorney
General to extend the statute of limitations under CERCLA. The current tolling agreement expires on
June 25, 2010. Six of the 11 tolling agreement PRPs, including LILCO, have formed a Joint Defense
Group (JDG) that acts as one with respect to dealing with the Attorney General. The Attorney
General is seeking to recover Environmental Quality Bond Act funds advanced to the Town of North
Hempstead so it can properly close out the site with oversight by the New York State Department of
Environmental Conservation (DEC). The landfill has been remediated and this matter is only
concerned with cost recovery. The present demand from the Attorney General is $4.75 million. The
JDG is in negotiations with the Attorney General to resolve this matter. LIPA’s share of this is
approximately $371,000.

Environmental Matters which may be Recoverable from the Authority by KeySpan Through the
PSA

Asharoken — In March 1996, the Village of Asharoken (the Village) filed a lawsuit against LILCO in
the New York Supreme Court, Suffolk County (Incorporated Village of Asharoken, New York,
et al. v. Long Island Lighting Company). Although the Village’s negligence claims were dismissed,
the nuisance causes of action remained at issue. Specifically, the Village sought injunctive relief
based upon allegations that the design and construction of the Northport Power Plant upset the
littoral drift of sand in the area, thereby causing beach erosion. In a related matter, certain individual
residents of the Village commenced an action in New York Supreme Court, Suffolk County seeking
similar relief (Sbarro v. Long Island Lighting Company). The cases were tried jointly before a judge
without a jury. The trial was completed in December 2002 and the parties filed post-trial briefs in
March 2003. The judge dismissed the case after reviewing the existing and supplemental record. The
Village subsequently filed a notice of appeal of this decision and, on December 22, 2008, the
Appellate Division unanimously affirmed the judge’s dismissal of the Village of Asharoken’s
lawsuit against LILCO.

Despite the decision of the Appellate Division, the U.S. Army Corps of Engineers, as a condition of
an existing permit, required National Grid to deposit an additional 15,000 cubic yards of sand on
various properties within the Village. The Authority and National Grid are currently negotiating with
the Army Corps on this permit condition. The Authority does not believe that this will have a
material adverse effect on its financial position, cash flows or results of operations.
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Asbestos Proceedings

Litigation is pending in State Court against the Authority, LILCO, KeySpan and various other
defendants, involving thousands of plaintiffs seeking damages for personal injuries or wrongful
death allegedly caused by exposure to asbestos. The cases for which the Authority may have
financial responsibility involve employees of various contractors and subcontractors engaged in the
construction or renovation of one or more of LILCO’s six major power plants. These cases include
extraordinarily large damage claims, which have historically proven to be excessive. The actual
aggregate amount paid to plaintiffs alleging exposure to asbestos at LILCO power plants over the
years has not been material to the Authority. Due to the nature of how these cases are litigated, it is
difficult to determine how many of the remaining cases that have been filed (or of those that will be
filed in the future) involve plaintiffs who were exposed to asbestos at any of the LILCO power
plants. Based upon experience, it is likely that the Authority will have financial responsibility in a
significantly smaller percentage of cases than are currently pending (or which will be filed in the
future) involving plaintiffs who allege exposure to asbestos at any of the LILCO power plants.

Future Environmental Compliance Obligations

The Authority, through its contractual obligations to KeySpan under the PSA and the MSA, and
other Independent Power Producers and transmission cable operators, under various power purchase
agreements (PPAs), may be subject to the cost of compliance with various current and potential
future environmental regulations as promulgated by the federal government and by state and local
governments with respect to environmental matters, such as emission of air pollutants, greenhouse
gases, cooling water for generation, electromagnetic fields, the handling and disposal of toxic
substances and hazardous and solid wastes, the handling and use of chemical products, and the
handling and storage of fossil fuels. Electric utility companies generally use or generate a range of
pollutants, potentially hazardous products and by-products that are the focus of such regulation. The
Authority is also subject to state laws regarding environmental approval and certification of proposed
major transmission facilities.

The Clean Air Act Amendments of 1990 (1990 Amendments) limit emissions of sulfur dioxide
(802), nitrogen oxides (NOx) and other pollutants. The EPA allocates annual sulfur dioxide
emissions allowances to each of the PSA units based on historical output. NOx emissions are
regulated on a regional level through the NOx State Implementation Plan, and are also controlled
through allowance allocations. Generating units under the various PPAs and the PSA units are
expected to continue to achieve cost effective compliance with these emission control requirements
through the use of allocated allowances, capital expenditures, the use of natural gas fuel, and/or the
purchase of emission allowances when necessary. Generating units may be required to purchase
additional allowances above the PSA unit allocations, or make other expenditures, based on changes
in fuel prices or more restrictive regulations.

In 2003 the State of New York promulgated separate regulations that would further limit SO2 and
NOx beginning in 2004. The PSA units have been complying with the NOx requirements without
additional material expenditures, and lower sulfur fuel (0.7% S) has been used at Northport and Port
Jefferson to meet the SO2 regulations. No additional reduction in fuel sulfur or allowance purchase
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is expected to be needed to comply with this regulation. In 2005, the State of New York adopted
additional SO2 and NOx limits pursuant to its acid deposition program.

In March 2005, the Federal Clean Air Interstate Rule (CAIR) was promulgated, requiring further
reduction of SO2 and NOx emissions to reduce ozone and fine particulate matter formation in the
eastern United States. The State of New York has adopted rules to carry out this program in which
compliance requirements for NOx reduction began in 2009. As part of the Agreement and Waiver
with National Grid (the Agreement), National Grid, subject to the terms of the Agreement, plans on
installing additional NOx controls on all the units at Northport and Port Jefferson, to help further
reduce NOx emissions. The CAIR rules will require the surrender of two SO2 allowances for each
ton of SO2 emissions beginning in 2010 and 2.86 allowances per ton of emission in 2015 and
beyond. Future projections indicate that the PSA units should be able to comply with the more
restrictive surrender ratios by using their existing annual allowance allocations. Though not expected
to be necessary, further SO2 reductions, if needed for CAIR compliance, could be achieved through
the use of lower sulfur fuels (lower percent sulfur oil or natural gas) or the purchase and use of
additional emission allowances. In response to a lawsuit filed by states, environmental groups and
industry, on July 11, 2008, the United States Court of Appeals for the District of Columbia issued a
decision finding fatal flaws with the CAIR rule, and thus vacated the rule in its entirety and
remanded it back to EPA. That decision raised concerns about the price for NOx and SO2
allowances and the states’ strategies for addressing their ozone and fine particulate matter State
Implementation Plans. Pursuant to a petition for rehearing, on December 23, 2008, the D.C. Circuit
modified its decision, remanding without vacatur EPA’s CAIR rule. While the first phase for NOx
compliance is now in effect as an interim measure before EPA reissues CAIR, consistent with the
Court’s decision, and it is possible that the new Administration will use this rulemaking effort to
reduce the overall SO2 and NOx caps further.

The EPA has stated its intent to issue a proposed replacement rule in Spring 2010. The planned
installation of Separated Over Fire Air on the four Northport and two Port Jefferson units, as well as
a contemplated installation of water injection on additional Holtsville combustion turbines is
expected to make significant reductions to NOx emissions that may be sufficient to comply with the
new rules. Compliance with new SOx limits will likely be achieved with the existing SOx allowance
bank, and fuel switching. However, additional controls or allowance purchases may be needed
depending on the level of reductions ultimately required.

In 2009 the DEC, in compliance with the EPA’s Regional Haze Rule, issued a State Implementation
Plan that specified how reductions in visibility-impairing pollutants would improve visibility in
certain designated areas in the Northeastern United States. While the EPA has stated that
participation in the CAIR program will meet the requirements of the Regional Haze Rule, the DEC
has proposed its own regulations, including the Best Available Retrofit Technology requirements.
The rule, as proposed, requires eligible units (EF Barrett 2 and Northport 1-4) to conduct modeling
to determine visibility impacts and to then determine what controls are necessary to reduce the
impact. As with the CAIR rule, the installation of Separated Over Fire Air at Northport and E.
F.Barrett Unit 2 may be sufficient to comply with the Regional Haze Rule. However, additional
control may be needed depending on the level of reductions required. The proposed regulation will
require the modeling to be conducted prior to October 2010.
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Another rule issued in 2005, the Clean Air Mercury Rule (CAMR) had set new limits for mercury
emissions from coal-fueled plants; it does not apply to the PSA units. The rulemaking process
considered regulating nickel emissions from oil fired units which would have affected some PSA
units and units under PPAs that burn oil, but ultimately did not. On February 8, 2008, the
D.C. Circuit vacated the CAMR regulation and remanded the regulation back to EPA. Accordingly,
it can not be determined how EPA will redevelop the regulation or what, if any, future compliance
obligations will be imposed on generating units burning residual fuel oil. Any new regulations
designed to reduce mercury emissions from coal plants could impact the pricing of purchased power.

As a result of the D.C. Circuit’s vacating the CAMR Rule, EPA is required to determine at what
level to regulate Hazardous Air Pollutants from oil and coal fired electric generating units and is
requiring significant stack testing at two Northport units and one Port Jefferson unit (as well as at
most oil fired units around the country) to be completed by September 2010. Testing will be
performed on 100% oil. EPA will evaluate all the data received from all the testing to determine an
emissions level. At this point, it is not possible to determine what, if any, additional controls may be
required at Northport and Port Jefferson, or other units.

In 2005, seven Northeast states signed a Memorandum of Understanding called the Regional
Greenhouse Gas Initiative (RGGI) for the purpose of capping and then reducing greenhouse gas
emissions from power plants. At this time, ten Northeast states have signed on. After January 1,
2009, the ten states’ rules required power plants to obtain enough carbon dioxide (CO2) allowances
to cover their emissions over a three year compliance period. New York State adopted its final
regulation in 2008 to implement the requirements of RGGI and to auction most of the CO2
allowances comprising the New York share of the regional cap. Regional auctions are being
conducted on a quarterly basis. The majority of the power plants which are under long-term contract
to the Authority and are in the RGGI region are participating in the auctions, with most having an
agreement for cost recovery from the Authority. Several plants are not able to claim recovery of
these costs from the Authority, but are still required to comply. The Authority includes such costs as
a component of its fuel and purchased power, and as such these costs are subject to recovery from its
customers in the year incurred as provided under the FPPCA. In 2009, these costs totaled
approximately $16 million. Several initiatives, including a cap and trade program, carbon tax, and/or
source specific control requirements, are also being considered at the federal level. It is unclear at
this time what the scope and cost of a federal program might be.

Section 185 of the Clean Air Act requires states to collect fees from major sources in those areas
defined as severe or extreme ozone nonattainment areas that fail to come into compliance with the
ozone National Ambient Air Quality Standards (NAAQS) by the dates provided under the Clean Air
Act. Based on EPA guidance, it is expected that the fees, initially set at $5,000 per ton of NOx and
VOCs emissions (adjusted annually from 1991 by the consumer price index), will be based on those
emissions that exceed 80% of a plant’s baseline in year 2007 (for sources located in the New York
metropolitan area, including on Long Island), or possibly another period representative of a source’s
normal operations based on any 24 month period during the prior five year period. Depending on the
baseline year adopted by regulations, which have not yet been proposed, some of the PSA units and
units under the PPAs might be subject to this fee requirement.
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The State of New York is also in the process of developing its eight hour ozone and fine particulate
matter State Implementation Plans. While not yet proposed, the State intends to revise its existing
regulations to require that sources of particulate matter sized 2.5 microns or smaller (PM2.5) with the
potential to emit 100 tons per year will be required to perform case by case Reasonable Available
Control Technology (RACT) analyses, and the State might also develop more stringent NOx RACT
requirements. In addition, in 2007, member states of the Ozone Transport Commission determined
that additional NOx emission reductions would be required from electric generating facilities during
High Electric Demand Days (HEDD). NYSDEC has issued a proposed revision to its NOx RACT
regulations significantly reducing the target NOx emission rates for the steam units. This will greatly
lower the compliance margin generated by the steam units that allow for the operation of the
combustion turbines. The planned installation of Separated Over Fire Air on the four Northport and
two Port Jefferson units, as well as the installation of water injection on additional Holtsville
combustion turbines is expected to make significant reductions that may be sufficient to comply with
the new rules. However, additional control may be needed depending on the ultimate level of
reductions required.

National Grid and the DEC are parties to a 1998 Consent Order for opacity, for which certain fines
are assessed for occasionally exceeding power plant stack opacity limits. Improvements in plant
infrastructure and plant operating practices have significantly reduced such occurrences and the
amount of fines in recent years.

The Clean Water Act (CWA) requires that electric generating stations hold State Pollutant Discharge
Elimination System (SPDES) permits, which reflect water quality considerations for the protection
of the environment. Additional capital expenditures will be required as a result of the CWA and DEC
requirements to provide Best Technology Available (BTA) to protect marine life from possible
impacts from the steam electric generators’ cooling water intake systems under Section 316 of the
Act. As directed by DEC, National Grid has undertaken studies of the impact of its cooling water
intake systems on aquatic resources and submitted engineering alternatives to DEC for mitigating
such impacts. National Grid believes that in most cases implementing technologies and procedures to
reduce cooling water flow during certain periods should be sufficient to meet the performance
standards established by the DEC.

DEC has issued draft SPDES permits for the Glenwood, Port Jefferson and E.F. Barrett power
stations. With respect to Glenwood, the DEC agreed with National Grid that cooling towers are not
required and will allow the plant to operate at its projected low capacity factor until 2013 at which
time it would need to install other fish protection technologies if it were to operate beyond that date.
For Port Jefferson, DEC also agreed that cooling towers would not be required but required
additional fish protection technologies beyond those proposed by National Grid. In addition, two
intervenors have requested that DEC impose cooling tower requirements at Glenwood and Port
Jefferson. For E.F. Barrett, DEC proposed cooling towers. It is expected that DEC will issue draft
permits for Northport and Far Rockaway in 2010 but National Grid cannot predict with certainty the
requirements that the DEC intends to propose.
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National Grid has objected to the DEC’s proposed requirements at Port Jefferson, and plans to
submit comments objecting to DEC’s proposed requirements at E.F. Barrett and has requested
adjudicatory hearings for all three draft permits.

The nature and extent of any expenditure cannot be fully determined until ongoing analysis of the
impacts and mitigation options are completed by DEC. At this time, estimates for compliance
upgrades proposed by National Grid covering a range of potential mitigation options could be
between $60 and $90 million. While detailed cost estimates have not yet been prepared for DEC’s
proposed BTA requirements, if cooling towers are installed at E.F. Barrett preliminary estimates
indicate that costs would be approximately $107 million. The potential cost for installing cooling
towers at all power stations could be on the order of $400 million, with additional maintenance and
fuel costs, which may be passed through to the Authority.

The DEC is also contemplating additional regulation of petroleum storage tanks and spill protection
systems. Such regulations could require more frequent and comprehensive inspection of existing
storage tank internals and improved spill containment systems. Until such regulations are proposed it
cannot be determined what additional capital and or operating expenditures may be.
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KPMG LLP

Suite 200

1305 Walt Whitman Road
Melville, NY 11747-4302

Report on Internal Control over Financial Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

The Board of Trustees
Long Island Power Authority:

We have audited the basic financial statements of the Long Island Power Authority (Authority) as of and
for the year ended December 31, 2009, and have issued our report thereon dated March 26, 2010. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Governmment Auditing Standards,
issued by the Comptroller General of the United States.

Internal Control over Financial Reporting

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

A deficiency in internal control over financial reporting exists when the design or operation of a control
does not allow management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a deficiency, or
combination of deficiencies, in internal control over financial reporting, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented, or
detected and corrected on a timely basis.

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

As part of obtaining reasonable assurance about whether the Authority’s basic financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

This report is intended solely for the information and use of Authority management, the Authority’s Board
of Trustees, the New York State Division of the Budget and the New York State Office of the State
Comptroller and is not intended to be and should not be used by anyone other than those specified parties.

KPM LIP

March 26, 2010
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Set forth below are projected financial results for LIPA for the years 2010 through 2014. Such projections are based on various assumptions, which are

described below.

Appendix B

Projected Operating Results

Statements of Revenues and Expenses
(Thousands of Dollars)

2010 2011% 2012% 2013%? 2014
Revenues $ 3,701,897 $ 3,952,746 $ 3,906,961 $ 3,929,902 § 3,989,746
Expenses
Fuel and Purchased Power Costs 1,848,188 2,025,648 1,937,277 1,880,432 1,901,152
Operations and Maintenance Expenses 916,906 970,979 999,921 1,061,716 1,082,801
Salaries & Benefits Expense 16,812 17,011 17,606 18,399 19,227
Administrative and Professional Services Expense 21,769 21,473 22,225 23,225 24,270
Depreciation and Amortization 257,781 264,347 273,258 282,103 290,860
Revenue Taxes 60,491 64,256 64,691 65,956 67,560
Payments in Lieu of Taxes (PILOTS) 200,139 210,673 221,680 232,072 242,967
Total Operating Expenses 3,322,086 3,574,387 3,536,658 3,563,902 3,628,838
Operating Income 379,811 378,359 370,303 366,000 360,908
Other Income and Deductions 36,556 41,055 45,783 45,206 44,458
Interest Expense 341,367 344414 341,086 336,206 330,366
Excess of Revenues Over Expenses $ 75,000 $ 75,000 $ 75,000 $ 75,000 $ 75,000
Debt Service Coverage Ratios (x):
Senior Lien Debt 2.30 2.71 2.48 3.15 3.02
Senior Lien and Subordinate Debt 2.10 2.44 2.34 2.94 2.82
Total Debt 2.07 2.40 2.33 2.93 2.81

(1) Approved 2010 budget.

