FOR CONSIDERATION
March 29, 2023

TO: The Board of Trustees
FROM: Thomas Falcone

SUBJECT: Approval of: (i) the Annual Investment Report for 2022; and (ii) the 2023
Investment Guidelines (the “Board Policy on Investments”)

Requested Action

The Board of Trustees (the “Board”) is requested to adopt a resolution approving: (i)
LIPA’s Annual Investment Report for 2022 in the form attached hereto as Exhibit “B”;
and (i) the 2023 Board Policy on Investments in the form attached hereto as Exhibit “C”.

Annual Investment Report for 2022

Section 2925 of the Public Authorities Law (“PAL”) requires that LIPA annually review
and approve an investment report. LIPA’s investments are either: (i) managed by an
investment manager in primarily short-term, highly liquid investments; or (ii) invested in
broad-based, low-cost equity and fixed-income mutual funds. All investments of LIPA
funds are governed by the Board Policy on Investments.

LIPA’s investments were compliant with the terms and conditions of the Policy for 2022
and performed consistently with Staff’s expectations given the nature of the investments.

2023 Board Policy on Investments

The Board is also required by Section 2925(6) of the PAL to annually review and approve
the Board Policy on Investments, which detail the Board’s operative instructions to LIPA
Staff regarding the investing, monitoring, and reporting of LIPA funds. The Board Policy
on Investments was last reviewed and approved on March 30, 2022.

LIPA Staff has reviewed the Board Policy on Investments and proposes to modify the
investment allocations within the Nuclear Decommission Trust Fund (“NDTF”) so as to
increase the allocation to International Equity Mutual Funds from 20% to 25% and to
decrease the allocation to Fixed Income Mutual Funds from 25% to 20%. This change
reflects the multi-decade life of the NDTF and the expectation that equity securities will
have higher expected returns than fixed-income securities over this period. Overall, the
NDTF would be invested 35% in domestic equities, 25% in international equities, 20% in
domestic fixed income, and 20% in domestic inflation-protected fixed-income securities.
The amended Board Policy on Investments is provided as Exhibit "'C"



Recommendation

Based upon the foregoing, | recommend approval of the above requested action by
adoption of a resolution in the form attached hereto.

Attachments

Exhibit “A” Resolution
Exhibit “B” 2022 Annual Investment Report
Exhibit “C” 2023 Board Policy on Investments



Exhibit “A”

RESOLUTION APPROVING THE ANNUAL INVESTMENT REPORT FOR 2022
AND THE 2023 BOARD POLICY ON INVESTMENTS

RESOLVED, that the Board of Trustees hereby approves the Annual Investment Report
for the period ended December 31, 2022, in the form presented at this meeting; and

BE IT FURTHER RESOLVED, that the Board of Trustees hereby approves and adopts
the Board Policy on Investments in the form presented at this meeting to be effective
immediately.

Dated: March 29, 2023
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LONG ISLAND POWER AUTHORITY

ANNUAL INVESTMENT REPORT
FOR THE YEAR ENDED DECEMBER 31, 2022

1. Investment Policy and Amendments Since Prior Year Investment Report

LIPA’s Investment Policy incorporates the investment requirements of New Y ork
State, LIPA’s General Bond Resolution, and the Nuclear Decommissioning Trust
Agreements. The Investment Policy was last approved by the Board of Trustees
on March 30, 2022.

The Policy details LIPA’s guidelines with respect to the purchase and sale of
investments and specifies the procedures for monitoring, maintaining, accounting
for and reporting of such investments. The Policy is attached in Section II.

ThelnvestmentPolicy approvedvarch 30, 2022includedrevisionsto the Board
Policy onInvestmentghatsoughtto clarify andupdateminor changesvhich
occurredduringthe precedingyear.

LIPA Staff hasreviewedthe BoardPolicy on Investmentandproposeso
amendmentfor 2023.

2. Result of Annual Audit

The “Independent Accountant’s Report on Investment Compliance” issued by
LIPA’s auditors, KPMG LLP, is attached hereto in Section III.

3. Investment Income Record

Attached hereto in Section IV is a summary of LIPA’s investment income for the
year ended December 31, 2022, totaling approximately $41 million dollars.


mbauer
Typewritten Text
The Investment Policy approved March 30, 2022 included revisions to the Board 
Policy on Investments that sought to clarify and update minor changes which 
occurred during the preceding year. 

