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| Honorable Jaclyn A. Brilling
i Secretary

New York State Public Service Commission

Three Empire State Plaza

Albany, New York 12223-1350

Re: Case No. 04-M-0388 - EASTMAN KODAK COMPANY -
Petition to Provide Utility Service in Kodak Park, located in the
City of Rochester and the Town of Greece, Monroe County

Dear Secretary Brilling:

Petitioner Eastman Kodak Company (“Kodak™), and Intervenor Rochester Gas and
Electric Corporation (“RG&E”) (collectively, the “Parties™), hereby jointly submit an executed
original and five copies of a Joint Proposal for filing in the above-referenced proceeding. Please
date-stamp the two enclosed extra copies of this cover letter as proof of filing and return them to
our messenger.

The Parties submit that the enclosed Joint Proposal is consistent with the Settlement
Guidelines promulgated by the Commission in Opinion 92-2 and therefore should be approved
without change. Case Nos. 90-M-0255, 92-M-0138, Proceeding on Motion of the Commission
Concerning its Procedures for Settlement, Opinion No. 92-2, Opinion, Order and Resolution
Adopting Settlement Procedures and Guidelines, Appendix B, Procedural Guidelines for
Settlements (March 24, 1992). In the Settlement Guidelines, the Commission directed that
where a settlement has been submitted, the scope of subsequent proceedings shall be limited to
determining whether the settlement is in the public interest. The Commission further identified
the standards for determining whether a proposed settlement is in the public interest. First, the
settlement should strive for a balance among the following interests: (i) protection of the
ratepayers; (ii) fairness to investors; and (iii) the long-term viability of the utility. Additionally,
the settlement should be consistent with sound environmental, social and economic policies.
Moreover, the settlement should produce results that are within the range of reasonable results
that would likely have arisen from a Commission decision in a litigated proceeding. Finally, the
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Commission should give weight to the fact that a settlement reflects agreement by normally
adversarial parties. As explained herein, the Joint Proposal meets these standards, and the
Commission, therefore, should adopt the Joint Proposal without change.

The Joint Proposal is in the public interest because it balances the interests of both Parties
in furtherance of the common goal. Under the terms of the Joint Proposal, the customers of both
Parties are protected against duplicative and wasteful spending, yet both Parties retain the ability
to meet their respective customers’ needs. The Joint Proposal is fair for both Parties’ investors
because it does not require either party’s investors or shareholders to absorb or assume
obligations that should be paid for by customers of the other party. Moreover, the Joint Proposal
provides for the long-term viability of both Parties by providing regulatory certainty while
affording each the flexibility to pursue and implement utility-specific business and customer-
service initiatives. These points establish that the Joint Proposal is a carefully crafted
compromise that balances customer service, fairness to investors and utility viability for both
Parties. The Parties acknowledge that the Joint Proposal is limited to the unique facts set forth in
the Petition, including that Kodak already owns and operates generation, transmission, and
distribution facilities in Kodak Park.

The Joint Proposal also complies with the Commission’s and State’s environmental,
social and economic policies. The Joint Proposal furthers Commission and State environmental
and social policies because it maximizes opportunities for the local economy and population, yet
contains development within a previously developed area, thereby limiting social, environmental
and economic displacement that might occur if customers were to develop new facilities in an
alternate location. The Joint Proposal is consistent with economic policy because it will promote
economic development, business investment and job creation in a region that is and will continue
to be adversely affected by difficult economic conditions.

The Joint Proposal is an agreement by parties that otherwise could have been adversaries.
Fortunately, both Parties determined that negotiations could result in a compromise agreement,
and the Parties therefore negotiated in good faith to achieve settlement that each believes is
within the range of potential results in a fully litigated proceeding. The Commission therefore
should find that the Joint Proposal meets the Settlement Guidelines mandates for agreements
between parties that otherwise would be adversarial. The Commission also should find that the
Joint Proposal’s terms are within the range of reasonable results that may have arisen from a
Commission decision in a litigated proceeding. Because the Joint Proposal satisfies in full the
Settlement Guidelines, the Commission should adopt the Joint Proposal without modification.

In addition to the other requests set forth herein, Kodak respectfully asks that the
Commission approve the enclosed Joint Proposal, and grant the certificate of public convenience
and necessity described in the Petition and the Joint Proposal, not later than the Commission’s
July 28, 2004 session. As described in the Petition, Kodak must receive the Commission’s
authorization to provide utility service before it can close the real property transactions described
in the Petition. Furthermore, the Commission’s action on the underlying petition will enable
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Kodak to close the pending real property transaction, thereby allowing Kodak to implement its
economic redevelopment plans for Kodak Park, which will deliver economic benefits for the
Rochester area as well as for New York State. Kodak therefore respectfully requests that the
Commission adopt the Joint Proposal, and that the Commission certify Kodak’s provision of
regulated utility service in Kodak Park, at the Commission’s July 28, 2004 session. RG&E does
not oppose Kodak’s request for prompt Commission action.

Please contact the undersigned if you have any questions about the matters described
herein, or about any matter in this proceeding.

Very truly yours,

Rebedd Mfmﬂﬂw, memMﬁ;/@mL
Eastman Kodak Compgny Rochester Gas and Electri rporat1on
By its Attorneys By its Attorneys

Couch White, LLP LeBoeuf, Lamb, Green & MacRae, LLP
Robert M. Loughney, Esq. Susan M. Doherty, Esq.
540 Broadway 125 West 55" Street
P.O. Box 22222 New York, New York 10019-5389
Albany, New York 12201-2222 (212) 424-8629
(518) 320-3404
RML/slg
Enclosures

cc:  Leonard Van Ryn, Esq. (via hand delivery, w/enc.)
Mark R. Wright, Esq. (via e-mail and U.S. Mail, w/enc.)

JADATA\Client3\11421\Corres\mep019.doc




PUBLIC SERVICE COMMISSION

In the Matter of the EASTMAN KODAK
COMPANY’S Petition for a Certificate that
Authorizes EASTMAN KODAK COMPANY
to Provide Utility Service, and for a Ruling that
EASTMAN KODAK COMPANY’S Provision
of Utility Service Shall Be Subject to Lightened
Regulation; and also in the Matter of
EASTMAN KODAK COMPANY’S Motion
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Case 04-M-0388

for Expedited Proceedings in this Case

1.

JOINT PROPOSAL

This is a Joint Proposal, dated as of June 30, 2004, for the resolution of the above-

captioned case by and among the following parties and participants (the “Signatories”): Eastman

Kodak Company (“Kodak™); and Rochester Gas and Electric Corporation (“RG&E”).

Background. On March 26, 2004, Kodak filed a petition (the “Petition”), designated as
Case 04-M-0388,' requesting a Commission order ‘granting a certificate of public
convenience and necessity (“CPCN”) or other authorization for Kodak to provide utility
service, consisting of natural gas, electric, steam and water service to certain purchasers
that are or ‘that may be located at and within the confines of Kodak Park (the
“Purchasers”). The boundary of Kodak Park is depicted on Exhibit 1 of the Petition filed
by Kodak in this proceeding, and is referenced herein as the “Geographic Border”. 2 The
Petition also requested a Commission order providing for lightened or incidental
regulation. Finally, Kodak moved in the Petition for an expedited proceeding, pursuant
to New York Codes, Rules and Regulations, Title 16, Sections 3.6 and 21.10 (16 NYCRR
§§ 3.6 and 21.10).

By letters dated April 5 and 8, 2004, respectively, RG&E moved to intervene in Case 04-
M-0388 and opposed Kodak's motion for an expedited proceeding. In both letters,
RG&E recommended that the Commission convene a meeting among Kodak, RG&E and
Department of Public Service Staff ("Staff") to begin addressing and potentially reaching

Case 04-M-0388, Petition to Provide Utility Service in Kodak Park, Located in the City
of Rochester and Town of Greene, Monroe County.

Regarding the Kodak Park boundaries, as well as all other factual assertions referenced
herein, unless noted otherwise, all factual assertions reflect the factual representations
made by Kodak as part of the Petition or the exhibits thereto.




agreement on open matters in the Petition. Kodak filed a letter on April 19, 2004,
recommending that RG&E's opposition be rejected.

On April 20, 2004, Kodak duly notified the Commission and interested parties of its
intention to enter into settlement discussions regarding the Petition. Settlement
conferences were held, w1th appropriate advance notice to interested parties, on April 29,
2004 and June 25, 2004.> Representatives from Kodak, RG&E and Staff participated in
one or both of those settlement conferences. Settlement conferences and negotiations
were conducted in accordance with 16 NYCRR § 3.9 and the Commission's Settlement
Guidelines, set forth in Opinion No. 92-2.*

Signatories. The Joint Proposal represents a compromise between the Signatories on
certain matters and is intended to resolve the issues in this proceeding in accordance with
the terms hereof. The Signatories recommend that the Commission adopt this Joint
Proposal and, in so domg, find that it is in the pubhc interest.

Overview of Joint Proposal. This Joint Proposal settles certain open matters in the
Petition.

Non-Exclusive Certificate of Public Convenience and Necessity. The Signatories agree
that the Commission should grant a CPCN that authorizes Kodak to provide the retail

energy delivery and other services described in the Petition within the Geographic Border
of Kodak Park, subject to the terms described herein. The Signatories agree that the
CPCN for electric and natural gas services will be non-exclusive but on the terms
described herein.

Prov1s1on of Commodity Service. RG&E will have the right to provide electric and
natural gas commodity service to customers located in Kodak Park under RG&E’s
approved Commission tariffs. In addition, Kodak will make its electric and natural gas
distribution facilities available to RG&E on a non-discriminatory basis. Kodak also will
develop rates for delivery service that will be filed with the Commission, and Kodak shall
notify RG&E of any such filing. -

Failure of Service. In the event that the Commission finds that Kodak or any successor to
Kodak’s CPCN has failed to perform its obligations under the CPCN with respect to
electric and natural gas delivery service, RG&E shall have the right, but not the
obligation, to extend RG&E's electric utility transmission .and distribution facilities and
natural gas distribution facilities to within the Geographic Border of Kodak Park.

Generating Capacity. Kodak will not increase the current maximum nominal generation
capacity (i.e., 203 MW) of the Kodak Park Cogeneration Facility (“Kodak Facility”),

In addition, the Commission caused a Notice of Proposed Rulemaking regarding the
Petition to be published in the New York State Register. See 2004-15 N.Y. St. Reg. 37,
.D. No. PSC-15-04-00029-P (issued April 14, 2004).

Cases 90-M-0255 et al., Proceeding on Motion of.the Commission Concerning its
Procedures for Settlement and Stipulation Agreements, filed in C11175, Opinion, Order

and Resolution Adopting Settlement Procedures and Guidelines, Opinion No. 92-2
(issued March 24, 1992).




10.

11.

12.

13.

without seeking and receiving all applicable statutory and regulatory permits and
approvals, including the prior approval from the Commission, as required by Public
Service Law (“PSL”) Article 4.

Prohibition on Service to Residential Customers. Kodak will not provide natural gas
and/or electric utility service to residential customers within the Geographic Border of
Kodak Park.

Geographic Limitation on Service. Kodak will not previde natural gas and/or electric
utility service to any fac111t1es or property located to any extent outside the Geographic
Border of Kodak Park. .

Competitive Providers. Subject to physical interconnection capabilities, Kodak will not
impede energy services companies/marketers and other entities from offering and
providing electric and/or natural gas commodity (and related services) to entities within
the Geographic Border of Kodak Park. Consistent with its statement on page 17, footnote
9 of the Petition, Kodak represents that each electric and/or natural gas supply contract
with a Purchaser, as that term is defined in the Petition, will not prohibit the Purchaser
from purchasing electric and/or natural gas commodity from a supplier other than Kodak.
The Signatories acknowledge the present interconnection capablllty of 41 MW between
RG&E and Kodak.

Transfer of CPCN. Kodak agrees that it is subject to PSL Section 70 in the event that
Kodak seeks to transfer its CPCN or its utility facilities.

Conditions on CPCN. The Signatories acknowledge that the Commiesion will determine
the conditions for the CPCN. The Signatories agree that the following conditions may,
among other conditions, be included in Kodak’s CPCN:

a. . PSL Article 1 provisions (such as PSL Sections 11,.19, 24, 25 and 26) that
prevent providers of regulated utility service from taking actions that are
contrary to the public interest;

b. . PSL Sections 66(1)-(3) and 80(1) (2), relatmg to the Commission's
general mvestlgatory powers; :

C. PSL Section 69, which addresses the approval of securities and property
transactions directly relating to Kodak’s utility operations;

d. PSL Section 119-b, relating to protection of underground facilities from
damage by excavators;

€. 16 NYCRR Part 12 (Customer Complaint Procedures); and

f. 16 NYCRR Parts 101 (Underground Electric Facility Construction), 126
(Electric Power Line Structure Safety Requirements) and 127 (Allowable
Induced Voltage in Prpelmes)

Future Actions. The Signatories agree to cooperate in good faith in implementing the
terms of this Joint Proposal and the underlying Petition, to the extent consistent with this
Joint Proposal. '
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Standby Agreement. RG&E and Kodak characterize sales of power by RG&E to Kodak,
if any, as taking place under an SC 14 Individually Negotiated Standby Service
Agreement (“Standby Agreement”) subject to the Commission’s jurisdiction.
Notwithstanding this characterization by RG&E and Kodak, if the Federal Energy
Regulatory Commission (“FERC”) were to order that such sales are wholesale sales and
not sales for standby service, then Kodak will pay to RG&E, as an additional surcharge to
RG&E under the Standby Agreement, an amount equal to the monies RG&E is required
to refund to Kodak (the “Refund Amount™) as a result of such sales, made prior to the
effective date of the new rates (see below), being deemed by FERC to be wholesale sales;
provided, however, that if the Standby Agreement is no longer in effect, then Kodak will
pay the Refund Amount, for sales made prior to the effective date of the new rates, to
RG&E upon RG&E's written demand for payment. The Refund Amount shall be
calculated in accordance with applicable FERC policy and regulations. Similarly, if
FERC’s order requires an additional surcharge or other payment to RG&E (the
“Additional Payment”) relating to sales, made prior-to-the effective date of the new rates
(see below), being deemed by FERC to be wholesale sales, then RG&E will credit Kodak
under the Standby Agreement, or credit to Kodak’s account in the event the Standby
Agreement is no longer in effect, in an amount equal to the Additional Payment. The
Signatories acknowledge that RG&E will need to file a rate schedule with the FERC
under section 205 of the Federal Power Act to govern sales of power to Kodak under the
Standby Agreement if FERC determines that such sales are wholesale sales, and RG&E's
sales of power under the Standby Agreement shall be subject to that rate schedule from
the date that rate schedule becomes effective.

FERC Filing. Kodak acknowledges that RG&E will need to make a filing with the FERC
under Section 205 of the Federal Power Act with respect to the Standby Agreement and,
in particular, with respect to the rate for unbundled retail transmission provided under
that agreement. Kodak and RG&E agree to cooperate in making such a filing, and Kodak
will provide all information and documents reasonably requested by RG&E that relate to
such filing.

No Resale of Electric Commodity. Kodak will not purchase electric power for use at
Kodak Park in a quantity that exceeds the quantity of power consumed by Kodak at
Kodak Park, it being Kodak’s purpose not to resell electric power from RG&E to
customers that purchase electric commodity from Kodak.

Power Exchange Agreement. Kodak agrees that the Power Exchange Agreement,
effective April 24, 2002, as modified on March 19, 2003 (“PEA”), which expired on
April 24, 2004, has been reinstated and extended in an Interim Agreement executed on
June 25, 2004 (the “Interim Agreement”) between the Signatories for the sole purpose of
maintaining in place the provisions of the PEA pertaining to interconnection of the
Kodak Facility to the RG&E transmission/distribution system and related administrative
provisions. The Interim Agreement will be superseded by an interconnection agreement
(“New IA”) to be negotiated and executed by the Signatories. The Signatories shall use
best efforts to execute the New IA by December 31, 2004. If the New IA is not executed
by the Signatories and accepted for filing by the FERC on or before the date that FERC
approves a form of interconnection agreement filed by the New York Independent
System Operator in Docket No. RM02-1-000, then the Signatories will negotiate and
execute an interconnection agreement using the approved, applicable standard form of
interconnection agreement adopted by the FERC in Docket RM02-1-000. RG&E will

4-
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19.

20.

21.

22.

23.

24.

not oppose, and may support, an effort by Kodak, if necessary, to qualify the Kodak
Facility for the most favorable classification for existing generation facilities.

RG&E's Purchase of Electric Power. Kodak agrees that the terms and conditions of
RG&E's purchase of electric power produced by the Kodak Facility will be governed by
an agreement separate and apart from the Standby Agreement relating to Kodak's
purchase of electric power from RG&E. Kodak recognizes that the separate agreement
referred to in this numbered paragraph must be filed with the Commission pursuant to
PSL Section 110(4). Kodak agrees to cooperate with RG&E in making such a filing and
will provide all information and documents reasonably requested by RG&E that relate to
such filing. The Signatories will negotiate the new agreement in good faith.

Dispute Resolution. The Signatories agree that, if they are unable to agree on matters
relating to this Joint Proposal either party may seek to mvoke the Commission’s dispute
resolutlon process. :

Binding Effect. The Signatories agree to submit this Joint Proposal to the Commission
and to support and request adoption by the Commission of their mutual settlement as set
forth herein. If the Commission does not adopt this Joint Proposal in its entirety, or-with
accepted modifications, then each Signatory is free to pursue its respective positions in
this proceeding, without prejudlce upon reasonable notice to the other Signatory.

Effect of Commission Am)roval No provision of this Joint Proposal or the

. Commission’s adoption of this Joint Proposal will in any way abrogate or limit the

Commission’s statutory authority under the PSL.

Scope of Precedent. Except as set forth herein, neither Signatory is deemed to have
approved, agreed to, or consented to any principle, methodology or interpretation of law
underlying or supposed to underlie any provision hereof. No provision of this Joint
Proposal, nor any methodology or principle utilized herein, nor any of the provisions set
forth herein, by either Signatory may be referred to, or cited or relied upon as precedent
in any other proceeding before the Commission, or any other regulatory agency or before
any court of law, for any purpose other than the furtherance of the purposes, results and
disposition of matters expressly governed by this Joint Proposal. .

Captions. All titles, subject headings, section titles and similar items are provided for the
purpose of reference and convenience only and are not intended to affect the meaning,
the content or the scope of this Joint Proposal.

Execution. This Joint Proposal may be executed in counterpart originals and will be
binding upon each Signatory when its executed counterpart is filed with the Secretary of
the Commission, provided that the Joint Proposal shall not be effective until approved by
the Commission.
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*. + Executed as of the 30th day of June 2004.

Rochester Gas and Electric Corporation

By: 0 W

James A. Lahtinen
Vice President : .
Rates and Regulatory Economics

Executed as of the 30tﬁ day of J une 2004.
Eastman Kodak Company

N\ By: 4%%_@@—
' Mary L./Burkhardt

Director, Kodak Rochester Operations
and Vice President, Eastman Kodak Company
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September 1, 2004

VIA HAND DELIVERY

Honorable Jaclyn A. Brilling
Secretary
State of New York Public
Service Commission
Three Empire State Plaza
Albany, New York 12223-1350
Re:  Case 04-M-0388 — Petition of Eastman Kodak Company to Provide Utility
Service in Kodak Park, Located in the City of Rochester and Town of Greece,
Monroe County
Dear Secretary Brilling:
Pursuant to Section 22 of the New York State Public Service Law and Rule
‘ 3.7 of the New York State Public Service Commission’s (“Commission”) Rules of
Procedure, 16 N.Y.CR.R. § 3.7, Eastman Kodak Company (“Kodak”) hereby files an
original and 25 copies of this letter petitioning the Commission for clarification of the “Order
Granting Certificates of Public Convenience and Necessity and Providing for Lightened and

Incidental Regulation,” issued August 2, 2004.' As explained herein, Kodak requests that

the Commission clarify the scope of the regulatory regime that applies to Kodak’s provision

! Case 04-M-0388, Petition of Eastman Kodak Company to Provide Utility Service in
Kodak Park, Located in the City of Rochester and Town of Greece, Monroe County, Order
Granting Certificates of Public Convenience and Necessity and Providing for Lightened and
Incidental Regulation (issued August 2, 2004) (“August Order™).

Offices in: Albany, New York and Washington, D.C.
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of utility service. Specifically, Kodak requests that the Commission clarify: (i) that the
Commission’s review of securities issuances, reorganizations and transfers of securities or
works or systems is limited to transactions that are directly related to Kodak’s utility
services; and (i1) the degree to which Public Service Law Article 6 applies to Kodak’s water
operations.

A. The Commission Should Clarify the Scope of its Regulation of Kodak’s
Securities and Property Transactions

In the August Order, the Commission noted that Kodak is subject to the
provisions of Public Service Law Articles 4, 4-A and 4-B that provide for Commission
review of securities issuances, reorganizations and transfers of securities or works or
systems. August Order, pp. 13 (Article 4, gas and electric), 17 (Article 4-A, steam) and 20-
21 (Article 4-B, water). However, the Commission did not explicitly limit the scope of its
review.> Consequently, it is possible to read the August Order as requiring Kodak to obtain
the Commission’s approval for all securities issuances, company reorganizations, or property
transfers. Therefore, Kodak respectfully requests that the Commission clarify that its review

of Kodak’s securities issuances, reorganizations, and transfers of securities or works or

? For example, the Commission provided that its review of “particular transactions”
under Public Service Law Article 4 (electric and gas corporations) will be reduced to the
level the public interest requires. August Order, p. 13. Unfortunately, the term “particular
transactions” is not defined. Consequently, it is possible to read the August Order as
providing that the Commission’s Article 4 review may extend beyond review of transactions
that are directly related to Kodak’s utility operations. Likewise, it is possible to read the
August Order as providing for similarly expansive review of transactions under Articles 4-A
and 4-B. See August Order, pp. 17, 20-21.
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systems is limited to review of transactions that directly affect or that are directly related to
Kodak’s regulated utility operations or facilities in the State of New York.

As noted in its Petition, Kodak is the world-wide leader in photography and
imaging products. Petition, p. 2. Kodak (either directly or through its subsidiaries and
affiliates) conducts business in all major world markets, and in numerous smaller
jurisdictions. In order to manage its far-flung enterprises, Kodak regularly engages in
significant financial and property transactions of various types and kinds. These transactions
include but are not limited to issuance and transfer of various types of securities, purchase

, and sale of property, and reorganization or alteration of company or division operations.

Given the scope of Kodak’s worldwide operations and its related requirements
for financing and property transactions, Kodak has a strong interest in avoiding unnecessary
regulatory review or oversight of its financial and property transactions that are unrelated to
its utility operations in New York State. Consequently, Kodak respectfully requests that the
Commission clarify that Kodak is required to obtain the Commission’s approval of securities
issuances, corporate restructuring or property transfers only to the extent that such security
interests, corporate restructuring or property transfers directly affect or impact Kodak’s
regulated utility operations at Kodak Park.

In support of this request, Kodak points the Commission’s attention to
Sections 66(13), 80(11) and 89-c(11) of the Public Service Law. As the Commission

, implicitly noted it the August Order (at pp. 11, 16, 18), these sections essentially provide

that, to the extent that Kodak’s regulated utility operations are substantially separate and
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apart from its other non-utility business operations, Kodak’s non-utility business operations
will not be subject to the provisions of the Public Service Law. See PSL, §§ 66(13), 80(11),
89-c(11). Kodak respectfully submits that a reasonable application of these statutory
sections to Kodak’s financial and property transactions should result in requiring Kodak to
obtain the Commission’s review of transactions that are directly related to Kodak’s regulated
utility operations, but not for other transactions.

Kodak also bases its request on prior Commission precedents, wherein the
Commission explained that one of the purposes underlying the statutory review of utility
securities and property transactions is to protect the interests of captive utility ratepayers that

may be harmed by the utility’s decisions. See e.g., Case 99-E-0990, Griffiss Local

Development Corp., Order Granting Certificate, pp. 10-11 (May 24, 2002) (Griffiss Order”).