(2) Projections.
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Statements of Sources and Uses of Funds

(Thousands of Dollars)
2010 2011 2012? 20139 20149
FUNDS PROVIDED FROM:
Excess of Revenues Over Expenses $ 75,000 $ 75,000 $ 75,000 $ 75,000 $ 75,000
Plus (Minus) Non-Cash Items:
Accrual/(Amortization) of Excess Fuel Cost Recovery (144,800) — — — —
Benefit of Fuel Cost Protection Plan (48,000) (42,000) — — —
Amortization of Deferred Shoreham Property Tax Settlement Credits 38,093 38,930 39,918 40,692 41,578
Carrying Charges on Deferred Shoreham Property Tax Settlement Costs (30,856) (30,254) (29,577) (28,816) (27,968)
Deferred Fuel Cost Reconciliation 36,500 36,500 36,500 36,500 —
NMP2 Amortized Nuclear Fuel Expense 10,184 10,975 11,920 13,703 13,490
Amortization of Prepaid NMP2 Refueling Outage Costs 3,098 3,096 3,137 3,150 3,224
Amortization of Prepaid Fuel Hedging Program Costs 18,537 24,000 16,200 16,200 16,200
Asset Retirement Obligation Accretion — FASB 143 5,616 5,945 6,293 6,662 7,052
Depreciation and Amortization 257,781 264,347 273,258 282,103 290,860
PSA Plant and Property Tax True-Ups-Accruals (939) 1,786 123 6,265 1,169
Power Supply Management Contract Transition 3,260 3,260 3,260 3,260 3,260
Accrual for Other Post Employment Benefits 2,242 2,387 2,506 2,632 2,763
Promissory Note Receipts from National Grid 8,075 8,075 8,075 8,075 8,075
Other 30,392 31,351 31,049 30,742 24,776
Debt Service Interest Expense 341,367 344,414 341,086 336,206 330,366
Proceeds of Bonds and Notes 200,000 175,000 140,000 — 55,000
Total Sources of Funds before Interest Expense $ 805,550 $ 952,812 $ 958,747 $ 832,374 $ 844,845
FUNDS USED FOR:
Prepaid Fuel Hedging Program Costs 29,373 23,000 16,200 16,200 16,200
Prepaid NMP2 Refueling Outage Costs 6,012 180 6,120 180 6,318
Funding for NMP2 Plant Decommissioning 800 800 800 800 800
Bank and Related Fees 9,131 10,118 10,118 10,118 10,118
Debt Service Payments 537,964 550,200 594,077 490,634 492,903
Capital Expenditures 257,420 289,298 299,704 291,587 292,198
Capitalized MSA Management Fees 10,000 10,000 10,000 10,000 10,000
PSA Plant and Property Tax True-Ups-Payments 523 523 523 523 523
NMP2 Cash Fuel Expenses Capital Expenditure 2,230 4,593 21,617 4,151 22,000
Low Income Senior Energy Assistance Program 8,027 — — — —
Interest on Customer Deposits and Overpayments 1,260 1,260 1,260 1,260 1,260
Change in Cash Position Due to Operating, Financing and Investing Activities (57,190) 62,840 (1,672) 6,921 (7,475)
Total Uses of Funds $ 805,550 $ 952,812 $ 958,747 $ 832,374 $ 844,845

" Approved 2010 budget.

@ Projections.
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The projections set forth above were prepared in September 2009 based on the assumptions set forth below.

These assumptions do not include the effects of the possible repowering of certain GENCO plants. These
projections reflect the impact on debt service of the issuance of the Series 2010 Bonds and the debt that is estimated
to be outstanding in each period.

The projections contained in this Appendix B are forward looking statements predicated upon assumptions

presented herein. Neither the Authority, LIPA nor the Underwriters make any representation that these assumptions
will, in fact, occur. These projections may be affected favorably or unfavorably by unforeseen future events, and
therefore, to the extent conditions differ from those assumed herein, the results that will be achieved by the
Authority will vary from those projected.

1.

LIPA’s load and energy forecast is prepared by National Grid Corporate Services, under LIPA’s
supervision, utilizing econometric regression models. These models are based on the relationship between
the historical levels of electricity consumption and the variables that are considered to drive consumption
including weather, changes in the number of customers, the effects of demand side management programs,
changes in the level of employment, income levels, the size of homes and facilities and the price of
electricity. The load and energy forecast reflects the projected effects of the implementation of Efficiency
Long Island (“ELI”) Program, a comprehensive energy efficiency program expected to result in lower
energy and peak load requirements of 1,671 GWH and 498 MW, respectively, by 2018 than would have
been the case had the program not been in effect. The sales forecast incorporates moderate sales and
customer growth through the end of 2014. Residential sales are projected to decline by 64 GWH or 0.7%
between 2010 and 2014 while residential customer growth is projected to be 17,043. However, commercial
and industrial sales are projected to grow by 242 GWH, or 2.5% and customer growth in this market is
projected to be 2,300. Employment numbers are based on projections from an independent forecasting
company with adjustments made for current or anticipated changes in employment levels and discussions
with local economists and regional planners. Jobs are estimated to increase by 72,700 jobs over the
Projection Period. The primary employment gains are projected to be in education & health services (about
25,000 jobs) followed by business services (16,300 jobs), leisure and hospitality (14,200 jobs), trade,
transportation and utilities (8,900 jobs), finance (5,600 jobs) and government (4,000 jobs). Job losses are
projected only in the construction sector (-2,100 jobs). Income per household is forecasted to increase by
4.8% (2.2% in real terms to exclude the effects of inflation) per year in the Projection Period.

The fuel and purchased power cost projections are prepared by National Grid Corporate Services utilizing a
generation economic dispatch model that considers among other variables, the availability and heat rates of
generating resources and delivered fuel prices. The delivered fuel price forecast was also prepared by
National Grid Corporate Services based upon the 10-day average of the forward price curve as of
September 28, 2009 for commodity prices for natural gas and fuel oil.

The projections assume that the proposed new power supply sources will be available at the times expected
and that current power supply resources will remain available with no significant disruptions.

Non-contractual Operating and Administrative costs are projected to increase at an annual rate of between
3.5% and 4.5%.

The projections assume that electric rates, including the FPPCA, as well as the adoption by the Board of a
rider for the ELI program designed to cover program costs and lost revenues will be set at a level sufficient
to allow the Authority to earn a financial target of $75 million per year.

Capital expenditures are based on programs to maintain and/or improve reliability and quality of electric
service, including hardening the system for major storms, provide for new customer growth and provide the
upgrades necessary to accommodate new supply sources.

The projections assume that the Authority and LIPA stay as currently structured.
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APPENDIX C
GLOSSARY OF DEFINED TERMS

The following terms, as generally used in Part 1, Part 2 and Appendices D and E of this Official
Statement, have the respective meanings provided below. These summary definitions do not purport to
be complete or definitive and are qualified in their entirety by reference to the Resolution, the Financing
Agreement, the MSA, the PSA and the EMA, copies of which are on file with the Trustee.

“Account” means one of the special accounts created and established pursuant to the Resolution.

“Act” means the Long Island Power Authority Act, being Title One-A of Article 5 (§ 1020 et
seq.) of the Public Authorities Law of the State, as amended.

“Administrative Services Agreement” means the Administrative Services Agreement, dated as
of May 1, 1998, between the Authority and LIPA, as the same may be amended and supplemented.

“Affiliate” means any person, corporation or other entity directly or indirectly controlling or
controlled by another person, corporation or other entity or under direct or indirect common control with
such person, corporation or other entity.

“Ancillary Services” means the ancillary services required by NYISO from time to time to
enable the NYISO to operate the transmission system in New York State in a secure and reliable manner.

“Annual Report” means the report of certain financial and operating data prepared annually by
the Authority as required by and described in the Disclosure Certificate.

“Applicable Law” means any law, rule, regulation, condition, requirement, guideline, ruling,
ordinance or order of or any legal entitlement issued by, any Governmental Body and applicable from
time to time to the performance of the obligations of the parties to an Agreement.

“Authority Budget” means the annual budget of the Authority, as amended or supplemented,
adopted or in effect for a particular Fiscal Year, included as part of the System Budget as provided in the
Resolution.

“Authority Obligations” means, collectively, all Bonds and other bonds, notes or other
evidences of indebtedness for money borrowed by the Authority, Parity Reimbursement Obligations,
Parity Contract Obligations and Subordinated Indebtedness, but shall not include debt of the Authority
not secured by the Trust Estate.

“Authorized Representative” means in the case of both the Authority and LIPA, their respective
Chairman, Chief Executive Officer, Executive Director, Chief Financial Officer, Controller or Chief
Operating Officer, or such other person or persons so designated by resolution of the Authority or LIPA,
as the case may be.

“Beneficial Owner” shall have the meaning assigned thereto in Appendix F to this Official
Statement.

“Bond Counsel” means (i) Hawkins Delafield & Wood LLP, New York, New York or (ii) any
attorney or firm of attorneys of nationally recognized standing in the field of law relating to revenue
bonds of municipalities and public agencies, selected by the Authority and reasonably satisfactory to the
Trustee.

“Bond Payment Date” means each date on which interest or both a Principal Installment and
interest shall be due and payable on any of the Outstanding Bonds or Parity Reimbursement Obligations
according to their terms.
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“Bondholder”, “Owner” or “Holder” means, when used with reference to a Bond, the person in
whose name the Bond is registered on the registry books kept by the Trustee pursuant to the Resolution.

“Bonds” means all bonds, notes or other evidence of indebtedness of the Authority issued
pursuant to the Resolution that are on a parity, senior lien basis as to security and source of payment.

“Business Day” means any day other than a Saturday, Sunday or Legal Holiday.

“Capital Costs” as used in the MSA, means the costs associated with Capital Improvements.
Such costs shall include all applicable direct and indirect costs required to be capitalized in accordance
with LIPA’s capitalization policy and GAAP, consistently applied. Such costs may also be capitalized in
accordance with FERC’s Uniform System of Accounts.

“Capital Improvement” as used in the MSA, means any repair, replacement, improvement,
removal and retirement, alteration and addition to the T&D System which constitutes a capital property
unit in accordance with LIPA’s capitalization policy, consistently applied (other than any repair,
replacement, improvement, removal and retirement, alteration and addition constituting repair or
maintenance of the T&D System) contained in the approved Capital Plan and Budget, including all Public
Works Improvements that have an expected useful service life of more than one (1) year from the date of
installation.

“Capital Lease” means any capital lease or other obligation (other than Bonds, Subordinated
Indebtedness, Outstanding LIPA Unsecured Debt, Parity Contract Obligations, Subordinated Contract
Obligations, Parity Reimbursement Obligations, Subordinated Reimbursement Obligations, or certain
obligations issued for Separately Financed Projects), treated as debt under the accounting principles
pursuant to which the books of account of the Authority or LIPA, as the case may be, are kept and
audited.

“Capital Plan and Budget” means such plan and budget as defined in the MSA (and as
summarized in Appendix E under the caption “SUMMARY OF CERTAIN PROVISIONS OF THE
AMENDED AND RESTATED MANAGEMENT  SERVICES AGREEMENT—Capital
Improvements—Capital Plan and Budget”).

“Capitalized Interest” means that portion of the proceeds of any Bonds, and interest earnings
thereon, used to pay interest on any Bonds.

“Certificate” means (i) a signed document attesting to or acknowledging the matters therein
stated or setting forth matters to be determined pursuant to the Resolution or otherwise, (ii) the report of
an Accountant as to an audit or compliance called for by the Resolution, or (iii) any report of the
Consulting Engineer or Rate Consultant as to any matter called for by the Resolution or the Financing
Agreement.

“Change of Control” means (i) the acquisition of beneficial ownership (within the meaning of
Rule 13d 3 promulgated by the Securities and Exchange Commission under the Securities Exchange Act
of 1934, as amended (the “1934 Act”)) of 35% or more of the outstanding shares of securities the holders
of which are generally entitled to vote for the election of directors of the Manager, the Fuel Manager or
the Guarantor, as the case may be (including securities convertible into, or exchangeable for, such
securities or rights to acquire such securities or securities convertible into, or exchangeable for such
securities, “Voting Stock™), on a fully diluted basis, by any person or group of persons (within the
meaning of Section 13 or 14 of the 1934 Act); (ii) any sale, transfer or other disposition of beneficial
ownership of 35% or more of the outstanding shares of the Voting Stock, on a fully diluted basis, of the
Manager, the Fuel Manager or the Guarantor, as the case may be; (iii) any merger, consolidation,
combination or similar transaction of the Manager, the Fuel Manager or the Guarantor, as the case may
be, with or into any other person, whether or not the Manager, the Fuel Manager or the Guarantor, as the
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case may be, is the surviving entity in any such transaction; (iv) any sale, lease, assignment, transfer or
other disposition of the beneficial ownership in 35% or more of the property, business or assets of the
Manager, the Fuel Manager or the Guarantor, as the case may be; (v) a person other than the current
shareholders of the Manager, the Fuel Manager or the Guarantor, as the case may be, obtains, directly or
indirectly, the power to direct or cause the direction of the management or policies of the Manager, the
Fuel Manager or the Guarantor, as the case may be, whether through the ownership of capital stock, by
contract or otherwise; (vi) during any period of 12 consecutive calendar months, when individuals who
were directors of the Manager, the Fuel Manager or the Guarantor, as the case may be, on the first day of
such period cease to constitute a majority of the board of directors of the Manager, the Fuel Manager or
the Guarantor, as the case may be; or (vii) any liquidation, dissolution or winding up of the Fuel Manager
or the Guarantor, as the case may be.

“Code” means the Internal Revenue Code of 1986, as amended, or any successor thereto, as the
same may be in effect from time to time.

“Common Facilities” has the meaning attributed to the term “Common Utility Plant” in the
FERC Uniform System of Accounts.

“Construction Fund” means the fund by that name established pursuant to the Resolution.

“Construction Work” means the services to be provided and materials to be supplied by the
Manager, relating to the design, procurement, construction, start-up and testing of the Capital
Improvements and Public Works Improvements.

“Consulting Engineer” means, (i) when such term is used in the Resolution and the Financing
Agreement, any independent engineer or firm of engineers of recognized standing selected by the
Authority and may include an independent engineer or firm of engineers of recognized standing selected
by the Authority or LIPA in one or more other capacities and (ii) when such term is used in the Operating
Agreements, a nationally recognized consulting engineer or firm of consulting engineers, having
experience with respect to the design, construction, testing, operation and maintenance of electricity
transmission and distribution systems, which is designated as the Consulting Engineer for the purposes of
the subject Agreement from time to time in writing by LIPA.

“Contract Standards” means the terms, conditions, requirements, methods, techniques,
standards and practices of (1) Applicable Law, (2) the System Policies and Procedures, (3) the substantive
requirements and standards and guidelines established by the NYSPSC from time to time that apply to the
operation and maintenance of the T&D System, except to the extent otherwise directed by LIPA,
(4) Prudent Utility Practice, (5)the Operation and Maintenance Manual, (6) applicable equipment
manufacturer’s specifications and reasonable recommendations, (7) applicable Insurance Requirements,
(8) applicable provisions of LIPA’s or the Authority’s financing requirements relating to the tax
exemption of the Authority’s or LIPA’s bonds under the Code, as in effect from time to time, copies of
which shall be furnished by LIPA to the Manager, and (9) any other term, condition or requirement
specifically provided in this Agreement to be observed by the Manager.

“Contract Year”, except as LIPA shall otherwise propose subject to the approval of the
Manager, or the Fuel Manager, as the case may be, which approval shall not be unreasonably withheld,
means the calendar year commencing on January 1 in any year and ending on December 31 of that year;
provided, however, that the first Contract Year shall commence on January 1 prior to the date the
Agreement expires or is terminated, whichever is appropriate, and shall end on the last day of the term of
the Agreement or the effective date of any termination, whichever is appropriate. Any computation made
on the basis of a Contract Year shall be adjusted on a pro rata basis to take into account any Contract Year
of less than 365/366 days.
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“Costs” means costs of any System Improvements or any other purpose related to the System for
which bonds, notes or other obligations of the Authority may be issued under the Act or under other
applicable State statutory provisions (whether or not also classifiable as an Operating Expense), including
but not limited to direct costs, incidental costs (including but not limited to legal, administrative,
engineering, consulting and technical services, insurance and financing costs), working capital and
reserves deemed necessary or desirable by LIPA and approved by the Authority, and other costs properly
attributable thereto including but not limited to the payment of principal, interest, and redemption, tender
or purchase price of any (i) obligations issued by the Authority for the payment of any of such costs,
(i1) Outstanding LIPA Unsecured Debt, (iii) obligations issued to pay Capitalized Interest or
(iv) obligations issued to refund any obligations referred to in clauses (i) or (iii) or Outstanding LIPA
Unsecured Debt referred to in clause (ii); all items of expense directly or indirectly payable or
reimbursable and related to the authorization, sale and issuance of Bonds, including but not limited to
printing costs, costs of preparation and reproduction of documents, filing and recording fees, initial fees
and charges of any Fiduciary, legal fees and charges, fees and disbursements of consultants and
professionals, costs of credit ratings, fees and charges for preparation, execution, transportation and
safekeeping of Bonds, costs and expenses of refunding, premiums for the insurance of the payment of the
Bonds and any other cost, charge or fee in connection with the original issuance of Bonds; termination
payments under the PSA or other agreement of the Authority or LIPA for power supply purposes; and
termination payments under Financial Contracts.

“Credit Facility” means a letter of credit, revolving credit agreement, surety bond, insurance
policy or similar obligation, arrangement or instrument issued by a bank, insurance company or other
financial institution which provides for payment of all or a portion of the Principal Installments or interest
due on any Bonds including through a reserve or similar fund.

