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Regina Calcaterra 
Executive Director 
The Moreland Commission on Utility Storm Preparation and Response 
 

Ms. Calcaterra shared with the Committees the Moreland Commission’s findings and 
recommendations from their interim report.  The findings include: 

 The ineffective manner in which LIPA addresses emergency planning, 
preparedness, and storm response in its service area 

 The inherent defects in the current LIPA-National Grid structure that may be 
avoided in the future through an alternative organizational structure 

 
Ms. Calcaterra testified that the interim report provides sufficient evidence that LIPA’s 

outsourcing of most of the day-to-day management and operations of its system to National Grid 
does not work.  The Commission recommended consideration of a unified structure that both 
owns the transmission and distribution assets and is entirely responsible for serving LIPA’s 
current service area. 
 
 The Commission identified three options for consideration: 

 The sale of LIPA’s assets to a qualified Investor Owned Utlity (IOU) that would 
serve as the sole utility manager and operator to the existing LIPA service area 

 Full public ownership and operation by LIPA of the transmission and distribution 
system 
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 Full public ownership and operation by the New York Power Authority of the 
LIPA electric system 

 
The Commission has determined that the unique relationship between LIPA and National 

Grid leads to public confusion about the provision of customer and operational service related to 
the fact that operations are delegated to National Grid, while operational oversight and approval 
powers are vested LIPA. 

 
 Ms. Calcaterra shared with the committee the three options considered by the 
Commission: 

 LIPA: Privatization 
o Majority of Commission members recommended 
o Identified potentially millions of dollars in synergy benefits  
o New utility would be subject to independent oversight of the Public Service 

Commission 
o Challenge: ensuring that the debt plus the rates charged by the new private 

utility would together be affordable for ratepayers 
 Public Power: LIPA Ownership and Operation of the T&D System 
o Entails ending the contractor management and operation of the system and 

moving those responsibilities into LIPA 
o LIPA would become the direct employer of all the staff currently providing 

electrical service, and would be directly responsible and accountable for the 
quality of service 

o Challenges:  the complete loss of confidence in LIPA, the limited ability to 
recruit qualified executives and the potential addition of over 2,000 employees 
to an already overburdened State employee benefit system 

     Public Power: NYPA Ownership and Operation of the T&D System 
o Structure would be similar to the LIPA ownership and operation 

 Exception: New York Power Authority (NYPA) would assume 
ownership and operating responsibilities 

o Oversight of the entity would be done by NYPA’s successful professional 
energy industry and financial management team 

o Challenges: NYPA has no expertise in retail utilities’ operations or retail 
customer service and NYPA’s management of a full public power effort could 
divert considerable management attention away from NYPA’s historical 
mission 

 
Ms. Calcaterra concluded her testimony by summing up the Moreland Commission’s 

findings that fundamental changes are essential to the provision of safe and reliable electric 
service on Long Island. 
 
 Senator Ranzenhofer spoke about the interim recommendations from the Commission 
giving increased authority to the Public Service Commission.  Senator Ranzenhofer asked Ms. 
Calcaterra about the activities of the Moreland Commission since it was created with a focus on 
LIPA and its problems.  However, the Commission’s interim recommendations spoke to 
expanding oversight to all utilities throughout the State even though these utilities did not 



5 
 

experience the problems that occurred on Long Island.   Senator Ranzenhofer asked whether the 
Commission membership felt there was a need to increase regulatory oversight of other utilities 
that did not experience what occurred on Long Island during Superstorm Sandy nor the customer 
complaints.  Senator Ranzenhofer mentioned it seemed like the recommendations were overkill 
to the situation that occurred only on Long Island.   
 

Ms. Calcaterra responded that the Executive Order tasked the Moreland Commission 
with both narrow and very broad goals.  In addition to looking at LIPA, the Executive Order 
required the Moreland Commission to look at all utilities around the State and examine their 
emergency plan and storm response based on recent storms.  Those storms included not only 
Sandy but also Irene, Lee and the December 2008 snow storm.  As the Commission prepared to 
begin their review, it was discovered that there is no way to penalize the utilities.  Currently, the 
Public Service Commission is able to penalize only through court action which requires that the 
utility “knowingly” failed to provide service.  As a result, the Public Service Commission is 
unable to penalize utilities.  The Commission looked at other States, their benchmarks and 
standards that utilities must follow and found that the utilities in New York State are required to 
meet these guidelines in the other States in which they operate.   
 