LIPA Staff has reviewed the Board Policy on Investments and proposes no 
amendments for 2023. 




4. Total Fees, Commissions, or Other Charges Paid to Investment Bankers, Brokers,
Agents, Dealers and Advisors Rendering Investment Associated Services

The majority of LIPA’s investments are managed through the services of an
investment manager who provides cash management and investment advisory
services. The fees for such services are based upon the average daily amortized
cost basis of the investments under management each month and are paid
monthly. For the year ended December 31, 2022, LIPA paid $361,284 in
connection with these services. Additionally, custodial services for the
investments are provided by a custodial bank. Fees for these custodial services
are based upon the average daily market value of the investments held during the
quarter and are paid quarterly. For the year ended December 31, 2022, LIPA paid
approximately $59,733 in connection with these services.

Other short term investments are held in accounts with investment institutions and
commercial banks. It is general practice in the financial community for these
institutions to include the commission or transaction fee, if any, in their purchase
price or to charge an investment fee that is netted from the income of the
investment.

There were no other fees or charges to investment bankers, agents, dealers or
advisors in connections with investment activities for the year ended December
31, 2022.







































the custodian will also provide reports listing all securities held for the Authority, the book value of
holdings, and the market value as of month-end.

The custodian may act on oral instructions from the Chief Financial Officer, the Director of Finance
and Treasury, or the Manager of Treasury Operations. Such instructions are to be confirmed in writing,
within one business day, by an authorized signatory of LIPA.

Representatives of the custodian responsible for, or in any manner involved with, the safekeeping
and custody process of the Authority shall be bonded in such a fashion as to protect LIPA from losses
from malfeasance and misfeasance. If required by the Chief Financial Officer, appropriate Authority
Officials may also be bonded in such a fashion.

All demand deposits, time deposits, and certificates of deposit shall be collateralized for amounts
over and above Federal Deposit Insurance Corporation coverage. All collateral shall be Permitted
Investments as set out in Section 2. There shall be a written custodial agreement that, among other
things, specifies the circumstances under w



= Registered to sell securities in the State;and
= The firm and assigned broker have been engaged in the business of effecting
transactions in U.S. government and agency obligations for at least five (5) years.

When selecting trading partners, LIPA will also consider the firm’s quality, size, reliability, the
Authority’s prior experience with the firm, the firm’s level of expertise and prior experience with
respect to the contemplated transactions.

4.2, Qualifications for Investment Advisors/Managers

For the purpose of rendering investment management/advisory services to the Authority, LIPA may
qualify any bank or trust company organized under the laws of any state of the United States of
America, any national banking association, and any partnership, corporation, or person which is:

- Authorized to do business in the State as an investment manager/advisor; and
- Registered with the SEC under the Investment Advisor Act of 1940 or exempt from
registration.

LIPA shall consider the firm’s capitalization, quality, size and reliability, the Authority’s prior
experience with the firm, the firm’s level of expertise and prior experience with respect to the
contemplated transaction.

4.3, Qualifications for Custodial Banks

To be eligible to hold Investment Securities purchased by LIPA or collateral securing its investments, a
custodial bank shall be a member bank of the Federal Reserve System or maintain accounts with
member banks of the Federal Reserve System to accomplish book-entry transfer of Investment
Securities to the credit of the Authority. The custodian should not be the same party that is selling the
Investment Securities. To be eligible to perform custodial services, the Chief Financial Officer, or his/her
designee, must review the annual financial statements and credit ratings of the proposed custodian
bank and based upon such review, affirmatively find that the proposed custodial bank is financially
sound. Such determinations of creditworthiness shall be undertaken on a periodic basis as determined
by the Chief Financial Officer.

4.4. Ongoing Disclosure

All brokers, dealers and other financial institutions described in sections 4.1, 4.2, and 4.3 shall be
provided with current copies of the Authority’s Investment Policy. A current audited financial
statement is required to be on file for each financial institution and broker/dealer with which the
Authority has investment transactions.

4.5, Affirmative Action

Article 15-A of the Executive Law and 9 NYCRR Part 4.21 regarding affirmative action shall apply with
respect to LIPA’s investment activities. The Authority shall seek to use minority and women- owned
financial firms in the conduct of LIPA’s investment activities.

