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Dear Mr. Carey: 
 

Pursuant to the State Comptroller’s authority as set forth in Article X, Section V of the State 
Constitution, we have audited the New York Power Authority’s financial records pertaining to its 
Niagara Power Project (Niagara) and its related controls over financial reporting of revenues and 
disbursements for the period January 1, 2004 through December 31, 2005. 
 
A. Background 
 

Created in 1931, New York Power Authority (NYPA) is the largest state-owned utility in the 
United States.  NYPA provides about one-quarter of the electricity used in New York State (State) 
by operating 17 generating facilities and more than 1,400 circuit miles of transmission lines.  NYPA 
provides electricity to State and local government projects including trains, subways, office 
buildings and housing in the New York metropolitan area.  In addition, NYPA provides energy to 
job-producing industries and other public and private electric utilities throughout the State.  NYPA 
also administers programs promoting economic development, energy efficiency, and the 
development of new electro-technologies. 
 

At the time of our audit, NYPA had a work force of 1,600 employees that work out of two 
headquarter offices and several facilities across the State.  According to NYPA’s 2005 Annual 
Report, NYPA reported operating revenues of $2.5 billion and expenses totaling $2.4 billion. 
 

NYPA derives a significant portion of its revenue from two hydropower plants located on the 
Niagara and St. Lawrence Rivers.  The Federal Energy Regulatory Commission license for the 
Niagara Power Project expires in 2007 and NYPA is currently undergoing a relicensing process.  As 
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part of that process, NYPA is negotiating long-term payment agreements with local governments 
and communities to fund various economic and cultural development projects.  As part of the 
process of negotiating a fair and equitable distribution of hydropower revenues, we were requested 
to perform an audit of the revenues and expenses associated with the Niagara Power Project. 
 
B. Audit Scope, Objectives and Methodology 
 

We audited NYPA’s financial records pertaining to the Niagara Power Project (Niagara) and 
its controls over financial reporting of revenues and disbursements for the period January 1, 2004 
through December 31, 2005.  We conducted our performance audit in accordance with generally 
accepted government auditing standards.  The objective of our audit was to determine the revenues 
and expenses allocable to Niagara. 
 

To accomplish our objective, we examined selected revenue and expenditure records, and 
reviewed relevant laws, Board minutes, invoices and various other records maintained by NYPA.  
We also interviewed NYPA management. 
 

Our revenue review included a judgmental sample of billing and collection transactions 
credited to Niagara.  We traced the revenue transactions back to original source documentation and 
determined the sampled transactions were appropriately allocated to the Niagara facility. 
 

For the expenditure review, we selected a random sample of expenditure and journal transfer 
transactions charged to Niagara.  Each transaction was reviewed and traced back to original source 
documentation.  Our testing confirmed the sampled transactions were properly accounted for as 
Niagara expenses without exception. 
 

We conducted various tests of the 2005 Niagara payroll expenses to determine whether non-
Niagara employees were allocated to Niagara's payroll or whether Niagara employees were actually 
working at other plants while being charged to the Niagara Power Project.  For all the payroll tests 
we conducted, we did not find any exceptions.  We concluded that the payroll charges were accurate 
in relation to the employees at the Niagara facility. 
 

We also tested and confirmed NYPA’s methodology for allocating overhead expenses to 
Niagara for both 2004 and 2005.  NYPA utilizes a multi-step approach to allocate administrative 
direct and indirect costs amongst its facilities.  We recalculated the methodology used for allocating 
overhead and confirmed the calculations as described by NYPA to ensure they were applied 
consistently to all facilities.  We also verified the budgeted ratio of direct labor hours used to allocate 
overhead as compared to actual hours.  We found that the budgeted ratio of direct labor hours fairly 
represented the actual direct labor hours incurred at each power project for both years. 
 

Finally, we confirmed that various consolidating accounting eliminations and adjustments 
related to interfacility revenue and expenses involving Niagara in 2004 and 2005 were properly 
made in preparing the annual audited financial statements.  In both years, all Niagara revenue and 
expense items were properly accounted for before eliminating interfacility transactions on the NYPA 
financial statement. 
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In addition to being the State Auditor, the Comptroller performs certain other constitutionally 
and statutorily mandated duties as the chief fiscal officer of New York State, several of which are 
performed by the Division of State Services.  These include operating the State’s accounting system; 
preparing the State’s financial statements; and approving State contracts, refunds, and other 
payments.  In addition, the Comptroller appoints members to certain boards, commissions and public 
authorities, some of whom have minority voting rights.  These duties may be considered 
management functions for purposes of evaluating organizational independence under generally 
accepted government auditing standards.  In our opinion, these management functions do not affect 
our ability to conduct independent audits of program performance. 
 