Senator Ranzenhofer asked Ms. Calcaterra whether the Commission saw a distinction 
between LIPA’s actions in comparison to those of utilities across the State as its seems that the 
Commission’s interim report recommendations took a broad brush without making a distinction.  
Ms. Calcaterra informed Senator Ranzenhofer that a distinction will be made in a final report.  
Further, she shared with Senator Ranzenhofer and members of the Committees that there was too 
short of a window regarding the other utilities in the interim report as their review was ongoing 
at the time.  Senator Ranzenhofer asked whether the Commission’s final report would be 
released prior to the budget deadline as some of the language is in Governor Cuomo’s budget 
proposal and changes might be necessary.  Ms. Calcaterra replied that the final report will not be 
complete prior to the April 1, 2013 deadline.   
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Gil Quiniones 
President and Chief Executive Officer 
New York Power Authority (NYPA) 
 

Mr. Quiniones shared with the Committees  that the Governor sought NYPA’s assistance 
in reviewing LIPA’s current legal and organizational structure and in providing him with options 
for restructuring LIPA.   

 
The Governor suggested that the options should address five key objectives to better 

serve the customers on Long Island and the Rockaways: 
 Must provide rate stability 
o Short term 
o Long term 

 Must improve the quality of service rate payers on Long Island have experienced  
 Must provide property tax stability 
 Any resulting utility must have the full confidence of Long Island residents that it 

is highly prepared for storms and other extreme event 
 The new utility must have a well-formulated and resourced plan for responding to 

extreme weather events in a manner that restores service quickly and provides 
customers with the critical information they need 
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Mr. Quiniones conveyed to the Committees that the Governor wants a utility that will 
provide safe, reliable, affordable and an environmentally responsible electric supply on Long 
Island. 
 
 To achieve the objective set forth by the Governor, NYPA assembled a group of highly 
qualified financial legal advisors, led by the investment banking firm Lazard, Ltd.  Additionally, 
Mr. Quiniones assigned an internal team of NYPA senior executives in strategic planning, 
finance, law and power resource planning to work with LIPA staff and the consulting team. 
 
 The team is performing an extensive analysis of the costs and benefits of various options 
for LIPA’s transmission and distribution assets including: 

 Continuing to have LIPA own assets and have a third party manage them; 
 LIPA taking on the operations itself as a municipally owned and operated utility; 
 Selling the assets to a private utility company 

 
In addition, Lazard is: 

 Analyzing  the alternatives for dealing with the roughly $7 billion of debt on 
LIPA’s books, over $3 billion of which is a legacy of LIPA’s acquisition of 
LILCO and the debt that utility incurred in the construction of the now-dismantled 
Shoreham nuclear power plant 

 
With Lazard’s assistance, NYPA is assessing different options and models that would 

best meet or achieve the five stated goals of Governor Cuomo.  Part of the initial study included 
analysis of privatization which appears to have the potential to meet the Governor’s goals.  
Additional review is ongoing and needed to fully determine if privatization or any other model 
will meet these goals. 

 
Mr. Quiniones concluded his testimony by emphasizing that this review and work is not 

yet done and the State has not made a final determination of which restructuring option will best 
serve LIPA customers. 
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David Daly 
Vice President – LIPA Transition 
Public Service Enterprise Group (PSEG) 
 

Mr. Daly provided the Committees with background on PSEG.  In total, PSEG has 
approximately $29 billion in assets and employs almost 10,000 men and women.  PSEG owns 
13,000 megawatts of generating capacity, and they are industry leaders in promoting and 
investing in energy efficiency and renewable energy. 
 
 In December 2011, PSEG Long Island was selected to manage LIPA’s electric 
transmission and distribution system and provide customer services, for a 10 year period 
beginning on January 1, 2014.  The Operations Services Agreement is structured in a way that 
aligns LIPA’s and PSEG Long Island’s interests.   
 
