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Overview of Strategic Assessment Process to Date 

DEFINED 

OBJECTIVES 

■ Defined the principal objectives for the Strategic Assessment with respect to the Long Island electric T&D system
(the "T&D System")

■ Identified "threshold requirements" for potential solutions to be deemed worth further study

■ Requested and reviewed information relevant to the current situation impacting the T&D System

■ Reviewed precedent analyses of LIPA from NYP A, LIP A's consultants and others

GATHERED 

INFORJ\!lATION 

■ Conducted interviews and working sessions with relevant parties and consultants (the representatives of New York

State, NYPA, LIPA, Hawkins, Orrick, PFM, Brattle Group, etc.)

■ Synthesized relevant information relating to LIP A's business, assets and liabilities and the political, legislative and

regulatory antecedents of potential solutions

■ Consulted with NYPA, its advisors (Hawkins, PFM, Orrick) and the representatives ofNew York State to identify

ANALYZED 

STRATEGIC 

ALTER�ATIVES 

the core issues impacting the T&D System and the universe of potential solutions

■ Conducted quantitative and qualitative analysis to evaluate the key drivers of, and their impact on, the T&D System

■ Distilled the universe of potential solutions for the T&D System to five specific alternatives

■ Evaluated the benefits, considerations and key implementation issues for each alternative

■ Worked with PFM to identify outstanding debt amounts and schedules

DEBT ANALYSIS ■ Conducted bond defeasance/swap breakage analysis based on current market interest rates

■ Incorporated debt defeasance analysis into broader valuation/ transaction structuring analysis

PRELIMINARY 

RECOMMENDATION 

■ Recommend the privatization of LIP A via a sale of the T&D System to a new owner as the preferred solution

Recommend the complete outsourcing of management/ operations of the T&D System to a third-party operator be 
considered as a contingency plan 

..-.. NewYorkPower 
� Authority 

■ Incorporate the feedback ofNYPA, its advisors and the representatives of New York State

■ Evaluate the legal and structuring mechanics of the privatization solution, including identifying critical path items

needed for successful execution

■ Understand the relevant political considerations and legislative requirements of a privatization

■ Further refine the economic cost/benefit analysis of privatization vs. other potential solutions
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SITUATION OVERVIEW & EXECUTIVE SUMMARY 

Objectives and Solutions for the T&D System

ORGANIZATIONAL 

COHERENCE 

ACCOU!',;TABILITY 

ASSETS/RATES 

ALLOCATIO!',; OF 

COSTS/LIABILITIES 

PROPOSED OBJECTIVES 

■ Deliver a structure/ solution that provides for integrated management, planning and
operations of the T&D System

11 Deliver a structure/solution that holds the T&D System accountable in a manner that is
consistent with other New York State utilities-i.e., via PSC regulation and oversight 

■ Determine a permanent ownership structure for the T&D System that e�ables t�e lowest
costs possible given the need for safety, reliability and service levels consistent with those �
demanded of other utilities in New York State 

---- ---------------

■ Determine a fair allocation of the costs/liabilities necessary to achieve these objectives
among the system's stakeholders, taking into account both existing obligations and 
expenditures necessary to achieve the objectives 

=========:::::::::::::::::::::::::::::::::::==------ - -

ENVIRONME!',;TAL 

ECONOMIC 

DEVELOPMENT & JOBS 

STORM RECOVERY 

■ Planning and operation of the T&D System with the same environmental standards and
objectives demanded of other utilities in New York State 

---------

■ Provide a stable, high-quality T&D System as a critical component of the infrastructure
needed for economic development and jobs growth on Long Island and for the broader 
benefit of New York State

■ Facilitate medium-term recovery from Sandy
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SITUATION OVERVIEW & EXECUTIVE SUMMARY 

What are the Problems with the Current LIPA Situation?

CURRENT LIPA 

Lr: 

FUTURE LONG ISLAND ELECTRIC T&D SYSTEM 

Organizational 
Simplicity 

Sustainable 
Capital 

Structure 

Integrated 
Management, 
Planning& 
Operations 

Rates 
Regulated 

byPSC 

Mended Customer 
Relationships 

Rate Stability/ 
Predictability 
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SITUATION OVERVIEW & EXECUTIVE SUMMARY I 

How Does LIPA Compare to Other New York Investor-Owned Utilities? 

