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Re:  Report 2008-F-42 
 
Dear Mr. O’Connor: 
 

Pursuant to the State Comptroller’s authority as set forth in Article V, Section 1 of the State 
Constitution; and Article II, Section 8 of the State Finance Law, we have followed up on the actions 
taken by officials of the State University of New York (SUNY) to implement the recommendations 
contained in our audit report, Procurement of Electricity (Report 2007-S-22).   
 
Background, Scope and Objectives 
 

In New York State’s wholesale electricity market, electricity is bought and sold in a 
competitive bidding process not unlike a stock exchange.  Local utilities purchase their power on 
this market, and then sell the power to consumers in their respective areas.  Energy Service 
Companies (known as ESCOs) also purchase power on this market, and then sell the power to 
consumers in various zones throughout the State. Certain large users can purchase power directly on 
the wholesale market.  The wholesale electricity market was created in 1996 when the State’s utility 
industry was deregulated. The market is administered by the New York Independent System 
Operator (NYISO), a not-for-profit corporation regulated by the Federal Energy Regulatory 
Commission.  
 
 Each SUNY campus is responsible for its own electricity purchases, and accordingly, may 
purchase electricity from its local utility, from an ESCO, or directly on the wholesale market.  
SUNY spends about $127 million a year for electricity (excluding the community colleges), more 
than any other State agency.  
 
 In December 2002, several SUNY-affiliated campuses joined together with SUNY System 
Administration to form the SUNY Energy Buying Group (Group). The purpose of the Group is to 
reduce the cost of electricity for its members by purchasing electricity in bulk directly on the 
wholesale market. Wholesale market prices tend to be lower on average than the prices charged by 
local investor-owned utilities, because the utilities have various overhead costs to cover and must 
earn a reasonable rate of return for their investors. At the time of our initial audit, 24 campuses
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(including 16 State-operated campuses, seven community colleges, and one statutory campus 
affiliated with a private institution) were members of the Group.   
 
 The Group’s purchases are facilitated by a contractor (Absolute Energy, which was known as 
Lynx Technologies at the time of our initial audit).  Absolute Energy regularly places electricity 
orders for the Group on the wholesale market.  It also provides the detailed accounting services 
needed to distribute electricity costs to members and to determine any cost savings (or losses).  
Absolute Energy is paid a fee (prescribed contractually) for each kilowatt-hour of power purchased 
plus a percentage of the cost savings realized by Group members.  
 
 The Group receives administrative support from the Office of Energy Planning and 
Management (or Office), which is part of SUNY System Administration.   The Office administers  
the contract with Absolute Energy, pays the Group’s monthly bulk power bill, determines how much 
each participating campus should be charged for its share of the bill, and estimates each campus’s 
savings from its participation in the Group.  According to Office officials, participating campuses 
have saved a total of about $1.7 million a year on their electricity bills (compared to the prices they 
would have paid if they purchased electricity from their local utilities).  The Office also encourages 
eligible non-participating campuses to become members of the Group.  
 
 The New York State Office of General Services (OGS) also has an account with the NYISO 
to procure electricity for certain State agencies that occupy facilities which are owned or leased by 
the State.  To help buy electricity for these agencies, OGS has an agreement with the Office for 
technical assistance.  However, OGS’s role in electricity procurement was not addressed by our 
initial audit or this follow-up review.   

 
Our initial audit report, which was issued on September 27, 2007, examined whether SUNY 

maximized the opportunity to reduce its system-wide electricity costs through the wholesale 
purchase of electricity.  Our report found that SUNY has made significant progress in this area.  
Most campuses either belong to the Group, are not able to join the Group (certain campuses located 
in New York City and Long Island cannot join because of constraints in the electricity transmission 
network in those regions), or are obtaining low-cost power through other means (such as self-
generation). 

 
Our report also addressed whether the cost of electricity purchased in bulk on the wholesale 

market was allocated accurately among the SUNY campuses.  The Office uses a cost allocation 
process (including actual cost data provided by its consultant) to determine each campus’ share.  We 
examined this process and found that it was fair and accurate. We also identified certain 
opportunities for improvement in the Office’s administration of the Group’s activities. 

 
The objective of our follow-up was to assess the extent of implementation, as of December 

16, 2008, of the four recommendations included in our initial audit report. 
 

Summary Conclusions and Status of Audit Recommendations 
 

We found that SUNY officials made significant progress in addressing the recommendations 
in the audit.  Each of the four recommendations from our initial report has been implemented. 
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Follow-up Observations 
 

Recommendation 1 
 
Formally evaluate the feasibility of adopting a risk management program to smooth out the effects 
of volatile market prices on individual participating campuses.   
 
Status - Implemented 
 
Agency Action – With the assistance of a consultant, SUNY officials formally assessed the 
feasibility of a risk management program for the procurement of electricity.  Officials concluded that 
a risk management program was feasible, and they have taken steps to develop one.   The program 
will include the acquisition of certain financial instruments, such as futures and options, which will 
reduce the risk of price volatility associated with procuring electricity at wholesale prices directly 
from the NYISO.    
 

Recommendation 2 
 
Periodically compare the electricity prices paid by eligible non-participating campuses to the prices 
they would have paid if they were in the Group, and provide the results of the comparisons to the 
eligible non-participating campuses.   
 
Status - Implemented 
 
Agency Action - SUNY, with assistance from Absolute Energy, has periodically analyzed the 

electricity prices paid by eligible non-participating campuses to the prices they would have 
paid if they were members of the Group.  This cost analysis indicated that SUNY 
Binghamton could realize savings by joining the Group.  According to SUNY officials, they 
plan to include SUNY Binghamton in the Group effective January 2009.  The cost analysis 
also indicated that the three remaining eligible campuses (who currently are not members of 
the Group) would likely not realize savings by joining the Group.     

 
Recommendation 3 

 
Develop formal procedures for verifying that the Energy Buying Group’s electricity costs have been 
accurately allocated among the participating campuses and document the verification process.   
 
Status – Implemented 
 

Agency Action - The Group has added formal procedures to its Accounting Procedures Manual for 
verifying that electricity costs have been accurately allocated among participating campuses.  These 
procedures require a formal monthly review of allocations by the Director of Energy Planning and 
Management before the cost allocation data is released to member campuses.  If any discrepancies 
cannot be addressed sufficiently by Office staff, a technical consultant is contacted to ensure that 
they are resolved correctly.  
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Recommendation 4 
 
Periodically attempt to verify the accuracy of the price and usage data provided by Lynx to ensure 
that any variances between the Lynx data and independent price and usage data are minimal.   
 
Status – Implemented 
 
Agency Action - The Group has added a section to its Accounting Procedures Manual that describes 
a process to verify data provided by Absolute Energy.  Under this process, price and usage data is 
obtained from commonly known utility companies, and that data is compared to price and usage data 
from Absolute Energy.  Such verification is performed every six months based on the availability of 
data from the utility companies. 

 
Major contributors to this report were Karen Bogucki, Danielle Rancy and Anthony 

Calabrese. 
 

We thank the management and staff of SUNY for the courtesies and cooperation extended to 
our auditors during this review. 
 

Very truly yours, 
 
 
 

Brian E. Mason 
Audit Manager 

 
cc: Mr. Thomas Lukacs, DoB 

Mr. James Van Voorst, SUNY 
Mr. Michael Abbott, SUNY  
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