Moreover, for lightly-regulated industrial parks, the Commission implements its review in
such a manner as to reduce the park operator’s regulatory obligations. Id., p. 10. Kodak
respectfully submits that the clarification requested herein (i.e., Commission review only of
transactions that directly affect regulated utility operations in Kodak Park) is consistent with
this approach. Accordingly, in keeping with the Commission’s purpose of protecting utility
customers, the Commission should clarify that, pursuant to the August Order, only those
transactions that directly affect regulated utility operations should be submitted for the

Commission’s review.
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B. The Commission Should Clarify the Degree to Which PSL Article 6 Applies
to Kodak’s Regulated Water Operations

In the August Order, the Commission waived the applicability of PSL Article
6 to Kodak’s electric, gas and steam operations. August Order, pp. 14, 17-18. However, the
Commission implicitly ruled that PSL Article 6 applies to Kodak’s water operations. Id., pp.
20-21.° However, for the reasons explained herein, Kodak respectfully requests that the
Commission clarify that the PSL Article 6 provisions will apply to Kodak’s operations only
to the extent necessary to protect Kodak’s water customers.

Article 6 applies to regulated utility companies that offer two or more kinds of
utility service. PSL, § 105. Additionally, the Commission has stated that the Article 6
provisions are intended to prevent financial manipulation or unwise financial decisions that
could adversely impact rates monopoly providers charge to captive retail customers. Case

02-M-0094, WPS Power Development, et al., Order Approving Transfers, p. 14 (April 26,

2002). Moreover, the Commission has characterized Article 6 as being enacted to address
potential abuses associated with large utility holding companies, or growing out of utility
dealings with affiliates and subsidiaries, that might force retail rates upward. Case 99-E-

0148, AES Eastern Energy, et al., Order Providing for Lightened Regulation, p. 7 (April 23,

1999). Finally, the Commission generally has noted that the application of PSL Section 115

3 The Commission limited the regulatory exemptions for Kodak’s water operations to
the exemptions provided in Section 89-c(11) of the Public Service Law. August Order, p.
20. Because the Section 89-c(11) exemptions do not include PSL Article 6, Kodak’s
regulated water operations apparently are subject to the obligations and duties outlined in
PSL Article 6.
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lies within the Commission’s discretion. E.g., id. at fn. 22, p. 14. Kodak respectfully
submits its Kodak Park operations will not be subject to the risks addressed by Article 6 and,
thereforé, the Commission should grant the requested clarification.

The Commission’s Article 6 regulations should be clarified because Kodak
currently is not a “large utility holding company” as that term generally is understood in
State and federal law. Kodak’s sole regulated utility operations are in Kodak Park and, as a
result, Kodak has no affiliated or 'subsidiary utility companies. Consequently, there is no
need to protect Kodak’s water customers from Kodak’s potential Article 6 dealings with such
entities.

Kodak’s water service customers will not be left without customer protections.
For example, the Commission has directed that Kodak’s contracts for regulated water service
include a description of rate calculation methods and complaint procedures, and a method for
resolving disputes. August Order, p. 20. Moreover, Kodak remains subject to the
Commission’s jurisdiction to audit Kodak’s regulated utility operations, including Kodak’s
potable water operations. Id., pp. 20-21. Presumably any such audit could include an
inquiry into the “just and reasonable” nature of Kodak’s rates for potable water service, as
well as an analysis of whether Kodak is conducting financial manipulation or engaging in
unwise business practices that could affect water customers’ rates.

In other words, the business and regulatory structure that applies to Kodak’s
provision of regulated water service in Kodak Park is such that the purposes of PSL Article

6, prevention of holding company and affiliate abuses as well as customer protection from
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utility company financial manipulation or decisions, are being met. Consequently, Kodak
respectfully requests that the Commission clarify that PSL Article 6 shall apply to Kodak’s
water operations to the same extent that Article 6 applies to Kodak’s steam operations.*
Conclusion
For the reasons explained herein, Kodak respectfully requests that the Commission
clarify the scope of the regulatory regime that applies to Kodak’s provision of regulated
utility service in Kodak Park in the manner set forth above.
Very truly yours,
COUCH WHITE, LL

Rded L aflr_—

Robert M. Loughniey

RML/MEP/dp
cc: Active Parties
Leonard Van Ryn, Esq.
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* Even if the Commission rejects this request for clarification, Kodak respectfully
requests that, because PSL Section 115 is discretionary, the Commission order that Section
115 will not apply to Kodak’s regulated water operations.
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STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

-

In the Matter of the EASTMAN KODAK
COMPANY'S Petition for a Certificate that

Authorizes EASTMAN KODAK
COMPANY to Provide Utility Service, and Case
for a Ruling that EASTMAN KODAK
COMPANY'’S Provision of Utility Service

Shall Be Subject to Lightened Regulation;

and also in the Matter of EASTMAN

KODAK COMPANY’S Motion for

Expedited Proceedings in this Case

Pursuant to Sections 68, 81 and 89-¢ of the Public Service Law and Section 21

of the Commission’s Rules of Procedure, as set forth in Title 16 of the New York Codes,

: Rules and Regulations (“NYCRR”), Petitioner Eastman Kodak Company (hereinafter,
;‘Kodak”) by its attorneys respectfully petitions for a Commission order granting a certificate
or other authorization for Kodak to provide‘qtility service (“Utility Service”), consisting of
natural gas, electric, steam and water service to certain purchasers that are or that may be
located at and within the confines of Kodak Park (“Kodak Park”). Kodak Park is depicted on
the map that is annexed hereto as Exhibit 1.

In addition, pursuant to Sections 66(13), 80(11) and 89-c(11) of the Public

Service Law as well as Sections 8 and 58 of the Commission’s regulations, Kodak

respectfully requests a Commission order providing for lightened regulation of Kodak’s
provision of natural gas, electric, steam and water service to the purchasers described herein.
Finally, pursuant to Sections 3.6 and 21.10 of the Commission’s regulations,

Kodak respectfully moves for expedited proceedings in this case.




In support of this Petition, Kodak submits the following documents: (i) a
certified copy of its Ceﬁiﬁcate of Incorporation (annexed hereto as Exhibit 2); (i1) a copy of
Kodak’s 2002 Shareholders’ Report (annexed hereto as Exhibit 3); (iii) an executed Short
Environmental Assessment Form (annexed hereto as Exhibit 4); (iv) a copy of the Title V
Facility Permit authorizing operation of the air emissions sources associated with the steam
and electric generating facilities described herein (annexed hereto as Exhibit 5); (v) verified
statement of municipal consents (annexed hereto as Exhibit 6 ); (vi) a list of the names and
addresses of the parties that Kodak wishes to serve, as well as a description of the type,
amount and anticipated duration of utility service to be provided (annexed hereto as Exhibit
7); and (vii) proof of service of this Petition on the City of Rochester, the Town of Greece,
the County of Monroe, the Rochester Gas and Electric Company, the Monroe County Water
Authority, and the City of Rochester Water Department (annexed hereto as Exhibit 8).

BACKGROUND INFORMATION

Kodak is the world leader in helping people take, share, enhance, preserve,
print and enjoy pictures. Kodak’s businesses generally may be described as including digital
and film imaging services, healthcare imaging and services, commercial imaging and
printing technology and services, and design and manufacture of display and optic
components. As established in its 2002 Shareholder’s Report (copy annexed at Exhibit 3), in
2002, Kodak had consolidated sales $ 12.8 billion, with net earnings of $ 770 million.

Kodak, which is organized under the laws of the State of New Jersey, lawfully
conducts business within the State of New York as a foreign business corporation. In New
York, Kodak owns certain real property and fixtures known as “Kodak Park.” Kodak Park is

located in the City of Rochester, and the Town of Greece, both of which are in the County of




Monroe. As depicted on Exhibit 1, Kodak Park is comprised of real estate and fixtures that
cover an area that is roughly four miles lohg by one mile wide.

Kodak conducts substantial industrial and manufacturing business operations at
Kodak Park. Among other operations, Kodak manufactures equipment, photographic film,
photographic paper, and photochemicals at its Kodak Park site.

Kodak’s industrial and manufacturing operations at Kodak Park require high-
quality utility service, including high-quality natural gas, electric, steam, and domestic water
service.' In order to meet these needs, over time, Kodak has developed and now operates
and maintains extensive utility distribution systems, including interconnected natural gas,
electric, steam and water utility distribution facilities. Moreover, Kodak employs qualified
and dedicated professionals to manage and operate Kodak Park’s utility distribution systems.

In addition to the utility distribution facilities described in the preceding
paragraph, Kodak owns and operates electric and steam generating facilities at and within
Kodak Park. Kodak’s electric generating facilities have a nominal capacity of 203 mW, with
net capacity of 182 mW at the point where the generating facilities interconnect to the State-
wide electricity transmission grid.

Kodak’s utility operations at Kodak Park are wholly subsidiary to and
incidental to Kodak’s other business operations at the site. Kodak’s utility generation and
distribution systems in Kodak Park are used to support Kodak’s industrial and manufacturing

operations at the same location.

' Kodak also operates other facilities within Kodak Park that do not fall within the
Commission’s jurisdiction, including but not limited to, facilities for distributing compressed
air, nitrogen gas, and demineralized water. ’




Kodak’s utility operations at Kodak Park are kept substantially separate and

apart from Kodak’s other business, industrial and manufacturing operations at and within
Kodak Park. Kodak has created a separate division, the “Kodak Utilities Division”, within
the company to manage utility plant and services within Kodak Park. The Kodak Utilities
Division is responsible for maintaining and operating all utility facilities within Kodak Park,
for providing utility services as needed throughout Kodak Park, and for planning and
strategic management of Kodak’s utility assets.

| Kodak has contracted with a third party, Trigen-Cinergy Solutions of Rochester
LLC (“TCSoR”), to operate and maintain some of the utility facilities in Kodak Park. Under
the terms of the contract, Kodak retains ownership of ;111 utility facilities in Kodak Park.
TCSoR operates the steam and electric generation facilities, as well as the gas and electric
distribution fécilities thfoughout Kodak Park. Kodak’s Utilities Division provides ongoing
oversight of TCSoR’s performance.

The Kodak Utilities Division also maintains and operates the steam and water
distribution facilities within Kodak Park.

Rochester Gas and Electric Corporation (“RG&E”) provides local electric and
natural gas utility distribution service to Kodak Park, but does not provide electric or gas
distribution within Kodak Park. Kodak takes delivery of the natural gas and electric
distribution service provided by RG&E at discrete points and then distributes the electricity
and natural gas as needed throughout Kodak Park. RG&E does not own or control any gas
or electric facilities of any kind on the “customer-side-of-the-meter” in Kodak Park.

As a result of its ownership of the electric generating facilities described

herein, for many years Kodak’s relationship with RG&E has included trading electric energy




and capacity pursuant to the terms of a negotiated agreement. Currently, Kodak purchases

approximately 20% of Kodak Park’s electric load requirements from RG&E, with the
remainder being supplied by Kodak’s own facilities. However, Kodak has the capability to
supply 100% of Kodak Park’s total electric load requirements.

Two regulated Waterwofks utilities provide §vater utility service to Kodak Park:
(1) the Monroe County Water Authority; and (i) the City of Rochester Water Department.
The Monroe County Water Authority has a business address of 475 Norris Drive, Rochester,
New York. The City of Rochester Water Department has a business address of 10 Felix
Street, Rochester, New York. Kodak takes delivery of water service from these providers at
discrete points and then distributes the water to facilities within Kodak Park. Neither of
these waterworks corporations owns or controls any water distribution facilities of any kind
past the points at which Kodak takes delivery of water service.

No other persons provide regulated natural gas, electric, steam or water utility
service to or within Kodak Park.

As a for-profit business corporation, Kodak currently operates within the
competitive global markets. In order to remain competitive, Kodak conducts on-going
strategic planning and evaluation, including planning and evaluation of how best to manage
its resources. Among other resources, Kodak continually evaluates and implements changes
to the management of its utility and other assets at Kodak Park.

A. Services to Kodak Park Tenants

During recent years, certain operations that were located in Kodak Park have
been “spun off”’ into, or sold to, independent business entities. Some of these business

entities (the “Tenants™) elected to retain their business operations at Kodak Park in order to




take advantage of the infrastructure, transportation and workforce opportunities available at
Kodak Park. Kodak was amenable to proposals for the Tenants to conduct business
operations at Kodak Park, and accordingly leased facilities and space to the Tenants pursuant
to arm’s-length negotiated agreerﬁents. Among other terms, these negotiated agreements
obligated Kodak to provide electric, natural gas, steam and water service as required by the
Tenants at their facilities.” As of the date of this filing, four (4) of these Tenants or their
successors remain at Kodak Park and receive electric, steam and water service from Kodak.
At this time, Kodak provides natural gas distribution service to only one (1) Tenant.

Kodak’s leases with the Tenants provide for Kodak to meter each Tenant’s
consumption of natural gas, electric, steam or water service (as the case may be). The
respective Tenants’ payments under their individual leases are then adjusted to recover
Kodak’s costs to provide the utility service consumed by each Tenant.

Kodak does not seek to derive a “profit” from its provision of utility service to
the Tenants. Rather, Kodak expects to allocate all revenues derived from providing utility
service to the respective Tenants to offset the costs that Kodak incurs to provide that utility

service, or to the costs to operate Kodak Park.

1

2 In addition to its relationships with the Tenants, Kodak has relationships with other
businesses and companies (“other entities”). These other entities provide services to Kodak
throughout Kodak Park (e.g., food service for Kodak’s employees). As a necessary
incidence to providing services to Kodak, these other entities occupy space where and as
needed in Kodak Park. Kodak’s allocation of space to these other entities includes “keeping
the lights on”; i.e., providing electricity, heat and potable water as needed. Kodak does not
meter or track these other entities’ consumption of electricity, heat (steam or gas) or water.
Nor does Kodak account for or bill these other entities for consumption of these services.
Based on this set of facts, Kodak respectfully submits that its provision of electricity, heat
and water to these other entities is not provision of utility service within the terms of Section
58.2(a)(2) of the Commission’s regulations.




For purposes of this filing, Kodak submits that the provision of any natural gas,
electric, steam or water service to these Tenants occurs solely on or through Kodak’s private
property in Kodak Park, and that any such utility service has been‘ provided solely for the
Tenants’ use. A person that distributes utility service solely on or through private property
solely for the use of the distributor or its Tenants is not an electric, gas, steam, or water-
works corporation®, and as such is not subject to regulation under the Public Service Law as
a utility corporation. Kodak’s provision of utility service to its Tenants therefore has not
been, is not and will not be subject to the Commission’s regulation.

B. Services To New Owners At Kodak Park

Recently, Kodak’s strategic business plans have been modified and Kodak now
anticipates selling certain real property parcels and fixtures located within Kodak Park to
certain business entities (the “Purchasers”). Kodak’s purpose in transacting with the
Purchasers is to maximize the development opportunities available at Kodak Park. Due to
changing business conditions, Kodak no longer utilizes all of the space within Kodak Park.
However, Kodak is not discontinuing its own operations at Kodak Park, and therefore is
faced with managing the entire Kodak Park in the most efficient manner possible.

Kodak believes that Kodak Park’s highly developed infrastructure makes
Kodak Park exceptionally attractive to businesses that are seeking to site or expand industrial
or manufacturing operations. As described herein, Kodak Park, which is entirely private
property, is comprised of extensive industrial sites and fixtures. Moreover, significant
railroad and road transportation infrastructure has been constructed to serve Kodak Park.

Further, Kodak is able to furnish highly reliable and fully interconnected site-specific utility

3.See Pub. Serv. L., §§ 2, 5(1).




service throughout Kodak Park. Finally, the greater Rochester area offers a highly trained
and skilled workforce to support new or expanded industrial or manufacturing operations.

Although the Purchasers will own the real property whereon their facilities will
be sited (as contrasted with the Tenants, who merely lease their sites), Kodak will retain its
control of the existing utility distribution systems and will continue to provide natural gas,
electric, steam, and water services to the Purchasers’ sites. Moreover, although the affected
parcels will be owned by the Purchasers, the Purchaser’s properties will remain
interconnected to Kodak Park’s utility distribution systems.

Kodak will provide utility service to the Pﬁrchasers on substantially the same
terms that Kodak currently provides utility service to the Tenants. Each Purchaser’s utility
consumption will be metered, and Kodak will bill the respective Purchasers based on their
individual utility consumption. Kodak and the Purchasers will negotiate an arm’s length
agreement that will describe the terms by which Kodak will provide utility service as needed
by the Purchaser. The agreements also may provide for Kodak to provide other services,
such as distribution of compressed air or nitrogen gas, as needed by a particular Purchaser at
a specific site. |

Kodak is not seeking to derive earnings or “profits” from providing regulated
utility services to the Purchasers. Similar to its arrangements with the Tenants, Kodak
expects to allocate the revenues derived from sales of regulated utility service to the
Purchasers to Kodak’s costs for providing the service, as well as to Kodak’s costs for
operating and maintaining the utility and other physical plant within Kodak Park.

Importantly, because it will continue to conduct its own significant industrial

and manufacturing operations within Kodak Park, Kodak will be incented to continue to




maintain and operate Kodak Park’s utility distribution systems in a safe and reliable manner.
Moreover, in order to attract and retain the Purchasers, Kodak will be required to offer
regulated utility service at competitive prices. Further, Kodak’s provision of utility service
to the Purchasers is limited by the size of Kodak .Park, and Kodak is not seeking
authorization to provide utility service to persons or sites that are located outside of Kodak
Park. Finally, Kodak is limiting the scope of this Petition by requesting authority to provide
natural gas distribution service to less than 20 companies.*

Kodak has begun to implement its plans as described herein. On December 29,
2003, Kodak executed an agreement with Khuri Enterprises, LLC, ( “Khuri”). The
agreeme.nt provides that Khuri will purchase a certain lot and the building known as
Building 507 located in Kodak Park. Under the terms of the agreement, Kodak is to provide
electricity, low-pressure steam and domestic water utility service if and as needed by Khuri’s
operations. Kodak and Khuri are negotiating a separate agreement that will include the terms
under which utility service will be provided to Khuri.

On Febfuary 8, 2004, Kodak executed an agreement with ITT Industries, Inc.
(“ITT”). Among other terms, the agreement provides for ITT to purchase a certain lot and
the building known as Building 601 located in Kodak Park. Similar to its agreement with
Khuri, under the terms of the agreement with ITT, Kodak is to provide electricity, low-
pressure steam and domestic water utility service as needed by ITT’s operations at Building
601. Kodak and ITT are negotiating a separate agreement that will include the terms under

which utility service will be provided to ITT.

* Kodak will obtain the Commission’s authorization if and when Kodak’s plans
change to include provision of gas distribution service to 20 or more persons or parties. See
16 NYCRR 58.3. '




As noted, Kodak’s agreements with ITT and Khuri call for Kodak to provide

all electric, steam and water service requirements as needed by ITT and Khuri. Importantly,
Kodak’s agreements with ITT and Khuri provide that, as a condition for closing the
respective real estate transactions, Kodak must obtain the Commission’s authorization to
provide the electric, steam and water service described in this Petition.

POINT I

THE COMMISSION SHOULD GRANT A CERTIFICATE

OF AUTHORITY FOR KODAK TO PROVIDE UTILITY

SERVICE AT AND WITHIN KODAK PARK

Kodak is required to obtain a Commission certificate that authorizes Kodak to
provide the utility service.

Once it provides electric, steam and water service to ITT and Khuri, Kodak
will fall within the Public Service Law’s broad definitions of electric, steam, and waterworks
corporations. E.g., Pub. Serv. L., §§ 2(13) (electric corporation), 2(22) (steam corporation),
and 2(27) (water-works corporation). Moreover, if and when Kodak provides natural gas
service to any Purchaser that is not a tenant, Kodak will fall within the statute’s definition of
a gas corporation. Pub. Serv. L., § 2(11) (gas corporation).

Because it will be an electric and steam corporation, and is likely to become a
gas corporation, Kodak is required to obtain a Commission certificate to provide utility

service.> Pub. Serv. L., §§ 68 (certification for gas and electric corporations), § 81

(certification for steam corporations).

> Kodak is not required to obtain a Commission certificate to distribute water in
Kodak Park. See Case 02-W-1154, Rochester Technology Water Park Utility Company,
LLC, Order Granting Exemptions from Water Regulation (Dec. 23, 2002) (hereinafter, the
“Tech Park Order”).
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Consistent with its rulings in analogous cases, the Commission should grant a

certificate authorizing Kodak to provide utility service within Kodak Park as described in
this Petition.® Similar to the petitioners in the cited cases, Kodak is seeking to provide utility
service to sophisticated business entities that are or will be located entirely within the
confines of an industrial park. Moreover, all utility service will be distributed through
privately-owned, but fully safe and adequate existing utility infrastructure.

Utility service will be metered, and rates will be provided in separately
negotiated contracts. Additionally, depending on a Purchaser’s circumstances, utility rates
may or may not be “bundled” into other costs and terms related to Kodak’s provision of
unregulated services to a respective Purchaser.’” Furthermore, revenues derived from
Kodak’s sales of utility service will be allocated to cover the costs to operate and maintain
Kodak’s utility facilities as well as Kodak’s costs to provide utility service to the Purchasers.

The Commission’s rulings in analogous caées establish that certification under
the Public Service Law’s Sections 68 and 81 may be granted if issuance of the certificate is

in the public interest, if the petitioner is able and willing to provide adequate service, if the

5 E.g., Case 99-E-0990 — Petition of Oneida County Industrial Development Agency
and Griffiss Local Development Corporation, Order Granting Certificate (May 24, 2002)
(hereinafter, “Griffiss Electric Order”); Case 01-E-0701 — Petition of General Motors
Corporation, Order Granting a Certificate of Public Convenience and Necessity to Operate
an Existing Substation (Aug. 3, 2001) (hereinafter, the “General Motors Order”); Case 98-S-
1174 — Griffiss Local Development Corporation, Order Issuing Certificate of Public
Necessity and Providing for Lightened Regulation (Sept. 9, 1999) (hereinafter, the “Griffiss
Steam Order”); Case 95-M-1133 — Grumman Aerospace Corporation, Order Granting
Certificate of Public Convenience and Necessity (Aug. 9, 1996) (hereinafter, the “Grumman
Order”).

7 Unregulated services may include but are not limited to distribution of compressed
air, nitrogen or other gas, chilled and/or demineralized water for cooling or industrial uses,
wastewater treatment, site security or other services as negotiated between Kodak and the
respective purchaser.
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petition establishes that its utility enterprise is financially viable, and if the petitioner
establishes that the service to be rendered is safe and adequate. E.g., Case 01-E-0801, supra,
General Motors Order, p. 4; Case 95-M-1133, supra, Grumman Order, pp. 6-7. In addition to
these requirements, Section 21 of the Commission’s regulations lists further conditions that
must be met.

As established in the following paragraphs, Kodak complies with all of the
conditions and requirements identified by the Commission as prerequisites for granting a
certificate that authorizes the holder to provide utility ser'vice, and the Commission therefore
should grant a certificate authorizing Kodak to provide utility services in Kodak Park as
described herein. |

A. The Petition Is in the Public Interest

The Commission’s issuance of the certificate as requested in this Petition is in
the public interest. 16 NYCRR § 21.3(f); Case 95-M-1133, supra, Grumman Order, p. 4. As
established herein, Kodak’s plans call for Kodak Park to be'managed in a manner that
resembles the industrial parks granted certification in analogous Commission proceedings
where the Commission found certificate issuance to be in the public interest. E.g. Case 98-S-
1174, supra, Griffiss Steam Order; Case 95-M-1133, supra, Grumman Order.

Similar to the petitioners in the cited cases, Kodak is seeking to develop Kodak
Park in order to attract industrial and manufacturing operations to the Rochester area. As
described herein, Kodak no longer plans to utilize all of the facilities and infrastructure
located in Kodak Park, and is seeking to attract new Purchasers for the purpose of obtaining
revenues that will offset Kodak’s expenses for operating Kodak Park and that will enhance

the long term viability of Kodak’s operations there. In addition, Kodak Park is an attractive
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site for businesses that choose to locate there. For example, because significant

infrastructure — including transportation, security and utilities infrastructure — presently exists
to support industrial and manufacturing operations, new businesses locating into Kodak Park
can avoid paying for unnecessary, duplicative facilities and services.