C. Results of Audit 
 

We audited NYPA’s financial records pertaining to Niagara and its controls over financial 
reporting of revenues and disbursements for the period January 1, 2004 through December 31, 2005. 
NYPA produces formal financial statements on December 31st of each year and includes this 
information in its Annual Report.  These financial statements are audited by an independent audit 
firm.  For each of the two years included in our audit period, the independent audit firm confirmed 
that NYPA’s financial statements have been prepared in conformity with accounting principles 
generally accepted in the United States of America. 
 

NYPA’s annual audited financial statements present the financial position and results of 
operations for the organization as a whole.  Financial information by individual power project is not 
segregated in the statements or elsewhere in the annual report.  NYPA does, however, prepare 
internal management reports by individual power project.  For the purposes of these internal 
management reports, the Niagara and St. Lawrence plants are combined together and classified as 
the Hydropower Project. 
 

NYPA provided us with their internal management reports for the two years ended December 
31, 2005, as well as the supporting financial records used to develop the audited financial statements 
and the internal management reports.  During our audit, we examined selected transactions included 
in these financial records related to revenue billings, revenue collections, expenditure transactions, 
payroll records and year-end adjustments.  Through our review of the financial records, we were 
able to reconcile NYPA’s internal reports to the audited financial statements and confirm the 
revenue and expenses allocable to Niagara for the years ending December 31, 2004 and 2005. 
 

As shown in Exhibits A and B to this report, revenues allocable to NYPA’s Niagara Power 
Project exceeded expenses by about $112 million in 2004 and almost $166 million in 2005.  In 
comparison, all of NYPA’s operations in total resulted in net revenues of $82 million and $58.5 
million respectively for the same two year period.  While NYPA officials agreed with our analysis, 
they expressed concern that these two years were not a typical representation of either NYPA’s or 
Niagara’s past operations (according to NYPA officials, Niagara’s contribution to NYPA’s overall 
results of operations for the four years ended December 31, 2003 was 41%), nor were they 
necessarily valid predictors of future operating results.  Officials cautioned that factors such as 
Hurricane Katrina dramatically impacted fuel prices and other market conditions related to the sale 
of power during this period and that the continued impact of these or other factors is uncertain. 
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When the Legislature created NYPA in 1931, not only was the Authority given the 
responsibility of developing hydroelectric power in the interest of the people of New York State, it 
was also instructed to provide full and complete disclosure of all factors of cost in the transmission 
and distribution of power.  Currently, NYPA’s annual reports do disclose aggregate cost information 
associated with the transmission and distribution of power.  However, detailed information on the 
fiscal impacts of various power projects is not currently provided.  As mentioned earlier, NYPA 
already prepares internal management reports for each of its power projects and these reports 
identify the costs and revenues associated with each of those power projects.  Consequently, 
including supplemental information in the annual report on the revenues and costs associated with 
each individual power project would not be a difficult task.  This added disclosure would provide 
policymakers and the public with more complete information upon which to base decisions, while at 
the same time increasing the transparency of NYPA’s operations. 
 

Recommendation 
 

Present expense and revenue information by power project in future NYPA Annual Reports. 
 

We provided a draft copy of this report to NYPA officials for their review and comment.  
Their comments were considered in preparing this report.  NYPA officials indicated they will 
consider integrating our recommendation into the preparation of future annual reports.  A complete 
copy of NYPA’s response is included as Appendix A. 
 

Within 90 days of the final release of this report, as required by Section 170 of the Executive 
Law, the Chairman of the New York Power Authority shall report to the Governor, the State 
Comptroller, and the leaders of the Legislature and fiscal committees, advising what steps were 
taken to implement the recommendation contained herein, and, if not implemented, the reasons 
therefore. 
 

Major contributors to this report include Frank Houston, John Buyce, Christine Rush, Jeremy 
Mack, Richard Podagrosi, W Sage Hopmeier and David Reilly. 
 