REPORTING

Management reporting is required by the Authority to track compliance with policy guidelines,
assess the performance of the portfolio, and to inform appropriate management personnel.




5.1. Management Reporting

To manage the Investment Funds effectively and to provide management with useful information, it is
necessary for the Director of Finance and Treasury to report reliable and timely information regarding
the investment transactions that take place.

A Quarterly Management Report on the investment management program shall be prepared by the
Manager of Treasury Operations under the supervision of the Director of Finance and Treasury and
presented to the Chief Financial Officer and LIPA’s Board of Trustees, no more than 45 days after each
quarter end. The Quarterly Management Report shallinclude:

= A portfolio inventory;

=  Credit quality of each holding (or average credit quality of eachfund);
=  Duration (or average maturity) of each fund;

- Mark-to-market valuations on investments and collateral;

= A breakdown of the portfolio by counterparty; and

- Portfolio position against asset allocation target

An Annual Investment Report shall be prepared by the Manager of Treasury Operations and submitted
by the Chief Financial Officer to the Board of Trustees and filed with the State Division of the Budget,
State Comptroller, State Senate Finance Committee, and Assembly Ways and Means Committee no
more than 90 days after each year end. The Annual Investment Report may be a part of any other
annual report that LIPA is required to make. The Annual Investment Report shall include the following:

- The Investment Policy is in compliance with Section 2925(3) of the Public Authorities
Law and any amendments since lastreported;
- An explanation of the Investment Policy and amendments;
- The results of the Annual Independent Audit (described in Section3.3.);
- Investment income record of the Authority; and
- Alist of the total fees, commissions or other charges paid to each investment banker, broker,

agent, dealer and manager/advisor rendering investment associated services to LIPA since
the date of the last investment report.

5.2. Performance Reporting

Performance reporting shall be included in the Management Reports and should track performance
relative to specified benchmarks and sector indices for the current period and year- to-date. The
Director of Finance and Treasury and Chief Financial Officer will act on any weaknesses related to the
management of the assets

6. APPLICABILITY

This Investment Policy shall govern all investments initiated by LIPA after March 30, 2022 and shall
not apply to any investments initiated by the Authority on or prior to March 30, 2022. Nothing
contained in these Investment Policy shall be deemed to alter, affect the validity of, modify the
terms of, or impair any contract, agreement or investment of funds made or entered into in violation
of, or without compliance with, the provisions of this Investment Policy.




7. BANK AUTHORIZATION

The Chief Executive Officer or any authorized designees! (“Authorized Persons”) are authorized to
deposit any LIPA funds in any commercial bank or financial institution whose long-term deposits
are rated A- or better by Standard & Poor’s Corporation, A3 or better by Moody’s Investor Service,
Inc. or A- or better by Fitch, Inc. (each such institution referred to herein as the “Bank”), either at its
head office or at any of its branches.

Any LIPA funds deposited in the Bank may be subject to withdrawal or charge at any time and from
time to time upon checks, notes, drafts, bills of exchange, acceptances, undertakings, wire
transfers or other instruments or orders for the payment of money when made, signed, drawn,
accepted or endorsed, as applicable, on behalf of the Authority in accordance with the Financial
Policies and Procedures of the Authority and its Service Provider by Authorized Persons.

1 The Chief Executive Officer’s designees under this Investment Policy shall include only persons permitted by the LIPA By-Laws, Article IV, Section
7(c) (Powers and Duties of the Chief Executive Officer) and Article VIII, Section 1 (Execution of Instruments), and any other applicable guidance or
limitations provided by the LIPA Board of Trustees




APPENDIX A — OPERATING PROCEDURES AND CONTROLS (Manual)

A. Distribution of the Investment Policy

The policy and all subsequent amendments, revisions and updates shall be distributed to LIPA
personnel per the approval of the Chief Financial Officer.

During the period in which LIPA retains investment manager(s), the investment manager(s) must also
receive the Investment Policy and all amendments, updates, or revisions to insure compliance with

the most current policy. Below is the distribution list matrix for the investment policy.

Distribution List

Frequency

Board of Trustees

As necessary

Chief Executive Officer

As necessary

Chief Financial Officer

As necessary

Director of Finance and

Treasury

As necessary

VP and Controller

As necessary

Investment Manager(s)

As necessary

General Counsel

As necessary

Manager of Treasury
Operations

As necessary

B. Roles and Responsibilities in Executing the InvestmentPolicy

The roles and responsibilities for investment management at the Authority rest primarily with the
Director of Finance and Treasury Operations and the Chief Financial Officer. The matrix below defines
the roles and responsibilities of all parties involved in the execution of the Investment Policy.