The authorization sought herein will provide significant public benefits,
including the attraction and retention of jobs, attraction and retention of investment in
manufacturing and industrial operations, and the resultant maintenance of local tax bases.
Other public benefits include the avoided financial and environmental costs of duplicating
construction and operation of utility facilities to serve the industrial and manufacturing
operations that choose to locate in Kodak Park. These and other considerations support a
Commission finding that issuance of the certificate as requested herein is in the public
interest.

B. Kodak Is Willing and Able To Provide Adequate and
Reliable Service

Pursuant to its regulations, the Commission also must find that Kodak is
willing and able to provide adequate and reliable utility service to Purchasers. 16 NYCRR §
21.3(f); Case 95-M-1133, supra, Grumman Order, p. 4. As described in this Petition, Kodak
operates extensive electric and steam generation facilities, as well as extensive electric,
steam, natural gas and water distribution facilities throughout Kodak Park. These facilities
have supported substantial industrial and manufacturing operations safely and adequately for
many years, and therefore are fully adequate to meet the needs of Purchasers of Kodak Park

facilities.
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Moreover, Kodak is willing to provide adequate utility service to ITT, Khuri,

and future Purchasers. As this Petition establishes, Kodak is seeking to attract new Tenants
and Purchasers, as was well as retain its existing Tenants, in order to help stabilize long-term
operations at Kodak Park. Kodak’s willingness to provide adequate service should attract
Purchasers and therefore not only will help to offset Kodak’s costs to operate Kodak Park,
but will enhance economic development opportunities for the local area.

C. Kodak Is Able To Provide Safe and Adequate Service

Kodak is required to demonstrate that its utility service is and will continue to
be safe and adequate. 16 NYCRR § 21.1(a); Case 95-M-1133, supra, Grumman Order, p. 4.

Kodak’s safety record speaks for itself. Kodak has safely owned and operated
its utility plants within Kodak Park for more than 100 years. From the inception of utility
operations at Kodak Park, Kodak has striven to comply at all times with applicable federal,
State and local codes and requirements, and consequently has operated for decades without
serious mishap or facilities failure.®

Moreover, because its own industrial and manufacturing operations in Kodak
Park require a highly-reliable utility distribution system, Kodak has every incentive to
continue to operate and maintain Kodak Park’s utility distribution system so that safe and
adequate utility service is available to ITT and Khuri as well as to future Purchasers as

needed throughout Kodak Park. C.f. Case 01-E-0701, supra, General Motors Order, p. 4.

® For example, during the August 14, 2003 electric blackout, Kodak Park separated
from the grid and provided full utility services throughout all of Kodak Park. Once the grid
was repowered, Kodak opened its interconnection without mishap.
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D. Kodak’s Utility Operations Are Financially Viable

Pursuant to the Commission’s regulations, Kodak also must demonstrate that
its utihity operations at Kodak Park are financially viable. 16 NYCRR 21.3(f); Case 95-M-
1133, supra, Grumman Order, p 4. As noted, Kodak’s 2002 revenues exceeded $12.8 billion,
with earnings of more than $ 770 million. These figures demonstrate that Kodak retains
significant financial flexibility and can therefore support its existing utility operations at
Kodak Park. These facts and analysis support a finding that Kodak has the economic
wherewithal to continue to operate and maintain Kodak Park’s utility plant in a safe and
adequate manner. C.f. Case 01-E-0701, supra, General Motors Order, p. 4.

E. Compliance With Other Applicable Requirements

Kodak must establish that this Petition complies with the requirements of
Sections 68 and 81 of the Public Service Law. 16 NYCRR § 21.1(a). Kodak submits that
this Petition and its supporting documents meet these requirements.

As applied to Kodak, Sections 68 and 81 of the Public Service Law require
Kodak to file a certified copy of its charter with the Commission, together with a verified
statement of Kodak’s President and Secretary showing that Kodak has received the required
consent of the proper municipal authorities. Pub. Serv. L., §§ 68, 81. A certified copy of
Kodak’s Certiﬁcate of Incorporation, which is Kodak’s charter, is annexed to this Petition at
Exhibit 2. The verified statement of Antonio M. Perez, President, and James M. Quinn,
Secretary, establishing that Kodak has received consent from any required municipal
authorities is annexed to this Petition at Exhibit 6.

The Commission’s regulations call for Kodak to provide a description of the

territory where it proposes to provide utility service, including the names of all cities, towns
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and villages. 16 NYCRR § 21.3(a). As described herein, Kodak proposes to provide utility
service only in the territory that currently falls within the boundaries of Kodak Park. Part of
Kodak Park is located in the City of Rochester, with the remainder in the Town of Greece.
Kodak Park lies entirely within the boundaries of the County of Monroe.

The Commission’s regulations also require Kodak to set forth the names of all
corporations, including municipalities, that render like utility service in the territory where
Kodak proposes to provide utility service. 16 NYCRR § 21.2(a). Strictly speaking, because
Kodak Park is private property, no corporations or persons other than Kodak are authorized
to provide utility service within Kodak Park.

Moreover, the provision of utility services within Kodak Park by an entity
other than Kodak is impractical given the internal engineering of utility lines within Kodak
Park. It also is unnecessary — Kodak’s existing and highly reliable utility facilities are fully
capable of providing utility distribution service to Tenants and furchasers located in Kodak
Park, and therefore there is no need for other utilities to construct unneeded and duplicative
new plants to serve these parties.

The Commission’s regulations further require Kodak to discuss the adequacy
of other utility providers’ service to meet the reasonable needs of the Purchasers that are or
that will be located in Kodak Park, the other utility providers’ ability and willingness to
provide service, and the degree of competition desirable or required by the public interest.
16 NYCRR § 21.3(g). No other utility corporation provides “last-mile” utility distribution
service to the facilities that are or that will be located in Kodak Park, and no other utility
therefore has the ability to serve the facilities that are or that will be located within Kodak

Park. Moreover, as the Commission recognized in the Grumman case, where adequate

16




distribution infrastructure already has been constructed, it is not in the public interest for
another utility to “compete” by installing duplicate utility distribution lines to actual or
potential Purchasers that are or that will be located in Kodak Park. Case 95-M-1133, supra,
Grumman Order, pp. 18, 23. Other utilities, therefore need not, and legally cannot, construct
and operate duplicate utility distribution infrastructure in Kodak Park.’

The Commission’s regulations provide that Kodak is to show the rates to be
charged for the classes of utility service to be rendered. 16 NYCRR § 21.3(d). At this time,
Kodak proposes to provide utility service to its Purchasers pursuant to arm’s-length
negotiated agreements. Because each company’s utility needs are likely to vary
significantly, the terms of Kodak’s agreements will be specific to each company’s
requirements. Moreover, as described herein, Kodak’s rates are intended to cover Kodak’s
costs to provide utility service to the Purchasers. Kodak’s agreements with the Purchasers
therefore are expected to reflect Kodak’s costs to provide utility service to the affected
company.

Importantly, Kodak is constrained in the price it may charge for utility service
because it operates in a competitive marketplace, where its ability to attract and retain
businesses to Kodak Park is linked to the price and adequacy of the utility service provided
by Kodak. C.f., Case 98-S-1174, supra, Griffiss Steam Order, p. 4. Moreover, the
Purchasers that are located or that will locate into Kodak Park are sophisticated companies

that possess the knowledge and resources to obtain and enforce agreements that protect their

? Significantly, Kodak will not impede the purchasers from negotiating agreements
with energy service companies or other entities whereby these other entities provide electric
or gas commodity to companies located in Kodak Park. C.f. Case 95-M-1133, supra,
Grumman Order, pp. 36-37.
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rights and interests. These companies therefore are not at risk of becoming captive to

arbitrary terms of service or unreasonable prices for utility service. And, in any event,
because Kodak would be subject to formal as well as informal dispute resolution procedures
if and as needed. E.g., 16 NYCRR Part 12.

The Commission’s regulations also require Kodak to describe the plant and
system that is to be constructed. 16 NYCRR § 21.3(b). Kodak does not expect to construct
any significant new utility plant or infrastructure in o.rder to provide the utility service
described in this Petition. As noted, Kodak currently operates and maintains a park-wide
utility system for the purpose of supporting industrial and manufacturing operations.
Nevertheless, Kodak proposes to continue to maintain its existing utility systems, and may
make alterations to, or expand or upgrade its existing systems if and as required. Finally,
although it does not plan to construct new plant at this time, Kodak may install meters or
other equipment and facilities if and as current and future system operations require.

Section 21.2(d) of the Commission’s regulations requires Kodak to provide a
certified copy of any federal permit, license or authority relative to the pending petition. 16
NYCRR § 21.2(2). As described herein, Kodak has a relationship with TCSoR whereby
TCSoR operates, among other facilities, the steam and electric generating facilities that are
located in Kodak Park. TCSoR operates the steam and electric generating facilities, which
has associated air emissions sc;urces, pursuant to a federal Air Title V Facility permit. A
certified copy of the Title V permit, which was issued to TCSoR, is attached to this Petition
as Exhibit 5.

The State Environmental Quality Review Act requires the Commission to

determine whether Kodak’s proposal to provide utility service as herein described will have a
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significant impact on the environment. See e.g., 6 NYCRR § 61773. Kodak’s provision of
utility service to facilities located within Kodak Park wi.11 not have a significant impact on
the environment. Ultility service will be provided through existing utility distribution
infrastructure. Other than the installation of meters, if and as required, Kodak’s provision of
utility service should not require construction or alteration to the utility distribution systems
already in place within Kodak Park. C.f., 6 NYCRR § 617.5(b)(11). Moreover, to the extent
that any such work does occur, it will be limited to the confines of Kodak Park, which is a
previously-disturbed area used for manufacturing, and is located entirely on private property.
C.f. Case 01-E-0701, supra, General Motors Order, p. 6.

Because utility service will be provided through existing infrastructure, and
because little or no installation of new utility facilities will be necessary, comparison of the
impacts that reasonably may result from Kodak’s provision of utility service as described in
this Petition against the regulatory criteria should support a conclusion that Kodak’s
provision of utility service will not have a significant impact on the environrﬁent. See 6
NYCRR § 617.7(c)(1). The Commission therefore should find that Kodak’s provision of
utility service as described in this Petition will not have a significant impact on the
environment.

Kodak’s petition for Commission authorization to provide the utility services
described herein is an unlisted action, and the ;hort Environmental Assessment Form
therefore may be submitted. See 6 NYCRR § 617.6(a)(3). As noted herein, a completed

short Environmental Assessment Form is annexed hereto as Exhibit 4.

POINT 11
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THE COMMISSION SHOULD ISSUE AN ORDER THAT
PROVIDES FOR LIGHTENED REGULATION OF
KODAK’S PROVISION OF GAS, ELECTRIC, STEAM
AND WATER SERVICE

The Public Service Law provides that where a person is engaged in carrying on
any business other than owning, operating or managing the utility plant, and which other
business is not subject to the jurisdiction of the Commission, and which other business is
conducted so that its operations are kept substantially séparate and apart from the utility’s
owning, operating, managing or controlling of the utility plant, the utility’s other business
shall not be subject to the provisions of the Public Service Law. See Pub. Serv. L., §§
66(13), 80(11), 89-c(11); 16 NYCRR Part 58; also Case 01-E-0701, supra, Order Providing
For Lightened Regulation, pp. 3-4 (Oct. 29, 2001); Case 02-W-1154, supra, Tech Park Order.

As noted herein, Kodak’s non-utility business operations are substantially:
separate and apart from Kodak’s ownership, operation or management of its natural gas,
electric, steam or water utilities plant. Moreover, Kodak’s non-utility business operations at
Kodak Park are not subject to the Commission’s regulations. Therefore, consistent with the
Commission’s decisions in analogous cases, Kodak respectfully requests that the
Commission find that Kodak’s utility operations are subsidiary and incidental to Kodak’s
non-utility business operations and, therefore, rule that Kodak’s non-utility business
operations are not subject to regulation under the Public Service Law. E.g., Case 95-M-
1133, supra, Grumman Order, p. 21; Case 01-E-0701, supra, Order Providing For Lightened
Regulation, pp. 3-4; Case 02-W-1154, supra, Tech Park Order, p. 4.

Kodak also respectfully petitions that the Commission order that Kodak’s

utility operations be subject to lightened or incidental regulation, similar to that provided in
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analogous cases. E.g., Case 99-E-0990, supra, Griffiss Electric Order, pp. 8-12; Case 01-E-
- 0701, supra, Order Providing For Lightened Regulation, pp. 3-4 (Oct. 29, 2001); Case 98-S-
1174, supra, Griffiss Steam Order, pp. 3-4; Case 02-W-1154, supra, Tech Park Order, p.4;
see also Pub. Serv. L., §§ 66(13) (incidental regulation of gas and electric corporations),
80(11) (incidental regulation of steam corporations), 89-c(11) (incidental regulation of
waterworks corporations).

Section 58.4 of the Commission’s regulations defines lightened regulation as
including, subject to Commission findings regarding the public interest, an exemption from
the reciuirement that Kodak make full reports and keep accounts. 16 NYCRR § 58.4.
Moreover, when service is provided to sophisticated business entities pursuant to negotiated
contracts and other protections are available, the Commission has exempted utility .
corporations from the filing of rate schedules and tariffs. E.g., Case 01-E-0701, supra, Order
Providing For Lighteneq Regulation, p. 3; Case 02-W-1154, supra, Tech Park Order, p. 4.
Finally, where natural gas service is provided to less than 20 companies, the Commission
may exempt a gas corporation from compliance with all or any of the provisions of Article 4
of the Public Service Law. Any such gas corporation, however, will be subject to the
provisions of Sections 26, 65 and 68 of the Pubiic Service Law, as well as any statutory
provisions affecting matters of public safety. .@ 16 NYCRR § 58.3; c.f. Case 01-G-0045,

Petition of Hudson Valley Gas Corp., Order Concerning Exemption from Jurisdiction and

Transfer of Property, pp. 3-5 (May 2, 2001).
The Commissibn’s regulations provide that Kodak is to list the names and
addresses of the parties that it proposes to serve, as well as provide a description of the type,

amount and duration of utility service that 1s expected to be provided. 16 NYCRR § 58.2.
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This information is provided in Exhibit 7. The other information described in the
Commission’s regulations ae required to support a petition for lightened regulation has been
presented and discussed in Section I of this Petition. See 16 NYCRR § 58.2.

Therefore, based on the facts and analysis presented in this Petition, Kodak
respectfully requests that the Commission rule that Kodak’s utility operations will be subject
to lightened regulation.

POINT HI

THE COMMISSION SHOULD GRANT KODAK’S

MOTION FOR EXPEDITED PROCEEDINGS ON

KODAK’S APPLICATION

Pursuant to the Commission’s regulations that provide for expedited
proceedings, Kodak respectfully moves for an expedited proceeding in this case. 16 NYCRR
§ 21.10. Kodak respectfully submits that an expedited proceeding will provide the
regulatory approval that is necessary for Kodak to close the pending real estate transactions
with Khuri and ITT. As noted, Kodak’s agreements with these Purchasers are conditioned
on, among other issues, obtaining the Commission’s authorization to provide the utiiity
service described in this Petition. Kodak submits that expedited proceedings not only will
allow these transactions to go forward, but will provide regulatory certainty for all affected
parties. '

Kodak has complied with the Commission’s regulatory requirements for
expedited proceedings. As established in Exhibit 8, concurrent with filing this Petition,

Kodak has served a copy of this Petition on each utility that is or may be affected by the

' In the alternative, Kodak moves that the Commission grant the certification
requested herein pendente lite. See Case 95-M-1133, supra, Order Granting Authority to
Provide Power Pendente Lite (Mar. 27, 1996).
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Petition, including the local gas, electric and water distribution utilities. See 16 NYCRR §
21.10(a)(2). Moreover, within fourteen (14) days of the date that it files this Petition, Kodak
shall publish the notice described in Seétion 21.10(a)(3) of the Commission’s regulations in a
newspaper as described in that regulation. Kodak will file proof of its compliance with the

newspaper publication requirement when such publication is effected.
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CONCLUSION

WHEREFORE, based on the law and facts as set forth herein, the Eastman
Kodak Company respectfully requests that the Commission grant a certificate that authorizes
the Eastman Kodak Company to provide the utility service as described herein, and that the
Commission order that the Eastman Kodak Company’s utility operations are subject to
lightened regulation as described herein. Moreover, fdr the reasons set forth herein, the
Eastman Kodak Company respectfully moves that this proceeding be expedited.

Dated: Albany, New York
March 25, 2004
Respectfully submitted,

Kded M ‘&W‘Qﬂ"“"’l

Couch White, LLP

Attorneys for Eastman Kodak Comppiny
P.O. Box 22222

540 Broadway

Albany, New York 12201-2222
Telephone: (518) 426-4600

Telecopier: (518) 426-0376

Of Counsel:
Robert M. Loughney, Esq.
Morgan E. Parke, Esq.

JADATA\Client3\1 142 1\Petition\final.doc
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Secretary’s Certificate

I, James M. Quinn, Secretary of Eastman Kodak
Company, do hereby certify that the attached is a true,
complete and accurate copy of Eastman Kodak Company's

Certificate of Incorporation.

WITNESS my hand and the official seal of said

corporation in the City of Rochester, New York, this

20 day of Medda 2004,

James M/{ Quinn




EASTMAN KODAK COMPANY

A New Jersey Corporation

RESTATED
CERTIFICATE
‘ OF
INCORPORATION

May 12, 1988 -

Rochester, New York
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RESTATED
CERTIFICATE
OF
INCORPORATION
OF
EASTMAN KODAK COMPANY

Pursuant (o Scction 14A:9-5 of the New Jersey Business Cor-
poration Act, Eastman Kodak Company amends, restatcs,
and integrates its Certificate of Incorporation, as herctofore
amended and restated, to read as follows:

SECTION 1. The name of the corporation is *“Eastman
Kodak Company.”

SECTION 2. The Company is organized for the purpose of
cngaging in any activity within the purposes for which corpo-
rations may be organized under the New Jersey Business Cor-
poration Act, as amcnded from time to time.

SECTION 3. The Company has authority (o issuc
1.050.000.000 sharcs, consisting of 100,000,000 shares of pre-
ferred stock, par value $10.00 cach, and 950,000,000 sharcs of
common stock, par valuc $2.50 each.
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The Board of Directors may cause the preferred stock to be
issucd from time o time in one or more serics and may dcter-
mine the designation and number of shares, and the relative
rights, preferences, and limitations of the shares, of cach such
serics. The Board of Directors may change the designation
and number of shares, and the relative rights, preferences, and
limitations of the shares, of cach serics no shares of which have
been issued.

Such authority of the Board of Dircctors includes but is not
limited to the authority 1o cause 1o be issucd onc or more serics
of preferred stock

(a) cntitling the holders thereof to cumulative, noncumula-
live or partially cumulative dividends; ‘

(b) entitling the holders thereof to reccive dividends pay-
ablc on a parity with or in preference to the dividends
payablc on the common stock or on any other scries of
preferred stock;

(c) entitling the holders thercof to preferential rights upon
the liquidation of, or upon any distribution of the assets
of, the Company;

(d) convertible, at the option of the Company or of the
holders or of both, into sharcs of common stock or any
other scries of preferred stock;

() redecmable, in wholc or in part, at the option of the
Company, in cash, its bonds or other property, at such
price or prices, within such period or periods, and under
such conditions as the Board of Dircciors provides,
including crcation of a sinking fund for the redemption
thereof:;




(D lacking voling rights or having limited voting rights or
cnjoying special or multiple voling rights.

No holder of shares of the Company shall be entitled, as such,
as a maticr of pre-cmplive or preferential right, to subscribe
for or purchasc any part of any ncw or additional issuc of
sharcs, or any trcasury sharcs, or of sccuritics of the Company
or of any subsidiary of thc Company convertible into, or
cxchangcablc for, or carrying rights or options to purchase or
subscribc, or both, to sharcs of any class whatsocver, whether
now or hercafier authorized, and whether issued for cash,
properly, scrvices or otherwise.

SECTION 4. The address of the Company’s current registered
office in the Statc of New Jerscy is 28 West State Strect,
Trenton, New Jerscy 08608. The name of the Company's cur-
rent registered agent is The Corporation Trust Company.

SECTION 5. The affairs of the Company shall be managed by
a Bourd of Dircctors. Except as otherwise provided by this
Scction 5, the number of directors, not fewer than nine (9) nor
morc than cightcen (18), shall be fixed from time to time by
resolution of the Board of Directors. Commencing with the
annual clection of directors by the sharcholders in 1987, the
dircctors shall be divided into three classes: Class 1, Class 11
and Class 111, cach such class, as nearly as possible, to have the
sumc number of dircctors. The directors may be removed by
volc of the sharcholders only for cause. The term of office of
the initial Class 1 directors shall cxpire at the annual meeting
of the sharcholdcers in 1988, the term of office of the initial
Class 1l dircctors shall cxpirc at the annual meeting of the
sharcholdcrs in 1989, and the term of office of the initial Class
111 dircctors shall expirc at the annual meeting of the share-
holders in 1990. At cach annual meeting of the sharcholders
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held after 1987, the directors chosen to suceeed those whose
terms have then expired shall be identified as being of the same
class as the dircctors they succeed and shall be elected by the
sharcholders for a term expiring at the third succeeding annual
mecting of the sharcholders.

In the event that the holders of any class or serics of stock of
the Company having a prefcrence, as to dividends or upon
liquidation of the Company, shall be entitled by a scparate
class votc to clect directors, as may be specified pursuant to
Scction 3, then the provisions of such class or serics of stock
with respect to their rights shall apply. The numbcer of dircc-
tors that may be clected by the holders of any such class or
scrics of stock shall be in addition to the number fixcd pursu-
ant to the preceding paragraph of this Scction S and shall not
be limited by the maximum number of directors sct forth
above. Except as otherwise expressly provided pursuant to
Scction 3, the number of directors that may be so clected by
the holders of any such class or series of stock shall be elected
for tcrms expiring at the next annual mecting of sharcholders
and without regard to the classification of the remaining mem-
bers of the Board of Directors, and vacancies among dircclors
so clected by the separate class vote of any such class or scrics
of stock shall be filled by the remaining dircctors clected by
such class or scrics, or, if there are no such remaining dircclors,
by the holders of such class or scrics in the same manner in
which such class or series initially clected a director.

If at any mecting for the elcction of dircclors, more than onc
class of stock, voting separatcly as classcs, shall be catitled to
clect one or more directors and there shall be a quorum of only
onc such class of stock, that class of stock shall be entitled to
clect its quota of directors notwithstanding the abscnec of a
quorum of the other class or classes of stock.




Vacancics and newly created directorships resulting from an
increase in the number of directors, subject to the provisions of’
Section 3, shall be fillcd by a majority of the dircctors then in
office, although less than a quorum, or by a solc remaining
dircctor, and such dircctors so chosen shall hold office until
the next succeeding annual mecting of shareholders.

Notwithstanding any other provisions of this Certificate of
Incorporation or the By-laws of the Company (and notwith-
standing that a lesser percentage may be specificd by law), the
provisions of this Scction 5 may not be amended or repealed
unless such action is approved by the affirmative vote of the
holders of not less than cighty percent (80%) of the voling
power of all of the outstanding shares of capital stock of the
Company cntitled to vote generally in the election of the direc-
tors, considered for purposes of this Section Sasa single class.