 PSEG Long Island has identified specific areas for improvement and are developing the 
plans and processes to address them.  In consultation with LIPA and subject to its approval, 
PSEG Long Island will implement: 

 Improvements in customer service and customer satisfaction 
o New call center and state-of-the-art customer-facing technologies 
o Enhanced customer and stakeholder communications using multiple channels 

of communications and all available media technologies 
o Best-in-class customer service quality assurance and quality control processes 
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 Proven storm restoration processes: 
o State-of-the-art outage management technology 
o Enhanced storm planning and a management structure that better consolidates 

and coordinates outage management and storm response 
o Logistical plans necessary to make the most efficient use of outside work 

crews and marshal the equipment and resources necessary for responding to a 
major storm 

 Best industry practices in transmission and distribution electric system 
maintenance and operations 

 Data-driven analytic tools, including lean six sigma and balance scorecard 
process, to optimize T&D asset management 

 
 
 

 
 
Neal Lewis 
Trustee 
Long Island Power Authority (LIPA) 
 

Neal Lewis testified before the Committees as an individual who is an appointed, 
volunteer member of the LIPA Board of Trustees.  His testimony on the future of LIPA began 
with the suggestion that a ServCo model, unanimously approved by the LIPA Board of Trustees 
after an extensive study and analysis by the Board and the LIPA executive team with the 
assistance of the Brattle Group. 
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Mr. Lewis shared with the Committees how the ServCo model would improve the current 

structure that exists.  The model is designed to be a dedicated and self-contained subsidiary that 
is comprised of employees, systems and resources that are dedicated to LIPA-related activities.  
It gives LIPA leverage in working with the contractor chosen to oversee day-to-day operations.  
The model also addresses several functional problems experienced under the current agreement, 
with National Grid in addition to issues related to storm restoration.  In Mr. Lewis’s opinion, the 
ServCo model presents the opportunity to get the best of both worlds of public power and 
privatization.  The Brattle Group has estimated that all of the different savings experienced in the 
ServCo model could result in as much as 20% lower rates as compared to privatization.   
 

An additional reason Mr. Lewis cited in support of the ServCo model includes the 
contractor not having an incentive to cut corners on the number of people working in the call 
centers as part of the budget, because their payments (or profit) will not go up by implementing 
such cuts – LIPA and its contractor will have their interests and incentives aligned. 
 

In addition to supporting the ServCo model, Mr. Lewis suggested several other reforms 
to the committees including: 

 Local government should have appointments to the LIPA Board of Trustees 
o County Executives 
o The largest towns on Long Island 
o Smaller towns, villages and the two cities have shared appointments that are 

rotated 
 The annual hurricane drill LIPA holds should be held at the two County Offices 

of Emergency Management (OEM) 
o LIPA should be more clearly integrated into the functioning command 

structure of the OEMs 
 Develop formalized Memorandums of Understanding (MOU) between LIPA and 

municipalities that anticipate a specific series of different contingencies, set out 
responsibilities and be enforceable 

 Make LIPA reviewable by the New York State Public Service Commission (PSC) 
 

In making his final comments to the Committees, Mr. Lewis shared his experiences as  
trustees and during Superstorm Sandy operations. 
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Cynthia Kouril, Esq. 
Former Counsel 
Inspector General for the New York City Department of Environmental Protection 
Former Special Assistant 
US Attorney General, Southern District of New York 
 

Cynthia Kouril opened her testimony by sharing with the Committees that utilities have 
special problems when dealing with contract partners as those contractors believe they have a 
negotiation advantage because the utility fears an outage. Consequently, they do not fear 
cancellation of their contract as much as they should and often attempt to cut corners, or worse.  

Ms. Kouril referred to Gov. Cuomo’s statement in his State of the State message when he 
said, “New York’s grid is aging — 59 percent of the state’s generating capacity and 84 percent 
of transmission facilities were put into operation before 1980, and over 40 percent of the State’s 
transmission lines will require replacement within the next 30 years, at an estimated cost of $25 
billion. This need represents an opportunity to upgrade the transmission system to a distributed 
smart grid network.” 
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Ms. Kouril spoke to the committees about “Smart Grid” and “Micro Grid” technology 
providing a number of points: 
 Smart Grid Technology 

● A smart grid is an electric grid that uses information and communications 
technology to gather and act on information, such as information about the 
behaviors of suppliers and consumers, in an automated fashion to improve the 
efficiency, reliability, economics, and sustainability of the production and 
distribution of electricity. It can level peak demand by turning off power to non 
essential devices like washing machines and turning it back when demand eases. 