“Debt Service” for any Fiscal Year or part thereof means, as of any date of calculation, the sum
of (i) with respect to any Outstanding Bonds, an amount equal to the sum of (a) interest payable during
such Fiscal Year or part thereof on such Bonds, except to the extent that such interest is to be paid from
amounts representing Capitalized Interest and (b) the Principal Installments of such Bonds payable during
such Fiscal Year or part thereof and (ii) with respect to a Parity Reimbursement Obligation, an amount
equal to the sum of (a) interest payable during such Fiscal Year or part thereof on such Parity
Reimbursement Obligation and (b) the Principal Installments of such Parity Reimbursement Obligation
payable during such Fiscal Year or part thereof. Such interest and Principal Installments shall be
calculated on the assumption that (x) no such Bonds, or Parity Reimbursement Obligations Outstanding at
the date of calculation will cease to be Outstanding except by reason of the payment thereof upon stated
maturity or upon mandatory redemption by application of Sinking Fund Installments and (y) variable rate
Bonds will bear interest at the greater of (A) the rate or rates which were assumed by LIPA in the
Authority Budget for such Fiscal Year to be borne by variable rate Bonds during such Fiscal Year or
(B) the average rate or rates borne on variable rate Bonds Outstanding during the twelve calendar months
preceding the date of calculation, but at a rate not less than the rate or rates borne thereon as of such date
of calculation; provided, however, that if LIPA has in connection with any variable rate Bonds entered
into a Financial Contract which provides that the Authority is to pay to the Qualified Counterparty an
amount determined based upon a fixed rate of interest on the Outstanding principal amount of such
variable rate Bonds or that the Qualified Counterparty is to pay to the Authority an amount determined
based upon the amount by which the rate at which such variable rate Bonds bear interest exceeds a stated
rate of interest on all or any portion of such variable rate Bonds, it will be assumed that such variable rate
Bond bears interest at the fixed rate of interest to be paid by the Authority or the rate in excess of which
the Qualified Counterparty is to make payment to the Authority in accordance with such agreement.

“Debt Service Component”, when used with reference to Supply Contracts with any entity,
means that portion of any rates, fees, charges, surcharges or payments for the specific purpose of meeting
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principal and/or interest on that entity’s obligations directly associated with that contract and payable to
such entity regardless of delivery, and the principal and/or interest component of any Capital Lease.

“Debt Service Fund” means the fund by that name established pursuant to the Resolution.
“DEC” means the New York State Department of Environmental Conservation.

“Defeasance Obligations” means obligations of the type described in clause (ii), (iii) or (ix) of
the definition of Investment Securities, which are not subject to redemption prior to maturity except at the
option of the holder.

“Depositary” means any bank or trust company selected by LIPA or the Authority, as the case
may be, as a depositary of moneys to be held under the provisions of the Financing Agreement or the
Resolution and may include the Trustee.

“Direct Participants” shall have the meaning assigned thereto in Appendix G to this Part 2.

“Disbursement Request” means the written request signed by an Authorized Representative of
LIPA and required to be delivered to the Authority pursuant to the Financing Agreement to effect
disbursements from the Construction Fund.

“Disclosure Certificate” means the Form of Continuing Disclosure Certificate attached to this
Official Statement as an Appendix.

“Electricity” means the electrical energy (real and reactive) and capacity available from the
System Power Supply.

“Electricity Customers” means the retail and wholesale customers of LIPA located in the
Service Area.

“EMA” or “Energy Management Agreement” means the Energy Management Agreement,
dated as of June 26, 1997, between the Fuel Manager and LIPA, as amended and supplemented, pursuant
to which the Fuel Manager, among other things, procures and manages fuel supplies for the GENCO
Generating Facilities.

“Encumbrances” means any lien, lease, mortgage, security interest, charge, judgment, judicial
award or encumbrance with respect to the T&D System (other than those associated with any retainage
holdback on construction materials, supplies and equipment).

“Event of Default” means, (i) when such term is used in the Resolution and the Financing
Agreement, any event specified in the Resolution as an “Event of Default” (and as summarized in
Appendix D under the caption “Event of Default; Remedies Upon Default”) and (ii) when such term is
used in the Operating Agreements, such events as defined in the EMA, the MSA or the PSA (and as
summarized, with respect to the EMA, in Appendix E, under the caption “SUMMARY OF CERTAIN
PROVISIONS OF THE ENERGY MANAGEMENT AGREEMENT—Term; Events of Default,” and as
summarized, with respect to the MSA, in Appendix E, under the caption “SUMMARY OF CERTAIN
PROVISIONS OF THE AMENDED AND RESTATED MANAGEMENT SERVICES AGREEMENT—
Default, Termination for Cause and Dispute Resolution,” and as summarized, with respect to the PSA, in
Appendix E, under the caption “SUMMARY OF CERTAIN PROVISIONS OF THE POWER SUPPLY
AGREEMENT—Term and Termination”).

“FERC” means the Federal Energy Regulatory Commission.

“Fiduciary” means the Trustee, any Paying Agent, any Depositary, or any Authenticating Agent.
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“Financial Contract” means, to the extent from time to time permitted by law, any financial
arrangement entered into by the Authority with respect to Bonds or Subordinated Indebtedness, and any
financial arrangement entered into by the Authority or LIPA with respect to Outstanding LIPA Unsecured
Debt, for the purpose of moderating interest rate fluctuations or any other purpose, (i) which is entered
into with an entity that is a Qualified Counterparty at the time the arrangement is entered into, and
(i1) which is any of the following, or any combination thereof, or any option with respect thereto: a cap,
floor or collar; forward rate; future rate; swap (such swap may be based on an amount equal either to the
principal amount of such Bonds or Subordinated Indebtedness, or of such Outstanding LIPA Unsecured
Debt, as the case may be, as may be designated or a notional principal amount relating to all or a portion
of the principal amount of such Bonds or Subordinated Indebtedness, or such Outstanding LIPA
Unsecured Debt, as the case may be); asset, index, price or market-linked transaction or agreement; other
exchange or rate protection transaction agreement; or other similar transaction (however designated).

“Financing Agreement” means the Financing Agreement, dated as of May 1, 1998, by and
between the Authority and LIPA to provide for their respective duties and obligations relating to the
financing and operation of the retail electric business in the Service Area, as the same may be amended or
supplemented.

“Firm Gas Supply” means a type of natural gas supply delivered or transported to a City Gate
which may not be interrupted except for “force majeure” events. Such gas may be interrupted on the gas
distribution system serving LILCO’s existing gas service area whenever its continued delivery would
adversely affect the reliability of the gas distribution system serving LILCO’s existing gas service area.

“Fiscal Year” means the twelve-month period commencing on January 1 of each year; provided,
however, that the Authority and LIPA may, from time to time, mutually agree on a different twelve-
month period as the Fiscal Year, in which case January 1, when with reference to Fiscal Year, shall be
construed to mean the first day of the first calendar month of such different Fiscal Year.

“Fitch” means Fitch, Inc., formerly known as Fitch Investors Services, L.P. and its successors
and their assigns.

“Force Majeure” as used in the MSA, means any act, event or condition, whether affecting the
T&D System, the System Power Supply, LIPA, the Manager, or any of LIPA’s subcontractors or the
Manager’s Subcontractors to the extent that it materially and adversely affects the ability of either party to
perform any obligation under this Agreement (except for payment obligations), if such act, event or
condition is beyond the reasonable control and is not also the result of the misconduct or negligent action
or omission or failure to exercise reasonable diligence on the part of the party relying thereon as
justification for not performing an obligation or complying with any condition required of such party
under this Agreement; provided, however, that the contesting in good faith or the failure in good faith to
contest such action or inaction shall not be construed as willful or negligent action or a lack of reasonable
diligence of either party.

“Fuel” means the natural gas, oil, kerosene or other fossil fuel used for operating the GENCO
Generating Facilities.

“Fuel Management Fee” means such fee as defined in the EMA (and as summarized in
Appendix E under the caption “SUMMARY OF CERTAIN PROVISIONS OF THE ENERGY
MANAGEMENT AGREEMENT—Fuel Management—Fuel Management Fee”).

“Fuel Manager” means the National Grid Sub that is party to the EMA and that is responsible
for providing to LIPA the energy management functions and services required by the EMA.

“Fuel Purchase Performance Incentive/Disincentive” means the incentive payment to or
disincentive payment from the Fuel Manager calculated in accordance with an appendix to the EMA.
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“Fuel Services” means those services required to be furnished and done for and relating to the
delivery of Fuel to the GENCO Generating Facilities by the Fuel Manager pursuant to the EMA
subsequent to May 28, 1998. A reference to “Fuel Services” shall mean “any part and all of the Fuel
Services” unless the context otherwise requires.

“GASB” means the Governmental Accounting Standards Board.

“GENCO” means the National Grid Sub that is the owner of the generating assets used to supply
power and energy under the PSA and that is the party to the PSA responsible to LIPA for furnishing such
power and energy.

“GENCO Generating Facilities” or “Generating Facilities” means the electric generating
facilities owned by GENCO and under contract at any time with LIPA under the Power Supply
Agreement.

“Governmental Body” means any federal, State or local legislative, executive, judicial or other
governmental board, agency, authority, commission, administration, court or other body, or any official
thereof having jurisdiction with respect to any matter which is a subject of the Operating Agreements
other than LIPA.

“Guarantor” means Keyspan Corporation and its successors and assigns permitted under the
Guaranty Agreement.

“Guaranty Agreement” or “Guaranty” means the Guaranty Agreement entered into at the time
of completion of the LIPA/LILCO Merger pursuant to which Keyspan Corporation has guaranteed to the
Authority payment when due of all amounts payable by the National Grid Subs under the Operating
Agreements and the performance of the covenants and agreements of the National Grid Subs under the
Operating Agreements.

“Insurance Requirement” means any rule, regulation, code, or requirement issued by any fire
insurance rating bureau or any body having similar functions or by any insurance company which has
issued a policy with respect to the Scope of Services under the MSA, as in effect during the term thereof.

“Investment Securities” means and includes any of the following securities, if and to the extent
the same are at the time legal investments by the Authority of the funds to be invested therein and
conform to the policies set forth in any investment guidelines adopted by the Authority and in effect at the
time of the making of such investment: (i) direct obligations of, or obligations guaranteed as to principal
and interest by, any state or direct obligations of any agency, public authority or political subdivision
thereof, provided such obligations are rated, at the time of purchase, in one of the three highest Rating
Categories by a Rating Agency; (ii) (a) any bonds or other obligations which as to principal and interest
constitute direct obligations of, or are guaranteed by the United States of America, including obligations
of any agency thereof or corporation which has been or may be created pursuant to an Act of Congress as
an agency or instrumentality of the United States of America to the extent unconditionally guaranteed by
the United States of America or (b) any other receipt, certificate or other evidence of an ownership
interest in obligations or in specified portions thereof (which may consist of specified portions of the
interest thereon) of the character described in subclause (a) of this clause (ii); (iii) obligations of any
agency, subdivision, department, division or instrumentality of the United States of America, or
obligations fully guaranteed as to interest and principal by any agency, subdivision, department, division
or instrumentality of the United States of America; (iv) banker’s acceptances or certificates of deposit
issued by a commercial bank with its principal place of business within the State and having capital and
surplus of more than $100 million; (v) corporate securities, including commercial paper and fixed income
obligations, which are, at the time of purchase, rated by a Rating Agency in one of its three highest Rating
Categories for comparable types of obligations; (vi)repurchase agreements or other investment
agreements collateralized by securities described in clause (ii) above with any registered broker/dealer or
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with any domestic commercial bank whose long-term debt obligations are rated “investment grade” by
each Rating Agency, provided that (a) a specific written repurchase agreement governs the transaction,
(b) the securities are held, free and clear of any lien, by the Trustee or an independent third party acting
solely as agent for the Trustee, and such third party is either a direct member of the Federal Reserve Bank
or a bank which is a member of the Federal Deposit Insurance Corporation and which has combined
capital, surplus and undivided profits of not less than $25 million, and the Trustee shall have received
written confirmation from such third party that it holds such securities, free and clear of any lien, as agent
for the Trustee, (c) the repurchase agreement has a term of thirty days or less, or the Trustee will value the
collateral securities no less frequently than monthly and will liquidate the collateral securities if any
deficiency in the required collateral percentage is not restored within five business days of such valuation,
and (d) the fair market value of the collateral securities in relation to the amount of the repurchase
obligation, including principal and interest, is equal to at least 102%; (vii) investment agreements or
guaranteed investment contracts with any financial institution whose senior long term debt obligations, or
whose obligations under such an investment agreement or guaranteed investment contract, are guaranteed
by a financial institution whose senior long term debt obligations, have a rating (at the time such
agreement or contract is entered into) in one of the three highest Rating Categories for comparable types
of obligations by a Rating Agency; (viii) money market funds rated in one of the three highest Rating
Categories for comparable types of obligations by a Rating Agency; (ix) municipal obligations, the
payment of principal and redemption price, if any, and interest on which is irrevocably secured by
obligations of the type referred to in clauses (i), (ii) or (iii) above and which obligations have been
deposited in an escrow arrangement which is irrevocably pledged to the payment of such municipal
obligations and which municipal obligations are rated in the highest Rating Category by a Rating Agency,
or any other municipal obligation rated in the highest Rating Category by a Rating Agency;
(x) obligations of any person or entity which shall be rated at the time of the investment in one of the
three highest Rating Categories by a Rating Agency; and (xi) any other investment in which the Authority
is permitted to invest under applicable law, notwithstanding any limitations set forth in clauses (i) through
(x) above. Obligations of any Fiduciary or an affiliate thereof may be Investment Securities, provided
that they otherwise qualify.

“IRS” means the United States Internal Revenue Service.
“ISO-NE” means The New England Independent System Operator.

“Keyspan Corporation” means Keyspan Corporation, a New York corporation which is a
wholly owned subsidiary of National Grid plc.

“KeySpan Promissory Notes” means the promissory notes evidencing the obligation of the
Promissory Note Obligor to pay the LIPA amounts equal to the principal and interest when due on certain
NYSERDA Financing Notes.

“Lien” means any and every lien against the T&D System, the T&D System Site, the
Construction Work, the Operation and Maintenance Services or against any monies due or to become due
from LIPA to the Manager under the Agreement, for or on account of the Construction Work or the
Operation and Maintenance Services.

“LILCO” means the Long Island Lighting Company, the publicly-owned gas and electric utility
company as it existed prior to the LIPA/LILCO Merger.

“LIPA” means the Long Island Lighting Company as it exists after the LIPA/LILCO Merger as a
wholly-owned electric utility subsidiary company of the Authority, and which is conducting its business
under the name “LIPA,” and any successor thereto.

“LIPA Budget” means the annual budget of LIPA, as amended or supplemented, adopted or in
effect for a particular Fiscal Year as provided in the Financing Agreement.
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“LIPA Expenses” means all Operating Expenses incurred by LIPA.

“LIPA Fault” means any breach, failure of compliance, or nonperformance by LIPA with its
obligations under an Agreement or any negligence or willful misconduct by LIPA under an Agreement
(whether or not attributable to any officer, trustee, member, agent, employee, representative, contractor,
subcontractor of any tier, or independent contractor of LIPA other than the Manager or Fuel Manager and
its Subcontractors) that materially and adversely affects the Manager’s or Fuel Manager’s performance or
the Manager’s or Fuel Manager’s rights or obligations under the Agreement.

“LIPA General Fund” means the special fund by that name established by LIPA and held by a
bank, trust company or banking association designated by LIPA to act as a depository for the general
funds of LIPA.

“LIPA Note” means the promissory note or notes of LIPA delivered to the Authority in
accordance with the Financing Agreement evidencing the obligation of LIPA to pay to the Authority all
amounts necessary to pay Authority Obligations.

“LIPA Unsecured Debt Fund” means the fund established in accordance with the Resolution
for payment of the principal of and interest on Outstanding LIPA Unsecured Debt, subject to the
provisions of the Resolution.

“LIPA/LILCO Merger” means (i) the merger which took place on May 28, 1998 and which
resulted in LILCO (doing business as LIPA) becoming the wholly-owned electric utility subsidiary of the
Authority.

“LIPA/LILCO Merger Agreement” means the Agreement and Plan of LIPA/LILCO Merger,
dated as of June 26, 1997.

“Loss-and-Expense” means any and all losses, liabilities, obligations, damages, delays, fines,
penalties, judgments, deposits, costs, claims, demands, charges, assessments, taxes, or expenses,
including all Fees-And-Costs.

“Manager” means the National Grid Sub that is party to the MSA and that, under the MSA,
operates and maintains the T&D System for LIPA.

“Manager Fault” means any breach, failure of compliance, or nonperformance by the Manager
with its obligations under the MSA or any negligence or willful misconduct by the Manager under the
MSA.

“Manager Indemnified Parties” means the Manager and its Affiliates and their respective
officers, directors, Subcontractors and employees.

“Monthly Fuel Payment” means such payment as defined in the EMA (and as summarized in
Appendix E, under the caption “SUMMARY OF CERTAIN PROVISIONS OF THE ENERGY
MANAGEMENT AGREEMENT—Fuel Management—Monthly Fuel Payment”).

“Moody’s” means Moody’s Investors Service and its successors and their assigns.

“MSA” or “Management Services Agreement” means the Amended and Restated Management
Services Agreement, dated as of January 1, 2006, between the Manager and LIPA, as amended, pursuant
to which the Manager operates and maintains the T&D System.

“National Grid ple” means National Grid plc, a company organized under the laws of England
and Wales.

C-9



“National Grid Sub” means any particular subsidiary company of Keyspan Corporation that is a
party to an Operating Agreement or another agreement with LIPA or the Authority.

“NERC” means the North American Electric Reliability Corporation.

“Nine Mile Point” means the two-unit nuclear power station located on Lake Ontario near the
Town of Scriba, New York.

“NMP2” means Unit 2 of Nine Mile Point.

“NPCC” means the Northeast Power Coordinating Council.

“NYISO” means the New York Independent System Operator and any successor thereto.
“NYPA” means the Power Authority of the State of New York.