The number of dircctors constituting the Company's current
Board of Dircclors is sixteen (16), the address of each director
is 343 State Street, Rochester, New York 14650, and their
names arc as follows:

Roger E. Anderson John J. Phelan, Jr.
Richard S. Braddock Cecil D. Quillen, Jr
John F. Burlingame Toy F. Reid
Colby H. Chandler J. Phillip Samper
Martha Laync Collins David S. Saxon
Charles T. Duncan Paul L. Smith
Walter A. Fallon © William L. Satton
Juanita M. Kreps Kay R. Whilmore
5
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SECTION 6. No dircctor or officer of the Company shall be
personally liable to the Company or its sharcholders for dam-
ages for breach of any duty owed 1o the Company or its
sharcholders as a director or officer, except to the extent that
such excmption from liabilit y or limitation thercof is not per-
mitted by the New Jerscy Business Corporation Act now or
hercafier. Ncither the amendment nor repeal of this Section 6,
nor the adoption of any provision of this Certificatc of 1 ncor-
poration inconsistent with this Section 6, shall climinate or
reduce the cffect of this Section in respect of any matter occur-
ring, or any causc of action, suit or claim that, but for this
Section 6 would accrue or arisc, prior to such amcndment,
repeal or adoplion of an inconsisient provision.

SECTION 7. The sale, assignment, transfer or other disposi-
tion of all the rights, franchises and property of the Company
as an cntircty shall be made only after obtaining approval by
the affirmative vote of the holders of two-thirds of the sharcs
issucd and outstanding at any annual or special mecting of
sharcholders duly called for that purpose. :

SECTION 8. The Company may loan moncy (o, or guarantce
an obligation of, or otherwisec assist any officer or other em-
ployee of thc Company or of any subsidiary, including an
officer or employee who is also a dircctor of the Company,
whencver, in the judgment of a majority of the entirc Board of
Directors, such loan, guarantee or assistance may rcasonably
be expected to benefit the Company.

* SECTION 9. Exccpt as otherwisc required by law or by other
. provisions of this Certificate of | ncorporation, this Certificate
of Incorporation may be amended by the affirmative votc of a




majority of the voles cast by the holders of shares entitled 10
vote thereon at any annual or special meeting of the share-
- holders duly called Tor that purpose.

DATED this 12th day of May, 1988.

EASTMAN KODAK COMPANY

By
Cecil D. Quillen, Jr.
Scniur Vice President
ATTLEST:
A. I’ Donovan
Seoretary

Fikd and Revorded May 12, 1988 Jane Burgio, Scerctary of State,
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EASTMAN KODAK COMPANY

Share Moments. Share Life."

Share Results.

2002 SUMMARY ANNUAL REPORT

NOTICE OF 2003 ANNUAL MEETING
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EASTMAN KODAK CGOMPANY

Bastman Kodak Company is the world leader in helping
people (take, share, enhance, preserve, print and enjoy
pictures — for memories, for information, for entertainment,

Founded by George Eastman in 1880, the company is a
major participant in “infoimaging,” a $385 billion industry
composed of devices (digital cameras and PDAs),
infrastructure (online networks and delivery systems for
images) and services and media (software, film and paper
enabling people to access, analyze and print images). Kodak
harnesses its technology, market reach and a host of
industry partnerships to provide innovative products and
services for customers who need the information-rich
content that images contain.

The company is organized into four major businesses:
Photography — providing consumers, professionals and
cinematographers with digital and traditional products and
services; Health — supplying the healthcare industry with
traditional and digital image capture and output products
and services; Commercial Imaging — offering image
capture, output and storage products and services to
businesses and government; Displays — a new business
group formed in 2002 to guide the OLED image display
business, and develop new opportunities in the display
marketplace.

In 2002, worldwide sales totaled $12.8 billion, with more
than half coming from outside the U.S. Kodak employs
approximately 70,000 people, with 39,000 in the U.S. With
major manufacturing plants in.the U.S., Canada, Mexico,
Brazil, England, France, Germany, Australia and China,
Kodak markets a wide range of imaging products in nearly
every country in the world.

For additional information about Kodak, visit
www.kodak.com
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Chairman’s Letter

CHAIRMAN’S LETTER
To Our Shareholders

In 2002—an exceptionally difficult year for most businesses— Eastman Kodak Company turned
in a strong performance thai achieved or exceeded most of our sirategic, operational and
financial objectives.

We strengthened our balance sheet and improved free cash flow. We also maintained our
common stock dividend. Our business groups introduced innovative new products. Worldwide
manufacturing productivity improved significantly. With a 25% total return, including dividends,
Kodak closed the year as the best-performing stock among companies that make up the Dow
Jones Industrial Average.

The continuing economic slump in the U.S., Europe and many other countries dampened
sales growth. Restrained consumer spending and a sluggish travel and vacation industry —along
with the continuing evolution of digital technology—impacted traditional photography sales in the
U.S. and Western Europe, especially in the fourth quarter. In this environment, 2002 worldwide
sales declined 3% compared with 2001. Even so, we managed the operational elements of our
business to achieve a 16% year-over-year increase in operational earnings. We continued to see
strong growth in the emerging markets of China (+25%), Russia (+20%) and India (+8%). [n the
U.S., we held market share in consumer film sieady for the fifth straight year.

FINANCIAL PERFORMANCE

Our financial strategy again focused on generating cash to support the underlying value of the
company, pay down debt, and enable prudent investments for growih. By year's end, we
delivered $948 million in operating cash flow by lowering inventories, reducing receivables and
keeping a tight lid on capital expenditures. In the process, we reduced debt by $594 million by
year's end. We also bought back 7.4 million shares of Kodak stock from the company's U.S.
pension plan, and ended a costly company-owned life insurance plan. Our cash position
increased by $121 million to $569 million.

Continuing in 2002 was a worldwide workforce reduction, with the final phase to be
completed in 2003. A further reduction in Kodak’s worldwide employment of an estimated 3% is
planned for 2003. A significant part of these reductions will result from consolidation of
photofinishing operations in the U.S. and Western Europe as the company continues to
rationalize and align its investments under our growth strategies.

GROWTH PLATFORM

While cost containment helped us navigale the shoals of a tough economy, we forged ahead with
activities related to our growth strategies. We continued significani investments in research and
development (R&D), the primary source of future growth through product innovation. Joing
venture investments with Heidelberger Druckmaschinen AG to form NexPress {digital printing),
Sanyo Electric to create SK Display Corp. (electronic displays) and with Hewleti-Packard for
Phogenix (retail photofinishing) are on track to deliver innovative new products to their markets.
Guiding our growth plans are four key sirategies within the $385 billion infoimaging
market, where the convergence of imaging and information technology offers vast opportunity for
Kodak as we seek to expand our participation into growing segments:
¢ Expanding the benefits of film. Our traditional film business is sound as digital imaging
continues 0 evolve. An aggressive share management strategy enabled us to maintain our
U.S. consumer film market share. Sales in emerging markets such as China and Russia had
solid double-digit growth, allowing more people to benefit from the awesome capabilities of
film technology. Our new Kodak Vision2 motion picture film received rave reviews in
Hollywood and among the world's cinematographers. Innovative one-time-use cameras
continued to grow as a major source of film revenues. We are leveraging our technical
leadership in film and digital imaging technology to creaie imaging systems for consumer,
health care, professional and commercial imaging markets.
 Driving image output in all forms. As digital image capture grows in the many markets
we serve, demand will accelerate for hard copy images from digital files. For example, in
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consumer markets, Kodak picture maker kiosk placements worldwide far outnumber our
closest competitor, and are driving use of our thermal print media. Kodak Perfect Touch
processing from our Qualex high-volume photofinishing operations is now rolling out across
the U.S and in parts of Europe. This new service is recognized as a distinct advantage for
Kodak as we marry film and digital technology to deliver better, more satisfying photo
experiences o consumers. The award-winning Ofoto online picture service continues o attract
new customers and grow revenue. In health imaging, our laser printers for digital x-ray
hardcopy films are market leaders.

* Making digital imaging easier. The 2002 introduction of our newest generation of Kodak
FasyShare digital cameras furthers the simplification of capturing, sharing, storing and
printing digital images. In addition to Ofoto, the Kodak picture center online digital network in
the U.S. and Europe enables picture takers to order and receive prints via the world's largest
network of online retail outlets.

¢ Developing new businesses in new markets. In the fourth quarter, we announced a
new Display Group to oversee the growth of our organic light-emitling diode (OLED) flat-panel
display business and nurture new display technologies emerging from our R&D laboratories
into future business opportunities. '

Pursuing these growth strategies strengthened Kodak's current—and future — position as
the world's premier imaging company. Highlighted below are some of the accomplishments that
we are leveraging to extend our worldwide brand strength, unparalleled technical know-how and
global manufacturing and product distribution prowess.

BUSINESS/MARKET HIGHLIGHTS

Photography Group

Kodak's U.S. consumer color negative film share held steady for the fifth consecutive year in the
face of economic weakness and an industry-wide decline in U.S. consumer film sales.
Unemployment and decreased vacation travel hurt the film industry in the U.S. and Western
Europe. Our experience suggests that economic recovery will drive increased picture taking.
Kodak one-time-use cameras continue to be a major factor in film photography, helped by
innovations such as the Kodak Ulira compact model introduced in Europe and a new underwater
model now available in world markets.

The worldwide introduction of second-generation Kodak EasyShare digital cameras drove
solid sales and firmly established Kodak as the leading ease-of-use innovator in digital picture
taking. Sales grew at double-digit rates in the fourth quarter, and we are closer than ever to
profitability for this product line. The system makes it easy to capture and produce hard-copy
digital images, whether with home printing or through online and retail services.

Online photo fulfillment business grew as Kodak implemented its retail strategy through the
Kodak picture center online network initiative. More than 20,000 retail outlets in the U.S. and
5,400 in Western Europe comprise the world's largest infrastructure for online photo processing.
Sales from our Ofoto Internet service doubled in 2002. Ofoto is the leading online picture
service, with more than six million registered members. Kodak picture center online and Ofoto
are fundamental to our image output strategy.

Another component of our output strategy involves more than 39,000 Kodak picture maker
kiosks in place worldwide, the primary source of double-digit growth for thermal print media in
2002. We are also testing non-traditional venues for this service—such as hotels and office
products stores—to determine the potential for wider placements of our kiosks. Meanwhile,
Kodak inkjet photo paper for home printing had very strong double-digit growth in the fourth
quarter, maintaining its position as the second-leading seller for the worldwide home printer
market.

Aggressive advertising and promotion across the range of Kodak consumer offerings
supported increased sales of one-time-use cameras and digital services such as picture CD.
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We are especially pleased with the positive response 1o our marketing initiatives to boost sales
of one-time-use cameras and black and white films among the critical 18-34 age demographic.
Test marketing of black and white amateur film was so successful that we launched a national
campaign targeled to young adults who wani to experience the fun and unique benefits of black
and white photography.

Photofinishing volumes in the U.S. were lower due to lower industry film sales. However,
wholesale photofinisher acquisitions in Western Europe helped boost Kodak sales in that region.
Consolidation of these operations will strengthen our print and processing services in that part
of the world.

The rollout of Kodak Perfect Touch processing began in the fourth quarter and will continue
into the second quarter of 2003. This high-volume, premium digital processing service scans film
negatives and applies special software to automatically provide more vibrant color, richer detail
and fewer dark shadows in pictures. In U.S. test markets for Perfect Touch processing, research
showed that 74% of consumers surveyed noticed a dramatic difference in their pictures. Betier
yel, six of ten consumers indicated they would switch retailers in order to use Kodak Perfect
Touch processing. After the service was launched throughout the Midwest, overnight premium
photofinishing volumes increased more than 20%. A similar reception by European consumers
greeted the rollout of the service—called Kodak Photo Perfect—in Austria, where 64% of
those surveyed said they would be repeat users of the service.

Results on the professional photography front were mixed. While sales declined in
professional markets for film and paper as the market evolves to digital formats, Kodak
generaied excitement and demand in the digital arena. The Kodak Professional DCS 14n digiial
camera provides a cost-effective way to capture ultra-high resolution pictures. Kodak also moved
ageressively to implement the professional products and services workflow productivity solutions
for professional laboratories and photographers.

Worldwide sales of origination and print film to the entertainment industry were flat.
Origination film volume decreases were due primarily to economic factors impacting
commercials and independent feature films, and were partially offset by an increase in pring
volumes. Even in the slow economy, motion pictures continue to be a major source of fun and
entertainment for millions of people. U.S. moviegoers spent a record $9.3 billion on theater
tickets in 2002. We're proud to note that 100% of the motion pictures nominated for major
2002 Academy Awards were shot on Kodak film stock. Introduction of second-generation, Kodak
Vision2 motion picture film takes traditional film performance to a new level, and is receiving
enthusiastic reception among cinematographers.

Research and development scientists also are leading the way for future digital cinema
operations. The Kodak digital cinema operating system, a pre-show advertising and
enieriainment projection system, was launched at a test site in December. Our Cinesite post-
production unit won the Royal Television Society Award for digital visual effects created for the
HBO special, “Band of Brothers.” The work also was nominated for an EMMY in the U.S.

Health Imaging Group

Health Imaging (HI), our second largest business, was a bright spot for Kodak in 2002.
Operating margins improved steadily throughout the year as the unit reduced SG&A expenses
and experienced the benefits of restructuring and cost control. A primary focus was on
increasing manufacturing productivity, reducing material and distribution costs, and improving
equipment quality and reliability. With substantial gains in the third and fourth quarters, year-to-
year HI sales were up slightly. Digital products and services —including digital printers, media,
capture systems and picture archiving and communications systems (PACS)— achieved good
gains. Sales of traditional x-ray films were lower due to pricing pressures and lower volumes.
However, specialty {ilms for oncology and mammography showed strong gains year-to-year. In
the fourth quarter, Health Imaging introduced a range of new products intended to drive growth
for Kodak—including a next-generation PACS system, a flagship dry laser imager, and a top-of-
the line computed radiography system.
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Commercial Imaging Group

Organizational realignment around strategic product groups during 2002 helped this business,
which serves commercial and government customers, achieve operational efficiencies and
identify profitable business opportunities. Overall sales for 2002 were flat. Sales to government
customers continued to grow, and introduction of a new Innovation Series scanner for low-
volume document scanning reinforced Kodak product leadership in the overall market. The Kodak
i260 scanner was named a Product of the Year by Transform magazine.

The NexPress 2100 printer received solid acceptance during iis first year on the market
despite a tough year for the printing and publishing industry. Orders were taken for more than
200 printers. The new printer is a product of a joint venture between Kodak and Heidelberg, It
stands alone in the color printing market for digital variable on-demand production equipment,
and has potential for professional laboratory markets.

Display Group

This new business group was organized during the fourth quarter to guide our expanding role in
OLED image display, which has been estimated to grow to a $2.3 billion market by 2008. The
group encompasses the display products business, Kodak's participation in the SK Display joint
venture, large-size flat-panel display initiatives and new display businesses emerging from the
research laboratories. Establishing the group strengthens our drive to generate several hundred
million dollars in OLED sales over the next few years, and will accelerate commercialization of
other new display-related technologies that are part of our broader strategy to win new business
in new markets. Display Group financial results are included in the “All Other” category.

OUTLOOK

There are few signs ai this time of an upturn in the economy, and we expect 2003 to be
another very challenging year. We will continue Lo face many of the same marketplace
challenges experienced in 2002, including heightened geopolitical tensions. We believe our
strategic market focus—and our unyielding commitment to cost management— positions us well
in the current business environment. We will concentrate on those aspects of our business that
we can control: cash management, cost consciousness and superior performance in all phases of
the Kodak enterprise. We are committed to flawless execution across all business and functional
organizations to drive even better returns on our investments.
Success today— as well as for the longer term —
is predicated on innovation, operational excellence and a
sharp customer focus. We will maximize the use of our
R&D investment to deliver imaging products and services
that delight our customers. We will build on the Kodak
legacy of productive manufacturing, effective marketing
and global product distribution 0 enhance our competitive
position in all of our markets. Finally, our focus on
continuing to strengthen the balance sheet, combined with
astute execution of plans and strategies, will deliver value
for our customers and our owners.
I'd like to thank all members of the Kodak family,
including our employees and our customers, for making
2002 a year of significant accomplishment in the face of
continuing challenge. A strong, globally diverse
management team supported by dedicated employees kept
us on the path forward. An active, involved Board of
Directors provided conscientious oversight for our
business. We also owe thanks to those communities around
the world in which we operate. And especially to you—
our shareholders—we are grateful for your investment in
Kodak's proud present and bright future.

@0‘“&7

Daniel A. Carp
Chairman & Chief Executive Officer,
President & Chief Operating Officer
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FINANCIALS
Financial Highlights

(Dollar amounts and shares in millions, except per share data) 20020 2001
Stock price per share at year end $ 35.04 $ 29.43
Net sales from continuing operations $ 12,835 $ 13229
Earnings from continuing operations before interest, other charges and income taxes $ 1,220 $ 352
Earnings from continuing operations $ 793 $ 81
L.oss from discontinued operations $ (23) $ (5)
Net earnings $ 710 $ 76
Basic and diluted net earnings (loss) per share
Continuing operations $ 2.72 $ 28
Discontinued operations $ (.08) $ (.02)
Total $ 2.64 $ .26
Cash dividends paid $ 525 $ 643
— per common share $ 1.80 $ 2.21
0 Average number of common shares outstanding 291.5 290.6
I Shareholders at year end 89,988 91,893
Bl Total shareholders equity $ 2,777 $ 2894
% | Additions to properties $ 577 $ 743
R*8%  Depreciation $ 818 $ 765
L Wages, salaries and employee benefits $ 3,991 $ 3,824
Employees at year end
— in the US. 39,000 _ 42,000
— worldwide 70,000 75,100

(1) Resulis for the year included $143 million of restructuring charges; $29 million reversal of restructuring charges; $50 million for a charge related to asset
impairments and other asset write-offs; $38 million of losses related to the discontinued operations of Kodak Global Imaging, Inc. (KGII) and Sterling Winthrop Inc.;
and a $121 million tax benefit relating to the closure of the Company's PictureVision subsidiary, the consolidation of the Company's photofinishing operations in
Japan, asset write-offs and a change in the corporate tax rate. The after-tax impact of these items was $17 million. Excluding these items, net earnings were $787
million. Basic and diluted earnings per share were $2.70.

(2) Results for the year inciuded $678 million of restructuring charges: a $42 million charge related to assel impairments associated with certain of the Company's
photofinishing operations; a $15 million charge for asset impairments related to venture investments; a $41 million charge for environmental reserves: a $77 million
charge for the Wolf bankruptcy: a $20 million charge for the Kmart bankruptcy: $18 million of relocation charges related to the sale and exit of a manufacturing
facility in 2000; $7 million of losses related to the discontinued operations of KGIi; an $11 million tax benefit related to a {avorable tax seitlement; and a $20
million tax benefit representing a decline in the year-over-year effective tax rate. The after-tax impact of these items was $599 million. Excluding these items, net
earnings were $675 million. Basic and diluted earnings per share were $2.32.




Management’s Discussion and Analysis

of Financial Gondition and Results of Operations

CRITICAL ACCOUNTING POLICIES AND ESTIMATES
The accompanying consolidaled financial statements and notes to
consolidated financial statements contain information that is
pertinent to management's discussion and analysis of financial
condition and results of operations. The preparation of financial
statements in conformity with accounting principles generally
accepted in the United States of America requires management to
make estimates and assumptions that affect the reported amounts
of assets, liabilities, revenue and expenses, and the related
disclosure of contingent assets and liabilities.

Eastman Kodak Company (the Company or Kodak) believes
that the critical accounting policies and estimates discussed below
involve additional management judgment due to the sensitivity of
the methods and assumptions necessary in determining the related
asset, liability, revenue and expense amounts.

REVENUE RECOGNITION

Kodak recognizes revenue when it is realized or realizable and
earned. For the sale of multiple-element arrangements whereby
equipment is combined with services, including maintenance and
training, and other elements, including software and products, the
Company allocaies to, and recognizes revenue from, the various
elements based on verifiable objective evidence of fair value (if
software is not included or is incidental to the transaction) or
Kodak-specific objective evidence of fair value if software is
included and is other than incidental to the sales transaction as a
whole. For full service solutions sales, which consist of the sale
of equipment and software which may or may not require
significant production, modification or customization, there are
two acceptable methods of accounting: percentage of completion
accounting and completed contract accounting. For certain of the
Company's full service solutions, the completed contract method
of accounting is being followed by the Company. This is due to
insufficient historical experience resulting in the inability 1o
provide reasonably dependable estimates of the revenues and
costs applicable to the various stages of such contracts as would
be necessary under the percentage of completion methodology.
When the Company does have sufficient historical experience and
the ability to provide reasonably dependable estimates of the
revenues and the costs applicable to the various stages of these
contracts, the Company will account for these full service
solutions under the percentage of completion methodology.

The Company records reductions to revenue for customer
incentive programs offered including cash and volume discounts,
price protection, promotional, cooperative and other advertising
allowances, slotting fees and coupons. The liability for the
incentive programs is recorded at the time of sale. The Company
determines the amount of the incentives that are based on
estimates by using historical experience and internal and
customer data. To the extent actual experience differs from
gstimates, additional reductions to revenue could be recorded. 1f
market conditions were to decline, the Company may take actions
10 expand these customer offerings, which may result in
incremental reductions Lo revenue.

ALLOWANCE FOR DOUBTFUL ACCOUNTS

Kodak regularly analyzes its customer accounts and, when it
becomes aware of a specific customer’s inability 1o meel iis
financial obligations to the Company, such as in the case of
bankruptcy filings or deterioration in the customer’s overall
financial condition, records a specific provision for uncollectible
accounts 1o reduce the related receivable to the amount that is
estimated to be collectible. The Company also records and
maintains a provision for doubtful accounts for customers based
on a variety of factors including the Company’s historical
experience, the length of time the receivable has been
outstanding and the financial condition of the customer. If
circumstances related Lo specific customers were o change, the
Company’s estimates with respect to the collectibility of the
related receivables could be further adjusted. However, losses in
the aggregate have not exceeded management’s expectations.

INVENTORIES

Kodak reduces the carrying value of its inventory based on
estimates of what is excess, slow-moving and obsoleie, as well as
inventory whose carrying value is in excess of net realizable
value. These write-downs are based on current assessments about
future demands, market conditions and related management
initiatives. If, in the future, the Company determined that market
conditions and actual demands are less favorable than those
projected and, therefore, inventory was overvalued, the Company
would be required to further reduce the carrying value of the
inventory and record a charge to earnings at the time such
determination was made. However, if in the future the Company
determined that inventory write-downs were overstated and,
therefore, inventory was undervalued, the Company wouid
recognize the increase to earnings through higher gross profit at
the time the relaled undervalued inventory was sold. However,
actual results have not differed materially from management’s
estimates.

VALUATION OF LONG-LIVED ASSETS INCLUDING
GOODWILL AND PURCHASED INTANGIBLE ASSETS

The Company reviews the carrying value of its long-lived assets,
including goodwill and purchased intangible assets, for impairment
whenever events or changes in circumstances indicate that the
carrying value may not be recoverable. The Company assesses the
recoverability of the carrying value of long-lived assets, other
than goodwill and purchased intangible assets with indefinite
useful lives, by first grouping its long-lived assets with other
assets and liabilities at the lowest level for which identifiable
cash flows are largely independent of the cash flows of other
assets and liabilities (the asset group) and, secondly, estimating
the undiscounted future cash flows that are directly associated
with and expected to arise from the use of and eventual
disposition of such asset group. The Company estimates the
undiscounted cash flows over the remaining useful life of the
primary asset within the asset group. If the carrying value of the
assel group exceeds the estimated undiscounied cash flows, the
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Company records an impairment charge 1o the extent the carrying
value of the long-lived asset exceeds its fair value. The Company
determines fair value through quoted market prices in active
markets or, if quoted market prices are unavailable, through the
performance of internal analysis of discounted cash flows or
external appraisals. The undiscounted and discounted cash flow
analyses are based on a number of estimates and assumptions,
including the expected period over which the asset will be
utilized, projected future operating results of the asset group,
discount rate and long-term growth rate.