● A self healing smart grid, if built with redundant overlap, is similar to a traffic 
circle with several entrances. If one route is blocked or broken, electricity can still 
enter through the other routes. 

● Smart grid brown outs can prevent the sort of demand cascade blackout you 
sometimes get during heat waves. 

● There are Federal matching funds that can mitigate some of the cost of 
implementing smart grid technology. 

 
Micro Grid Technology 

● Micro Grid is when you have small cluster of users around a small generation 
facility. Similar infrastructure demands are sometimes made on housing 
developments or large industrial facilities that are not capable of being serviced 
by existing water treatment plants. Sometimes, in order to secure a needed 
variance, the developer must agree to build a water treatment plant to service the 
new construction. You could do something similar, especially as solar and wind 
generation becomes more efficient. 

 
Ms. Kouril believes the call to privatize LIPA without more detail makes no sense. LIPA 

was originally created as a mechanism for public financing of the Shoreham Debt and provided 
some history on the evolution of LIPA.  As a result, the power supply agreement causes LIPA to 
pay rates at a cost plus basis and also to pay property taxes and other costs of operating these 
plants to the benefit of the private investors. The whole idea behind LIPA was for LIPA to be 
able to borrow money much more inexpensively because it could issue government bonds. 
 

Ms. Kouril outlined the following problems with LIPA: 
 The contracts were drawn in such a way as to give a subsidy to the investors in 

the power generators and did not provide enough detail in the performance 
standards for KeySpan. 

 LIPA began its life as a funding mechanism to raise debt, not much thought was 
put into how LIPA would manage or oversee KeySpan. 

 LIPA became a patronage mill largely staffed with people with no experience 
with running a utility, no experience with contract compliance and no experience 
with forensic audit. 
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 In the early years things seemed to drift along by dint of routine, the same 
individuals who had been LILCO employees reported to the same work location 
and did the same work they had always done. Momentum and habit carried things 
for a few years. The people administering the contract for KeySpan lived here on 
Long Island and were as affected as anyone else by the performance standards. 

 In 2007, KeySpan was acquired by National Grid, suddenly the decisions were 
being made in London. The decline of tree trimming and maintenance was 
certainly observable by me, anecdotally, almost at once. 

 
After Hurricane Irene, LIPA hired Vantage Consulting to do a study of why things went 

so badly.  Findings included: 
 Failure in communications 
 Not having accurate outage information due to the faulty old outage management 

system 
 LIPA’s storm hardening programs and activities, and tree trimming, were not up 

to industry standards 
 

In October 2011, a strategic review by the Brattle Group concluded privatization may 
raise costs by $438 million a year because an investor-owned utility can’t issue tax-exempt 
bonds.  The same Brattle Group report examined four possibilities:  

 Maintain the status quo – rejected as the overwhelming majority are unhappy with 
current system 

 Privatization 
 Full municipalization – determined that LIPA currently lacked the in-house 

experience and expertise to run the system directly 
 Competitive outsourcing (which it dubbed “Serv-Co”) – recommended 

because it would give LIPA the time to develop or hire in house experience and 
expertise paving the way to a future successful transition to a full municipal utility 

 
In considering the Brattle Reports’ findings, LIPA’s Board of Trustees approved the 

ServCo model as an interim step towards municipalization.  Ms. Kouril agrees with that decision. 
During the remaining moments of her testimony, Mr. Kouril outlined several other 

recommendations for the Committees to consider.  They include:  

 LIPA needs an Inspector General 
 LIPA needs a Compliance Unit 
o One unit to do the day to day compliance work with the new PSEG ServCo 

contract 
o Another devoted to storm outage and other emergency contracts 

 LIPA needs to appoint a CEO  

Ms. Kouril referred the Committees to additional recommendations that she has made in 
her extended testimony which can be found in Attachment A of this report. 
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Shelly Sackstein 
Chairman and Chief Executive Officer 
Action Long Island 
Chairman 
Suffolk County LIPA Oversight Committee 
Former Board of Trustee 
Long Island Power Authority (LIPA) 
 