“NYSERDA” means New York State Energy Research and Development Authority, a public
benefit corporation of the State, which issued bonds to finance for LILCO certain pollution control
facilities and facilities for the local furnishing of electricity and to which LILCO issued its NYSERDA
Financing Notes to evidence its obligation to repay such bonds.

“NYSERDA Financing Notes” means the notes of LILCO supporting the bonds issued on
behalf of LILCO by NYSERDA retained by LIPA. Such NYSERDA Financing Notes constitute a
portion of the Retained Debt.

“NYSPSC” means the New York State Public Service Commission.

“Off-System Sales” means the sale of electric capacity and/or energy to wholesale or retail
customers located outside the Service Area.

“Operating Agreements” means, collectively, the EMA, the MSA and the PSA.

“Operating Assets” means the T&D System and all of the assets of the Manager used in the
operation and maintenance of the T&D System and the performance of the Manager’s obligations under
the MSA.

“Operating Expense Fund” means the fund by that name established pursuant to the Resolution.

“Operating Expenses” means any and all current expenses of maintaining, repairing, operating
and managing the System, including but not limited to the costs of supplies, fuel, fuel assemblies and
components required for the operation of the System (including but not limited to any payments made
under Supply Contracts other than the Debt Service Component thereof); payments relating to fuel or
electricity hedging instruments; all payments under any System Agreements; all salaries, administrative,
general, commercial, architectural, engineering, advertising, public notices, auditing, billing, collection
and enforcement and legal expenses; insurance and surety bond premiums; consultants’ fees and charges;
payments to pension, retirement, health and hospitalization funds; any taxes which may lawfully be
imposed on the System or the income or operation thereof or of LIPA; costs of public hearings; ordinary
and current rentals of equipment or other property; lease payments for real property or interests therein;
expenses of maintenance and repair (including replacements); expenses, liabilities and compensation of
the Trustee or any other Fiduciary or Depositary; to the extent provided by by-law, agreement or other
instrument of the Authority or LIPA, indemnification of Fiduciaries, Trustees, officers and employees of
the Authority, directors, officers and employees of LIPA, and others and premiums for insurance related
thereto; reasonable reserves for operation, maintenance and repair and for self-insurance; and all other
expenses necessary, incidental or convenient for the efficient operation of the System; all costs and
expenses associated with or arising out of the research, development (including feasibility and other
studies, including but not limited to resource planning and studies and reports relating to demand side
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management) and/or implementation of any project, facility, system, task or measure related to the
System including but not limited to demand side management programs, deemed desirable or necessary
by the Authority or LIPA; all other costs and expenses arising out of or in connection with the conduct of
LIPA’s business or necessary, incidental or convenient for the efficient operation of LIPA; and all
expenses necessary, incidental or convenient for the efficient operation of the Authority and the
performance of the obligations of the Authority under the Administrative Services Agreement.
Notwithstanding the foregoing, Operating Expenses shall not include (i) any costs and expenses
attributable to a Separately Financed Project, (ii) any costs or expenses for new construction or for
reconstruction other than restoration of any part of the System to the condition of serviceability thereof
when new, (iii) the Debt Service Component of any Supply Contract, (iv) to the extent so specified by the
Authority, any incentive payments payable by LIPA under any System Agreement, (v) any payments
payable by LIPA under any other agreement the terms of which specify that the same shall not constitute
an Operating Expense under the Resolution, (vi) any allowance for depreciation, (vii) payment under any
Capital Leases, or (viii) any PILOTs.

“Operation and Maintenance Services” means the services to be provided and materials to be
supplied by the Manager pursuant to the MSA during the Operation Period, except Construction Work.
Operation and Maintenance Services shall include, without limitation, the employment and furnishing of
all labor, materials, equipment, supplies, tools, storage, transfer, transportation, insurance, delivery and
other items and services necessary in order for the Manager to perform its routine operation and
maintenance obligations under the MSA, as well as all related administrative, accounting, record-keeping,
notification and similar services relating to such obligations.

“Operation Period” means the period commencing on May 28, 1998 and ending on the date the
MSA expires in accordance with its terms, or if earlier, on the MSA’s Termination Date.

“Option Securities” means bonds, notes or other evidences of indebtedness which by their terms
may be tendered by and at the option of the Holder thereof for purchase or payment by or on behalf of the
Authority prior to the stated maturity thereof, or the maturities of which may be extended by and at the
option of the Holder thereof.

“Outstanding” when used with reference to Parity Reimbursement Obligations, shall have the
meaning given to such term in the agreement creating such Parity Reimbursement Obligations, and, when
used with reference to Bonds, means, as of any date, all Bonds theretofore or thereupon being
authenticated and delivered under the Resolution except: (a) any Bonds canceled by the Trustee at or prior
to such date; (b) any Bonds the principal and Redemption Price, if any, of and interest on which have
been paid in accordance with the terms thereof; (c) any Bonds in lieu of or in substitution for which other
Bonds have been authenticated and delivered pursuant to the Resolution; and (d) any Bonds deemed to
have been paid as provided in the Resolution.

“Outstanding LIPA Unsecured Debt” means (i) any indebtedness of LIPA outstanding as of
the LIPA/LILCO Merger, as described therein, consisting of (a) “Bonds” as defined in the Indenture,
dated as of November 1, 1986, between LILCO and State Street Bank and Trust Company, as successor
trustee, or as defined in the Indenture, dated as of November 1, 1992, between LILCO and Chemical
Bank, as trustee, in each case as amended and supplemented, and (b) the NYSERDA Financing Notes,
and (ii) Financial Contracts related to Outstanding LIPA Unsecured Debt and (iii) any reimbursement
obligation relating to any letter of credit or other credit support for any indebtedness referred to in (i)(a) or
(b) above.

“Parent” means Keyspan Corporation, and its successors and assigns.
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“Parity Contract Obligation” means the obligation of the Authority or LIPA to pay the Debt
Service Component of Supply Contracts from Revenues and secured by a pledge of and lien on the Trust
Estate on a parity with the Bonds.

“Parity Contract Obligations Fund” means the fund by that name established pursuant to the
Resolution from which amounts shall be applied for the payment of Parity Contract Obligations in
accordance with the Resolution.

“Parity Obligations” means, collectively, all Parity Contract Obligations and Parity
Reimbursement Obligations.

“Parity Reimbursement Obligation” shall have the meaning assigned thereto under the heading
“Special Provisions Relating to Option Securities, Financial Contracts, Subordinated Credit Facilities,
Parity Obligations and Subordinated Indebtedness” in Appendix D.

“Paying Agent” means any paying agent for any Bonds, and its successor or successors and any
other person which may at any time be substituted in its place pursuant to the Resolution.

“PILOTSs” means any payment in lieu of taxes due and owing by the Authority or LIPA in
accordance with the Act or other applicable law.

“PILOTSs Fund” means the fund by that name established by the Resolution, and used to make
payments to the State or any municipality or other political subdivision of the State, which shall be
entitled to receive PILOTs under the Act, subject to the provisions of the Resolution.

“PJM” means the Pennsylvania-New Jersey-Maryland Regional Transmission Organization.

“Power and Energy” means the electrical energy and capacity available from the System Power
Supply.

“Prevalent Utility Services” means, those services, programs, practices and procedures provided
or adopted by (a) 50 percent or more of the investor-owned electric utilities from a pool consisting of
(1) the investor-owned electric utilities within the NYISO; and (ii) investor owned electric utilities within
the ISO-NE each serving more than 250,000 customers; and (iii) the PECO unit of Exelon Energy
Delivery, or its successors (excluding companies owned or controlled by National Grid plc) or (b) any
National Grid USA service, program, practice or procedure adopted for the benefit of 50 percent or more
of National Grid USA’s customers (but excluding any such service, program, practice or procedure for
which a National Grid USA company is specifically ordered to provide in return for specific rate and/or
tariff recovery by a public state utility regulatory agency), with respect to the provision of electric
transmission and distribution services and associated customer service. With respect to underground
transmission facilities of 128kB and higher only, “Prevalent Utility Services” means those services,
programs, practices and procedures provided or adopted at such time by 50 percent or more of the utilities
having at least 50 miles of such underground transmission facilities and which are members of the NPCC.

“Principal Installment” means, as of any date of calculation and with respect to any
Outstanding Bonds, (i) the principal amount of such Bonds (including (x) any amount designated in, or
determined pursuant to, the applicable Supplemental Resolution, as the “principal amount” with respect to
any Bonds which do not pay full current interest for all or any part of their term and (y) the principal
amount of any Parity Reimbursement Obligation) due on a certain future date for which no Sinking Fund
Installments have been established, or (ii) the unsatisfied balance of any Sinking Fund Installments due
on a certain future date for such Bonds, or (iii) if such future dates coincide as to different Bonds, the sum
of such principal amount of Bonds and of such unsatisfied balance of Sinking Fund Installments due on
such future date.
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“Promissory Note Obligor” means Keyspan Corporation and one or more of its subsidiaries that
are obligated to make payments to LIPA under the Promissory Notes.

“Property Tax Settlement”, as used in the Resolution, means the Authority’s program of rebates
and credits to System customers in respect of the amounts otherwise payable by the Suffolk Taxing
Jurisdictions as refunds of taxes and payments in lieu of taxes relating to Shoreham.

“Prudent Utility Practice” at a particular time means any of the practices, methods, and acts
(including but not limited to the practices, methods and acts engaged in or approved by a significant
portion of the electrical utility industry prior thereto), which, in the exercise of reasonable judgment in
light of the facts and the characteristics of the T&D System, the Service Area, System Power Supply (and,
insofar as the delivery of Fuel Service may require, the gas distribution and transmission system serving
gas service area formerly served by Long Island Lighting Company and prevailing regulations or
regulatory policies applicable to such gas distribution and transmission system), known at the time the
decision was made, would have been expected to accomplish the desired result at the lowest reasonable
cost consistent with reliability, safety and expedition and good customer relations. Prudent Ultility
Practice is not intended to be limited to the optimum practice, method or act, to the exclusion of all others,
but rather to be a spectrum of possible practices, methods or acts.

“PSA” or “Power Supply Agreement” means the Power Supply Agreement, dated as of
June 26, 1997, between GENCO and LIPA, as amended and supplemented, pursuant to which LIPA
purchases all the capacity from the GENCO Generating Facilities and, to the extent requested by LIPA,
the associated energy.

“PSC” means the New York State Public Service Commission.

“Public Works Improvement Costs” means the cost of any Public Works Improvement which
the Manager reasonably incurs and substantiates under the Agreement including, without limitation,
expenditures for material, equipment, incremental labor and services supplied by architects, engineers and
Subcontractors, and expenses related to managing and administering the Public Works Improvements.
“Public Works Improvement Costs” shall not include amounts for an allowance for overhead, profit or
contingency.

“Public Works Improvements” means Capital Improvements performed as a result of
requirements or requests of a Governmental Body.

“Qualified Counterparty” means an entity (i) whose senior long term debt obligations, other
senior unsecured long term obligations, financial program rating, counterparty rating or claims paying
ability are rated (at the time the subject Financial Contract is entered into) in any of the three highest
Rating Categories from a nationally recognized statistical rating organization, (ii) whose payment
obligations under a Financial Contract are guaranteed by an entity whose senior long term debt
obligations, other senior unsecured long term obligations, financial program rating, counterparty rating or
claims paying ability, are rated (at the time the subject Financial Contract is entered into) in any of the
three highest Rating Categories from a nationally recognized statistical rating organization, or (iii) whose
obligation, if any, to make payment to the Authority upon the termination of the subject Financial
Contract is fully collateralized by Investment Securities of the type described in clause (ii) of the
definition of Investment Securities; provided, however, that such obligation shall be deemed to be fully
collateralized if the Investment Securities shall have a market value, determined periodically in
accordance with the Financial Contract, that is not less than 102% of any termination payment.

“Rate Consultant” means the independent accountant or firm of independent accountants, or a
management consultant or firm of management consultants, or independent engineer or firm of
independent engineers which, in any case, shall be of recognized standing in the field of electric
transmission and distribution system consulting selected by the Authority.
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“Rate Covenant” means the covenants by the Authority in the Resolution to establish and
maintain System fees, rates, rents, charges and surcharges.

“Rate Stabilization Fund” means the fund by that name established by the Resolution, and used
for any lawful purpose of the Authority or LIPA, including but not limited to making any deposits
required by the Resolution to any Fund or Account, in accordance with the Resolution.

“Rating Agency” means each of Fitch, Moody’s, and S&P, and their respective successors and
assigns, in each case and at any time only if the same is then maintaining a rating on any Bonds at the
request of the Authority.

“Rating Category” means a general rating category of an applicable Rating Agency or
nationally recognized statistical rating organization without regard to any refinement or gradation of such
rating by a numerical modifier or otherwise.

“Redemption Price” means, when used with respect to a Bond or portion thereof, the principal
amount thereof plus the applicable premium, if any, payable upon either optional or mandatory
redemption thereof pursuant to the Resolution.

“Refunding Bond” means any Bond authenticated and delivered on original issuance pursuant to
the Resolution for the purpose of refunding any Outstanding Bonds, or thereafter authenticated and
delivered pursuant to the Resolution in lieu of or substitution for such Bond.

“Reimbursement Obligation” shall have the meaning provided under the heading “Special
Provisions Relating to Option Securities, Financial Contracts, Subordinated Credit Facilities, Parity
Obligations and Subordinated Indebtedness” in Appendix D.

“Reliability Council” means the separate not-for-profit corporation which will establish safety
and reliability standards for all entities, including the NYISO, engaging in electric power transactions on
the NYISO’s transmission system.

“Required Deposits” means the amount, if any, payable into the Operating Expense Fund, the
Debt Service Fund, the Parity Contract Obligations Fund, the Subordinated Indebtedness Fund, LIPA
Unsecured Debt Fund and the PILOTs Fund, but in each case only to the extent such payments are
required to be made from Revenues.

“Resolution” means the Electric System General Revenue Bond Resolution, of the Authority, as
the same may be amended or supplemented by a Supplemental Resolution or Resolutions.

“Retained Debt” means the indebtedness of LILCO retained by LIPA after the completion of the
LIPA/LILCO Merger consisting of the outstanding unsecured debentures of LILCO retained by LIPA and
the outstanding NYSERDA Financing Notes.

“Revenue Bonds” means any bonds, notes or other obligations issued or secured under the
Resolution, the Subordinated Resolution or any other bond resolutions to be adopted by the Authority.

“Revenue Fund” means the fund into which Revenues are deposited by the Authority or by
LIPA, unless required by the Resolution to be deposited to any other Fund or Account, in accordance with
the Resolution or the Financing Agreement.

“Revenues” means all revenues, rates, fees, charges, surcharges, rents, proceeds from the sale of
LIPA Assets, proceeds of insurance, and other income and receipts, as derived in cash, directly or
indirectly from any of LIPA’s operations, by or for the account of the Authority or LIPA, including but
not limited to (i) all payments received by the Authority or LIPA with respect to the Promissory Notes,
(i1) any guaranty of performance under any System Agreement and (iii) all dividends received by the
Authority as a result of ownership of any stock or other evidences of an equity interest in LIPA; provided,
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however, that Revenues shall not include (a) any Transition Charge, (b) any of the foregoing attributable
directly or indirectly to the ownership or operation of any Separately Financed Project, or (c) any federal
or State grant moneys the receipt of which is conditioned upon their expenditure for a particular purpose
unless the Authority determines that such grant moneys shall constitute Revenues. Notwithstanding the
foregoing, Revenues also shall not include any amounts, or amounts from any sources, as may be
specified from time to time by a Supplemental Resolution; provided, however that at the time such
Supplemental Resolution becomes effective the tests set forth in paragraph (e)(B) under the heading
“Conditions Precedent to Delivery of Bonds” shall be satisfied without regard to either (i) such amounts
or (ii) paragraph (e)(D) under the same heading.

“S&P” means Standard & Poor’s Ratings Services, a division of The McGraw-Hill Companies,
Inc., and its successors and their assigns.

“Separately Financed Project” means any such project financed by revenues or other income
derived solely from the ownership or operation of such project or from other funds withdrawn from the
Revenue Fund in accordance with the Resolution.

“Service Area” or “LIPA Service Area” means the Counties of Suffolk and Nassau and that
portion of the County of Queens known as the Rockaways constituting LILCO’s electric franchise area as
of the effective date of the Act. “Service Area” does not include the Nassau County Villages of Freeport
and Rockville Centre, and the Suffolk County Village of Greenport.

“Shoreham” means the Shoreham Nuclear Power Station located at Shoreham, Long Island.

“Shoreham Credits” means credits to the bills of System ratepayers arising from the settlement
of the Shoreham Property Tax Litigation, in each of the five years of 1998-2003 in Nassau County and
the Rockaways in the aggregate amount of $50 million per year and in Suffolk County in the aggregate
amount of $30 million per year.

“Sinking Fund Installment” means, as of any particular date of calculation, the amount
required, as of such date of calculation, to be paid by the Authority on a future date for the retirement of
Outstanding Bonds which are stated to mature subsequent to such future date, but does not include any
amount payable by the Authority by reason only of the maturity of a Bond.

“State” means the State of New York.

“Subcontract” means an agreement between the Manager or the Fuel Manager and a
Subcontractor, or between two Subcontractors, as applicable.

“Subcontractor” means every person (other than employees of the Manager or the Fuel
Manager) employed or engaged by the Manager or the Fuel Manager or any person directly or indirectly
in privity with the Manager or the Fuel Manager (including every sub-subcontractor of whatever tier) for
any portion of the services or the materials, supplies, or equipment to be provided by the Manager or the
Fuel Manager under the MSA or the EMA.

“Subordinated Contract Obligation” shall mean the Debt Service Component of a Supply
Contract that does not constitute a Parity Contract Obligation.