To assess goodwill for impairment, the Company performs an
assessment of the carrying value of its reporting units on an
annual basis or when events and changes in circumstances occur
that would more likely than not reduce the fair value of the
Company's reporiing units below their carrying value. If the
carrying value of a reporting unit exceeds its fair value, the
Company would perform the second step in its assessment
process and would record an impairment charge to earnings to
the extent the carrying amount of the reporting unit goodwill
exceeds its implied fair value. The Company estimates the fair
value of its reporting units through internal analysis and external
valuations, which utilize income and market valuation approaches
through the application of capitalized earnings, discounted cash
flow and market comparable methods. These valuation techniques
are based on a number of estimates and assumptions, including
the projected future operating results of the reporting unit,
discount rate, long-term growth rate and appropriate market
comparables.

The Company's assessments of impairment of long-lived
assets, including goodwill and purchased intangible assets, and its
periodic review of the remaining useful lives of its long-lived
assets are an integral part of Kodak's ongoing strategic review of
the business and operations, and are also performed in
conjunction with the Company's periodic restructuring actions.
Therefore, future changes in the Company's sirategy, the ongoing
digital substitution, the continuing shift from overnight
photofinishing to onsite processing and other changes in the
operations of the Company could impact the projected future
operating results that are inherent in the Company's esiimates of
fair value, resulting in impairments in the future. Additionally,
other changes in the estimates and assumptions, including the
discount rate and expected long-term growth rate, which drive
the valuation techniques employed to estimate the fair value of
long-lived assets and goodwill could change and, therefore, impact
the assessments of impairment in the future,

In performing the annual assessment of goodwill for
impairment, the Company determined that none of the reporting
units’ carrying values were close to exceeding their respective
fair values. See "Goodwill” under Note 1, “Significant Accounting
Policies.”

INVESTMENTS IN EQUITY SECURITIES

Kodak holds minority interests in certain publicly traded and
privately held companies having operations or technology within
its strategic area of focus. The Company’'s policy is to record an

impairment charge on these investments when they experience
declines in value that are considered to be other-than-temporary.
Poor operating results of the investees or adverse changes in
market conditions in the future may cause losses or an inability
of the Company to recover il$ carrying value in these underlying
investments. The remaining carrying value of the Company's
investments in these equity securities is $29 million at
December 31, 2002.

INCOME TAXES

The Company records a valuation allowance to reduce its net
deferred tax assets to the amount that is more likely than not to
be realized. At December 31, 2002, the Company has deferred
tax assets for its net operating loss and foreign tax credit
carryforwards of $16 million and $99 million, respectively,
relating to which the Company has a valuation allowance of $16
million and $56 million, respectively. The Company has
considered future market growth, forecasted earnings, future
taxable income, the mix of earnings in the jurisdictions in which
the Company operates and prudent and feasible tax planning
strategies in determining the need for these valuation allowances.
If Kodak were to determine that it would not be able to realize a
portion of its net deferred tax asset in the future for which there
is currently no valuation allowance, an adjustment to the net
deferred tax assets would be charged to earnings in the period
such determination was made. Conversely, if the Company were
1o make a determination that it is more likely than not that the
deferred tax assets for which there is currently a vatuation
allowance would be realized, the related valuation allowance
would be reduced and a benefit to earnings would be recorded.

The Company's effective tax rate considers the impact of
undistributed earnings of subsidiary companies outside the U.S.
Deferred taxes have not been provided for the potential
remittance of such undistributed earnings, as it is the Company's
policy to permanently reinvest its retained earnings. However,
from time to time and to the extent that the Company can
repatriate overseas earnings on a tax-free basis, the Company
will pay dividends to the U.S. Material changes in the Company's
working capital and long-term investment requirements could
impact the level and source of future remittances and, as a
result, the Company's effective tax rate. See Note 13, “Income
Taxes.”

The Company operates within multiple taxing jurisdictions
and is subject to audit in these jurisdictions. These audits can
involve complex issues, which may require an extended period of
time for resolution. Although management believes that adequate
provision has been made for such issues, there is the possibility
that the ultimate resolution of such issues could have an adverse
effect on the earnings of the Company. Conversely, if these issues
are resolved favorably in the future, the related provisions would
be reduced, thus having a positive impact on earnings.

WARRANTY OBLIGATIONS

Management estimates expected product failure rates, material
usage and service costs in the development of its warranty




obligations. In the event that the actual results of these items
differ from the estimates, an adjustment to the warranty
obligation would be recorded.

PENSION AND POSTRETIREMENT BENEFITS

Kodak's defined benefit pension and other postretirement benefit
costs and obligations are dependent on assumptions used by
actuaries in calculating such amounts. These assumptions, which
are reviewed annually by the Company, include the discount rate,
long-term expected rate of return on plan assets, salary growth,
healthcare cost trend rate and other economic and demographic
factors. The Company bases the discount rate assumption for its
significant plans on the estimated rate at which annuity contracts
could be purchased to discharge the pension benefit obligation. In
estimating that rate, the Company looks 1o the AA-rated corporate
long-term bond yield rate in the respective country as of the last
day of the year in the Company's reporting period as a guide. The
long-term expected rate of return on plan assets is based on a
combination of formal asset allocation studies, historical results
of the portfolio and management’s expectation as to future returns
that are expected 1o be realized over the estimated remaining life
of the plan liabilities that will be funded with the plan assets. The
salary growth assumptions are determined based on the
Company's long-term actual experience and future and near-term
outlook. The healthcare cost trend rate assumptions are based on
historical cost and payment data, the near-term outlook and an
assessment of the likely long-term trends.

The Company evaluates ils expected long-term rate of return
on plan asset (EROA) assumption annually for the Kodak
Retirement Income Plan (KRIP). To facilitate this evaluation, every
two to three years, or when market conditions change materially,
the Company undertakes a new asset liability study to reaflirm
the current asset allocation and the related EROA assumption.
Wilshire Associates, a consulting firm, completed a study (the
Study) in September 2002, which led to several asset allocation
shifts and a decrease in the EROA from 9.5% for the year ended
December 31, 2002 to 9.0% for the year ended December 31,
2003. This factor, coupled with a decrease in the discount rate of
75 basis points from 7.25% for 2002 to 6.5% for 2003, and the
fact that the transition asset, which provided approximately $56
million of income in 2002, is fully amortized as of December 31,
2002, is expected to lower total pension income in the U.S. from
$197 million in 2002 to pension income in the range of $49
million to $59 million in 2003. This decrease in income will be
partially offset by a decrease in pension expense in the
Company’s non-U.S. plans in the range of $53 million to $65
million. Additionally, the Company increased its healthcare cost
trend rate assumption with respect to the Company's most
significant postretirement plan, the U.S. plan, from 9% for 2003,
decreasing to 5% by 2007 (as discussed in the Company's 2001
Annual Report on Form 10-K), to 12% for 2003, decreasing to
5% by 2010. This increase in the healthcare cost trend rate
assumption, coupled with the decrease in the discount rate, is
expected to increase the cost of this plan from $222 million in
2002 to a range of $254 million to $310 million in 2003. All

these factors have been incorporated into the Gompany's earnings
outlook for 2003.

Actual results that differ from our assumptions are recorded
as unrecognized gains and losses and are amortized to earnings
over the estimated future service period of the plan participants
to the extent such total net recognized gains and losses exceed
10% of the greater of the plan's projected benefit obligation or
the market-related value of assets. Significant differences in
actual experience or significant changes in future assumptions
would affect the Company’s pension and posiretirement benefit
costs and obligations.

In accordance with the guidance under Statement of
Financial Accounting Standards (SFAS) No. 87, the Company is
required to record an additional minimum pension liability in its
Consolidated Statement of Financial Position that is at least equal
to the unfunded accumulated benefit obligation of its defined
benefit pension plans. In the fourth quarter of 2002, due to the
decreasing discount rates and the weak performance of the global
equity markets in 2002, the Company increased its net additional
minimum pension liability by $577 million and recorded a
corresponding charge to accumulated other comprehensive income
(a component of stockholders’ equity) of $394 million, net of
taxes of $183 million. If discount rates and the global equity
markets’ performance continue to decline, the Gompany may be
required to increase its additional minimum pension liabilities and
record further charges to stockholders™ equity in the future.
Likewise, if discount rates increase and the performance of the
global equity markets improve, the Company could be in a
position to reduce its minimum pension liability and reverse the
corresponding charges to equity.

ENVIRONMENTAL COMMITMENTS

Environmental liabilities are accrued based on estimates of known
environmental remediation exposures. The liabilities include
accruals for sites owned by Kodak, sites formerly owned by
Kodak, and other third party sites where Kodak was designated as
a potentially responsible party (PRP). The amounts accrued for
such sites are based on these estimales, which are determined
using the ASTM Standard E 2137-01 “Standard Guide for
Estimating Monetary Costs and Liabilities for Environmental

- Matters.” The overall method includes the use of a probabilistic

model that forecasts a range of cost estimates for the
remediation required at individual sites. The Company's estimate
includes equipment and operating costs for remediation and long-
term monitoring of the sites. Such estimaies may be affected by
changing determinations of what constitutes an environmental
liability or an acceptable leve! of remediation. The Company has
an ongoing monitoring and identification process to assess how
the activities with respect to the known exposures are
progressing against the accrued cost estimates, as well as to
identify other potential remediation sites that are presently
unknown. To the extent that the current work plans are not
effective in achieving targeted results, the proposals to regulatory
agencies for desired methods and outcomes of remediation are
not acceptable, or additional exposures are identified, Kodak's
estimate of its environmental liabilities may change.

©




Detailed Results of Operations

Net Sales from Continuing Operations by Reportable

Segment and All Other (in millions) 2002 Change 2001 Change 2000
Photography
Inside the U.S $ 4,034 -10% $ 4482 ~10% $ 4,960
Outside the U.S. 4,968 +1 4,921 -7 5,271
Total Photography 9,002 —4 9,403 -8 10,231
Health Imaging
Inside the U.S. 1,088 0 1,089 +2 1,067
Qutside the U.S 1,186 +1 1,173 +2 1,153
Total Health Imaging 2,274 +1 2,262 +2 2,220
Commercial Imaging
Inside the U.S 818 0 820 +15 715
Outside the U.S. 638 +1 634 -10 702
Total Commercial Imaging 1,456 0 1,454 +3 1.417
All Other
Inside the U.S. 53 -22 68 0 68
Qutside the U.S. 50 +19 42 -28 58
Total All Other 103 -6 110 -13 126
Total Net Sales $ 12835 -3% $ 13,229 ~-5% $ 13.994
Earnings (Loss) from Continuing Operations Before Interest,
Other (Charges) Income, and Income Taxes by
Reportable Segment and All Other (in millions)
Photography $ M -2% $ 187 -45% $ 1430
Health Imaging 431 +33 323 -38 518
Commercial Imaging 192 +12 172 -26 233
All Other (28) (60) (11)
Total of segments 1,366 +12 1,222 —44 2,170
Venture investment, impairments and other asset write-offs (32) (12) —
Restructuring (costs) credils and assel impairments (114) (720) 44
Wolf charge — (77) —
Environmental reserve — 41) —
Kmart, charge — (20) —
Consolidated total $ 1,220 +247% $ 352 -84% $ 2214
Net Earnings (Loss) From Continuing Operations by
Reportable Segment and All Other (in millions)
Photography $ 550 +3% $ 53 -48% $ 1,034
Health Imaging 313 +42 221 -38 356
Commercial Imaging 83 -1 84 -7 90
All Other (23) (38) (2)
Total of segments 923 +15 802 -46 1,478
Venture investment impairments and other asset write-offs (50) (15) —
Restructuring (costs) credits and asset impairments (114) (720) 44
Wolf charge — (77) . —
Environmental reserve — (41) —
Kmart, charge - {20) —
Interest expense (173) (219) (178)
Other corporate items 14 8 26
Tax benefit — PictureVision subsidiary closure 45 — —
Tax benefit — Kodak Imagex Japan 46 — —
Income tax effects on above items
and taxes not allocated to segments 102 363 37
Consolidated total $ 793 +879% $ 81 -04% $ 1407
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2002 COMPARED WITH 2001

RESULTS OF OPERATIONS —
CONTINUING OPERATIONS

Consolidated Net worldwide sales were $12,835 million for
2002 as compared with $13,229 million for 2001, representing a
decrease of $394 million, or 3% as reported, with no net impact
from exchange. Declines in volume accounted for approximately
1.5 percentage points of the sales decrease, driven primarily by
volume decreases in traditional film and U.S. photofinishing
services. Declines in price/mix reduced sales for 2002 by
approximately 1.5 percentage points, driven primarily by
traditional consumer film products and health film and laser
imaging systems.

Net sales in the U.S. were $5,993 million for the current
year as compared with $6,459 million for the prior year,
representing a decrease of $466 million, or 7%. Net sales outside
the U.S. were $6,842 million for the current year as compared
with $6,770 million for the prior year, representing an increase
of $72 million, or 1% as reported, with no impact from exchange.

Net sales in the Europe, Asia, Africa, and Middle East
Region (EAMER) for 2002 were $3,491 million as compared with
$3.333 million for 2001, representing an increase of 5% as
reported, or 19 excluding the favorable impact of exchange. Net
sales in the Asia Pacific region for 2002 increased slightly from
$2,231 million for 2001 to $2,240 million for 2002, with no
impact from exchange. Net sales in the GCanada and Latin
America region for 2002 were $1,111 million as compared with
$1.206 million for 2001, representing a decrease of 8% as
reported. or an increase of 69 excluding the negative impact of
exchange.

Net sales for Emerging Market countries were $2,425 million
for 2002 as compared with $2,371 million for 2001, representing
an increase of $54 million, or 2%. Sales growth in China and
Russia of 25% and 20%, respectively, were the primary drivers
of the increase in sales in Emerging Market countries, partially
offsel by decreased sales in Argentina, Brazil and Mexico of 53%,
11% and 69, respectively. The sales growth in China resulied
from strong business performance for health and consumer
products. The sales growth in Russia is a result of the expansion
of new channel operations for Kodak products and services and
continued success in camera seeding programs. The sales declines
in Argentina, Brazil and Mexico are reflective of the continued
economic weakness currently being experienced by many Latin
American emerging market countries. The emerging market
portfolio accounted for approximately 19% and 35% of the
Company's worldwide and non-U.S. sales, respectively, in 2002.

Gross profit was $4,610 million for 2002 as compared with
$4,568 million for 2001, representing an increase of $42 million,
or 1%. The gross profit margin was 35.9% in the current year as
compared with 34.5% in the prior year. The increase of 1.4

percentage points was primarily attributable to manufacturing
productivity/cost, which favorably impacted gross profit marging
by approximately 2.7 percentage points year-over-year due o
reduced labor expense, favorable materials pricing and improved
product yields. This increase was also attributable to costs
associated with restructuring and the exit of an equipment
manufacturing facility incurred in 2001 but not in the current
year, which negatively impacted gross profit margins for 2001 by
approximately 1.0 percentage point. The positive impacts to gross
profit were partially offset by year-over-year price/mix declines,
which reduced gross profit margins by approximately 2.3
percentage points. The price/mix decreases were primarily related
to declining prices on consumer film, health laser imaging
systems and consumer color paper, and product shifts primarily
in the Photography segment.

Selling, general and administrative expenses (SG&A) were
$2,530 miltion for 2002 as compared with $2,625 million for
2001, representing a decrease of $95 million, or 4%. SG&A
decreased slightly as a percentage of sales from 19.8% for the
prior year to 19.7% for the current year. The net decrease in
SG&A is primarily attributable to the cost savings from the
employment reductions and other non-severance related
components of the Company’s focused cost reductions, offset by
acquisitions in the Photography and Commercial segments and
higher strategic venture investment impairments in 2002 when
compared with 2001 of $15 million.

Research and development (R&D) cosis remained relatively
flat at $762 million for 2002 as compared with $779 million for
2001, representing a decrease of $17 million, or 2%. As a
percentage of sales, R&D costs also remained flat at 5.9% for
both the current and prior years.

Earnings from continuing operations before interest, other
(charges) income, and income taxes for 2002 were $1,220 million
as compared with $352 million for 2001, representing an
increase of $868 million, or 247%. The primary reason for the
increase in earnings from operations was a decrease in
restructuring costs and asset impairments of $586 million.
Results for 2002 also benefited from the savings associated with
restructuring programs implemented in 2001. In addition, results
for 2001 included charges of $138 million for the Wolf bankruptcy
charge, environmental reserve and Kmart bankrupicy, and
goodwill amortization charges of $153 million.

Interest expense for 2002 was $173 million as compared
with $219 million for 2001, representing a decrease of $46
million, or 21%. The decrease in interest expense is primarily
attributable 1o lower average borrowing levels and lower interest
rates in 2002 relative to 2001. Other charges for the current
year were a net charge of $101 million as compared with a net
charge of $18 million for the prior year. The increase in other
charges is primarily attributable to increased losses from the
Company's NexPress and SK Display joint ventures as these
business ventures are in the early stages of bringing their
offerings to market, higher non-strategic venture investment
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impairments, higher losses related to minority interests and an
increase in foreign exchange losses. This activity was partially
offset by a gain recognized on the sale of assets in the current
year.

The Company’s effective tax rale from continuing operations
decreased from 30% for 2001 to 16% for 2002. The effective lax
rate from continuing operations of 16% for 2002 is less than the
U.S. statutory rate of 35% primarily due to the charges for the
focused cost reductions and asset impairments being deducted in
jurisdictions that have a higher tax rate than the U.S. federal
income tax rate, and also due to discrete period tax benefits of
approximately $99 million relating to the closure and
restructuring of certain of the Company's business activities and
other one-time items, which were partially offset by the impact of
recording a valuation allowance 1o provide for certain tax benefits
that the Company would be required to forgo in order to fully
realize the benefits of its foreign tax credit carryforwards.

The effective tax rate from continuing operations of 30% for
2001 is less than the U.S. statutory rate of 35% primarily
because of a tax benefit from favorable tax settlements in the
third quarter of 2001, which was partially offset by the impact of
nondeductible goodwill amortization in 2001.

Excluding the items described above, the Company's effective
tax rate from continuing operations decreased from 31% for 2001
to 27% for 2002. The lower effective tax from continuing
operations in the current year as compared with the prior year is
primarily attributable to the tax benefits from the elimination of
goodwill amortization in 2002 and further increases in earnings in
lower tax rate jurisdictions. The Company expects its effective tax
raie to be approximately 27% in 2003.

Net earnings from continuing operations for 2002 were $793
million, or $2.72 per basic and diluted share, as compared with
net earnings from continuing operations for 2001 of $81 million,
or $.28 per basic and diluted share, representing an increase of
$712 miltion, or 879%. The increase in net earnings from
continuing operations is primarily atiributable to the reasons
outlined above.

Photography Net worldwide sales for the Photography segment
were $9,002 million for 2002 as compared with $9,403 million
for 2001, representing a decrease of $401 million, or 4% as
reported, with no net impact from exchange. Approximately 2.0
percentage points of the decrease were attributable to declines in
volume, driven primarily by volume decreases in consumer and
professional film and photofinishing, and approximately 2.0
percentage points of the decrease were attributable to declines in
price/mix, driven primarily by consumer film products.
Photography segment net sales in the U.S. were $4,034
million for the current year as compared with $4,482 million for
the prior year, representing a decrease of $448 million, or 10%.
Photography segment nel sales outside the U.S. were $4,968
million for the current year as compared with $4,921 million for

—

the prior year, representing an increase of $47 million, or 1% as
reported, with no impact from exchange.

Net worldwide sales of consumer film products, including
35mm film, Advantix film and one-lime-use cameras, decreased
6% in 2002 as compared with 2001, reflecting declines due to
lower volumes of 29, negative price/mix of 3%, and 1% negative
impact of exchange. Sales of the Company’s consumer film
products within the U.S. decreased 12% in the current year as
compared with the prior year, reflecting declines due to lower
volumes of 7% and negative price/mix of 5%. The lower film
product sales are attributable to a declining industry demand
driven by a weak economy and the impact of digital substitution.
Sales of the Company's consumer film products outside the U.S.
remained flat, with declines related to negative exchange of 1%
offsetting increases related to higher volumes of 1%.

The U.S. film industry volume decreased approximately 3%
in 2002 as compared with 2001 due to continuing economic
weakness and the impact of digital substitution. For the fifth
consecutive year, the Gompany has met its goal of maintaining
full year U.S. consumer film market share.

Net worldwide sales of consumer color paper decreased 3%
in 2002 as compared with 2001, reflecting declines due to
volume and exchange of 2% and 1%, respectively. Net sales of
consumer color paper in the U.S. decreased 7% in the current
year as compared with the prior year, reflecting declines from
lower volumes of 8%, partially offset by favorable price/mix of
1%. Nei sales of consumer color paper outside the U.S.
decreased 1%, reflecting a 1% decline related to negative
price/mix and a 2% decline related to negative exchange, partially
offsel by a 2% increase in volume.

Net worldwide photofinishing sales, including Qualex in the
U.S. and Gonsumer Imaging Services (CIS) outside the U.S.,
decreased 4% in 2002 as compared with 2001, 5% of which was
attributable to lower volumes, partially offset by 1% favorable
impact of exchange. In the U.S., Qualex’s processing volumes
(wholesale and on-site) decreased approximately 14% in 2002 as
compared with 2001, which is composed of decreases in
wholesale and on-site processing volumes of 13% and 16%,
respectively. These declines reflect the effects of a continued
weak film indusiry, the adverse impact of several hundred store
closures by a major U.S. retailer, and the impact of digital
substitution. During the current year, CIS revenues in Europe
benefited from the acquisition of (1) Spector Photo Group's
wholesale photofinishing and distribution operations in France,
Germany, and Austria, (2) ColourCare Limited’s wholesale
processing and printing operations in the United Kingdom and (3)
Percolor photofinishing operations in Spain. These benefits were
partially offset by weak industry trends for photofinishing in the
second half of the year.

The average penetration rate for the number of rolls scanned
at Qualex's wholesale labs averaged 7.5% for 2002, reflecting an
increase from the 5.3% rate in 2001. The growth was driven by
continued consumer acceptance of Picture CD and Retail.com, the




retail industey’s leading e-commerce platform for business-to-
business collaboration. In addition, the number of images scanned
in the current year increased 19% as compared with the prior
year.

Net sales from the Company's consumer digital products and
services, which include picture maker kiosks/media and consumer
digital services revenue from Picture CD, “You've Got Pictures”,
and Retail.com, remained flat in 2002 as compared with 2001.
The Company has broadly enabled the retail indusiry in the U.S.
with its picture maker kiosks and is focused on bringing to
market new kiosk offerings, creating new kiosk channels,
expanding internationally and continuing to increase the media
burn per kiosk. Net worldwide sales of thermal media used in
picture maker kiosks increased 11% in the current year as
compared with the prior year.

Net worldwide sales of consumer digital cameras increased
10% in 2002 as compared with 2001 due to strong consumer
acceptance of the EasyShare digital camera system, despite
sensor component shortages earlier in the year. As a result,
consumer digital camera markel share increased modestly in
2002 compared with 2001.

Net worldwide sales of inkjet photo paper increased 43% in
2002 as compared with 2001, primarily due to higher volumes.
The double-digit revenue growth and the maintenance of market
share are primarily attributable to strong underlying market
growth, introduction of new products, continued promotional
activity at key accounts and success in broadening channel
distribution.

Net worldwide sales of professional sensitized products,
including color negative, color reversal and commercial black and
white films and sensitized paper, decreased 13% in 2002 as
compared with 2001, reflecting primarily a decline in volume,
with no impact from exchange. Overall sales declines were
primarily the result of ongoing digital substitution and continued
economic weakness in markets worldwide.

Net worldwide sales of origination and print film to the
entertainment industry remained flat in 2002 as compared with
2001, with a 1% favorable impact from exchange offset by a 1%
decline attributable to lower volumes. The decrease in volumes of
net worldwide film sales was primarily attributable to economic
factors impacting origination film for commercials and
independent feature films, partially offset by an increase in print
film volumes.

Gross profit for the Photography segment was $3,219 million
for 2002 as compared with $3,402 million for 2001, representing
a decrease of $183 million or 5%. The gross profit margin was
35.8% in the current year as compared with 36.2% in the prior
year. The 0.4 percentage point decrease was primarily
attributable to decreases in price/mix that impacted gross profit
margins by approximately 3.0 percentage points, partially offset
by an increase in productivity/cost improvements that impacted
gross margins by approximately 2.6 percentage points.