Mr. Sackstein believes that the focus needs to be on structure of LIPA.  Currently, LIPA 
holds what is considered a “goldplated” T&D system, which Mr. Sackstein believes is the best in 
New York if not the country.  He believes it would be a loss for the system to be sold as a result 
of privatization.  The ratepayers have invested a lot of money into the system and selling the 
T&D would be at a loss.   
 

Mr. Sackstein discussed a municipalization model that would include owning T&D and 
generating capacity and the gas system on Long Island all under one umbrella, LIPA.    Since its 
creation, LIPA has never been run as a company, municipalization would allow that to occur. To 
this point, LIPA has been a wasted asset but that can change.  Mr. Sackstein pointed out that 
municipalization is the only model that has not been tried out yet on Long Island. 
 

Mr. Sackstein shared with the Committees major errors that are in the current restorations 
manual including out of date information from years ago and non-existent phone numbers.  He 
asked, “Who is reading the manual?”   
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Donald J. Daley, Jr.  
Business Manager 
International Brotherhood of Electrical Workers, Local 1049 

 
Donald Daley represents the members of IBEW Local Union 1049 as Business Manager 

of the Local. During Superstorm Sandy, IBEW Local 1049’s 3,000 members, together with 
thousands of other emergency storm restoration responders, worked tirelessly during a very 
dangerous time getting their fellow Long Islander’s power back on.  

Mr. Daley conveyed a number of questions that need answering as the State considers 
what to do with  LIPA.  These questions include: 

 What will happen when the utility is privatized such as the loss of FEMA funds, 
Federal tax advantages and the ability to finance the outstanding debt at low rates 
without impacting service?  

 If the new model is no longer a single employer how will it compensate for lost 
synergy savings? 

 How will storm restoration improve when you are losing over half of the current 
Long Island workforce? 
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Mr. Daley reported to the Committees that most Long Islanders are unaware that 
Governor Cuomo has already signed off on a plan that has half of the 3000 National Grid 
workers - who currently respond to Long Island disasters like Sandy - no longer available for 
emergency storm response. As a result, those workers will be sitting home during the next 
emergency because last year New York decided to split up the workforce that has been trained 
and qualified to perform storm restoration. 

Finally, Mr. Daley conveyed to the Committees that whether it is privatization, full 
municipalization, or some combination of both, this issue needs to be scrutinized, and Long 
Island ratepayers are entitled to full and open hearings before the decision is made. The Devil is 
always in the details.  
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Tom Rumsey 
Vice President of External Affairs 
New York Independent System Operator 
 
 Tom Rumsey, Vice President for External Affairs along with Rick Gonzales, Senior Vice 
President and Chief Operating Officer for the New York Independent System Operator (NYISO) 
shared with the Committees background information on NYISO, their operations structure and 
the functions they carry out for New York State.  Those functions are: 

 Reliably operating New York’s bulk electric system in accordance with all 
national, regional, and State reliability requirements 

 Administer competitive wholesale electricity markets to satisfy New York’s 
electrical demand 

 Conduct extensive planning processes to determine power demands of the future 
and allow market solutions time to meet identified needs 

 Participate as a technical, non-voting member of the New York State Energy 
Planning Board and have provided technical assistance to the Governor’s Energy 
Highway Task Force 

 
Testimony then delved into LIPA and what role NYISO plays with LIPA.  LIPA is an 

owner of high voltage power lines.  NYISO coordinates with LIPA’s local power system control 
center on Long Island and although LIPA meets most of its power needs  through contracted 
agreements with power plants on and off Long Island, it also buys and sells a portion of its 
electrical needs through NYISO’s wholesale electricity markets. LIPA participates in NYISO’s 
short term planning processes and NYISO’s long-term transmission system planning for the 
needs of the state power grid over a ten-year horizon. 
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Rick Gonzales 
Senior Vice President and Chief Operating Officer 
New York Independent System Operator 
 
 Rick Gonzales continued NYISO’s testimony by giving the Committees an overview of 
the state of the electrical grid.  Recent reliability analysis indicates New York’s power grid 
reliability is secure and with the planned additions of new resources, New York State has 
sufficient reserves to meet reliability requirements and existing supply is expected to meet the 
forecasted demand until 2019. 
 