“Subordinated Credit Facility” or “Subordinated Reimbursement Obligation” means a letter
of credit, revolving credit agreement, standby purchase agreement, surety bond, insurance policy or
similar obligation, arrangement or instrument issued by a bank, insurance company or other financial
institution which (i) provides for payment of all or a portion of the principal of or interest on any
Subordinated Indebtedness, (ii) provides funds for the purchase of any Bonds or Subordinated
Indebtedness, or any portion of any thereof, or (iii) secures the payment by the Authority of its obligations
under a Financial Contract relating to Bonds or Subordinated Indebtedness.
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“Subordinated Indebtedness” means any bond, note or other evidence of indebtedness issued
by LIPA in furtherance of its corporate purposes under the Act and secured by a pledge of the Trust
Estate subordinate to the pledge thereof made by the Resolution in favor of the Bonds and Parity
Obligations and otherwise as provided by the Resolution. Subordinated Indebtedness shall include, but
shall not be limited to, Option Securities, Reimbursement Obligations other than Parity Reimbursement
Obligations, and Financial Contracts to the extent provided by the Resolution.

“Subordinated Indebtedness Fund” means the fund established in accordance with the
Resolution for payment of the principal and redemption price of and interest on Subordinated
Indebtedness, subject to the provisions of the Resolution.

“Subordinated Resolution” means the Authority’s Electric System General Subordinated
Revenue Bond Resolution, as amended and supplemented.

“Suffolk Taxing Jurisdictions” means, collectively, Suffolk County, the Town of Brookhaven,
the Shoreham-Wading River Central School District, the Wading River Fire District, and the Shoreham-
Wading River Library District.

“Supplemental Resolution” means a resolution of the Authority authorizing the issuance of a
Series of Bonds or otherwise amending or supplementing the Resolution, adopted in accordance with the
Resolution.

“Supply Contract” means any contract of the Authority or LIPA with another entity for fuel,
energy or power.

“System” means the Retained Assets and any System Improvements, but shall not include any
Separately Financed Projects.

“System Agreements” means any agreements relating to the operation or maintenance of the
System, the supply of power and energy to the System, and the provision of transmission and distribution
services and capacity for the System, including, but not limited to, the MSA, EMA and PSA.

“System Budget” means the combined Authority Budget and LIPA Budget, as amended or
supplemented, adopted or in effect for a particular Fiscal Year, as provided in the Resolution and in the
Financing Agreement.

“System Improvement” means any project, facility, system, equipment, or material related to or
necessary or desirable in connection with the generation, production, transportation, transmission,
distribution, delivery, storage, conservation, purchase or use of energy or fuel, whether owned jointly or
singly by LIPA, including any capacity or output in which LIPA has an interest, heretofore or hereafter
authorized by the Act or by other applicable State statutory provisions, including but not limited to
demand side management programs; provided, however, that the term “System Improvement” shall not
include any Separately Financed Project.

“System Manager” shall mean, collectively, the Manager and the Fuel Manager.

“System Policies and Procedures” means the policies and procedures adopted from time to time
by LIPA with respect to the T&D System and the System Power Supply in accordance with Applicable
Law and Prudent Utility Practice.

“System Power Supply” means the electrical capacity and energy from all power supply sources
owned by or under contract to LIPA, the Power Supply Agreement, LIPA’s rights and interests with
respect to the NMP2 power plant, and LIPA’s interest in any future generating facilities, spot market
capacity and energy purchases made on behalf of LIPA, and any load control programs or measures
adopted by LIPA.
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“T&D System” means the electricity transmission and distribution system owned by LIPA from
time to time and all other assets, facilities, equipment or contractual arrangements of LIPA used to
provide the transmission and distribution of Power and Energy within or to the Service Area.

“T&D System Site” means the real property and interests therein upon which the components of
the T&D System are and will be located.

“Termination Date”, as appropriate, means such date as defined in the EMA, the MSA or the
PSA (and as summarized, with respect to the EMA, in Appendix E under the caption “SUMMARY OF
CERTAIN PROVISIONS OF THE ENERGY MANAGEMENT AGREEMENT—Term; Events of
Default—Events of Default; Procedures for Termination,” and as summarized, with respect to the MSA,
in Appendix E under the caption “SUMMARY OF CERTAIN PROVISIONS OF THE AMENDED AND
RESTATED MANAGEMENT SERVICES AGREEMENT—Default, Termination for Cause and
Dispute Resolution—Procedure for Termination for Cause,” and as summarized, with respect to the PSA,
in Appendix E under the caption “SUMMARY OF CERTAIN PROVISIONS OF THE POWER
SUPPLY AGREEMENT—Term and Termination—Procedure for Termination for Cause”).

“Transition Charge” means any rates, fees, charges or surcharges relating to the System or the
customers thereof established by irrevocable rate order or other action or instrument, and applicable to or
by the Authority or LIPA, in conjunction with the issuance of debt or other securities under a separate
resolution, indenture or similar instrument (other than the Resolution) to the extent such rates, fees,
charges or surcharges are pledged or otherwise encumbered or conveyed as security for such debt or other
securities.

“Trust Estate” means collectively: (i) all payments received by the Authority from LIPA under
the Financing Agreement, and all rights to collect and receive the same; (ii) all Revenues and all right,
title and interest of the Authority in and to the Revenues, including all rights of the Authority to collect
and receive the same, including but not limited to (a) all payments received by the Authority with respect
to the Promissory Notes and all right, title and interest of the Authority in and to the Promissory Notes,
including all rights of the Authority to collect and receive amounts payable thereunder and (b) any
dividends received by the Authority as a result of ownership of any common or preferred stock or other
evidences or an equity interest of the Authority in LIPA, and all rights to receive the same; (iii) the
proceeds of sale of Bonds until expended for the purposes authorized by the Resolution; (iv) all Funds,
Accounts and subaccounts established by the Resolution, including securities credited thereto and
investment earnings thereon; and (v) all funds, moneys and securities and any and all other rights and
interests in property, whether tangible or intangible, from time to time hereafter by delivery or by writing
of any kind conveyed, mortgaged, pledged, assigned or transferred as and for additional security under the
Resolution for the Bonds by the Authority, or by anyone on its behalf, or with its written consent, to the
Trustee, which is authorized by the Resolution to receive any and all such property at any and all times,
and to hold and apply the same subject to the terms of the Resolution.

“Trustee” means, (i) when such term is used in the Resolution and the Financing Agreement,
The Bank of New York Mellon as successor to United States Trust Company of New York, New York,
New York, as Trustee, and its successor or successors and any other person which may at any time be
substituted in its place pursuant to the Resolution and (ii) when such term is used in the Operating
Agreements, the trustee acting under the Resolution, the Subordinated Resolution or any other bond
resolutions to be adopted by the Authority for the benefit of the holders of the Revenue Bonds.

“Uncontrollable Circumstance” means any act, event or condition, whether affecting the T&D
System, the System Power Supply, LIPA, the Manager, or any of LIPA’s subcontractors or the Manager’s
Subcontractors to the extent that it materially and adversely affects the ability of either party to perform
any obligation under the Agreement (except for payment obligations), if such act, event or condition is
beyond the reasonable control and is not also the result of the misconduct or negligent action or omission
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or failure to exercise reasonable diligence on the part of the party relying thereon as justification for not
performing an obligation or complying with any condition required of such party under the Agreement;
provided, however, that the contesting in good faith or the failure in good faith to contest such action or
inaction shall not be construed as willful or negligent action or a lack of reasonable diligence of either
party. None of the following acts or conditions shall constitute Uncontrollable Circumstances:

(a) general economic conditions, interest or inflation rates, or currency fluctuations
or exchange rates;

(b) the financial condition of LIPA, the Manager, the Guarantor, any of their
Affiliates or any Subcontractor;

(©) the consequences of error, neglect or omissions by the Manager, the Guarantor,
any Subcontractor, any of their Affiliates or any other person in the performance of any work
under the Agreement;

(d) any increase for any reason in premiums charged by the Manager’s insurers or
the insurance markets generally for the construction work insurance or operating period
insurance, each as required by the Agreement;

(e) the failure of the Manager to secure patents or licenses in connection with the
technology necessary to perform its obligations under the Agreement;

® equipment malfunction or failure;

(2) union work rules, requirements or demands which have the effect of increasing
the number of employees employed at the T&D System, reducing the operating flexibility of the
Manager or otherwise increase the cost to the Manager of operating and maintaining the T&D
System;

(h) any impact of prevailing wage laws on the Manager’s operation and maintenance
costs with respect to wages and benefits;

(1) the failure of any Subcontractor or supplier to furnish labor, materials, services or
equipment for any reason;

) strikes, work stoppages or other labor disputes or disturbances; or
(k) any act, event or circumstance occurring outside of the United States.

“Underwriters” means the underwriters listed on the cover page of this Official Statement.



APPENDIX D
SUMMARY OF CERTAIN PROVISIONS OF THE RESOLUTION

The following is a brief summary of certain provisions of the Resolution. The summary does not
purport to be complete or definitive and is qualified in its entirety by reference to the Resolution, a copy
of which is on file with the Trustee.

Resolution to Constitute Contract

In consideration of the purchase and acceptance of the Bonds by those who hold the same from
time to time, the provisions of the Resolution constitute a contract between the Authority, the Trustee and
the Holders from time to time of the Bonds; and the pledge made in the Resolution and the provisions,
covenants and agreements therein set forth to be performed by or on behalf of the Authority are for the
equal benefit, protection and security of the Holders of any and all the Bonds, each of which, regardless
of the time or times of its issue or maturity, are of equal rank without preference, priority or distinction
over any other thereof except as expressly provided in the Resolution.

Obligation of Bonds

The Bonds are special obligations of the Authority payable solely from the Trust Estate, and no
other revenues or assets of the Authority shall be, or shall be deemed to be, pledged to the payment of the
Bonds; provided, however, that nothing contained in the Resolution shall prevent the pledge of any Credit
Facility relating to any particular Bonds, or the proceeds of such Credit Facility, to the payment of Bonds.
The bonds, notes and other obligations of the Authority (including but not limited to the Bonds) shall not
be a debt of the State or of any municipality, and neither the State nor any municipality shall be liable
thereon. Neither the credit, the revenues nor the taxing power of the State or of any municipality shall be,
or shall be deemed to be, pledged to the payment of any bonds, notes or other obligations of the Authority
(including but not limited to the Bonds).

Conditions Precedent to Delivery of Bonds

Bonds may be issued pursuant to a Supplemental Resolution in such principal amount or amounts
for each such Series as may be specified in such Supplemental Resolution. Such Bonds shall be delivered
by the Authority under the Resolution upon the delivery of, among other things, a Supplemental
Resolution authorizing such Bonds, an opinion of Bond Counsel with respect to the validity of the Bonds
and a certificate of an Authorized Representative of the Authority to the effect that, upon delivery of the
Bonds, the Authority will not be in default in the performance of the terms and provisions of the
Resolution or of any of the Bonds, and a certificate of an Authorized Representative of LIPA to the effect
that LIPA is not in default in the performance of any of the covenants, conditions, agreements or
provisions contained in the Financing Agreement.

Any Supplemental Resolution may provide that (i) so long as a Credit Facility providing security
(but not liquidity) is in full force and effect, and payment on the Credit Facility is not in default and the
issuer of the Credit Facility is qualified to do business, the issuer of the Credit Facility shall be deemed to
be the sole Owner of the Outstanding Bonds the payment of which such Credit Facility secures when the
approval, consent or action of the Owners of such Bonds is required or may be exercised under the
Resolution, or, in the alternative, that the approval, consent or action of the issuer of the Credit Facility
shall be required in addition to the approval, consent or action of the applicable percentage of the Owners
of Outstanding Bonds and including, without limitation, the Resolution and following an Event of
Default, and (ii) in the event that the principal, Sinking Fund Installments, if any, and Redemption Price,
if applicable, and interest due on any Outstanding Bonds shall be paid under the provisions of a Credit
Facility, all covenants, agreements and other obligations of the Authority to the Owners of such Bonds
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shall continue to exist and such issuer of the Credit Facility shall be subrogated to the rights of such
Owners in accordance with the terms of such Credit Facility.

Any Supplemental Resolution authorizing Bonds may delegate to any officers or employees of
the Authority the determination of any details of such Bonds, within limitations which shall be set forth in
such Supplemental Resolution. Any such determination shall be in writing, and each such written
determination shall be deemed to be part of the Supplemental Resolution providing for the same.

Conditions Precedent to Delivery of Refunding Bonds

All Refunding Bonds shall be executed by the Authority for issuance and delivered to the Trustee,
and thereupon shall be authenticated by the Trustee and delivered to the Authority or upon its order, but
only upon the receipt by the Trustee of: (i) the documents required under the heading entitled “Conditions
Precedent to Delivery of Bonds” and (ii) such documents, instructions, moneys and securities as are
required by the provisions of the Resolution or any Supplemental Resolution adopted pursuant to the
Resolution to cause the Bonds or portions thereof to be refunded to be paid or deemed to have been paid
within the meaning and with the effect expressed in the Resolution.

Special Provisions Relating to Option Securities, Financial Contracts, Subordinated Credit
Facilities, Parity Obligations and Subordinated Indebtedness

The Resolution provides that all Option Securities will be issued as Subordinated Indebtedness.

Payments to Qualified Counterparties under Financial Contracts shall constitute Subordinated
Indebtedness, except that such payments under Financial Contracts relating to Outstanding LIPA
Unsecured Debt shall constitute Outstanding LIPA Unsecured Debt.

In connection with any Bonds, the Authority may obtain or cause to be obtained one or more
Credit Facilities and agree with the issuer of a Credit Facility to reimburse such issuer directly for
amounts paid under the terms of such Credit Facility, together with interest thereon; provided, however,
that no obligation to reimburse an issuer of a Credit Facility shall be created, for purposes of the
Resolution, until amounts are paid under such Credit Facility. Such payments to reimburse the issuer of a
Credit Facility are referred to as “Reimbursement Obligations.” Any Reimbursement Obligation
(a “Parity Reimbursement Obligation”) may be secured by a pledge of and a lien on the Trust Estate on a
parity with the lien created thereon by the Resolution. Any such Parity Reimbursement Obligation shall
be deemed to be a part of the Seriesto which the Credit Facility which gave rise to such Parity
Reimbursement Obligation relates.

Payments to reimburse the issuer of a Subordinated Credit Facility (a “Subordinated
Reimbursement Obligation™) shall constitute Subordinated Indebtedness.

With respect to any contract of the Authority or LIPA with another entity for fuel, energy or
power (a “Supply Contract”), the obligation of the Authority or LIPA, as the case may be, to pay that
portion of any rates, fees, charges, surcharges or payments for the specific purpose of meeting principal or
interest or both on that entity’s obligations directly associated with such contract and payable to such
entity regardless of whether fuel or energy is delivered or made available for delivery and the principal
and/or interest component of any Capital Lease, (such portion or component, the “Debt Service
Component”) shall be (i) payable from Revenues and secured by a pledge of, and lien on, the Trust Estate
on a parity with the lien created by the Resolution to secure the Bonds (a “Parity Contract Obligation™)
only if, when such Supply Contract or Capital Lease is entered into, the Authority shall have satisfied the
test set forth above in either paragraph (a) or (b) under the heading “Conditions Precedent to Delivery of
Bonds”, subject to paragraph (d) under the same heading, with respect to such Debt Service Component
or (ii) payable from funds withdrawn from the Revenue Fund as permitted by the Resolution, in all other
events.
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Separately Financed Project

Nothing in the Resolution shall prevent the Authority from authorizing and issuing bonds, notes,
or other obligations or evidencing of indebtedness other than Bonds, for any purpose of the Authority
authorized by the Act or by other applicable State statutory provisions, or from financing any such
purpose from other available funds (such purpose being referred to in the Resolution as a “Separately
Financed Project”), if the debt service on such bonds, notes, or other obligations or evidences of
indebtedness, if any, and the Authority’s share of any operating expenses related to such Separately
Financed Project, are payable solely from the revenues or other income derived from the ownership or
operation of such Separately Financed Project or from other funds withdrawn from the Revenue Fund as
permitted by the Resolution, and may be secured by the Authority’s or LIPA’s ownership interest therein.

Pledge of Funds and Revenues

The Trust Estate is pledged for the payment of the Bonds and Parity Obligations in accordance
with their terms and the provisions of the Resolution, subject only to the provisions of the Resolution, the
Act and the Financing Agreement permitting the application thereof. As further security for the payment
of the Bonds and Parity Obligations, the Authority assigns, transfers and pledges to the Trustee all of its
rights and interests under and pursuant to the Financing Agreement (excluding rights to notice and other
procedural rights, its rights to indemnification and rights and interests not material to Bondholders).

The Resolution establishes the following funds:
(1) Construction Fund, to be held by the Authority;
(2) Revenue Fund, to be held by the Authority;
(3) Operating Expense Fund, to be held by the Authority;
(4) Debt Service Fund, to be held by the Trustee;
(5) Parity Contract Obligations Fund, to be held by the Authority;

(6) Subordinated Indebtedness Fund, to be held by the Authority, except as may
otherwise be permitted by the Resolution;

(7) LIPA Unsecured Debt Fund, to be held by the Authority;
(8) PILOTs Fund, to be held by the Authority; and
(9) Rate Stabilization Fund, to be held by the Authority.

The Trustee shall, at the request of the Authority, establish within any Fund held by the Trustee
such Accounts or sub-accounts. The Authority may do likewise with respect to any Fund held by it.