SG&A expenses for the Photography segment were $1,935
million for 2002 as compared with $1,963 million for 2001,
representing a decrease of $28 million or 1%. The net decrease
in SG&A spending is primarily atiributable to the cost reduction
aclivities and expense management, partially offset by increases
in SG&A expense related to CIS photofinishing acquisitions in
Europe. As a percentage of sales, SG&A expense increased from
20.9% in the prior year to 21.5% in the current year.

R&D costs for the Photography segment decreased $29
million or 5% from $542 million in 2001 to $513 million in 2002.
As a percentage of sales, R&D costs decreased slightly from 5.8%
in the prior year 1o 5.7% in the current year.

Earnings from continuing operations before interest, other
(charges) income, and income taxes for the Photography segment
decreased $16 million, or 2%, from $787 million in 2001 to $771
million in 2002, reflecting the combined effects of lower sales and
a lower gross profit margin, partially offset by SG&A and R&D
cost reductions and the elimination of goodwill amortization in
2002, which was $110 million in 2001.

Health Imaging Net worldwide sales for the Health Imaging
segment were $2,274 million for 2002 as compared with $2,262
million for 2001, representing an increase of $12 million, or 1%
as reported, or an increase of 2% excluding the negative net
impact of exchange. The increase in sales was attributable to an
increase in price/mix and volume of approximately 0.4 and 1.1
percenlage points, respectively, primarily due to laser imaging
systems and equipment services, partially offset by a decrease
from negative exchange of approximately 0.8 percentage point.

Net sales in the U.S. decreased slightly from $1,089 million
for the prior year to $1,088 million for the current year. Net
sales outside the U.S. were $1,186 million for 2002 as compared
with $1,173 million for 2001, representing an increase of $13
million, or 1% as reported, or an increase of 2% excluding the
negative impact of exchange.

Net worldwide sales of digital products, which include laser
printers {DryView imagers and wet laser printers), digital media
(DryView and wet laser media), digital capture equipment
(computed radiography capture equipment and digital radiography
equipment), services and Picture Archiving and Communications
Systems (PACS), increased 5% in 2002 as compared with 2001.
The increase in digital product sales was primarily attributable to
higher digital media, service, digital capture and PACS volumes as
the market for these products continues to grow.

Net worldwide sales of traditional products, including analog
film, equipment, chemistry and services, decreased 4% in 2002
as compared with 2001. The decrease in sales was primarily
attributable to a net decline in sales of analog film products. This
net decrease was parily mitigated by an increase in sales of
Mammography and Oncology (M&O} analog film products. Analog
film products {excluding M&0) decreased 8% in 2002 as
compared with 2001, reflecting declines due to volume, exchange
and price/mix of approximately 5%, 2% and 1%, respectively.




Although analog film volumes declined on a worldwide basis,
current sales levels reflect an increase in traditional film market
share. M&O sales increased 6% in the current year as compared
with the prior year, reflecting higher volumes of approximately
8%. partially offset by decreases in price/mix and exchange of
approximately 19 and 1%, respectively.

Gross profit for the Health Imaging segment was $930
million for 2002 as compared with $869 million for 2001,
representing an increase of $61 million, or 7%. The gross profit
margin was 40.9% in 2002 as compared with 38.4% in 2001.
The 2.5 percentage point increase was attributable to
productivity/cost improvements, which increased gross profit
margins by 2.9 percentage points due to favorable media and
equipment manufacturing productivity led by DryView digital
media, analog medical film, laser imaging equipment, and PACS,
which were complemented by lower service costs and improved
supply chain management. The positive effects of productivity/cost
on gross profit margins were partially offset by a decrease in
price/mix that impacted margins by approximately 0.5 percentage
point due to declining digital laser media and analog medical film
prices.

The Company substantially completed the conversion of
customers to the Novation Group Purchasing Organization (GPO)
in 2001 and, therefore, the Company does not anticipate that this
arrangement will have any additional significant potential impacts
on gross profit trends in the future as was experienced in 2001.

SG&A expenses for the Health Imaging segment decreased
$20 million, or 5%, from $367 million for 2001 to $347 million
for 2002. As a percentage of sales, SG&A expenses decreased
from 16.2% for 2001 to 15.3% for 2002. The decrease in SG&A
expenses is primarily a result of cost reduction activities and
gxpense management,.

R&D costs for the Health imaging segment remained constant
at $152 million for 2002 and 2001. As a percentage of sales,
R&D costs remained unchanged at 6.7% for both years.

Farnings from continuing operations before interest, other
(charges) income, and income taxes for the Health Imaging
segment, increased $108 million, or 33%, from $323 million for
2001 to $431 million for 2002. The increase in earnings from
operations and the resulting operational earnings margin are
primarily attributable to the combined effects of improvements in
gross profit margins, lower SG&A expense, and the elimination of
goodwill amortization in 2002, which was $28 million in 2001.

Commercial Imaging Net worldwide sales for the Commercial
Imaging segment for 2002 increased slightly from $1,454 million
for 2001 to $1,456 million for 2002, representing an increase of
$2 million, with no net impact from exchange. The slight increase
in sales was attributable to an increase in price/mix of
approximately 1.0 percentage point, which was almost entirely
offset by declines in volume of approximately 0.9 percentage
point related to graphic arts and micrographic products.

Net sales in the U.S. were $818 million for 2002 as
compared with $820 million for 2001, representing a decrease of
$2 million. Net sales outside the U.S. were $638 million in the
current year as compared with $634 million in the prior year,
representing an increase of $4 million, or 1%, with no impact
from exchange.

Net worldwide sales of the Company's commercial and
government products and services increased 7% in 2002 as
compared with 2001. The increase in sales was principally due to
an increase in revenues from government products and services
under its government contracts.

Net worldwide sales for inkjet products were a contributor to
the net increase in Commercial Imaging sales as these revenues
increased 175% in 2002 as compared with 2001. The increase in
sales was attributable to the acquisition of ENCAD, Inc., which
has improved the Company's channel to the inkjet printer market.

Net worldwide sales of graphic arts products to Kodak
Polychrome Graphics (KPG), an unconsolidated joint venture
affiliate in which the Company has a 50% ownership interest,
decreased 10% in 2002 as compared with 2001, primarily
reflecting volume declines in graphic arts film. This reduction
resulted largely from digital technology substitution and the effect
of continuing economic weakness in the commercial printing
market. The Company's equity in the earnings of KPG contributed
positive results to other charges during 2002, but was not
material to the Company's results from operations.

Gross profit for the Commercial Imaging segment for 2002
decreased slightly from $451 million for 2001 to $449 million for
2002. The gross profil margin was 30.8% for 2002 as compared
with 31.0% for 2001. The gross profit margin remained relatively
flat due to declines related to price/mix, which reduced margins
by approximately 1.9 percentage points. These declines were
offset by productivity/cost improvements, which increased margins
by approximately 1.9 percenlage points.

SG&A expenses for the Commercial Imaging segment
decreased $14 million, or 7%, from $208 million for 2001 to
$194 million for 2002. As a percentage of sales, SG&A expenses
decreased from 14.3% for 2001 to 13.3% for 2002. The primary
contributors to the decrease in SG&A expenses were Cost
reductions from the prior year restructuring actions, which had a
larger impact on the results of 2002 as compared with 2001,
partially offset by the acquisition of ENCAD, Inc. in 2002, which
increased SG&A by $23 million.

R&D costs for the Commercial Imaging segment increased $5
million, or 9%, from $58 million for 2001 to $63 million for
2002. The increase was due to the acquisition of ENCAD, Inc. in
2002, which increased R&D costs by $8 million. As a percentage
of sales, R&D costs increased from 4.0% in 2001 to 4.3% in 2002.

Earnings from continuing operations before interest, other
{charges) income, and income taxes for the Commercial Imaging
segment increased $20 million, or 129%, from $172 million in
2001 to $192 million in 2002. The increase in earnings from
operations is primarily attributable to overall expense




management, and the elimination of goodwili amortization in 2002,
which was $15 million in 2001, partially offset by a lower gross
profit margin.

All Other Nel worldwide sales for All Other were $103 million
for 2002 as compared with $110 million for 2001, representing a
decrease of $7 million, or 6%. Net sales in the U.S. were $53
million in 2002 as compared with $68 million for 2001,
representing a decrease of $15 million, or 22%. Net sales outside
the U.S. were $50 million in the current year as compared with
$42 million in the prior year, representing an increase of $8
million, or 19%.

Loss from continuing operations before interest, other
(charges) income. and income taxes for All Other decreased $32
million from a loss of $60 million in 2001 to a loss of $28
million in 2002. The reduction in the loss from operations was
primarily attributable to cost reductions in certain miscellaneous
businesses and the benefit of current year manufacturing
productivity.

RESULTS OF OPERATIONS —
DISCONTINUED OPERATIONS

In March 2001, the Company acquired Citipix from Groupe Hauts
Monts along with two related subsidiaries involved in mapping
services. Citipix was involved in the aerial photography of large
cities in the United States, scanning of this imagery and hosting
the imagery on the Iniernet for government, commercial and
private sectors. The acquired companies were formed into Kodak
Global Imaging, Inc. (KGII), a wholly owned subsidiary, which was
reported in the commercial and government products and services
business in the Commercial Imaging segment. Due 10 a
combination of factors, including the collapse of the
telecommunications market, limitations on flying imposed by the
events of September 11th, delays and losses of key contracts and
the global economic downturn, KG!I did not achieve the financial
results expected by management during both 2001 and 2002. In
November 2002, the Company approved a plan to dispose of the
operations of KGII.

Net sales from KGII for the years ended December 31, 2002
and 2001 were $6 million and $5 million, respectively. The
Company incurred operational losses before income taxes from
KGII for the years ended December 31, 2002 and 2001 of $13
million and $7 million, respectively. The Company recognized
losses before income taxes in the fourth quarter of 2002 of
approximalely $44 million for costs associated with the disposal
of KGII. The disposal costs were comprised of impairment losses
related to the write-down of the carrying value of goodwill,
intangibles and fixed assets to fair value, losses recognized from
the sale of certain assets, and the accrual of various costs
related to the shutdown of KGII, including severance relating to
approximately 150 positions.

Also during the fourth quarter of 2002, the Company
recognized earnings before income taxes of $19 million as a
result of the favorable outcome of litigation associated with the
1994 sale of Sterling Winthrop Inc.

The loss from discontinued operations before income taxes
for the years ended December 31, 2002 and 2001 was at an
effective tax rate of 38% and 31%, respectively, resulting in the
loss from discontinued operations, net of incomes taxes in the
Consolidated Statement of Earnings of $23 million and $5 million,
respectively.

For additional information, refer to Note 21, “Discontinued
Operations.”

2001 COMPARED WITH 2000

RESULTS OF OPERATIONS —
CONTINUING OPERATIONS

Consolidated Net worldwide sales were $13,229 million for
2001 as compared with $13,994 million for 2000, representing a
decrease of $765 million, or 5% as reporied, or 3% excluding the
negative net impact of exchange. The decrease in net worldwide
sales was comprised of declines in Photography sales of $828
million, or 8%, and All Other sales of $16 million, or 13%,
partially offset by increases in Health Imaging sales of $42
million, or 2%, and Commercial Imaging of $37 million or 3%.
The decrease in Photography sales was driven by declines in
consumer, entertainment origination and professional film
products, consumer and professional color paper, photofinishing
revenues and consumer and professional digital cameras. Net
sales in the U.S. were $6,459 million for 2001 as compared with
$6,810 million for 2000, representing a decrease of $351 million,
or 5%. The U.S. economic condition throughout the year and the
events of September 11th adversely impacled the Company’s
sales, particularly in the consumer film product groups within the
Photography segment.

Net sales outside the U.S. were $6,770 million for 2001 as
compared with $7,184 million for 2000, representing a decrease
of $414 million, or 6% as reported, or 1% excluding the negative
impact of exchange. Net sales in the EAMER region for 2001
were $3,333 million as compared with $3,541 million for 2000,
representing a decrease of 6% as reported, or 3% excluding the
negative impact of exchange. Net sales in the Asia Pacific region
for 2001 were $2,231 million as compared with $2,378 million
for 2000, representing a decrease of 6% as reported, or a 1%
increase excluding the negative impact of exchange. Net sales in
the Canada and Latin America region for 2001 were $1,206
million as compared with $1,265 million for 2000, representing a
decrease of 5% as reported, or an increase of 2% excluding the
negative impact of exchange.

Net sales for Emerging Market countries were $2,371 million
for 2001 as compared with $2,481 million for 2000, representing
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a decrease of $110 million, or 4%. The decrease was primarily
attributable to sales declines in Argentina, Brazil, China, and
Taiwan of 13%, 12%, 4%, and 12%, respectively, which were
primarily a result of economic weakness being experienced by
these countries. These sales declines were partially offset by an
increase in sales in Russia of 229, which was primarily a result
of the success in camera seeding programs. The emerging market
portfolio accounted for approximately 18% and 35% of the
Company’s worldwide and non-U.S. sales, respectively, in both
2001 and 2000.

Gross profit was $4,568 million in 2001 as compared with
$5.619 million in 2000, representing a decrease of $1,051
million, or 19%. The gross profit margin declined 5.7 percentage
points from 40.2% in 2000 to 34.5% in 2001. The decline in
margin was driven primarily by lower prices across many of the
Company's traditional and digital product groups within the
Photography segment, a significant decline in the margin in the
Health Imaging segment, which was caused by declining prices
and mix, and the negative impact of exchange. The decrease in
margin was also attributable to an increase in restructuring costs
incurred in 2001 as compared with 2000, which negatively
impacted gross profit margins by approximately 0.9 percentage
point.

SG&A expenses increased $111 million, or 4%, from $2,514
million in 2000 to $2,625 million in 2001. SG&A expenses
increased as a percentage of sales from 18.0% in 2000 to 19.8%
in 2001. The increase in SG&A expenses is primarily attributable
to charges of $73 million that the Company recorded in 2001
relating to Kmart's bankruptcy, environmental issues and the
wrile-off of certain strategic investments that were impaired,
which amounted to $12 million.

R&D expenses remained flat, decreasing $5 million from
$784 million in 2000 to $779 million in 2001. R&D expenses
increased slightly as a percentage of sales from 5.6% in 2000 to
5.9% in 2001.

Earnings from continuing operations before interest, other
(charges) income, and income taxes decreased $1,862 million, or
849, from $2,214 million in 2000 to $352 million in 2001. The
decrease in earnings from operations is partially attributable to
charges taken in 2001 totaling $891 million primarily relating to
restructuring and asset impairments, Significant customer
bankruptcies and environmental issues. The remaining decrease in
earnings from operations is attributable to the decrease in sales
and gross profit margin percentage for the reasons described
above.

Interest expense for 2001 was $219 million as compared
with $178 million for 2000, representing an increase of $41
million, or 23%. The increase in interest expense is primarily
attributable to higher average borrowings in 2001 as compared

with 2000. Other charges for the current year were $18 million
as compared with other income of $36 million for the prior year.
The decrease in other (charges) income is primarily attributable
to increased losses from the Company’s NexPress and Phogenix
joint ventures in 2001 as compared with 2000 as these business
ventures are in the early stages of bringing their offerings to
market, and lower gains recognized from the sale of stock
investments in 2001 as compared with 2000.

The Company's effective tax rate decreased from 34% for the
year ended December 31, 2000 to 30% for the year ended
December 31, 2001. The decline in the Company’s 2001 effective
tax rate as compared with the 2000 effective tax rate is primarily
attributable to an increase in creditable foreign taxes and an $11
million tax benefit related to favorable tax settlements reached in
the third quarter of 2001, which were partially offset by
restructuring costs recorded in the second, third and fourth
quarters of 2001, which provided reduced tax benefits to the
Gompany.

Net earnings from continuing operations for 2001 were $81
million, or $.28 per basic and diluted share, as compared with
net earnings from continuing operations for 2000 of $1,407
million, or $4.62 per basic share and $4.59 per diluted share,
representing a decrease of $1,326 million, or 94%. The decrease
in net earnings from continuing operations is primarily
attributable to the reasons outlined above.

Photography Net worldwide sales for the Photography segment
were $9,403 million for 2001 as compared with $10,231 million
for 2000, representing a decrease of $828 million, or 8% as
reported, or 5% excluding the negative net impact of exchange.
The decrease in Photography sales was driven by declines in
consumer, entertainment origination and professional film
products, consumer and professional color paper, photofinishing
revenues and consumer and professional digital cameras.

Photography net sales in the U.S. were $4,482 million for
2001 as compared with $4,960 million for 2000, representing a
decrease of $478 million, or 10%. Photography net sales outside
the U.S. were $4,921 million for 2001 as compared with $5,271
million for 2000, representing a decrease of $350 million, or 7%
as reported, or 2% excluding the negative impact of exchange.

Net worldwide sales of consumer film products, which
include 35mm film, Advantix film and one-time-use cameras,
decreased 7% in 2001 relative to 2000, reflecting a 3% decline
in both volume and exchange, and a 1% decline in price/mix. The
composition of consumer film products in 2001 as compared with
2000 reflects a 2% decrease in volumes for Advantix film, a 7%
increase in volume of one-time-use cameras and a 4% decline in
volume of traditional film product lines. Sales of the Company's
consumer film products within the U.S. decreased, reflecting a
5% decline in volume in 2001 as compared with 2000. Sales of
consumer film products outside the U.S. decreased 9% in 2001
as compared with 2000, reflecting a 2% decrease in volume, a
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2% decline in price/mix and 5% decline due to negative
exchange.

During 2001, the Company continued the efforts to shift
consumers to the differentiated, higher value MAX and Advantix
film product lines. For 2001, sales of the MAX and Advantix
product lines as a percentage of total consumer roll film revenue
increased from a level of 62% in the fourth quarter of 2000 to
68% by the fourth quarter of 2001.

The U.S. film industry volume was down slightly in 2001
relative to 2000; however, the Gompany maintained full-year U.S.
consumer film market share for the fourth consecutive year.
During 2001, the Company reached its highest worldwide
consumer film market share position in the past nine years. The
Company's traditional film business is developing in new markets,
and management believes the business is strong. However, digital
substitution is occurring and the Company continues its )
development and application of digital technology in such areas as
wholesale and retail photofinishing. Digital substitution is
oceurring more quickly in Japan and more slowly in the U.S.,
Eurape and China.

Net worldwide sales of consumer color paper decreased 11%
in 2001 as compared with 2000, reflecting a 4% decline in both
volume and price/mix and a 3% decline due to exchange. The
downward trend in color paper sales existed throughout 2001 and
is due to industry declines resulting from digital substitution,
market trends toward on-site processing where there is a
decreasing trend in double prints, and a reduction in mail-order
processing where Kodak has a strong share position. Effective
January 1, 2001, the Company and Mitsubishi Paper Mills Ltd.
formed the business venture, Diamic Ltd., a consolidated sales
subsidiary, which is expected to improve the Company's color
paper market share in Japan.

Net worldwide photofinishing sales, including Qualex in the
U.S. and CIS outside the U.S., decreased 16% in 2001 as
compared with 2000. This downward trend, which existed
throughout 2001, is the result of a significant reduction in the
placement of on-site photofinishing equipment due to the
saturation of the U.S. market and the market’s anticipation of the
availability of new digital minilabs. During the fourth quarter of
2001, the Company purchased two wholesale, overnight
photofinishing businesses in Europe. The Company acquired
Spector Photo Group's wholesale photofinishing and distribution
activities in France, Germany and Austria, and GolourCare
Limited's wholesale processing and printing operations in the U.K.
The Company believes that these acquisitions will facilitate its
strategy to enhance retail photofinishing activities, provide access
10 a broader base of customers, create new service efficiencies
and provide consumers with technologically advanced digital
imaging services.

The Company continued its strong focus on the consumer
imaging digital products and services, which include the picture
maker kiosks and related media and consumer digital services
revenue from picture CD, “You've Got Pictures” and Retail.com.
Combined revenues from the placement of picture maker kiosks

and the related media decreased 2% in 2001 as compared with
2000, reflecting a decline in the volume of new kiosk placements
partially offset by a 15% increase in kiosk media volume. This
trend in increased media usage reflects the Company's focus on
creating new sales channels and increasing the media burn per
kiosk. Revenue from consumer digital services increased 15% in
2001 as compared with 2000.

The Company experienced an increase in digital penetration
in its Qualex wholesale labs. The principal products that
contributed to this increase were Picture CD and Retail.com. The
average digital penetration rate for the number of rolls processed
increased each quarter during 2001 up to a rate of 6.7% in the
fourth quarter, reflecting a 49% increase over the fourth quarter
of 2000. In certain major retail accounts, the digital penetration
reached levels of up to 15%.

During the second quarter of 2001, the Company purchased
Ofoto, Inc. The Company believes that Ofoto will solidify the
Company’'s leading position in online imaging products and
services. Since the acquisition, Ofoto has demonstrated strong
order growth, with the average order size increasing by 31% in
2001 as compared with the 2000 level. In addition, the Ofoto
customer base reflected growth of approximately 12% per month
throughout 2001.

Net worldwide sales of the Company's consumer digital
cameras decreased 3% in 2001 as compared with 2000,
reflecting volume growth of 35% offset by declining prices and a
2% decrease due to negative exchange. The significant volume
growth over the 2000 levels was driven by strong market
acceptance of the new EasyShare consumer digital camera
system, competitive pricing initiatives, and a shift in the go-to-
market strategy to mass-market distribution channels. These
factors have moved the Company into the number two consumer
market share position in the U.S., up from the number three
position as of the end of 2000. Net worldwide sales of
professional digital cameras decreased 12% in 2001 as compared
with 2000, primarily attributable to a 20% decline in volume.

Net worldwide sales of inkjet photo paper increased 55% in
2001 as compared with 2000, reflecting volume growth of 42%
and increased prices. The inkjet photo paper demonstrated
double-digit growth year-over-year throughout 2001, reflecting the
Company’s increased promotional activity at key retail accounts,
improved merchandising and broader channel distribution of the
entire line of inkjet paper within the product group. Net
worldwide sales of professional thermal paper remained (lat,
reflecting an 8% increase in volume offset by declines
attributable to price and negative exchange impact of 7% and
1%, respectively. )

Net worldwide sales of professional film products, which
include color negative, color reversal and commercial black-and-
white film, decreased 13% in 2001 as compared with 2000. The
downward trend in the sale of professional film products existed
throughout 2001 and is the result of ongoing digital capture
substitution and continued economic weakness in a number of
markets worldwide. Net worldwide sales of sensitized professional




paper decreased 2% in 2001 as compared with 2000, reflecting a
4% increase in volume, offset by a 4% decrease in price and a
2% decline attributable to exchange.

Net worldwide sales of origination and print film to the
entertainment industry decreased 4% in 2001 as compared with
2000. Origination film sales decreased 12%, reflecting a 9%
decline in volume and a 3% decline due to the negative impact of
exchange. The decrease in origination film sales was partially
offset by an increase in print film of 4%, reflecting a 9%
increase in volume, offset by declines attributable to exchange
and price of 3% and 2%, respectively. After several consecutive
years of growth in origination film sales, this decrease reflects a
slight downward trend beginning in the second half of 2001 due
to continued economic weakness in the U.S., which caused a
decrease in television advertising spend and the resulting decline
in the production of television commercials. Additionally, the
events of September 11th caused a number of motion picture film
releases and television show productions to be delayed or
postponed.

Gross profit for the Photography segment was $3,402 million
in 2001 as compared with $4,099 million in 2000, representing a
decrease of $697 million or 17%. The gross profit margin for the
Photography segment was 36.2% in 2001 as compared with
40.1% in 2000. The 3.9 percentage point decrease in gross
margin for the Photography segment was primarily attributable to
continued lower effective selling prices across virtually all product
groups, including the Company's core products of traditional film,
paper, and digital cameras, unfavorable exchange and flat
distribution costs on a lower sales base.