 Mr. Gonzalez then focused his testimony on Long Island, sharing with the committees 
that Long Island has 6,268 megawatts of available resources to meet anticipated 2013 Long 
Island system peak demand of 5,515 megawatts.  As a result of limited electrical ties to the rest 
of New York, New England and New Jersey, Long Island must have the majority of its supply 
physically located on the Island. 
 
 Mr. Gonzales’ testimony then moved to the effects of Hurricane Sandy and the impact 
the storm had on transmission lines and facilities.  Only 3 of 7 transmission facilities connecting 
Long Island to New York City, ISO New England and PJM Interconnection remained in service.  
Without these three circuits remaining in operations, connecting New York City and Long 
Island, LIPA’s service territory would have electrically separated from the Eastern 
Interconnection completely.  However, even due to the vast damage done, Mr. Gonzales shared 
with the Committees  the wholesale market remained operational, allowing power to be available 
once restorations were complete. 
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Elizabeth Horan 
Volunteer 
AARP – New York  
 

Elizabeth Horan, a lifelong resident of Long Island, described her experience with LIPA, 
during Superstorm Sandy.  Though her home in Sound Beach was spared she was without 
electricity for 12 days.  When temperatures dropped, Ms. Horan  evacuated her home but 
returned everyday to check the power status as calls to LIPA received no response. 

 
As a member of AARP, Ms. Horan shared their views on the Future of LIPA.  They 

include: 
 

 If privatization occurs, what is the clear benefit to ratepayers? 
 New York State should look at other publicly-owned utilities to see how the rates 

and storm performance of publicly-owned and operated utilities that run their own 
operations compare with utilities that are investor-owned 

 Create an independent consumer advocate office to represent residential utility 
service consumers in cases before state and federal utility regulatory commissions 
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Charles Bell 
Programs Director 
Consumers Union of U.S., Inc. 
 
 Charles Bell, Programs Director, for the Consumers Union of U.S., Inc. shared 
background about the organization with the Committees.    Consumer Union is involved in 
public education and advocacy on home issues.  Mr. Bell also serves on the Green Jobs Green 
New York Advisory Council to provide advice and recommendations to NYSERDA for the 
implementation of a program to retrofit 1 million homes in New York State.  Consumers Union 
is concerned about proposals that could result in significant rate increases for residential 
ratepayers. Mr. Bell provided additional background statistics to show the committee that New 
York has some of the highest utility costs in the United States and its impact on Nassau and 
Suffolk Counties’ residents. 
 
 Mr. Bell conveyed to the Committees that Consumer Union shares the same concerns that 
AARP has about LIPA’s high debt load, its unusual  operating structure, continuing high costs 
for ratepayers and businesses and its poor record in storm response and customer service.  Both 
groups are also very concerned that high rates could go even higher as a result of potential 
restructuring or privatization.  They believe there is insufficient information in the public record 
to justify privatization as no one has clearly explained how a change in ownership structure 
would affect the rates. 
  
 Consumers Union strongly supports the establishment of a robust public consumer 
advocate in New York State and provide the necessary financial support to operate effectively 
and a statewide utility watchdog be reinstated by the Legislature and Governor. 
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COMPARISON CHART OF REPLACEMENT MODELS FOR LIPA  

 
 SERVCO PRIVATIZATION MUNICIPALIZATION PUBLIC OWNERSHIP 

UNDER NYPA 
BANKRUPTCY*** 

BONDING TAX 
FREE 

Yes No Yes Yes Not Applicable 

FEMA 
REIMBURSEMENTS 

Yes No Yes Yes Not Applicable 

SHAREHOLDERS 
PROFIT SHARE 

No Yes No No Not Applicable 

PROPERTY 
TAX CHALLENGES 

No Yes ? ? Not Applicable 

GOVERNANCE 
LOCAL OR STATE 

CONTROL 

Local No Public Input Local State Not Applicable 

MANAGEMENT 
COMPETENCE 

PSEG is 
rewarded for 

improved 
service 

Private Market drives 
improvements 

Relies on existing LIPA 
managers and new LIPA 

hires 

Relies on existing NYPA 
Managers 

No Experience T&D 

Not Applicable 

LIPA/DEBT Existing debt 
paid for by 
ratepayers 

LIPA sells assets to 
cover a portion of debt; 