Construction Fund

The Resolution provides that the Authority shall deposit into the Construction Fund any amount
required to be deposited therein pursuant to the Resolution or the Financing Agreement, and any other
amounts received by the Authority for or in connection with the System and determined by the Authority
to be deposited therein, which are not otherwise required to be applied in accordance with the Resolution.
The Authority shall also deposit in the Construction Fund, the proceeds of insurance, if any, maintained
by the Authority or LIPA against physical loss of or damage to the System, or of contractors’
performance bonds with respect thereto, pertaining to the period of acquisition or construction of System
Improvements, to the extent not deposited to the Revenue Fund. Except as otherwise provided in the
Resolution, amounts in the Construction Fund shall be expended only to pay Costs of System
Improvements as determined by the Authority from time to time. To the extent that other moneys are not
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available therefor in any of the other Funds and Accounts established under the Resolution, amounts in
the Construction Fund shall be applied to the payment of the Principal Installments of and interest on
Bonds.

Revenue Fund

The Resolution provides that the Authority shall, as promptly as practicable after receipt thereof
by the Authority, deposit all Revenues in the Revenue Fund, unless required by the Resolution to be
deposited to any other Fund or Account. There shall also be deposited in the Revenue Fund all other
amounts required by the Resolution or the Financing Agreement to be so deposited.

Payments Into Certain Funds

The Resolution provides that amounts on deposit from time to time in the Revenue Fund shall be
withdrawn and deposited as follows and, as of any time, in the following order of priority:

FIRST: to the Operating Expense Fund, the amount determined by the Authority from time to
time to be deposited thereto to pay, or to be set aside therein as a reserve for the payment of, Operating
Expenses; and

SECOND: (A) to the Debt Service Fund, the amounts required to pay or provide for the
payment of the Principal Installments and Redemption Price of and interest on Bonds and Parity
Reimbursement Obligations; provided, however, that no such amount shall be required to be deposited
therein in advance of one business day prior to the due date of any such payment;

(B) to the Parity Contract Obligations Fund, the amount determined by the Authority to be
required to be deposited therein to pay or provide for the payment of Parity Contract Obligations
provided, however, that no such amount shall be required to be deposited therein in advance of one
business day prior to the due date of any such payment;

provided, however, that if the balance remaining to make all such deposits is less than sufficient
to do so in full, deposits shall be made pro rata between the Debt Service Fund and the Parity Contract
Obligations Fund in the same ratio that the amount required to be deposited thereto bears to the sum of
the amount required to be deposited to each such Fund;

THIRD: if such amounts are not expected by the Authority to be required thereafter for purposes
of paragraphs FIRST or SECOND above, to the Subordinated Indebtedness Fund, the amount determined
by the Authority to be required to be deposited therein to pay or provide for the payment of principal and
redemption price of and interest on Subordinated Indebtedness in accordance with the Resolution;
provided, however, that no such amount shall be required to be deposited therein in advance of one
business day prior to the due date of any such payment;

FOURTH: if such amounts are not expected by the Authority to be required thereafter for
purposes of paragraphs FIRST, SECOND or THIRD above, to the LIPA Unsecured Debt Fund, the
amount determined by the Authority to be required to be deposited therein to pay or provide for the
payment of Outstanding LIPA Unsecured Debt in accordance with the Resolution;

FIFTH: if such amounts are not expected by the Authority to be required thereafter for purposes
of paragraphs FIRST, SECOND, THIRD or FOURTH above, to the PILOTs Fund, the amount
determined by the Authority to be required to be deposited in such Fund to pay or provide for the
payment of PILOTSs in accordance with the Resolution in accordance with the System Budget or the entire
balance if less than sufficient; and

SIXTH: if such amounts are not expected by the Authority to be required thereafter for purposes
of paragraphs FIRST, SECOND, THIRD, FOURTH or FIFTH above, to the Rate Stabilization Fund, the
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amount determined by the Authority to be deposited therein to provide for any payments or deposits from
Revenues thereafter.

Any moneys remaining in the Revenue Fund at any time and not deposited as set forth above may
be retained in the Revenue Fund or may be withdrawn and used for any lawful purpose of the Authority
or LIPA as determined by the Authority, including but not limited to the purchase or redemption of any
bonds, notes or other obligations of the Authority or LIPA and, to the extent specified by the Authority,
the payment of any incentive payments payable by LIPA under any System Agreements which are not
payable as an Operating Expense; provided, however, that prior to any such withdrawal, the Authority
shall have determined, taking into account, among other considerations, anticipated future receipts of
Revenues and other moneys constituting part of the Trust Estate, that the moneys to be withdrawn are not
needed for any other purpose provided in paragraphs FIRST through SIXTH set forth above. Amounts
paid out or withdrawn pursuant to this paragraph shall be free and clear of the lien and pledge created by
the Resolution unless deposited into any Fund or Account; provided, however, that to the extent amounts
are paid out or withdrawn for the purpose of paying any expense of LIPA, such amounts shall remain
subject to the lien and pledge of the Resolution until such amounts are actually applied by the Authority
or LIPA to the payment of such expense.

Purchases of Bonds or Subordinated Indebtedness from amounts in the Revenue Fund shall be
made at the direction of the Authority, with or without advertisement and with or without notice to other
Holders of Bonds or Subordinated Indebtedness. Such purchases shall be made at such price or prices as
determined by the Authority. If Sinking Fund Installments have been established for the maturities of
Bonds purchased by the Authority, then the Authority shall direct the Trustee to credit the principal
amount purchased against the applicable Sinking Fund Installments in such order and amounts as are
determined by the Authority.

Operating Expense Fund

Amounts credited to the Operating Expense Fund shall be applied from time to time solely to the
payment of Operating Expenses at the times, in the manner, and on the other terms and conditions as
determined by the Authority from time to time. If and to the extent provided in a Supplemental
Resolution authorizing Bonds, amounts from the proceeds of such Bonds may be credited to the
Operating Expense Fund and set aside therein as specified in the Supplemental Resolution for any
purpose of such Fund.

Debt Service Fund

The Trustee shall for all Outstanding Bonds and Parity Reimbursement Obligations, pay (i) on
each Bond Payment Date, (1) from the moneys on deposit in the Debt Service Fund the amounts required
for the payment of the Principal Installments, if any, due on such Bond Payment Date and (2) from the
moneys on deposit in the Debt Service Fund, including the moneys credited to the sub-account, if any,
established for such Series in the Capitalized Interest Account, the interest due on such Bond Payment
Date, and (ii) on any redemption date or date of purchase, the amounts required for the payment of
accrued interest on Bonds to be redeemed or purchased on such date unless the payment of such accrued
interest shall be otherwise provided.

As soon as practicable after the forty-fifth day preceding the due date of any Sinking Fund
Installment, the Trustee shall proceed to call for redemption, pursuant to the Resolution, Bonds of the
Series and maturity for which such Sinking Fund Installment was established in such amount as shall be
necessary to complete the retirement of the principal amount specified for such Sinking Fund Installment
of the Bonds of such Series and maturity. The Trustee shall so call such Bonds for redemption whether or
not it then has moneys in the Debt Service Fund sufficient to pay the applicable Redemption Price thereof
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on the redemption date. The Trustee shall apply to the redemption of the Bonds on each such redemption
date the amount required for the redemption of such Bonds.

Parity Contract Obligations Fund

Amounts credited to the Parity Contract Obligations Fund shall be applied from time to time
solely to pay or provide for the payment of Parity Contract Obligations at the times, in the manner, and on
the other terms and conditions as determined by the Authority from time to time, subject to the Resolution
which provides that if at any time any amount remains on deposit in the Parity Contract Obligations Fund
which the Authority determines is not required thereafter for purposes thereof, such amount shall be
transferred to the Revenue Fund.

Subordinated Indebtedness Fund

Amounts on deposit in the Subordinated Indebtedness Fund shall be applied by the Authority
solely to pay or provide for the payment of the principal and redemption price of and interest on
Subordinated Indebtedness, or as otherwise provided by the resolution of the Authority authorizing each
issue of Subordinated Indebtedness, subject to the provisions set forth below under this heading.

If at any time the amounts in the Operating Expense Fund, Debt Service Fund or Parity Contract
Obligations Fund shall be less than the current requirements thereof, the Authority shall withdraw from
the Subordinated Indebtedness Fund and deposit in such other Funds the amounts necessary (or all the
moneys in the Subordinated Indebtedness Fund, if less than the amounts necessary, applying available
amounts in the order of priority and otherwise as specified in the Resolution), to make up such deficiency.

If at any time any amount remains on deposit in the Subordinated Indebtedness Fund which the
Authority determines is not required thereafter for purposes thereof, such amount shall be transferred to
the Revenue Fund.

LIPA Unsecured Debt Fund

Amounts on deposit in the LIPA Unsecured Debt Fund shall be applied by the Authority solely to
the payment of the principal of and interest on Outstanding LIPA Unsecured Debt, subject to the
provisions below.

If at any time the amounts in the Operating Expense Fund, Debt Service Fund, Parity Contract
Obligations Fund or Subordinated Indebtedness Fund shall be less than the current requirements thereof,
LIPA shall withdraw from the LIPA Unsecured Debt Fund and deposit in such other Funds the amounts
necessary (or all the moneys in said Fund, if less than the amounts necessary, applying available amounts
in the order of priority and otherwise as specified in the Resolution), to make up such deficiency.

If at any time any amount remains on deposit in the LIPA Unsecured Debt Fund which the
Authority determines is not required thereafter for purposes thereof, such amount shall be transferred to
the Revenue Fund.

PILOTSs Fund

Amounts on deposit in the PILOTs Fund shall be applied by the Authority, or paid to LIPA for
application by LIPA, solely to make payments to the State, or any municipality or other political
subdivision of the State, which shall be entitled to receive PILOTSs under the Act, at such times and in
such amounts as the Authority shall determine to be required to make such payments, subject to the
provisions below.

If at any time the amounts in the Operating Expense Fund, Debt Service Fund, Parity Contract
Obligations Fund, Subordinated Indebtedness Fund or LIPA Unsecured Debt Fund shall be less than the
current requirements thereof, the Authority shall withdraw from the PILOTs Fund and deposit in such

D-6



other Funds the amounts necessary (or all the moneys in the PILOTs Fund, if less than the amounts
necessary, applying available amounts in the order of priority and otherwise as specified in the
Resolution), to make up such deficiency.

Amounts on deposit in the PILOTs Fund which the Authority may determine to be in excess of
the amount required to be maintained therein for the purposes of such Fund shall be transferred to the
Revenue Fund.

Rate Stabilization Fund

Amounts on deposit in the Rate Stabilization Fund may be used for any lawful purpose of the
Authority or LIPA, including but not limited to making any deposits required by the Resolution to any
Fund or Account, as determined by the Authority; provided, however, that no such deposit to any such
Fund or Account shall be required except as specified by the provisions below.

If at any time the amounts in the Operating Expense Fund, Debt Service Fund, Parity Contract
Obligations Fund, Subordinated Indebtedness Fund, LIPA Unsecured Debt Fund or PILOTs Fund shall be
less than the current requirements thereof, the Authority shall withdraw from the Rate Stabilization Fund
and deposit in such other Funds the amounts necessary (or all the moneys in the Rate Stabilization Fund,
if less than the amounts necessary, applying available amounts in the order of priority and otherwise as
specified in the Resolution), to make up such deficiency.

Amounts on deposit in the Rate Stabilization Fund which the Authority may determine to be in
excess of the amount required to be maintained therein for the purposes of such Fund shall be transferred
to the Revenue Fund.

Investment of Certain Funds

Moneys held in all Funds and Accounts shall be invested and reinvested by the Authority or the
Trustee, as the case may be, to the fullest extent practicable in Investment Securities which mature not
later than at such times as shall be necessary to provide moneys when needed for payment to be made
from such Funds and Accounts, subject, in the case of the Subordinated Indebtedness Fund and LIPA
Unsecured Debt Fund, to the terms of any resolutions, indentures, or other instruments securing any issue
of Subordinated Indebtedness or Outstanding LIPA Unsecured Debt, as the case may be. The Trustee
shall make all such investments of moneys held by it in accordance with written instructions from any
Authorized Representative of the Authority. In making any investment in any Investment Securities with
moneys in any Fund or Account established under the Resolution, the Authority may, and may instruct
the Trustee to, combine such moneys with moneys in any other Fund or Account, but solely for purposes
of making such investment in such Investment Securities.

Interest (net of that which represents a return of accrued interest paid in connection with the
purchase of any investment) and other investment earnings on any moneys or investments in the Funds
and Accounts, other than the Construction Fund and Capitalized Interest Account, shall be paid into the
Revenue Fund as and when received. Interest (net of that which represents a return of accrued interest
paid in connection with the purchase of any investment) and other investment earnings on any moneys or
investments in the Construction Fund and Capitalized Interest Account shall remain in such Fund or
Account, respectively, unless the Authority elects to pay the same into the Revenue Fund.

Rate Covenants; Related Obligations

The Authority shall establish and maintain System fees, rates, rents, charges and surcharges
sufficient in each Fiscal Year so that Revenues reasonably expected to be produced in such Fiscal Year
will be at least equal to the sum of (i) 100% of Debt Service, and amounts under all Parity Contract
Obligations, payable by the Authority in such Fiscal Year, (ii) 100% of the Operating Expenses payable
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in such Fiscal Year, (iii) 100% of the amount necessary to pay all PILOTs payable in such Fiscal Year,
and (iv) 100% of the amount necessary to pay other Required Deposits, all other payments required
pursuant to the Resolution and the Financing Agreement, and all other payments required for the System,
for such Fiscal Year; provided, however, that if at any time such fees, rates, rents, charges and surcharges
are or will be insufficient to meet the requirements of the Resolution, it shall not constitute a violation of
the Resolution if and to the extent the Authority promptly takes action reasonably expected by the
Authority to cure or avoid any such deficiency or to cause the same to be cured or avoided, or if the
Authority complies with the provisions of the last paragraph set forth under this heading. Revenues shall
include (i) any amount withdrawn or expected to be withdrawn thereafter in any Fiscal Year from the
Rate Stabilization Fund which were either (a) on deposit therein prior to such Fiscal Year or (b) proceeds
of Bonds or Subordinated Indebtedness issued to fund the Shoreham Credits, (ii) Revenues shall not
include any proceeds from the sale of LIPA assets or proceeds of insurance and (iii) Debt Service, Parity
Contract Obligations, PILOTs and other Required Deposits shall not include any amounts thereof
expected by the Authority to be paid from any funds, other than Revenues, reasonably expected by the
Authority to be available therefor (including without limitation the anticipated receipt of proceeds of sale
of Bonds or Subordinated Indebtedness, or moneys not a part of the Trust Estate, expected by the
Authority to be used to pay the principal of Bonds, Parity Contract Obligations, Outstanding LIPA
Unsecured Debt or Subordinated Indebtedness other than proceeds of Bonds or Subordinated
Indebtedness issued to fund the Shoreham Credits), which expectations, if included in a resolution of the
Authority or Certificate of an Authorized Representative, shall be conclusive.

The Authority shall review, or cause LIPA to review, the adequacy of System fees, rates, rents,
charges and surcharges at least annually. If such annual or more frequent review, or the report of the Rate
Consultant pursuant to the Resolution, indicates that the rates, fees, rents, charges and surcharges are, or
will be, insufficient to meet the requirements of the provisions stated in the preceding paragraph, the
Authority shall promptly take, or cause LIPA to take, the necessary action to cure or avoid any such
deficiency, except as otherwise may be provided by the last paragraph under this heading.

Except to the extent required by law, the Authority will not permit LIPA to furnish or supply or
cause to be furnished or supplied any product, use or service of the System free of charge (or at a nominal
charge) to any person, firm or corporation, public or private, unless and to the extent the Authority shall
have determined that other adequate consideration has been or is expected to be received by LIPA in
connection therewith, and the Authority will cause LIPA to enforce or cause to be enforced the payment
of any and all amounts owing to LIPA for use of the System in accordance with the Financing
Agreement.

The failure in any Fiscal Year to comply with the covenant in clauses (iii) and (iv) of the first
sentence of the first paragraph above (the “non-debt service and operating expense rate covenant”) shall
not constitute an Event of Default if the Authority shall comply with the provisions contained in this
paragraph. If the Authority shall fail in any Fiscal Year to comply with the non-debt service and
operating expense rate covenant, the Authority shall retain a Rate Consultant and a Consulting Engineer
for the purpose of reviewing System fees, rates, rents, charges and surcharges and reviewing the System
Budget in the manner described in the Resolution. If the Rate Consultant (relying upon the certificate of
the Consulting Engineer) shall be of the opinion, as shown by a certificate filed with the Trustee pursuant
to the Resolution, that a schedule of fees, rates, rents, charges and surcharges for the System which would
provide funds to meet the requirements specified in the non-debt service and operating expense rate
covenant is impracticable at that time and the Authority therefore cannot comply with the non-debt
service and operating expense rate covenant, then the Authority shall fix and establish such schedule of
System fees, rates, rents, charges and surcharges as is recommended in such certificate by the Rate
Consultant to comply as nearly as practicable with the non-debt service and operating expense rate
covenant and in such event the failure of the Authority to comply with the non-debt service and operating
expense rate covenant, shall not constitute an Event of Default. The Rate Consultant’s certificate shall be
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accompanied by a certificate of the Consulting Engineer setting forth estimates of amounts required as
provided by the Resolution for the then-current and the ensuing two Fiscal Years.

Consulting Engineer and Rate Consultant

Subject to the Resolution, the Authority shall employ or cause LIPA to employ a Consulting
Engineer and a Rate Consultant whose duties, respectively, shall be to make any certificates and perform
any other acts required or permitted of the Consulting Engineer and the Rate Consultant under the
Resolution or under the Financing Agreement.