SG&A expenses for the Photography segment remained
relatively flat, decreasing $10 million, or 1%, from $1,973 million
in 2000 to $1,963 million in 2001. As a percentage of sales,
SG&A increased from 19.3% in 2000 to 20.9% in 2001. SG&A,
excluding advertising, increased 4%, representing 14.6% of sales
in 2001 and 12.9% of sales in 2000. R&D expenses for the
Photography segment decreased $33 million, or 6%, from $575
million in 2000 to $542 million in 2001. As a percentage of
sales, R&D increased slightly from 5.6% in 2000 to 5.8% in
2001,

Earnings from continuing operations before interest, other
(charges) income, and income taxes for the Photography segment
decreased $643 million, or 45%, from $1,430 million in 2000 to
$787 million in 2001, reflecting the lower sales and gross profit
levels described above.

Health Imaging Net worldwide sales for the Health Imaging
segment were $2,262 million for 2001 as compared with $2,220
million for 2000, representing an increase of $42 million, or 2%
as reporied, or a 5% increase excluding the negative net impact
of exchange.
Net sales in the U.S. were $1,089 million for 2001 as

compared with $1,067 million for 2000, representing an increase
of $22 million or 2%. Net sales outside the U.S. were $1,173

million for 2001 as compared with $1,153 million for 2000,
representing an increase of $20 million, or 2% as reported, or
7% excluding the negative impact of exchange. Sales in emerging
markets increased slightly, up 4% from 2000 to 2001.

Net worldwide sales of digital products, which include laser
imagers (DryView imagers and wet laser printers), digital media
(DryView and wet laser media), digital capture equipment
(computed radiography capture equipment and digital radiography
equipment) and PACS, increased 11% in 2001 as compared with
2000. The increase in digital sales was principally the result of a
184% increase in digital capture revenues resulting from a 201%
increase in volume, due to new product introductions in 2000 and
2001. In the second and third quarter of 2000, the Company
introduced new computer radiography and digital radiography
products. In 2001, the Company’s results include sales of these
products for the full year, as well as sales of newer Computed
Radiography products, which were launched in early 2001. The
increase in revenues was partially offset by dectines attributable
to price and exchange. Laser imaging equipment, services and
film also contributed to the increase in digilal sales, as sales in
these combined categories increased 3% in 2001 as compared
with 2000. The 3% increase in these product groups was the
result of increases in DryView laser imagers and media of 8%
and 33%, respectively, which were partially offset by the
expected decreases in wet laser printers and media of 8% and
29%, respectively, in 2001 as compared with 2000. Sales of
PACS increased 9% in 2001 as compared with 2000, reflecting a
16% increase in volume, partially offset by declines attributable
to price and exchange of 4% and 3%, respectively.

Net worldwide sales of traditional medical products, which
include analog film, equipment, chemistry and services, decreased
7% in 2001 as compared with 2000. This decline was primarily
attributable to a 12% decrease in non-specialty medical sales.
The decrease in these sales was partially offset by an increase in
specialty Mammography and Oncology sales, which increased 4%,
reflecting a 12% increase in volume, offset by declines
attributable to price/mix and exchange of 6% and 2%,
respectively. Additionally, Dental sales increased 3% in 2001 as
compared with 2000, reflecting a 5% increase in volume, which
was partially offsetl by declines of 1% attributable to both
price/mix and exchange.

Gross profit for the Health Imaging segment was $869
million for 2001 as compared with $1,034 million for 2000,
representing a decrease of $165 million or 16%. The gross profit
margin for the Health Imaging segment was 38.4% in 2001 as
compared with 46.6% in 2000. The 8.2 percentage point decrease
in gross margin was primarily attributable to selling price
declines in 2001, driven by the continued conversion of customers
to lower pricing levels under the Company's Novation GPO
contracts and a larger product mix shift from higher margin
traditional analog film toward lower margin digital capture and
printing equipment. Additionally, in 2001 as compared with 2000,
the Company incurred higher service costs due to an increase in




volume of new digital capture equipment and systems placements,
compounded by short-term start-up reliability issues with the new
equipment.

SG&A expenses for the Health Imaging segment increased
$16 million, or 4%, from $351 million in 2000 to $367 million in
2001. As a percentage of sales, SG&A increased from 15.8% in
2000 to 16.2% in 2001.

R&D expenses for the Health Imaging segment increased $14
million, or 10%, from $138 million in 2000 to $152 million in
2001. As a percentage of sales, R&D increased from 6.2% in
2000 1o 6.7% in 2001.

Earnings from continuing operations before interest, other
(charges) income, and income taxes decreased $195 million, or
38%, from $518 million in 2000 to $323 million in 2001, which
is attributable to the decrease in the gross profit percentage in
2001 as compared with 2000, as described above.

Commercial Imaging Net worldwide sales for the Commercial
Imaging segment were $1,454 million for 2001 as compared with
$1,417 million for 2000, representing an increase of $37 million,
or 3% as reported, or 5% excluding the negative net impact of
exchange.

Net sales in the U.S. were $820 million for 2001 as
compared with $715 million for 2000, representing an increase of
$105 million, or 15%. Net sales outside the U.S. were $634
million for 2001 as compared with $702 miltion for 2000,
representing a decrease of $68 million, or 10% as reported, or
5% excluding the negative impact of exchange.

Net worldwide sales of document imaging equipment,
products and services increased 8% in 2001 as compared with
2000. The increase in sales was primarily attributable to an
increase in service revenue due to the acquisition of the Bell and
Howell Imaging business in the first quarter of 2001. With the
acquisition of the Bell and Howell Imaging business, the Company
continues to secure new exclusive third-party maintenance
agreements. The increase in revenue was also due to strong
demand for the Company's iNnovation series scanners, specifically
the new 1800 series high-volume document scanner.

Net worldwide sales of the Company's commercial and
government products and services increased 16% in 2001 as
compared with 2000. The increase in sales was principally due to
an increase in revenues from government products and services
under its government contracts.

Net worldwide sales for wide-format inkjet products were a
contributor to the net increase in Commercial Imaging sales as
these revenues increased 9% in 2001 as compared with 2000,
reflecting year-over-year sales increases throughout 2001. The
Company continues to focus on initiatives to grow this business
as reflected in the acquisition of ENCAD, Inc. in January of 2002.
Given ENCAD's strong distribution position in this industry, the
acquisition of ENCAD is expected to provide the Company with an
additional channel to the inkjet printer market.

Net worldwide sales of graphic arts products to KPG
decreased 15% in 2001 as compared with 2000. The largest

contributor to this decline in sales was graphics film, which
experienced a 20% decrease, reflecting a 19% decrease in
volume and small declines attributable to price/mix and exchange.
The decrease in sales to KPG is attributable to continued
technology substitution and economic weakness. During 2001,
KPG continued to implement the operational improvements it
began in 2000, which returned the joint venture to profitability in
the first quarter and throughout 2001. In the fourth quarter of
2001, KPG completed its acquisition of Imation's color proofing
and software business. The Company believes that Imation’s
portfolio of products will complement and expand KPG's offerings
in the marketplace, which should drive sell-through of Kodak's
graphics products. The Company is the exclusive provider of
graphic arts products to KPG. Net earnings from continuing
operations include positive earnings from the Company's equity in
the income of KPG.

Net worldwide sales of products to NexPress decreased in
2001 as compared with 2000, reflecting a 15% decrease in
volume and declines in price/mix. In September 2001, the joint
veniure achieved its key milestone in launching the NexPress
2100 printer product at the Print ‘01 trade show. There is strong
customer demand for the new printer, which the Company
believes should drive increased sell-through of Kodak's products
through the joint venture.

Gross profit for the Commercial Imaging segment was $451
million for 2001 compared with $473 million for 2000,
representing a decrease of $22 million, or 5%. The gross profit
margin for the Commercial Imaging segment was 31.0% in 2001
as compared with 33.4% in 2000. The 2.4 percentage point
decrease in gross margin was primarily attributable to lower
selling prices in a number of product groups within the segment.

SG&A expenses for the Commercial Imaging segment
increased $32 million, or 18%, from $176 million in 2000, to
$208 million in 2001. As a percentage of sales, SG&A increased
from 12.4% in 2000 to 14.3% in 2001.

R&D costs for the Commercial Imaging segment decreased $3
million, or 5%, from $61 million in 2000 to $58 million in 2001.
As a percentage of sales, R&D decreased from 4.3% in 2000 to
4.0% in 2001.

Earnings from continuing operations before interest, other
(charges) income, and income taxes decreased $61 million, or
269%, from $233 million in 2000 to $172 million in 2001, which
was attributable to the decrease in the gross profit percentage
and an increase in SG&A expenses in 2001 as compared with
2000, as described above.

All Other Net worldwide sales of businesses comprising All
Other were $110 million for 2001 as compared with $126 million
for 2000, representing a decrease of $16 million, or 13% as
reported, with no impact from exchange. Net sales in the U.S.
were flat at $68 million for both 2001 and 2000, while net sales
outside the U.S. were $42 million for 2001 as compared with $58
million for 2000, representing a decrease of $16 million, or 28%
as reported, or 30% excluding the net impact of exchange.




inancials

F

The decrease in worldwide net sales was primarily
attributable to a decrease in optics revenues of 39% and a
decrease in revenues due to the divestment of the Eastman
Software business in 2000. These decreases were partially offset
by a 10% increase in the sale of sensors.

In December 2001, the Company and SANYO announced the
formation of a business venture, SK Display Corporation, Lo
manufacture and sell active matrix organic light emitting diode
(OLED) displays for consumer devices. Kodak holds a 34%
ownership interest in this venture. For 2001, there were no sales

relating to this business. In the future, the Company will derive
revenue through royalty income and sales of raw materials and
finished displays.

Loss from continuing operations before interest, other
(charges) income, and income taxes increased $49 million from a
loss of $11 million in 2000 to a loss of $60 million in 2001. The
increase in the loss was attributable to increased costs incurred
for the continued development of the OLED technology, the
establishment of the SK Display business venture and costs
incurred to grow the existing optics and sensor businesses.

SUMMARY
{in millions, except per share data) 2002 Change 2001 Change 2000
Net sales from continuing operations $12,835 -3% $13,229 -5% $13,994
Earnings from continuing operations before
interest, other (charges) income,
and income taxes 1,220 +247 352 -84 2,214
Earnings from continuing operations 793 +879 81 -94 1,407
Loss from discontinued operations (23) -360 (%) —
Net earnings 770 +913 76 -05 1,407
Basic earnings (loss) per share
Gontinuing operations 272 +871 .28 -94 4,62
Discontinued operations (.08) -300 (.02) —
Total 2.64 +915 .26 -94 4.62
Diluted earnings (loss) per share
Continuing operations 2.72 +871 .28 -94 4.59
Discontinued operations (.08) -300 (.02) —
Total 2.64 +915 .26 -4 4.59

The Company’s results as noted above include certain one-
time items, such as charges associated with focused cost
reductions and other special charges. These one-time items,
which are described below, should be considered to belter
understand the Company's results of operations that were
generated from normal operational activities.

2002

The Company’s results from continuing operations for the year
included the following:

Charges of $114 million ($80 million after tax) related to
focused cost reductions implemented in the third and fourth
quarters. See further discussion in the Restructuring Costs and
Other section of Management's Discussion and Analysis of
Financial Condition and Results of Operations (MD&A) and Note
14, "Restructuring Costs and Other.”

Charges of $50 million ($34 million after 1ax) related to
venture investment impairments and other asset write-offs
incurred in the second, third and fourth quarters. See MD&A and
Note 6, “Investments” for further discussion of venture investment
impairments.

Income tax benefits of $121 million, including a $45 million
tax benefit related to the closure of the PictureVision subsidiary
in the second quarter, a $46 million benefit from the loss realized
on the liquidation of a Japanese photofinishing operations
subsidiary in the third quarter, an $8 million benefit from a
fourth quarter property donation, and a $22 million adjustment to
reduce the Gompany's income tax provision due to a decrease in
the estimated effective tax rate for the full year.

Excluding the above items, net earnings from continuing
operations were $787 million, or $2.70 per basic and diluted
share.




2001

The Company’s results from continuing operations for the year
included the following one-lime items:

Charges of $830 million ($583 million after tax) related to
the restructuring programs implemented in the second, third and
fourth quarters and other asset impairments. See further
discussion in MD&A and Note 14, "Restructuring Costs and Other.”

A charge of $41 million ($28 million after tax) for
environmental exposures. See MD&A and Note 10, “Commitments
and Contingencies.”

A charge of $20 million ($14 million afier tax) for the Kmart
bankruptcy. See MD&A and Note 2, “Receivables, Net.”

Income tax benefits of $31 million, including a favorable tax
settlement of $11 million and a $20 million benefit relating to the
decline in the year-over-year operational effective tax rate.

Excluding the above items, net earnings from continuing
operations were $675 million, or $2.32 per basic and diluted share.

2000

The Company’s results from continuing operations for the year
included the following one-time items:

Charges of approximately $50 million ($33 million after tax)
associated with the sale and exit of one of the Company’s
equipment manufacturing facilities. The costs for this effort,
which began in 1999, related 1o accelerated depreciation of
assets still in use prior to the sale of the facility in the second
quarter, and costs for relocation of the operations.

Excluding the above, net earnings from continuing operations
were $1,440 million. Basic earnings per share were $4.73 and
diluted earnings per share were $4.70.

RESTRUCTURING COSTS AND OTHER

Fourth Quarter, 2002 Restructuring Plan

During the fourth quarter of 2002, the Company announced a
number of focused cost reductions designed to apply
manufacturing assels more effectively in order to provide
competitive products to the global market. Specifically, the
operations in Rochester, New York that assemble

one-time-use cameras and the operations in Mexico that perform
sensitizing for graphic arts and x-ray films, will be relocated to
other Kodak locations. In addition, as a result of declining
photofinishing volumes, the Company will close certain central
photofinishing labs in the U.S. and EAMER. The Company will
also reduce research and development and selling, general and
administrative positions on a worldwide basis and exit certain
non-strategic businesses. The total restructuring charges recorded
in the fourth quarter of 2002 for these actions were $116
million.

The following table summarizes the activity with respect to
the restructuring and asset impairment charges recorded during
the fourth quarier of 2002 for continuing operations and the
remaining balance in the related restructuring reserves at
December 31, 2002:

Long-lived Exit

Number of Severance Inventory Asset Costs
(dollars in millions) Employees Reserve Write-downs Impairments Reserve Total
4th Quarter, 2002 charges 1,150 $ 55 $ 7 $ 37 $ 17 $ 116
4th Quarter, 2002 utilization (250) (2) {7) (37) — (46)
Balance at 12/31/02 900 $ 53 $ — $ — $ 17 $ 170

The total restructuring charge of $116 million for the fourth
quarter of 2002 was composed of severance, inventory write-
downs, long-lived asset impairments and exit costs of $55 million,
$7 million, $37 million and $17 million, respectively, with $109
million of those charges reported in restructuring costs (credits)
and other in the accompanying Consolidated Statement of
Earnings. The $7 million charge for inventory write-downs for
product discontinuances was reporied in cost of goods sold in the
accompanying Consolidated Statement of Earnings. The severance
and exit costs require the outlay of cash, while the inventory
write-downs and long-lived asset impairments represent non-cash
items.

The severance charge related to the termination of 1,150
employees, including approximately 525 manufacturing and
logistics, 300 service and photofinishing, 175 administrative and
150 research and development positions. The geographic
composition of the employees terminated included approximately
775 in the United States and Canada and 375 throughout the rest
of the world. The charge for the long-lived asset impairments
includes the write-off of $13 million relating to equipment used in
the manufacture of cameras and printers, $13 million for
sensitized manufacturing equipment, $5 million for lab equipment
used in photofinishing and $6 million for other assets that were
scrapped or abandoned immediately. In addition, charges of $9




million related to accelerated depreciation on long-lived assets
accounted for under the held for use model of SFAS No. 144, was
included in cost of goods sold in the accompanying Consolidated
Statement of Earnings. The accelerated depreciation of $9 million
was comprised of $5 million relating to equipment used in the
manufacture of cameras, $2 million for sensitized manufacturing
equipment and $2 million for lab equipment used in photofinishing
that will be used until their abandonment in 2003. The Company
will incur accelerated depreciation charges of $16 million, $6
million and $3 million in the first, second and third quarters,
respectively, of 2003 as a result of the actions implemented in
the Fourth Quarter, 2002 Restructuring Plan.

In connection with the charges recorded in the Fourth
Quarter, 2002 Restructuring Plan, the Company has 900 positions
remaining to be eliminated as of December 31, 2002. These
positions will be eliminated as the Company completes the
closure of photofinishing labs and completes the planned
downsizing of manufacturing and administrative positions. These
positions are expected to be eliminated by the end of the second
quarter of 2003. Severance payments will continue beyond the
second quarter of 2003 since, in many instances, the terminated
employees can elect or are required to receive their severance
payments over an extended period of time. The Company expects
the actions contemplated by the reserve for exit costs to be
completed by the end of the third quarter of 2003. Most exit
costs are expected to be paid during 2003. However, certain
costs, such as long-term lease payments, will be paid over
periods after 2003.

These restructuring actions as they relate to the
Photography, Health Imaging and Commercial Imaging segments
amounted to $40 million, $2 million and $19 million, respectively.
The remaining $55 million were for actions associated with the
manufacturing, research and development, and administrative
functions, which are shared across all segments.

Cosl savings resulting from the implementation of all Fourth
Quarter, 2002 Restructuring Plan actions are expected to be
approximately $90 million to $95 million in 2003 and $205
million to $210 million on an annual basis thereafter.

In addition to the severance actions included in the $55
million charge described above, further actions will be required
related to the relocations of the Rochester, New York one-time-use
camera assembly operations and the Mexican sensitizing
operations. Upon completion of the final severance action plans, it
is expected that an additional 500 to 700 manufacturing
employees will be terminated. The total charge for these
additional severance actions is expected to be approximately $15
million to $20 million.

As part of the Company's focused cost-reduction efforts, the
Company announced on January 22, 2003 that it intended to
incur additional charges in 2003 o terminate 1,800 to 2,200
employees, in addition to the employees included in the Fourth
Quarter, 2002 Restructuring Plan. A significant portion of these
reductions is relaied to the rationalization of the Company's
photofinishing operations in the U.S. and EAMER. The total
charges in 2003 are expected to be in the range of $75 million to
$100 million. The savings from these additional reductions are
estimated to be $35 million to $50 million in 2003 and $65
million to $85 million on an annual basis thereafter.

Third Quarter, 2002 Restructuring Plan

During the third quarter of 2002, the Company consolidated and
reorganized its photofinishing operations in Japan by closing 8
photofinishing laboratories and transferring the remaining 7
laboratories 10 a joint venture it entered into with an independent
third party. Beginning in the fourth quarter of 2002, the Company
outsourced its photofinishing operations to this joint venture. The
restructuring charge of $20 million relating to the Photography
segment recorded in the third quarter included a charge for
termination-related benefits of approximately $14 million relating
to the elimination of approximately 175 positions, which were not
transferred to the joint venture, and other statutorily required
payments. The positions were eliminated as of September 30,
2002 and the related payments were made by the end of 2002.
The remaining restructuring charge of $6 million recorded in the
third quarter represents the write-down of long-lived assets held
for sale to their fair values based on independent valuations. An
additional $3 million was recorded in the fourth quarter for the
write-down of these long-lived assets held for sale based on
quotes obtained from potential buyers. All charges applicable to
the Third Quarter, 2002 Restructuring Plan were included in the
restructuring costs (credits) and other line in the accompanying
Consolidated Statement of Earnings.

Fourth Quarter, 2001 Restructuring Plan

As a result of the decline in the global economic conditions and
the events of September 11th, the Gompany committed to actions
in the fourth quarter of 2001 (the Fourth Quarter, 2001
Restructuring Plan) to rationalize worldwide manufacturing
capacity, reduce selling, general and administrative positions on a
worldwide basis and exit certain businesses. The total restructuring
charges in connection with these actions were $329 million.




The following table summarizes the activity with respect to the restructuring and asset impairment charges recorded during the
fourth quarter of 2001 and the remaining balance in the related restructuring reserves at December 31, 2002:

Long-lived Exit

Number of Severance Inventory Asset Costs
(dollars in millions) Employees Reserve Wrile-downs  Impairments Reserve Total
2001 charges 4,500 $ 217 $ 71 $ 18 $ 27 $ 329
2001 utilization (1,300) (16) () (78) — {(101)
Balance at 12/31/01 3,200 201 — — 21 228
1st Quarter, 2002 utilization (1,725) (32) — — — (32)
Balance at 3/31/02 1,475 169 — — 27 196
2nd Quarter, 2002 utilization (550) (43) — — (10) (53)
Balance at 6/30/02 925 126 — — 17 143
3rd Quarter, 2002 reversal (275) (12) —_ — — (12)
3rd Quarter, 2002 utilization (125) (37) —_ — — (37)
Balance at 9/30/02 525 7 — — 17 94
4th Quarter, 2002 utilization (325) (21) — — 4) (25)
Balance at 12/31/02 200 $ 56 $ — $ — $ 13 $ 69

The total restructuring charge of $329 million for the fourth
quarter of 2001 was composed of severance, inventory write-
downs, long-lived asset impairments and exit costs of $217
million, $7 million, $78 million and $27 million, respectively, with
$308 million of those charges reported in restructuring costs
{credits) and other in the accompanying Consolidated Statement
of Barnings. The balance of the charge of $21 million, comprised
of $7 million for inventory write-downs relating o the product
discontinuances and $14 million relating to accelerated
depreciation on the long-lived assets accounted for under the held
for use model of SFAS No. 121, was reported in cost of goods
sold in the accompanying Consolidated Statement of Earnings. The
severance and exit costs require the outlay of cash, while the
inventory write-downs and long-lived asset impairments
represented non-cash: items.

The severance charge related to the termination of 4,500
employees, including approximately 1,650 manufacturing, 1,385
administrative, 1,190 service and photofinishing and 275 research
and development positions. The geographic composition of the
employees terminated included approximately 3,190 in the United
States and Canada and 1,310 throughout the rest of the world.
The charge for the long-lived asset impairments included the
write-off of $22 million relating to sensitized manufacturing
equipment, lab equipment and leasehold improvements, and other
assets that were scrapped or abandoned immediately and
accelerated depreciation of $17 million relating to sensitized
manufacturing equipment, lab equipment and leasehold
improvements, and other assets that were to be used until their
abandonment in the first three months of 2002. The balance of

the long-lived asset impairment charge of $39 million included
charges of $30 million relating to the Company's exit of three
non-core businesses, and $9 million for the write-off of long-lived
assets in connection with the reorganization of certain of the
Company's digital camera manufacturing operations.

In the third quarter of 2002, the Company reversed $12
million of the $217 million in severance charges due primarily to
higher rates of attrition than originally expected, lower utilization
of training and outplacement services by terminated employees
than originally expected and termination actions being completed
at an actual cost per employee that was lower than originally
gstimated. As a result, approximately 275 fewer people will be
terminated, including approximately 200 service and
photofinishing, 50 manufacturing and 25 administrative. Total
employee terminations from the Fourth Quarter, 2001
restructuring actions are now expected to be approximately 4,225.

During the fourth quarter of 2002, the Company recorded $5
million of credits associated with the Fourth Quarter, 2001
Restructuring Plan in restructuring costs (credits) and other in
the accompanying Consolidated Statement of Earnings. The credits
were the result of higher proceeds and lower costs associated
with the exit from non-core businesses.

These restructuring actions as they relate to the
Photography, Health Imaging and Commercial Imaging segments
amounted to $113 million, $34 million and $30 million,
respectively. The remaining $140 million were for actions
associated with the manufacturing, research and development, and
administrative functions, which are shared across all segments.




The remaining actions to be taken by the Company in
connection with the Fourth Quarter, 2001 Restructuring Plan
relate primarily to severance and exit costs. The Company has
approximately 200 positions remaining to be eliminated as of
December 31, 2002. These positions will be eliminated as the
Company completes the closure of photofinishing labs in the U.S.,
and completes the planned downsizing of manufacturing positions
in the U.S. and administrative positions outside the U.S. These
positions are expected to be eliminated by the end of the first
quarter of 2003. A significant portion of the severance had not
been paid as of December 31, 2002 since, in many instances, the
terminated employees could elect or were required to receive
their severance payments over an extended period of time. The
Company expects the actions contemplated by the reserve for exit
costs to be completed by the end of the first quarter of 2003.
Most exit costs are expected to be paid during 2003. However,
certain costs, such as long-term lease payments, will be paid over
periods after 2003.