We wish to express our appreciation to the management and staff of the New York Power 
Authority for the courtesies and cooperation extended to our auditors during this audit. 
 

      Very truly yours,                         
                                                                       
                                                          

 
          Frank J. Houston 

      Audit Director 
 
cc:  Lisa Ng, Division of the Budget 
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New York Power Authority 
Revenues and Expenses for January 1, 2004 - December 31, 2004 

 
  NYPA 

Year Ended 
12/31/2004 

(As Reported in 
NYPA 2004 

Annual Report) 

Niagara  Power 
Project 

Year Ended 
12/31/2004 

(As Prepared  by 
OSC Auditors) 

 
 

Niagara 
Contribution to 

NYPA Total 

Operating Revenues       
Customer $1,455,061,000 $179,733,280 12% 
ISO-Energy Sales 639,109,000 91,165,433 14% 
ISO-Energy Ancillary Services 46,854,000 38,222,696 82% 
ISO-Energy NTAC and Other      74,671,000                  0  n/a 
Total Operating Revenues $2,215,695,000 $309,121,409 14% 
   
Operating Expenses      
Fuel Consumed - Oil & Gas $258,992,000 $0 n/a 
Purchased Power 1,014,626,000 76,661,720 8% 
Wheeling (Power Distribution) 277,316,000 11,951,766 4% 
Operation & Maintenance 258,476,000 72,093,362 28% 
Other (Note A) 102,283,000 13,645,246 13% 
Depreciation and Amortization 152,280,000 18,373,114 12% 
Allocation to Capital     (6,294,000)  (1,834,181) 29% 
Total Operating Expenses $2,057,679,000 $190,892,027 9% 
   
Net Operating Revenues $158,016,000 $118,230,382 75% 
   
Non-Operating Adjustments   
Investment Income $65,492,000 $0 n/a  
Interest and Other Expenses (77,470,000) (5,986,846) 8% 
   
Net Revenues before Asset 
Impairment Charge $146,038,000 $112,243,536 77% 
Asset Impairment Charge (64,000,000)                   0  n/a  
   
Net Revenues $82,038,000 $112,243,536 137% 
 
Note A: Included in the 2004 Other Expenses category are Voluntary Contributions NYPA made to New York State 

totaling $44 million and Power for Jobs rebates totaling $9 million.  None of these costs are allocated to 
Niagara. 

 
 
 
 

Exhibit A 
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New York Power Authority 
Revenue and Expenses for January 1, 2005 - December 31, 2005 

 
  NYPA  

Year Ended 
12/31/2005 

(As Reported in 
NYPA 2005 

Annual Report) 

Niagara Power 
Project 

Year Ended 
12/31/2005 

(As Prepared  by 
OSC Auditors) 

 
 

Niagara 
Contribution to 

NYPA Total 

Operating Revenues       
Customer $1,670,601,000 $250,565,409 15% 
ISO-Energy Sales 691,265,000 89,261,236 13% 
ISO-Energy Ancillary Services 67,598,000 57,858,803 86% 
ISO-Energy NTAC and Other      77,867,000                   0 n/a  
Total Operating Revenues $2,507,331,000 $397,685,448  16% 
   
Operating Expenses      
Fuel Consumed - Oil & Gas $377,924,000 $0 n/a  
Purchased Power 1,158,338,000 112,224,364 10% 
Wheeling (Power Distribution) 298,655,000 10,033,609 3% 
Operation & Maintenance 260,927,000 74,221,465 28% 
Other (Note B) 195,759,000 12,993,769 7% 
Depreciation and Amortization 149,036,000 19,353,824 13% 
Allocation to Capital     (7,398,000)   (2,103,367) 28% 
Total Operating Expenses $2,433,241,000 $226,723,664 9% 
   
Net Operating Revenues $74,090,000 $170,961,784 231% 
   
Non-Operating Adjustments   
Investment Income $61,625,000 $0 n/a  
Interest and Other Expenses (77,202,000) (5,124,000) 6% 
   
Net Revenues $58,513,000 $165,837,784 284% 
 
Note B:  Included in the 2005 Other Expenses are Voluntary Contributions NYPA made to New York State totaling 

$106 million and Power for Jobs rebates totaling $29 million.  None of these costs are allocated to Niagara. 
 

 
 
 
 
 
 

 
Exhibit B 
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