Surcharge on bill to 
pay remaining debt 

Existing debt paid for by 
ratepayers 

Debt increase to purchase 
power plants 

Sheds & Restructures 
Debt 

*** Bankruptcy model does not address the future of electric delivery service 
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 Concerns  
 
 
 

 
 
 

 
OVERALL ISSUES 
 

 STORM RESPONSE 
o Under the current National Grid contract, LIPA is in charge during a storm and 

the performance metrics are suspended during a storm  
 These issues are resolved under the new ServCo contract with PSEG 

 PSEG will be in charge of contacts with the public and 
municipalities, and coordinating response and restoration 

o It was suggested that memorandum of understandings (MOU’s) be drawn up with 
local municipalities on tree clearing during a storm response 

o Concerns were raised that without National Grid’s power plant staff, future storm 
responses will be under staffed by 1,400 workers 
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 LIPA DEBT 
o LIPA Transmission and Distribution upgrade bonds are valued at approximately 

$3.5 billion 
 It was suggested that these could be paid off by the sale of LIPA’s assets 

o The Shoreham/LILCO debt is valued at approximately $3.5 billion 
 It was suggested that these could be paid off through a separate charge on 

rate payers bills 
o As of December, 2011, LIPA’s most recent basic financial statements,  

 LIP A’s total bond debt totaled $6.658 billion  
 with interest payments due of the life of the bonds of $4.319 billion 
 LIPA’s combined bond and interest debt is $11.125 billion 

o An estimated $4 billion of the total $7 billion in debt can be retired early over the 
next few years without penalties 

 It was suggested that LIPA could securitize its existing debt saving 
millions in interest costs 

 
 BREAKING PSEG CONTRACT 

o Concerns were raised about the cost of breaking the new contract with PSEG 
 This issue is resolved as the new PSEG contract does not contain a penalty 

on LIPA for ending the contract early 
 

 PROPERTY TAX STABILIZATION 
o Concerns were discussed that any new entity or LIPA would challenge property 

tax assessments resulting in  
 a loss of millions of dollars in property taxes collected by municipalities  
 large gaps in municipal budgets 

 
 ANALYST BIAS 

o Concerns were raised that consultants hired may have a financial gain from the 
selection of any particular course of action 

 This issue is mitigated by  
 The expertise of the New York Power Authority being added to the 

Lazard review 
 Lazard was not guaranteed any future work 

 It was suggested that all contractors be prohibited from gaining from their 
review of privatization 
 

GOVERNANCE OF LIPA 

o Concerns were raised about the lack of local representation on the LIPA Board of 
Trustees 

 It was suggested that both County Executives and the largest towns have 
Board appointments, and a rotating appointment be created for the smaller 
towns and villages 

o It was suggested that LIPA create an Inspector General Office (IG) 
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o It was suggested that LIPA create a compliance unit to oversee the PSEG ServCo 
contract and reimbursements after storm outages 

o It was suggested that LIPA needs its executive positions filled by persons with 
utility experience 
 

 OVERSIGHT OF LIPA 
o It was suggested that LIPA be under the purview of the Public Service 

Commission (PSC) 
 It was suggested that the PSC could be reorganized with more oversight 

powers over utilities 
o It was suggested that the State have an office to represent residential utility 

service consumers  
o It was suggested that the State increase staffing at the Division of Consumer 

Protection in the Department of State to protect utility customers 
 
 
OWNERSHIP MODELS 
The following issues were shared at the Hearing regarding possible ownership model of LIPA 
 

 SERVCO MODEL WITH LIPA 
o Positives 

 Operations Service Agreement 
 Financial incentives for improved customer satisfaction 
 Costs savings and efficiencies flow thru to LIPA customers 