Commencing with Fiscal Year 1999 and no less frequently than every other Fiscal Year
thereafter, the Consulting Engineer and the Rate Consultant shall make an examination of, and shall
report on, the properties and operations of the System. Such report shall be submitted to the Authority,
LIPA, and the Trustee no later than eight months after the close of the Fiscal Year to which such
examination relates and shall set forth the following: (i) the Consulting Engineer’s advice and
recommendation as to the proper operation, maintenance and repair of the System during the ensuing two
Fiscal Years, and an estimate of the amounts of money necessary for such purposes; (ii) the Consulting
Engineer’s advice and recommendations as to improvements which should be made during the ensuing
two Fiscal Years, and an estimate of the amounts of money necessary for such purposes, showing the
amount projected to be expended during such Fiscal Years from the proceeds of Bonds or Subordinated
Indebtedness issued under or pursuant to the Resolution; (iii) the Rate Consultant’s recommendation as to
any necessary or advisable revisions of rates, fees, rents, charges and surcharges and such other advice
and recommendation as it may deem desirable; and (iv) the Consulting Engineer’s findings as to whether
the System has been maintained in good repair and sound operating condition, and its estimate of the
amount, if any, required to be expended to place such properties in such condition and the details of such
expenditures and the approximate time required therefor.

The Authority covenants that if any such report shall set forth that the properties of the System
have not been maintained in good repair and sound operating condition, it will cause LIPA to promptly
restore the properties to good repair and sound operating condition with all expedition practicable.

At any time after the expiration of the term of the initial Management Services Agreement the
Authority may perform any duty or obligation of the Consulting Engineer or Rate Consultant for certain
purposes as provided in the Resolution.

Further Assurance

At any and all times the Authority shall, so far as it may be authorized by law, pass, make, do,
execute, acknowledge and deliver, all and every such further resolutions, acts, deeds, conveyances,
assignments, transfers and assurances as may be necessary or desirable for better assuring, conveying,
granting, pledging, assigning and confirming all and singular, the rights, assets, revenues and other
moneys, securities, funds and property pledged or assigned by the Resolution, or intended so to be, or
which the Authority may become bound to pledge or assign.

Indebtedness and Liens

The Resolution provides that the Authority shall not, and shall not permit or allow LIPA to, issue
any bonds, notes or other evidences of indebtedness or otherwise incur any indebtedness or contract
obligations, other than Bonds or Parity Obligations, secured by a pledge of or other lien or charge on the
Trust Estate which is prior to or of equal rank or priority with the pledge made by the Resolution. The
Authority shall not create or cause to be created, and shall not permit or allow LIPA to create or cause to
be created, any lien or charge on the Trust Estate which is prior to or of equal rank or priority with the
pledge made by the Resolution.
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The Authority may issue either (i) Subordinated Indebtedness payable from the Subordinated
Indebtedness Fund, secured by a pledge of and lien or charge on the Trust Estate, and further secured by
an assignment of rights and interests under and pursuant to the Financing Agreement to the extent
provided by the Resolution, in each case subject and subordinate in all respects to the pledge thereof and
lien and charge thereon, or assignment thereof, as the case may be, created by the Resolution in favor of
Bonds and Parity Obligations, or (ii) other bonds, notes or other evidences of indebtedness for borrowed
money payable from funds withdrawn from the Revenue Fund as permitted by the Resolution.

Agreement of the State

The Resolution provides that, in accordance with Section 1020-0 of the Act, the Authority, as
agent for the State, agrees with the holders of obligations issued under the Resolution that the State will
not limit or alter the rights vested in the Authority by the Act until such obligations together with the
interest thereon are fully met and discharged, provided that nothing contained in the Resolution shall
preclude such limitation or alteration if and when adequate provision shall be made by law for the
protection of the Holders of such obligations of the Authority.

Annual System Budget

Prior to the beginning of each Fiscal Year, the Authority shall file with LIPA and the Trustee an
annual System Budget for the ensuing Fiscal Year which shall set forth in reasonable detail the estimated
Revenues and Operating Expenses for the System for such year. Such annual System Budget shall
include the LIPA Budget (as such term is defined in the Financing Agreement) and the Authority Budget
and also may set forth such additional material as the Authority may determine. At the end of each
quarter, the Authority shall review its estimates for such Fiscal Year, and in the event such estimates do
not substantially correspond with actual Revenues or Operating Expenses, or if there are at any time
during any such Fiscal Year extraordinary receipts or payments of unusual costs, the Authority shall
prepare an amended annual System Budget for the remainder of the then current Fiscal Year. The
Authority also may at any time adopt an amended annual System Budget for the remainder of the then-
current Fiscal Year.

If for any reason the Authority shall not have adopted the System Budget by the time required by
the Resolution, the System Budget for the then-current Fiscal Year shall be deemed to be the System
Budget for the ensuing Fiscal Year until a new System Budget is adopted.

Deposits to Funds

The Resolution provides that the Authority will take such action as may be required to cause all
Revenues to be deposited in the Revenue Fund (or, if so required by the Resolution, any other Fund or
Account).

Enforcement and Amendment of Financing Agreement

The Authority shall enforce or cause to be enforced the provisions of the Financing Agreement
and duly perform its covenants and agreements under the Financing Agreement. The Authority will not
consent or agree to or permit any rescission of or amendment to or otherwise take any action under or in
connection with the Financing Agreement except in accordance with the Resolution.

Amendments to Financing Agreement

Except as otherwise provided in the Resolution, the Financing Agreement may not be amended,
changed, modified or terminated, nor may any provision thereof be waived, without the consent of the
Holders of Outstanding Bonds as provided in the Resolution, if such amendment, change, modification,
termination or waiver adversely affects the interest of the Holders of Outstanding Bonds in any material
respect.
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No such amendment, change, modification, termination or waiver shall take effect unless the
prior written consent of (a) the Holders of at least a majority in principal amount of the Bonds then
Outstanding, or (b) in case less than all Bonds then Outstanding are affected by the amendment, change,
modification, termination or waiver, the Holders of not less than a majority in principal amount of the
Bonds so affected and then Outstanding; provided, however, that if such amendment, change,
modification, termination or waiver will, by its terms, not take effect so long as any specified Bonds
remain Outstanding, the consent of the Holders of such Bonds shall not be required and such Bonds shall
not be deemed to be Outstanding for the purpose of any such calculation of Outstanding Bonds.

For purposes of this section, any purchasers of the Bonds, whether purchasing as underwriters,
for resale or otherwise, upon such purchase, may consent to an amendment, change, modification,
termination or waiver permitted by this section with the same effect as a consent given by the Holders of
such Bonds.

For the foregoing purposes, a Bond shall be deemed to be adversely affected by an amendment,
change, modification, termination or waiver of the Financing Agreement if the same adversely affects or
diminishes the rights of the Holder of such Bond in any material respect. The Trustee may in its
discretion determine whether or not, in accordance with the foregoing provisions, any particular Bond
would be adversely affected in any material respect by any amendment, change, modification, termination
or waiver, and any such determination shall be binding and conclusive on the Authority and all Holders of
Bonds.

For the foregoing purposes, the Trustee shall be entitled to rely upon an opinion of counsel, which
counsel shall be satisfactory to the Trustee, with respect to whether any amendment, change,
modification, termination or waiver adversely affects the interests of any Holders of Bonds then
Outstanding in any material respect.

No Competitive Facilities

The Authority shall not construct, acquire or operate any plants, structures, facilities or properties
which will provide electric transmission or distribution service in the Service Area (as defined in the Act)
in competition with and not as part of the System unless such construction, acquisition or operation, in the
judgment of the Authority, does not materially impair the ability of the Authority to comply with the rate
covenant in the Resolution.

Disposition of Assets

The Authority shall not sell or otherwise dispose of, or encumber or grant a security interest in,
any common or preferred stock or other evidence of the Authority’s equity interest in LIPA, unless the
Authority or any subsidiary thereof shall thereupon own or effectively control the operation of the
System. Except as provided by the Financing Agreement, the Authority shall not dispose of, or cause the
disposition of, or permit to be disposed of, any real or personal properties of the System unless such
disposal, in the judgment of the Authority, (i) is desirable in the conduct of the business of the System and
(ii) does not materially impair the ability of the Authority to comply with the rate covenant in the
Resolution.

Supplemental Resolutions; Amendments

The Authority may adopt (without the consent of any Holder) supplemental resolutions to, among
others, authorize additional Bonds; to add to the restrictions contained in the Resolution upon the issuance
of additional indebtedness; to add to covenants of the Authority contained in, or surrender any rights
reserved to or conferred upon it by, the Resolution; to confirm any pledge under the Resolution or subject
other property to the pledge; to permit qualification of the Resolution under, or add provisions permitted
by, the Trust Indenture Act of 1939 or any similar Federal statute, and permit the qualification of the
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Bonds for sale under the securities laws of any state in the United States; to comply with such regulations
and procedures as are from time to time in effect relating to establishing and maintaining a book-entry-
only system; to comply with the requirements of any Rating Agency in order to maintain or improve a
rating on the Bonds by such Rating Agency; to implement the last sentence of the definition of Revenues
in the Resolution; to modify any provision of the Resolution, provided that such modification is effective
upon or prior to the issuance of any Bonds affected or is effective only after all Bonds theretofore
Outstanding cease to be Outstanding; to cure any ambiguity, supply any omission or to correct any defect
or inconsistent provision in the Resolution; or to modify any provision provided that such modification
shall not adversely affect the interests of the Bondholders in any material respect (and also provided that
the Trustee consents thereto).

Any of the provisions of the Resolution may be amended by the Authority upon the written
consent of the Holders of at least a majority in principal amount of the Bonds Outstanding at the time
such consent is given, and in case less than all Bonds then Outstanding are affected by the modification or
amendment, of the Holders of at least a majority in principal amount of such Outstanding Bonds that are
or may be so affected; except that if such modification or amendment will, by its terms, not take effect so
long as any particular Bonds remain Outstanding, the consent of the Holders of such Bonds shall not be
required and such Bonds shall not be deemed to be Outstanding for the purpose of any calculation of
Outstanding Bonds under the Resolution. No such modification or amendment shall permit a change in
the terms of redemption or maturity of the principal of any Outstanding Bond or of any installment of
interest thereon or a reduction in the principal amount or the Redemption Price thereof or in the rate of
interest thereon without the consent of the Holder of such Bond, or shall reduce the percentages or
otherwise affect the classes of Bonds the consent of the Holders of which is required to effect any such
modification or amendment, or shall change or modify any of the rights or obligations of any Fiduciary
without its written assent thereto. For the purposes of this paragraph, a Bond shall be deemed to be
affected by a modification or amendment of the Resolution if the same materially and adversely affects or
diminishes the rights of the Holder of such Bond.

Events of Default; Remedies Upon Default

Pursuant to the Resolution, any of the following events set forth in clauses (1) through
(6) constitutes an “Event of Default” if: (1) the Authority defaults on the payment of Principal or the
Redemption Price of any Bond; or (2) the Authority defaults on the payment of any installment of interest
on any Bond, and such default shall continue for a period of five (5) days; or (3) the Authority defaults in
the performance or observance of any other of the covenants, agreements or conditions on its part in the
Resolution, any Supplemental Resolution or in the Bonds contained, and such default shall continue for a
period of sixty (60) days after written notice thereof (and stating that it is a “Notice of Default”) to the
Authority by the Trustee, or to both by the Holders of not less than sixty-six and two-thirds percent
(66 2/3%) of the principal amount of Bonds Outstanding, provided that if such default shall be such that it
cannot be corrected within such sixty day period, it shall not constitute an Event of Default if corrective
action is instituted within such period and diligently pursued until the failure is corrected; or (4) LIPA
defaults under the Financing Agreement and such default continues for a period of sixty (60) days after
written notice thereof (and stating that it is a “Notice of Default”) to the Authority by the Trustee, or to
both by the Holders of not less than sixty-six and two-thirds percent (66 2/3%) of the principal amount of
Bonds Outstanding, provided that if such default shall be such that it cannot be corrected within such
sixty day period, it shall not constitute an Event of Default if corrective action is instituted within such
period and diligently pursued until the failure is corrected; or (5) if the Authority or LIPA (a) files a
petition seeking a composition of its indebtedness under the Federal bankruptcy laws, or under any other
applicable law or statute of the United States of America or of the State; (b) consents to the appointment
or taking possession by a receiver, liquidator, assignee, custodian, trustee, sequestrator or other similar
official of the Authority or LIPA or any substantial portion of either of their property; (c) makes any
assignment for the benefit of creditors; or (d) admits in writing its inability generally to pay its debts
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generally as they become due; or (6)if (a) a decree or order for relief is entered by a court having
jurisdiction of the Authority or LIPA adjudging the Authority or LIPA a bankrupt or insolvent or
approving as properly filed a petition seeking reorganization, arrangement, adjustment or composition in
respect of the Authority or LIPA in an involuntary case under the Federal bankruptcy laws, or under any
other applicable law or statute of the United States of America or of the State; (b) a receiver, liquidator,
assignee, custodian, trustee, sequestrator or other similar official of the Authority or LIPA or of any
substantial portion of either of their property is appointed; or (c) the winding up or liquidation of its
affairs is ordered and the continuance of any such decree or order unstayed and in effect for a period of
sixty (60) consecutive days.

Upon an Event of Default, the Trustee may and, upon the written request of the Holders of not
less than sixty-six and two-thirds percent (66 2/3%) of the principal amount of the Bonds Outstanding the
Trustee shall declare the principal of all the Bonds then Outstanding to be due and payable immediately.
Such declaration may be annulled or rescinded as described in the Resolution.

Under the Resolution the Authority covenants that upon an Event of Default, the books of record
and account of the Authority shall at all times be subject to the inspection and use of the Trustee and of its
agents and attorneys, and the Authority will, upon demand of the Trustee, account for all Revenues and
other moneys, securities and funds pledged or held under the Resolution for such period as shall be stated
in such demand. Upon a default, the Trustee may proceed to protect and enforce its rights and the rights
of the Holders of the Bonds under the Resolution by a suit in equity or at law, whether for the specific
performance of any covenant contained in the Resolution, in aid of the execution of any power granted
therein, or for an accounting against the Authority as if the Authority were the trustee of an express trust,
or in the enforcement of any other legal or equitable right as the Trustee. No Holder of any Bond shall
have any right to institute any suit, action or proceeding at law or in equity for the enforcement of any
provision of the Resolution or the execution of any trust under the Resolution or for any remedy under the
Resolution, unless the Trustee has been requested by not less than sixty-six and two-thirds percent
(66 2/3%) in principal amount of the Bonds then Outstanding, and such Holders shall have offered the
Trustee adequate security and indemnity against the costs, expenses and liabilities to be incurred therein
or thereby, and the Trustee has failed to commence such suit in the manner provided in the Resolution.

Defeasance

Bonds or any portion thereof for the payment or redemption of which moneys shall have been set
aside and shall be held in trust by the Trustee (through deposit by the Authority of funds for such payment
or redemption or otherwise) at the maturity or redemption date thereof shall be deemed to have been paid
within the meaning of the Resolution and shall cease to be entitled to any lien, benefit or security under
the Resolution either (A) as provided in the Supplemental Resolution authorizing their issuance or (B) if
the following conditions are met: (i) in case any Bonds to be redeemed on any date prior to their maturity,
the Authority shall have given to the Trustee instructions accepted in writing by the Trustee to mail as
provided in the Resolution notice of redemption of such Bonds (other than Bonds which have been
purchased by the Trustee at the direction of the Authority as provided prior to the mailing of such notice
of redemption) on said date, (ii) there shall have been deposited with the Trustee either moneys in an
amount which shall be sufficient, or Defeasance Obligations the principal installments of and/or the
interest on which when due, without reinvestment, will provide moneys which, together with the moneys,
if any, deposited with the Trustee at the same time, shall be sufficient, to pay when due the Principal
Installments or Redemption Price, if applicable, and interest due and to become due on said Bonds or
portion thereof on or prior to the redemption date or maturity date thereof, as the case may be, and (iii) in
the event said Bonds are not to be redeemed within the next succeeding 60 days, the Authority shall have
given the Trustee in form satisfactory to it irrevocable instructions to mail, as soon as practicable, a notice
to the Holders of such Bonds that the deposit required by clause (ii) above has been made with the
Trustee and that said Bonds or portion thereof (as the same thereafter may change) are deemed to have
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been paid in accordance with the Resolution and stating such maturity or redemption date (as the same
thereafter may change) upon which moneys are to be available for the payment of the Principal
Installments or Redemption Price, if applicable, on said Bonds or portion thereof (other than Bonds which
have been purchased by the Trustee at the direction of the Authority as provided prior to the publication
of the notice of redemption referred to above). The Trustee shall, as and to the extent necessary, apply
moneys held by it pursuant to the Resolution to the retirement of said Bonds (or portions thereof) in
amounts equal to the unsatisfied balances of any Sinking Fund Installments with respect to such Bonds
(or portions thereof), all in the manner provided in the Resolution.

Unclaimed Moneys

Any moneys held by a Fiduciary in trust for the payment and discharge of the principal of or
interest on any Bonds which remain unclaimed for two years after the date when such principal or
interest, respectively, has become due and payable, either at their stated maturity dates or by call for
earlier redemption, if such moneys were held by the Fiduciary at such date, or for two years after the date
of deposit of such moneys if deposited with the Fiduciary after the said date when such principal or
interest, as the case may be, becomes due and payable, shall, at the written request of the Authority, be
repaid by the Fiduciary to the Authority, as its absolute property and free from trust, and the Fiduciary
shall thereupon be released and discharged with respect thereto and the Bondholders shall look only to the
Authority for the payment of such principal or interest, as the case may be. Notwithstanding the
foregoing, any moneys held by a Fiduciary in trust for the payment and discharge of the principal of or
interest on any Bonds which remain unclaimed after such moneys were to be applied to the payment of
such principal or interest, as the case may be, in accordance with the Resolution may be applied in
accordance with the provisions of the Abandoned Property Law of the State, being Chapter 1 of the
Consolidated Laws of the State, or any successor provision thereto, and upon such application, the
Fiduciary shall thereupon be released and discharged with respect thereto and the Holders of Bonds shall
look only to the Authority or the Comptroller of the State for the payment of such principal or interest, as
the case may be. Before being required to make any such payment to the Authority or to apply such
moneys in accordance with the Abandoned Property Law (or its successor) of the State, the Fiduciary
shall, at the expense of the Authority, cause to be mailed to the Bondholders entitled to receive such
moneys a notice that said moneys remain unclaimed and that, after a date named in said notice, which
date shall be not less than 30 days after the date of the mailing, the balance of such moneys then
unclaimed will be returned to the Authority or applied in accordance with the Abandoned Property Law
(or its successor) of the State, as the case may be.