Roles

Responsibility

Frequency

Board of Trustees

=  Final Approval of the policy

= Approval of exceptions to the policy (e.g.
new investment types)

=  Approval of revisions to the policy

= Annual
= As necessary

= As necessary

Chief Executive Officer

= Responsible for adherence to all Authority
policies

= As necessary

Chief Financial Officer

=  Approval of the policy

= Approval of investment strategy

=  Approval of performance measurements

= Approval of minor exceptions to the policy
(i.e. amounts, maturities)

=  Annual
=  Annual
= Ongoing

= As necessary




Director of Finance and | =
Treasury -

Serve as custodian of the policy
Develop investment strategy

Review investment strategy

Establish performance measurements
Distribution of policy and amendments
Annual review of policy

Ongoing
Annual
Ongoing
Ongoing

As necessary
Annual

= OQversight of investment activity Ongoing

= Invest funds as provided for in the policy Ongoing

= Review performance information Monthly

= Management reporting Quarterly

=  Collect performance information Weekly

= Distribute performance information Weekly

= Keep abreast of developments and notify the Ongoing

Chief Financial Officer, as needed
Investment Manager(s) | = Develop investment strategy Annual

= Review investment strategy Ongoing

= Invest funds as provided for in the policy Ongoing

= Reporting investment portfolio Daily,
Monthly,
Quarterly

Segregation of Duties

LIPA requires adequate segregation of duties to prevent possible fraud, operational errors,
misappropriation of funds, unauthorized trades, concealment of trades, and manipulation of
accounting records. Personnel involved in risk monitoring activities should be segregated from
risk taking (i.e. executing transactions).

Activity to be Performed

Segregation Level

Trade Execution

account reconciliation activities.

Individuals who are authorized to execute transactions
should not confirm and settle the trades or conduct

Trade Confirmation

execute transactions.

Individuals who conduct confirmations should not

Settlement — Disbursing and
Receiving Funds

Authority accounts.

Individuals who handle cash settlement on the trades
should not execute the trades. Cash settlement shall be
transacted by any one of the authorized Authority
signatories who did not participate in the trade
execution. Only one signature is required due to the
nature of the transaction, i.e., transfer of assets between

Account Reconciliation

trade execution activities.

Account reconciliation activities must be segregated from




D. Management Reporting

Report

Contents

Audience

Frequency

Management
Report

Investment portfolio, mark-
to-market valuations,
collateral, counterparty
breakdown, investment
performance vs.
benchmark, variance
analysis

Chief Financial Officer,
Board of Trustees

= Quarterly

Annual Investment
Report

Investment Policy,
explanation of Investment
Policy & amendments,
annual investment audit,
annual investment income,
total fees and commissions
paid

Chief Financial Officer,
Board of Trustees. (File
with Division of the
Budget, State Comptroller,
State Senate Finance
Committee, Assembly
Ways and Means
Committee)

= Annually

E. Operating Procedures

Operating procedures for the administration of LIPA’s investment program should

include the following:

The establishment and maintenance of a system of internal controls;

Each disbursement of funds (and corresponding receipt of Investment Securities) or delivery
of Investment Securities (and corresponding receipt of funds) shall be based upon proper
written authorization. If the authorization is initially given orally, there shall be documented
confirmation from an authorized signatory of the Authority to the custodian;

The process of initiating, reviewing and approving requests to buy and sell Investment
Securities shall be documented and retained for audit purposes. Dealer limits should be
established and reviewed regularly;

Custodians must have prior authorization from the Authority to deliver obligations and
collateral. All transactions must be confirmed, to the Authority. Delivery of obligations sold
shall only be made upon receipt of funds; Custodial banks shall be required to report
whenever activity has occurred in the Authority’s custodial account;

There shall be at least monthly verification of both the principal amount and the market
values of all investments and collateral. Appropriate listings shall be obtained from the
custodian and compared against the Authority’s records;

A record of investments shall be maintained. The records shall identify the Investment
Security, the fund for which held, the place where kept, date of disposition and amount
realized, and the market value and custodian of collateral;

Methods for adding, changing or deleting information contained in the investment record,
including a description of the documents to be created and verification tests to be conducted;
A data base of records incorporating descriptions and amounts of investments, transaction
dates, interest rates, maturities, bond ratings, market prices, and related information
necessary to manage the portfolio;

Requirements for periodic reporting and a satisfactory level of accountability.