 Incorporates current workforce into PSEG Long Island operations 
 Improved customer service & customer satisfaction 

 
 

 New call center and state-of-the-art customer-facing technologies 
 Enhanced customer and stakeholder communications using 

multiple channels of communications and all available media 
technologies 

 Best-in-class customer service Quality Assurance and Quality 
Control (QA/QC) processes 

 Proven storm restoration processes 
 State-of-the-art outage management technology 
 Enhanced storm planning and a management structure that better 

consolidates and coordinates outage management and storm 
response 

o New Outage Management system 
 Logistical plans necessary to make the most efficient use of 

outside work crews, and marshal the equipment and resources 
necessary for responding to a major storm 

 PSEG will take lead during storms, communicating with the 
public and municipalities, and updating outage map 
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 Best industry practices in transmission and distribution (T&D) electric 
system maintenance and operations 

 Data-driven analytical tools, including lean six sigma and a balanced 
scorecard process, to optimize T&D asset management 

 New Enterprise Resource Planning 
 LIPA can:  

 get low interest municipal bonding rates 
 receive FEMA storm reimbursements 
 operate without paying  

o income taxes  
o shareholders  

 get certain sales tax exemptions 
 benefit from PSEG management expertise 

 The Battle Group estimated 20% lower rates under a ServCo contract than 
with privatization 
 

o Negatives 
 Could cause communication problems between two entities 
 Concerns were raised that PSEG will not have enough staff to respond to 

storms  
 

 LIPA PRIVATIZATION 
o Positives 

 Potentially millions of dollars in synergy benefits in the purchase of 
supplies and equipment and no consulting fees 

 It was suggested that the purchase contract require the private owner make 
an annual payment on the LILCO debt 

 It was suggested that if the LIPA debt was securitized, the saved interest 
payments could be used to harden the T&D system to increase the book 
value of LIPA assets, resulting in a higher price for LIPA when sold 

o Negatives 
 Lack of details and dollar value on securitization of LIPA bonds 
 Privatization costs 
 Greater challenges to local property tax assessments 
 Loss of tax-free borrowing 
 Additional costs, including investor equity, taxable debt, and tax on profits 

of several hundred million dollars 
 Loss of FEMA storm reimbursements 

 
 FULL PUBLIC OWNERSHIP UNDER LIPA - MUNICIPALIZATION 

o Positives 
 Public power rates are lower than private companies 
 Profits put back into the system not to stockholders 
 Local control 
 Commitment to conservation, safety and the environment 
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 Not-for-profit electricity attracts and maintains significant business and 
industrial development 

 Public power provides competition in what is a oligopolistic industry, 
keeping rates low and service better 

 Borrowing rates lower than for private companies 
 Eligible for FEMA reimbursements 

o Negatives 
 Costs of purchasing power plants 
 LIPA lacks in-house experience and expertise to run the system 
 No public confidence in LIPA 
 Limited ability to recruit qualified executives 
 Additional employees on State benefit system 

 
 FULL PUBLIC OWNERSHIP UNDER NYPA 

o Positives 
 NYPA successful management team 

o Negatives 
 No experience with Transmission and Distribution systems 
 Diverts attention from NYPA mission 

 
 LIPA ENTERS BANKRUPTCY 

o Positives 
 Removes Shoreham/LILCO debt from the backs of current rate payers 

o NYPA Negatives 
 Unintended risks for other authorities with their bond ratings 

 
CONCLUSION 
 

This hearing brought to light a large number of concerns that should be addressed before 
any decisions on the future of electricity delivery on Long Island can be considered.  For all of 
the proposals discussed, there is a significant lack of specifics, and for many proposals the data 
available is speculative at best.  It is imperative that any action taken must stabilize electric bills 
and protect rate payers.  There was a consensus that the ability to issue tax-free bonds results in 
savings to Long Island residents and that the LIPA brand is tarnished, suggesting a 
reconfiguration.  This hearing emphasized the lack of information that is available to the public.  
All parties should take actions to provide Long Islanders with a better understanding of the 
process and share information to aid in this complex decision. 
 
 
 
 
 
 
 
 
 




























































































































































































































