SUMMARY OF CERTAIN PROVISIONS OF THE FINANCING AGREEMENT

The following is a brief summary of certain provisions of the Financing Agreement. The
summary does not purport to be complete or definitive and is qualified in its entirety by reference to the
Financing Agreement, a copy of which is on file with the Trustee.

Agreement to Finance Acquisition of System and Cost of System Improvements

The Authority agreed in the Financing Agreement to finance (i) the Property Tax Settlement,
(ii) the retirement of certain outstanding debt of LILCO, and (iii) all or a part of the Cost of System
Improvements, by the issuance of Authority Obligations from time to time in accordance with the
Resolution, in each case unless and to the extent funded from other sources. The Authority and LIPA
agree that the issuance of Authority Obligations, including the issuance of Authority Obligations for the
purpose of refunding Authority Obligations or Outstanding LIPA Unsecured Debt in accordance with the
Financing Agreement and the Resolution, shall be deemed to constitute a loan to LIPA. The obligation of
LIPA to repay such loan and to make payments in accordance with the Financing Agreement shall be
evidenced by the delivery of the LIPA Note.



Obligation to Make Payments to the Authority; Grant of Revenues and Certain Other Security to
the Authority

On or before one business day prior to each due date for the payment of the principal of and
redemption price, if any, or interest on, or other payments required under, Authority Obligations, until the
same shall have been paid in full or provision for the payment thereof in full shall have been made in
accordance with the Resolution or the provisions thereof, LIPA shall make or cause to be made payments
on the LIPA Note to the Authority in an amount which, when added to any moneys then on deposit under
the Resolution and available therefor, including any dividends theretofore paid to the Authority and held
thereunder, shall be equal to the amount payable on such due date with respect to the Authority
Obligations, as provided in the Resolution, including amounts due for the payment of the principal of and
sinking fund installments and premium, if any, and interest on the Bonds. The principal amount from
time to time due and owing under the LIPA Note and the scheduled amortization thereof and related
interest rates (or the method of determining the same) shall be evidenced by the periodic delivery to LIPA
of a certificate of an Authorized Representative of the Authority setting forth the same.

Outstanding LIPA Unsecured Debt shall be paid pursuant to and in accordance with the
Resolution and the respective resolutions, indentures or similar instruments authorizing and providing for
the issuance thereof.

LIPA has granted and transferred to the Authority all of its right, title and interest in and to the
Revenues and the Promissory Notes, including all of its rights to collect and receive the same, subject
only to the provisions of the Financing Agreement and the Resolution permitting the application thereof
for or to the purposes and on the terms and conditions set forth in the Financing Agreement and the
Resolution.

LIPA has further pledged and assigned to the Authority, and granted to the Authority a security
interest in, the System Agreements, subject however to the right and obligation of LIPA to exercise its
rights and to carry out its obligations and duties thereunder, and further subject to the terms of the
Financing Agreement and the Resolution, the right and obligation to enforce or realize upon its rights and
interests in the System Agreements.

Powers as to Grant, Conveyance and Transfer and as to Revenues of the System

LIPA warrants and agrees that the Revenues, the System Agreements and other moneys,
securities and funds and the rights under contracts so granted, conveyed, pledged and transferred are and
will be free and clear of any pledge, lien, charge or encumbrance thereon or with respect thereto prior to,
of equal rank with, the pledge created or authorized by the Resolution, and all corporate action on the part
of LIPA to that end has been duly and validly taken. LIPA shall at all times, to the extent permitted by
law, defend, preserve and protect the pledge of the Revenues, the System Agreements and other moneys,
securities and funds and the rights under the contracts pledged under the Financing Agreement and the
Resolution and all the rights of the Authority and the Bondholders under the Financing Agreement and
the Resolution against all claims and demands of all persons whomsoever.

Subject to the provisions of the Financing Agreement, upon consummation of the LIPA/LILCO
Merger, LIPA became, and agrees that so long as any Authority Obligations remain outstanding it will at
all times continue to be, the owner of the System.

LIPA shall, so long as any Authority Obligations remain outstanding, perform all acts and duties
required to be performed by it with respect to the System Agreements, and shall not permit any rescission
or termination or amendment thereof, or otherwise take any action under or in connection with either, not
expressly provided for by the terms thereof, which will in any manner impair or adversely affect the rights
of LIPA thereunder, or the rights or security of the holders of or parties to Authority Obligations under
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the provisions thereof or of the Resolution, and any action by LIPA in violation of this covenant shall be
null and void as to LIPA.

Powers as to System and Collection of Revenues

The Financing Agreement provides that so long as any Authority Obligations remain outstanding,
LIPA will have or will use its best efforts to obtain good right and lawful authority to maintain, operate
and improve the System; to impose and collect such fees, rates, rents and charges for the use or services
of the System as are established from time to time by the Authority in accordance with the Resolution and
the Act; and to demand and collect all Revenues becoming due to it for the use or services of the System.

State not Liable with Respect to LIPA Note

The LIPA Note and other obligations of LIPA under the Financing Agreement shall not be a debt
of the State or of any municipality, and neither the State nor any municipality shall be liable thereon.
Neither the credit, the revenues nor the taxing power of the State or of any municipality shall be, or shall
be deemed to be, pledged to the payment of the LIPA Note or other obligations of LIPA.

Payment From Construction Fund

The Costs incurred by LIPA with respect to System Improvements shall be evidenced to the
Authority by a certificate signed by an Authorized Representative of LIPA which shall contain the
information required to be set forth in a Disbursement Request. Upon receipt of such certificate the
Authority shall pay or cause to be paid to the person entitled thereto amounts sufficient to pay all such
certified Costs but solely from amounts available therefor in the Construction Fund.

Revenue Fund

The Financing Agreement provides that all Revenues, as promptly as practicable after receipt
thereof by or on behalf of LIPA, shall be deposited by LIPA or by the System Manager into the Revenue
Fund. LIPA shall take such actions as it shall determine necessary and appropriate to assure that the
System Manager complies with the applicable provisions of the Management Services Agreement and
that the Fuel Manager complies with the applicable provisions of the Energy Management Agreement
relating to the application of moneys of LIPA.

LIPA General Fund

There shall be deposited in the LIPA General Fund all amounts received by LIPA from the
Authority or the Trustee pursuant to the Resolution for the purpose of paying LIPA Expenses and any
necessary and proper renewals, replacements and extensions of the System or, as provided in the
Financing Agreement, PILOTs. All amounts in the LIPA General Fund shall be held in trust by LIPA
and applied only as provided in the Financing Agreement, in the Act or in the Resolution. Amounts on
deposit in the LIPA General Fund shall be applied by LIPA solely for the payment of LIPA Expenses or
any such renewals, replacements, extensions, or PILOTs.

Application of Revenues After Event of Default

LIPA covenants that if an “Event of Default”, as defined in the Resolution, shall occur, LIPA,
upon demand of the Trustee, shall pay over or cause to be paid over to the Trustee all moneys and
securities then held by LIPA or by any System Manager in LIPA General Fund, and thereafter, as
promptly as practical, the Revenues, for application in accordance with Section 1003 of the Resolution.

Rate Covenant

LIPA and the Authority have covenanted and agreed that fees, rates, rents, charges and
surcharges for the use of, or services furnished, rendered or made available by, the System shall be
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established by the Authority in accordance with the Resolution and the Act such that such fees, rates,
rents, charges and surcharges shall be adequate, together with any other available funds, to provide for,
among other things, (i) the timely payment of the Principal Installments of and interest on all Bonds, the
principal of and interest on any other Authority Obligations payable from Revenues, and the principal of
and interest on the Outstanding LIPA Unsecured Debt, (ii) the proper operation and maintenance of the
System, (iii) all other payments required for the System not otherwise provided for and (iv) all other
payments required pursuant to the Financing Agreement and any System Agreements.

If the periodic review of System fees, rates, rents, charges and surcharges conducted by the
Authority in accordance with the Resolution, or the report prepared pursuant to the Resolution, indicates
that such rates, fees, rents, charges and surcharges are, or will be, insufficient to meet the requirements of
Section 701 of the Resolution, LIPA, in accordance with the directions, if any, of the Authority, shall
promptly take and diligently pursue all necessary actions within its reasonable control to cure or avoid
any such deficiency.

Except to the extent required by law, LIPA will not furnish or supply or cause to be furnished or
supplied any product, use or service of the System free of charge (or at a nominal charge) to any person,
firm or corporation, public or private unless and to the extent the Authority shall have determined that
other adequate consideration has been or is expected to be received by LIPA in connection therewith, and
LIPA will use reasonable efforts to enforce or cause to be enforced the payment of any and all amounts
owing to LIPA for use of the System in accordance with the Financing Agreement.

Nothing contained in the Financing Agreement shall be deemed to limit or restrict the right or
obligation of the Authority or LIPA to comply with any covenant relating to rates to be charged for the
use of, or services provided by, the System which may be made with the holders of or parties to Authority
Obligations in accordance with the Act.

Compliance with Report as to System Condition

LIPA covenants that if any report prepared in accordance with the Resolution shall set forth that
the properties of the System have not been maintained in good repair and sound operating condition, it
will restore the properties or cause the properties to be restored to good repair and sound operating
condition as promptly as practicable.

Operation and Maintenance
LIPA has covenanted that it shall, at all times:

(a) In accordance with the advice and recommendations set forth in the reports
prepared from time to time in accordance with the Resolution, operate the System properly and in
a sound and economical manner and shall maintain, preserve, and keep the same preserved and
kept with the appurtenances and every part and parcel thereof, in good repair, working order and
condition, and shall from time to time make, or cause to be made, all necessary and proper
repairs, replacements, renewals and extensions so that at all times the operation of the System
may be properly and advantageously conducted; provided, however, that nothing contained in the
Financing Agreement shall require LIPA to operate, maintain, preserve, repair, replace, renew or
reconstruct any part of the System if, in the case of any part of the System having a market value
of greater than $1 million, there shall be filed with LIPA, the Authority and the Trustee a
certificate of an Authorized Representative of LIPA stating that, in the opinion of LIPA,
abandonment of operation of such part of the System will not adversely affect the operation of the
System or impair the ability of LIPA and the Authority to comply with the provisions of the
Financing Agreement and the Rate Covenant set forth in the Resolution;
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(b) enforce the rules and regulations governing the operations, use and services of
the System established from time to time by LIPA or the Authority; and

(©) observe and perform all of the terms and conditions contained in the Act, and
comply with all valid acts, rules, regulations, orders and directions of any legislative, executive,
administrative or judicial body having competent jurisdiction of LIPA or the System; provided,
however, that the failure of LIPA to comply with the covenant contained in this paragraph (c) for
any period shall not constitute a default on its part so long as LIPA (i) is taking reasonable and
timely steps to permit compliance and (ii) LIPA shall have delivered to the Trustee and to the
Authority a Certificate of an Authorized Representative of LIPA which (1) sets forth in
reasonable detail the facts and circumstances attendant to such non-compliance, (2) sets forth the
steps being taken by LIPA to permit compliance, (3) sets forth the estimated date on which LIPA
will be in compliance and (4) states that in the opinion of such Authorized Representative such
non-compliance during the period described will not adversely affect the operation of the System
or the amount of Revenues to be derived therefrom.

Annual LIPA Budget

Not less than thirty (30) days prior to the beginning of each Fiscal Year, LIPA shall file with the
Authority and the Trustee a LIPA Budget for the ensuing Fiscal Year which shall set forth in reasonable
detail the estimated Revenues, LIPA Expenses and renewals, replacements and extensions for the System
for such year. At the end of each quarter, LIPA shall review its estimates for such Fiscal Year, and in the
event such estimates do not substantially correspond with actual Revenues or LIPA Expenses, or if there
are at any time during any such Fiscal Year extraordinary receipts or payments of unusual costs, LIPA
shall prepare an amended LIPA Budget for the remainder of the then current Fiscal Year. LIPA also may
at any time adopt an amended LIPA Budget for the remainder of the then current Fiscal Year.

Compliance with Agreements; Tax Exemption

LIPA has covenanted with the Authority that it will take all such actions or refrain from taking all
such actions, as the case may be, so as to comply with the terms and provisions of the Financing
Agreement and the Resolution. The Authority has covenanted with LIPA that it will take all such actions
or refrain from taking any such actions, as the case may be, so as to comply with the terms and provisions
of the Resolution and the Financing Agreement.

LIPA has covenanted with the Authority, so long as any Bonds or other Authority Obligations,
issued with the intent that the interest thereon not be included in gross income for Federal income tax
purposes, shall be outstanding, that it will not take any action, or fail to take any action, which, if taken or
not taken, as the case may be, would adversely affect the tax-exempt status of the interest payable on any
such Bonds or other Authority Obligations.

Compliance with Resolution

LIPA shall take all such actions and refrain from taking all such actions, as the case may be, and
otherwise shall operate the System as shall ensure their compliance, and the compliance of the Authority,
with the terms and provisions of the Resolution, or any other agreement entered into by the Authority in
connection with the financing or operation of the System and which shall, by its terms, directly or
indirectly apply to LIPA.

Enforcement of Rules and Regulations

LIPA shall enforce or cause any System Manager of the System to enforce the rules and
regulations providing for discontinuance of or disconnection from the provision of electric service, for
non-payment of fees, rates, rents or other charges imposed by the Authority and LIPA, provided that such
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discontinuance or disconnection shall not be carried out except in the manner and upon notice consistent
with the Act.

Books, Records and Accounts

Each of the Authority and LIPA shall keep or cause to be kept, proper books of record and
account in which complete and correct entries shall be made of all transactions relating to their corporate
purposes under the Act and the Financing Agreement.

Liens

Until all Authority Obligations have been paid in full or provision has been made therefor in
accordance with the Resolution, LIPA shall not create, and, except to the extent permitted by the
Financing Agreement and to the extent it has the power to do so, shall not permit to be created, any lien
upon or pledge of the System, any real or personal properties comprising any part of the System, or the
Trust Estate including but not limited to the Revenues, except the lien and pledge thereon created by the
Financing Agreement, the Resolution, and the Act.

Compliance with Law

The Authority and LIPA have covenanted and agreed each for itself that it will observe and
perform all of the terms and conditions contained in the Act, and comply with all valid laws, acts, rules,
regulations, orders and directions of any legislative, executive, administrative or judicial body having
competent jurisdiction over its property or affairs.

Insurance

LIPA shall maintain or cause the System Manager to maintain with responsible insurers all
insurance required and reasonably obtainable in the amounts and of the types customarily maintained by
electric utilities consistent with prudent utility practice, to indemnify for loss of or damage to the System,
and against public and other liabilities relating to the operations of LIPA and the System. LIPA shall also
maintain or cause to be maintained any additional or other insurance which is required by the System
Agreements. LIPA may insure itself against any risk at the recommendation of an insurance consultant
chosen by or acceptable to an Authorized Representative of LIPA; provided, however, that LIPA shall
provide adequate funding of such self-insurance if and to the extent recommended by such insurance
consultant.

Covenant Regarding Additional System Agreements

Any additional System Agreement executed by LIPA shall contain such terms and conditions as
will enable LIPA to retain such overall supervision and control of the business, design, operating,
management, transportation, maintenance, planning and research and development functions of the
System as may be required by law, the Financing Agreement or the Resolution.

Limitations on Operating Expenses and Costs of Major Renewals and Replacements

LIPA shall not incur or allow any System Manager to incur Operating Expenses or costs of major
renewals, replacements and extensions for the System in any year in excess of the reasonable and
necessary amount of such Operating Expenses or costs, respectively, and, except as may be necessary to
respond to emergency conditions and to assure the continuing operation of the System, shall not expend
any amount from the Operating Expense Fund for Operating Expenses or from the Construction Fund for
costs of major renewals, replacements and extensions for the System for such year in excess of the
respective amounts provided therefor in the LIPA Budget as originally adopted or as amended.
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Maintenance of Existence

LIPA covenants and agrees that during the term of the Financing Agreement it will maintain its
existence as a corporation, will continue to be a corporation either organized under the laws of or duly
qualified to do business in the State, will not dissolve or otherwise dispose of all or substantially all of its
assets and will not consolidate with or merge into one or more other entities or permit one or more other
entities to consolidate with or merge into it. LIPA may, however, consolidate with or merge into one or
more other entities or permit one or more other entities to consolidate with or merge into it, or sell or
otherwise transfer to one or more other entities all or substantially all of its assets as an entirety and
thereafter liquidate or dissolve if (a) LIPA is the surviving, resulting or transferee entity, or (b) in the
event LIPA is not the surviving, resulting or transferee entity, such entity (i)is solvent, and either
organized under the laws of or duly qualified to do business subject to service or process in the State,
(1) assumes in writing all of the obligations of LIPA as set forth in the Financing Agreement and (iii) is
either the Authority or is wholly owned by the Authority, and (c), in either event, the Trustee shall have
been furnished (1) an opinion of Bond Counsel to the effect that under then existing statutes and court
decisions, such consolidation, merger, sale or transfer does not adversely affect the exclusion of interest
on any obligations of the Authority then outstanding the interest on which is excluded from gross income
for federal income tax purposes, and (2) written confirmation from each Rating Agency to the effect that
such consolidation, merger, sale or transfer, in and of itself, will not result in a withdraw