APPENDIX B — NDTF INVESTMENT PROVISIONS

NUCLEAR DECOMMISSIONING TRUST FUND
INVESTMENT PROVISIONS

To meet LIPA’s objectives of funding future liabilities for the nuclear decommissioning obligations of the
Authority’s 18% share of Nine Mile Point Unit 2, while balancing long-term risk and return and providing
reasonable diversification, the NDTF Account shall allocate assets in accordance with the targets for each
asset class asfollows:

Asset Class Asset Weighting
Domestic Equity Mutual Funds 35%
International Equity Mutual Funds 20%
Fixed Income Mutual Funds 25%

Fixed Income Mutual Funds — 20%
Inflation Protected Securities

Domestic and International Equity Mutual Funds should replicate broad-based, low cost market index
strategies. These funds may be designed to replicate the composition of benchmark market indices, such
as those provided by Barclay’s, CRSP, Dow Jones, FTSE, MSCI, Russell, and S&P.

Fixed Income Mutual Funds should replicate the Barclays U.S. Treasury Inflation Protected Securities
Index® or the Barclay’s Capital U.S. Float Adjusted Aggregate Bond Market Index.

The portfolio should be rebalanced on a quarterly basis when any asset class falls outside of a 5% range
of its asset weighting.?

LIPA may from time to time find it necessary to hold cash, Treasury bills, money market mutual funds,
investment accounts, or “sweep accounts” pending investment or for other reasons.

L Includes the inflation-indexed securities within the Barclays U.S. Treasury Bond Index, which represents U.S. Treasury obligations with maturities
of more than one year.
2 LIPA shall have until the end of the following quarter to rebalance investments into the above stated investment allocation.




APPENDIX C— OPEB ACCOUNT INVESTMENT PROVISIONS

OPEB ACCOUNT
INVESTMENT PROVISIONS

To meet LIPA’s objectives of funding future contractual retirement benefit obligations while balancing
long-term risk and return and providing reasonable diversification, the OPEB Account shall allocate assets
in accordance with the targets for each asset class as follows:

Asset Class Asset Weighting
Domestic Equity Mutual Funds 40%
International Equity Mutual Funds 25%

Fixed Income Mutual Funds 20%

Fixed Income Mutual Funds - 15%
Inflation Protected Securities

Domestic and International Equity Mutual Funds should replicate broad-based, low cost market index
strategies. These funds may be designed to replicate the composition of benchmark market indices, such
as those provided by Barclay’s, CRSP, Dow Jones, FTSE, MSCI, Russell, and S&P.

Fixed Income Mutual Funds should replicate the Barclays U.S. Treasury Inflation Protected Securities
Index® or the Barclay’s Capital U.S. Float Adjusted Aggregate Bond Market Index.

The portfolio should be rebalanced on a quarterly basis when any asset class falls outside of a 5% range
of its asset weighting?.

LIPA may from time to time find it necessary to hold cash, Treasury bills, money market mutual funds,
investment accounts, or “sweep accounts” pending investment or for other reasons.

1 Includes the inflation-indexed securities within the Barclays U.S. Treasury Bond Index, which represents U.S. Treasury obligations with maturities
of more than one year.
2 LIPA shall have until the end of the following quarter to rebalance investments into the above stated investment allocation.
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Long Island Power Authority
Investment Income
For the Year ended December 31, 2022

Operating Fund $ 1,922,681
Rate Stabilization Fund (4,177,821)
Construction Fund I 3,009,752
Construction Fund II 1,936,281
System Resiliency 249,348
OPEB Account 25,086,745
Nuclear Decommissioning Trust Fund 7,928,365
Utility Debt Securitization Authority 2,306,379
Bank Account Interest 2,142,307
Miscellaneous 172,354
$ 40,576,391

Not included above is the Grant Account managed by LIPA's Investment Advisor
which earned 8114 in 2022, however, in accordance with FEMA guidance

such income must be returned to FEMA. Therefore, LIPA's financial statements
reflect a liability to FEMA, and do not include these earnings as Investment Income.
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