OWNERSHIP/ 
OPERATION 

RATE-SETTING 
MECHA.'IISM 

POWER 
PROCUREMENT 

CAPITAL 
STRUCTURE 

RESOURCE/ 
CAPITAL 

ALLOCATION 

CUSTOMER 
SERVICE 

LIPA 

■ Separation of ownership and operations
■ Limited expertise in managing large-scale utility

■ Authorized to set its own rates
■ Extensive body of jurisprudence
■ Any increase greater than 2.5% in a 12-month period requires

PSC approval

■ Power supply mix is a function of cost objectives and self
implemented, self-supervised policy objectives (e.g., reserve
ma�ns, renewables, energy efficiency)

,___ 

■ Limited to no expertise in power procurement- procurement
essentially managed by external consultants

■ 100% tax-exempt debt financed
----------

■ Absence of equity/ ownership provides little incentive for
efficiencies 

■ Approximately $3 billion of liabilities in excess of its net PP&E
would be insolvent absent ratemaking authority

■ Shoreham debt burden driving rate pressure

■ Resource/ capital planning separate from operations
■ Resource/ capital allocation decisions made by LIPA staff, with

dependence on external consultants
■ Limited control or integration of capital/resource planning

■ Provided by third party; limited control/ flexibility
■ Customer dissatisfaction peaking post Sandy

■ Politically-appointed Board of Trustees
■ Employee recruitment/ retention challenges related to

compensation limits and other factors
■ Complex decision-making/implementation process, burdened by

myriad oversight procedures (e.g., Attorney General approvals,
Comptroller, etc.)

OTHER NY INVESTOR-OWNED UTILITIES 

■ Integrated ownership and operations
■ Substantial expertise in managing large-scale utilities

■ Rates set by PSC based on cost of service and well-established
ratemaking process

■ Power supply mix is a function of least-cost objectives and
State/PSC-defined policies

■ Expertise in power procurement-procurement managed by in
house professionals

-------------------

■ Financed by taxable debt and shareholder equity
■ Presence of equity/ ownership provides incentives for efficiencies
■ Sustainable, investment-grade capital structure

------------ ---

■ Resource planning functions are integrated with operational
functions and capital allocation decisions

■ Resource/ capital allocation decisions made and implemented by
in-house professionals

■ Core function of integrated utilities-generally managed by in
house professionals; full control/ flexibility

■ Shareholder-elected Board of Directors with relevant utility
and/ or business expertise

■ Freedom to compensate employees and Board members at
competitive levels

■ Decision-making ultimately subject to PSC oversight

4[LAZARD Contains proprietary & confidentzal commercial or financial information and trade secrets, disclosure of 
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SITUATION OVERVIEW & EXECUTIVE SUMMARY I 

Strategic Organizational Alternatives for LIPA and the T&D System(a)

GOVERNMENT 

OWNERSHIP 

FULL 

MUNICIPALIZATION 

FULLY-OUTSOURCED 

MANAGEMENT/ 

OPERATIONS 

Assumes 
More Risk 

Long Island Power Authority 

and the T&D 
System 

D 

� NewYorkPower 
� Authority 

PRIVATE 
OWNERSHIP 

TRADE SALE 
Government 
Assumes 
Less Risk 

(a) Nternatives are not mutually exclusive in all respects. 
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SITUATION OVERVIEW & EXECUTIVE SUMMARY 

Executive Summary and Principal Initial Recommendations 

0 The status quo is untenable 

8 LIPA's fundamental organizational and accountability issues should be resolved by placing the T&D System under PSC 
regulation and oversight, ensuring that it is held accountable in the same manner as all other utilities in New York State 

0 Further governmental consolidation-through full municipalization, a NYPA/LIPA merger or otherwise-would not 
address key objectives for the T&D System 

No integration of management, planning and operations 
� � - � � ---

Accountability issue unresolved 
__,___... 

0 Privatization via sale of the T&D System to a new owner would address the key objectives 

Importantly, a unique window of opportunity (supported by historically-low interest ra�) may exist to implement a privatization 
as a permanent solution to the T&D System with a moderate benefit for ratepayers 

Complete outsourcing of management/ operations (i.e., LIPA becomes "one person at a desk") should be studied as a 
con�nge�y plan 

0 There is likely a significant role for NYPA to play in transaction execution and the implementation of a permanent 
solution 

G New York State should begin implementing a communications strategy that is supportive of its desired outcome,
including focusing on a positive business environment for New York State utilities 

8 The preliminary recommendations herein require additional refinement and detailed implementation planning

Recommendation: Detailed study of the privatization solution to identify implementation steps in detail and 
then execute as merited 
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