Second and Third Quarter, 2001 Restructuring Plan

During the second and third quarters of 2001, as a result of a
number of factors, including the ongoing digital transformation,
declining photofinishing volumes, the discontinuance of certain
product lines, global economic conditions, and the growing
presence of business in certain geographies outside the United
States, the Company committed to a plan to reduce excess
manufacturing capacity, primarily with respect to the production
of sensitized goods, to close certain central photofinishing labs in
the U.S. and Japan, to reduce selling, general and administrative
positions on a worldwide basis and to exit certain businesses. The
total restructuring charges in connection with these actions were
$369 million and were recorded in the second and third quarters
of 2001 (the Second and Third Quarter, 2001 Restructuring Plan).

The following table summarizes the activity with respect to
the restructuring and asset impairment charges recorded during
the second and third quarters of 2001 and the remaining balance
in the related restructuring reserves at December 31, 2002:

Long-lived Exit

‘ Number of Severance Inventory Asset Costs
{dollars in millions) Employees Reserve Write-downs Impairments Reserve Total
2nd Quarter, 2001 charges 2,400 $ 127 $ 57 $ 112 $ 20 $ 316
3rd Quarter, 2001 charges 300 7 20 25 1 53
Subtotal 2,700 134 71 137 21 369
2001 reversal (275) (20) — — — (20)
2001 utilization (1,400) (40) (77) (137) (5) (259)
Balance ai 12/31/01 1,025 74 — — 16 90
1st Quarter, 2002 utilization (550) (23) — — (2) (25)
Balance at 3/31/02 475 51 —_ — 14 65
2nd Quarter, 2002 utilization (100) (11 — — (2) {13)
Balance at 6/30/02 375 40 — — 12 52
3rd Quarter, 2002 reversal {(225) (14) — — (3) (17)
3rd Quarter, 2002 utilization (50) (7 —_ — — (7)
Balance at 9/30/02 100 19 — — 9 28
4th Quarter, 2002 utilization (100) (8) — — 4) (12)
Balance at 12/31/02 0 $ 11 $ — $ — $ 5 $ 16

The total restructuring charge of $369 million for the Second
and Third Quarter, 2001 Restructuring Plan was composed of
severance, inventory write-downs, tong-lived asset impairments
and exit costs of $134 million, $77 million, $137 million and $21
million, respectively, with $271 million of those charges reported
in restructuring costs (credits) and other in the accompanying
Consolidated Statement of Earnings. The balance of the charge of
$98 million, composed of $77 million for inventory write-downs
relating to product discontinuances and $21 million relating to

accelerated depreciation on the long-lived assets accounted for
under the held for use model of SFAS No. 121, was reported in
cost of goods sold in the accompanying Consolidated Statement of
Earnings. The severance and exit costs require the outlay of cash,
while the inventory write-downs and long-lived asset impairments
represent non-cash items.

The severance charge related to the termination of 2,700
employees, including approximately 990 administrative, 800
manufacturing, 760 service and photofinishing and 150 research




and development positions. The geographic composition of the
employees terminated included approximately 1,110 in the United
States and Canada and 1,590 throughout the rest of the world.
The charge for the long-lived asset impairments includes the
write-off of $61 million relaling to sensitizing manufacturing
equipment, lab equipment and leasehold improvements, and other
assets that were scrapped or abandoned immediately and
accelerated depreciation of $33 million relating to sensitizing
manufacturing equipment, lab equipment and leasehold
improvements, and other assets that were to be used until their
abandonment within the first three months of 2002. The total
amount for long-lived asset impairments also includes a charge of
$43 million for the write-off of goodwill relating to the Gompany's
PictureVision subsidiary, the realization of which was determined
to be impaired as a result of the Company's acquisition of Ofoto
in the second quarter of 2001.

In the fourth quarter of 2001, the Company reversed $20
million of the $134 million in severance charges as ceriain
termination actions, primarily those in EAMER and Japan, will be
completed at a total cost less than originally estimated. This is
the result of a lower actual severance cost per employee as
compared with the original amounts estimated and 275 fewer
employees being terminated, including approximately 150 in
service and photofinishing, 100 in administrative and 25 in R&D.

In the third quarter of 2002, the Company reversed $14
million of the original $134 million in severance charges due
primarily to higher rates of aitrition than originally expected,
lower utilization of training and outplacement services by
terminated employees than originally expected and termination
actions being completed at an actual cost per employee thal was
lower than originally estimated. As a result, approximately 225
fewer employees will be terminated, including 100 in service and
photofinishing, 100 in administrative and 25 in R&D. Also in the
third quarter of 2002, the Company reversed $3 million of exit
costs as a result of negotiating lower contract termination
payments in connection with business or product line exits.

These restructuring actions as they relate to the
Photography, Health Imaging and Commercial [maging segments
amounted to $234 million, $11 million and $8 million,
respectively. The remaining $79 million were for actions
associated with the manufacturing, research and development, and
administrative functions, which are shared across all segments.

Actions associated with the Second and Third Quarter, 2001
Restructuring Plan have been completed. A net total of 2,200
personnel were terminated under the Second and Third Quarter,
2001 Restructuring Plan. A portion of the severance had not been
paid as of December 31, 2002 since, in many instances, the
terminated employees could elect, or were required to receive,
their severance payments over an extended period of time. Most
of the remaining exit costs are expected to be paid during 2003.
However, certain exit costs, such as long-term lease payments,
will be paid after 2003.

Cost savings related to the Second and Third Quarter, 2001
Restructuring Plan and the Fourth Quarter, 2001 Restructuring
Plan actions approximated $450 million.

LIQUIDITY AND CAPITAL RESOURCES

2002

The Company's cash and cash equivalents increased $121 million
during 2002 to $569 million at December 31, 2002. The increase
resulted primarily from $2,204 million of cash flows from
operating activities, partially offset by $758 million of cash flows
used in investing activities and $1,331 million of cash used in
financing activities.

The net cash provided by operating activities of $2,204
million for the year ended December 31, 2002 was partially
attributable to (1) net earnings of $770 million which, when
adjusted for depreciation and amortization, and restructuring’
costs, asset impairments and other charges, provided $1,673
million of operating cash, (2) a decrease in accounts receivable of
$263 million, (3) a decrease in inventories of $88 million, (4)
proceeds from the surrender of its company-owned life insurance
policies of $187 million, and (5) an increase in liabilities
excluding borrowings of $29 million, related primarily to
severance payments for restructuring programs. The net cash
used in investing activities of $758 million was utilized primarily
for capital expenditures of $577 million, investments in
unconsolidated affiliates of $123 million, business acquisitions of
$72 million, of which $60 million related to the purchase of
minority interests in China and India, and net purchases of
marketable securities of $13 million. These uses of cash were
partially offset by proceeds from the sale of properties of $27
million. The net cash used in financing activities of $1,331 million
was primarily the result of net debt repayments of $597 million,
dividend payments of $525 mitlion and the repurchase of 7.4
million Kodak shares held by KRIP for $260 miltion. Of the $260
million expended, $205 million was repurchased under the 1999
stock repurchase program, which is now completed. The balance
of the amount expended of $55 million was repurchased under
the 2000 stock repurchase program.

Net working capital, excluding short-term borrowings,
decreased to $599 million at December 31, 2002 from $797
million at December 31, 2001. This decrease is primarily
attributable to an increase in accounts payable and other current
liabilities, an increase in accrued income taxes, lower receivables
and lower inventories partially offset by a higher cash balance.

The Company's primary estimated future uses of cash for
2003 include the following: dividend payments, debt reductions,
acquisitions, and the potential repurchase of shares of the
Gompany's common stock.

In October 2001, the Company's Board of Directors approved
a change in the dividend policy from quarterly dividend payments
to semi-annual payments, which, when declared, will be paid on
the Company’s 10th business day each July and December 1o
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shareholders of record on the first business day of the preceding
month. On April 11, 2002, the Company's Board of Directors
declared a semi-annual cash dividend of $.90 per share on the
outstanding common stock of the Company. This dividend was
paid on July 16, 2002 to shareholders of record at the close of
business on June 3, 2002. On October 10, 2002, the Company’s
Board of Director’s declared a semi-annual cash dividend of $.90
per share on the outstanding common Stock of the Gompany. This
dividend was paid to the shareholders of record at the close of
business on December 13, 2002.

Capital additions were $577 million in 2002, with the
majority of the spending supporting new products, manufacturing
productivity and quality improvements, infrastructure
improvements and ongoing environmental and safety initiatives.
For the full year 2003, the Company expects its capital spending,
excluding acquisitions and equipment purchased for lease, to be
approximately $600 million.

The cash outflows for severance and exit costs associated
with the restructuring charges recorded in 2002 will be more
than offset by the tax savings associated with the restructuring
actions, primarily due to the tax benefit of $46 million relating to
the consolidation of its photofinishing operations in Japan
recorded in the third quarter 2002 restructuring charge. During
2002, the Company expended $220 million against the related
restructuring reserves, primarily for the payment of severance
benefits, which were mostly attributable to the 2001 restructuring
actions. The remaining severance-related actions associated with
the total 2001 restructuring charge will be completed by the end
of the first quarter of 2003. Terminated employees could elect to
receive severance payments for up to two years following their
date of termination.

For 2003, the Company expects to generate $450 million to
$650 million in cash flow after dividends, excluding the impacts
on cash from the purchase and sale of marketable securities, the
impacts from debt and transactions in the Company's own equity,
such as stock repurchases and the proceeds from the exercise of
stock options. The Company believes that its cash flow from
operations will be sufficient to cover its working capital needs
and the funds required for dividend payments, debt reduction,
acquisitions and the potential repurchase of shares of the
Company’s common stock. The Company's cash balances and
financing arrangements will be used to bridge timing differences
between expenditures and cash generated from operations.

On July 12, 2002, the Company completed the renegotiation
of its 364-day commitied revolving credit facility (364-Day
Facility). The new $1,000 million facility is $225 million lower
than the 2001 facility due to a reduction in the Company’s
commercial paper usage and the establishment of the accounts
receivable securitization program. As a result, the Company now
has $2,225 million in committed revolving credit facilities, which
are available to support the Company's commercial paper
program and for general corporate purposes. The credit facilities
are comprised of the new 364-Day Facility at $1,000 million
expiring in July 2003 and a 5-year committed facility at $1,225

million expiring in July 2006 (5-Year Facility). If unused, they
have a commitment fee of $3 million per year, at the Company's
current credit rating of BBB+ (Standard & Poor's (S&P)) and
Baal (Moody's). Interest on amounts borrowed under these
facilities is calculated at rates based on spreads above certain
reference rates and the Company's credit rating. Due to the
credit rating downgrades mentioned below and the generally tight
bank credit market, the borrowing costs under the new 364-Day
Facility have increased by approximately 7 basis points on an
undrawn basis and 40 basis points on a fully drawn basis at the
Company’s current credit ratings. The borrowing costs under the
5-Year Facility have increased by 6.5 basis points on an undrawn
basis and 20 basis points on a fully drawn basis. These costs will
increase or decrease based on future changes in the Company's
credit rating.

In connection with the renegotiation of the $1,000 million
facility, the covenant under both of the facilities, which previously
required the Company 10 maintain a certain EBITDA (earnings
before interest, income taxes, depreciation and amortization) to
interest ratio, was changed to a debt to EBITDA ratio. In the
event of violation of the covenant, the facility would not be
available for borrowing until the covenant provisions were
waived, amended or satisfied. The Company was in compliance
with this covenant at December 31, 2002. The Company does not
anticipate that a violation is likely to occur.

The Company has other committed and uncommitted lines of
credit ai December 31, 2002 totaling $241 million and $1,993
million, respectively. These lines primarily support borrowing
needs of the Company’'s subsidiaries, which include term loans,
overdraft coverage, letters of credit and revolving credit lines.
Interest rates and other terms of borrowing under these lines of
credit vary from country to country, depending on local market
conditions. Total outstanding borrowing against these other
committed and uncommitted lines of credit ai December 31, 2002
were $143 million and $465 million, respectively. These
outstanding borrowings are reflected in the short-term bank
borrowings and long-term debt balances at December 31, 2002.

At December 31, 2002, the Company had $837 million in
commercial paper oulstanding, with a weighted average interest
rate of 1.97%. To provide additional financing flexibility, the
Company entered into an accounts receivable securitization
program, which provides for borrowings up to a maximum of
$400 million. At December 31, 2002, the Company had
outstanding borrowings under this program of $74 miltion. Based
on the outstanding secured borrowings level of $74 million, the
estimated annualized interest rate under this program is 2.13%.

During the second quarter of 2001, the Company increased
its medium-term note program from $1,000 million to $2,200
million for issuance of debt securities due nine months or more
from date of issue. AL December 31, 2002, the Company had debt
securities outstanding of $700 million under this medium-term
note program, with none of this balance due within one year. The
Company has remaining availability of $1,200 million under its
medium-term note program for the issuance of new notes.




Long-term debt and related maturities and interest rates
were as follows at December 31, 2002 and 2001 (in millions):

Weighted-

Average

Interest
Couniry Type Maturity ~ Rate 2002 2001
U.S. Term note 2002 6.38% $§ — § 150
U.S. Term nole 2003 9.38% 144 144
U.s. Term note 2003 7.36% 110 110
us. Medium-term 2005 7.25% 200 200
Us. Medium-term 2006 6.38% 500 500
us. Term note 2008 9.50% 34 34
Us. Term note 2018 9.95% 3 3
Us. Term note 2021 9.20% 10° 10
China Bank Loans 2002 6.28% — 12
China Bank Loans 2003 5.49% 114 96
China Bank Loans 2004 2.42% — 190
China Bank Loans 2004 5.58% 252 182
China Bank Loans 2005 5.53% 124 133
Japan Bank Loans 2003 2.51% — 42
Qualex Term notes 2003-2005 6.12% 44 —
Chile Bank Loans 2004 2.61% 10 10
Other 6 6
$1,551 §$1.822

During the quarter ended March 31, 2002, the Company’'s
credit ratings for long-term debt were lowered by Moody's and by
Fitch to Baal and A-, respectively. However, in connection with
ils downgrade, Moody's changed the Company’s outlook from
negative to stable. Additionally, Fitch lowered the Company's
credit rating on shori-term debt to F2. On April 23, 2002, S&P
lowered the Company's credil rating on long-term debt 10 BBB+,
a level equivalent to the Company's current rating from Moody's
of Baal. S&P reaffirmed the short-term debt at A2 and
maintained the Company's outlook at stable. These credit rating
downgrade actions were due to lower earnings as a result of the
continued weakened economy, industry factors and other world
events. The reductions in the Company's long-term debt credit
ratings have impacted the credit spread applied to Kodak's U.S.
long-term debt traded in the secondary markets. However, this
has not resulted in an increase in interest expense, as the
Company has not issued any significant new long-term debt
during this period. The reduction in the Company's short-term
debt credit ratings has impacted the cost of short-term
borrowings, primarily the cost of issuing commercial paper.
However, this increased cost was more than offset by the
lowering of market rates of interest as a result of actions taken
by the Federal Reserve 1o stimulate the U.S. economy. As
indicated above, the Company's weighted average commercial

paper rate for commercial paper outstanding at December 31,
2002 was 1.97% as compared with 3.61% at December 31,
2001. The credit rating downgrades in the first half of 2002
coupled with the downgrades in the fourth quarter of 2001 would
have resulted in an increase in borrowing rates; however, due o
lower average debt levels and lower commercial paper rates,
interest expense for the year ended December 31, 2002 is down
relative to the year ended December 31, 2001. The above credit
rating actions are not expected to have a material impact on the
future operations of the Company. However, if the Company’s
credit ratings were to be reduced further, this could potentially
affect access to commercial paper borrowing, While this is not
expected to occur, if such an event did take place the Company
could use alternative sources of borrowing including its accounts
receivable securitization program, long-term capital markets debt,
and its revolving credit facilities.

The Company is in compliance with all covenants or other
requirements set forth in its credit agreements and indentures.
Further, the Company does not have any rating downgrade
triggers that would accelerate the maturity dates of its debt, with
the exception of the following: a $110 million note due April 15,
2003 and $44 million in term notes that will amortize through
2005 that can be accelerated if the Company's credit rating from
S&P or Moody's were to fall below BBB and BBB-, respectively;
and the outstanding borrowings under the accounts receivable
securitization program if the Company's credit ratings from S&P
or Moody's were to fall below BBB- and Baa3, respectively, and
such condition continued for a period of 30 days. Further
downgrades in the Company’s credit rating or disruptions in the
capital markets could impact borrowing costs and the nature of
its funding alternatives. However, the Company has access to
$2,225 million in committed bank revolving credit facilities to
meet unanticipated funding needs should it be necessary.
Borrowing rates under these credit facilities are based on the
Company's credit rating.

The Gompany guaraniees debt and other obligations under
agreements with certain affiliated companies and customers. At
December 31, 2002, these guarantees totaled a maximum of $345
million, with outstanding guaranteed amounts of $159 million. The
maximum guarantee amount includes: guarantees of up to $160
million of debt for KPG ($74 million outstanding) and up to $19
million for other unconsolidated affiliates and third parties ($17
million outstanding) and guarantees of up to $166 miliion of
gustomer amounts due to banks in connection with various banks’
financing of customers’ purchase of products and equipment from
Kodak ($68 million outstanding). The KPG debt facility and related
guarantee mature on December 31, 2005, but may be renewed at
KPG's, Kodak's and the bank’s discretion. The guarantees for the
other third party debt mature between May 1, 2003 and May 31,
2005 and are not expected to be renewed. The customer
financing agreements and related guarantees typically have a
term of 90 days for product and short-term equipment financing
arrangements and up to 3 years for long-term equipment
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financing arrangements. These guarantees would require payment
from Kodak only in the event of default on payment by the
respective debtor. In some cases, particularly for guarantees
related to equipment financing, the Company has collateral or
recourse provisions to recover and sell the equipment to reduce
any losses that might be incurred in connection with the
guarantee. This activity is not material. Management believes the
likelihood is remote that material payments will be required
under these guaraniees.

The Company also guarantees debt owed to banks for some
of its consolidated subsidiaries. The maximum amount guaranteed
is $857 million, and the outstanding debi under those guarantees,
which is recorded within the short-term borrowings and long-term
debt, net of current portion components in the Consolidated
Statement of Financial Position, is $628 million. These guarantees
expire in 2003 through 2005 with the majority expiring in 2003.

The Company may provide up to $100 million in loan
guarantees to support funding needs for SK Display Corporation,
an unconsolidated affiliate in which the Company has a 34%
ownership interest. As of December 31, 2002, the Company has
not been required to guaraniee any of the SK Display
Corporation’s outstanding debt.

In certain instances when Kodak sells businesses either
through asset or stock sales, the Company may retain certain
liabilities for known exposures and provide indemnification to the
buyer with respect to future claims for certain unknown liabilities
existing, or arising from events occurring, prior to the sale date,
including liabilities for taxes, legal matters, environmental
exposures, labor contingencies, product liability, and other
obligations. The terms of the indemnifications vary in duration,
from one to two years for certain types of indemnities, io terms
for tax indemnifications that are generally aligned to the
applicable statute of limitations for the jurisdiction in which the
divestiture occurred, and terms for environmental liabilities that
typically do not expire. The maximum potential future payments
that the Company could be required to make under these
indemnifications are either contractually limited to a specified
amount or unlimited. The Company believes that the maximum
potential future payments that the Company could be required to
make under these indemnifications are not determinable at this
time, as any future payments would be dependent on the type
and extent of the related claims, and all available defenses, which
are not estimable. However, costs incurred to settle claims
related to these indemnifications have not been material to the
Company's financial position, results of operations or cash flows.

In certain instances when Kodak sells real estate, the
Company will retain the liabilities for known environmental
exposures and provide indemnification to the other party with
respect 1o future claims for certain unknown environmental
liabilities existing prior to the sale date. The terms of the
indemnifications vary in duration, from a range of three 1o ten
years for certain indemnities, to terms for other indemnities that
do not expire. The maximum potential future payments that the

Company could be required to make under these indemnifications
are either contractually limited to a specified amount or
unlimited. The Company believes that the maximum potential
future payments that the Company could be required to make
under these indemnifications are nol determinable at this time, as
any future paymenis would be dependent on the type and extent
of the related claims, and all relevant defenses to the claims,
which are not estimable. However, costs incurred to settle claims
related to these indemnifications have not been material to the
Company's financial position, results of operations or cash flows.

The Company may enter into standard indemnification
agreements in the ordinary course of business with its customers,
suppliers, service providers and business partners. In such
instances, the Company usually indemnifies, holds harmless and
agrees to reimburse the indemnified party for all claims, actions,
liabilities, losses and expenses in connection with any Kodak
infringement of third party intellectual property or proprietary
rights, or when applicable, in connection with any personal
injuries or property damage resulting from any Kodak products
sold or Kodak services provided. Additionally, the Company may
from time to time agree to indemnify and hold harmless its
providers of services from all claims, actions, liabilities, losses
and expenses relating to their services to Kodak, except to the
extent finally determined to have resulted from the fault of the
provider of services relating to such services. The level of
conduct constituting fault of the service provider will vary from
agreement {o agreement and may include conduct which is
defined in terms of negligence, gross negligence, recklessness,
intentional acts, omissions or other culpable behavior. The term
of these indemnification agreements is generally perpetual. The
maximum potential future payments that the Company could be
required to make under the indemnifications are unlimited. The
Company believes that the maximum potential future payments
that the Company could be required to make under these
indemnifications are not determinable at this time, as any future
payments would be dependent on the type and extent of the
related claims, and all relevani defenses to the claims, including
statutes of limitation, which are noi estimable. However, costs
incurred to settle claims related to these indemnaifications have
not been material to the Company's financial position, results of
operations or cash flows.

The Company has by-laws, policies, and agreements under
which it indemnifies its directors and officers from liability for
certain events or occurrences while the directors or officers are,
or were, serving at Kodak's request in such capacities.
Furthermore, the Company is incorporated in the State of New
Jersey, which requires corporations to indemnify their officers
and directors under certain circumstances. The Gompany has
made similar arrangements with respect to the directors and
officers of acquired companies. The term of the indemnification
period is for the director's or officer’s lifetime. The maximum
potential amount of future payments that the Company could be
required to make under these indemnifications is unlimited, but




would be affected by all relevant defenses to the claims, including
statutes of limitations.

The Company had a commitment under a put option
arrangement with Burrell Golour Lab (BCL), an unaffiliated
company, whereby the shareholders of BCL had the ability to put
100% of the stock to Kodak for total consideration, including the
assumption of debt, of approximately $63.5 million. The option
first became exercisable on October 1, 2002 and was ultimately
exercised during the Company's fourth quarter ended
December 31, 2002. Accordingly, on February 5, 2003, the
Gompany acquired BCL for a total purchase price of
approximately $63.5 million, which was composed of
approximately $53 million in cash and $10.5 million in assumed
debt. The exercise of the oplion had no impact on the Company's
fourth quarter earnings.

In connection with the Gompany's investment in China that
began in 1998, certain unaffiliated entities invested in two Kodak
consolidated companies with the opportunity 1o pub their minority
interests to Kodak at any time after the third anniversary, but
prior to the tenth anniversary, of the date on which the
companies were established. On December 31, 2002, an
unaffiliated investor in one of Kodak’s China subsidiaries exercised
their rights under the pul option agreement. Under the terms of
the arrangement, the Company repurchased the investor's 10%
minority interest for approximately $44 million in cash. The
exercise of this put option and the recording of the related
minority interest purchased had no impact on the Company’s
earnings. The total exercise price in connection with the
remaining pul options, which increases at a rate of 2% per
annum, is approximately $60 million at December 31, 2002. The
Company expects that approximately $16 million of the remaining
$60 million in total put options will be exercised and the related
cash payments will occur over the next twelve months.

Due to the continuing declines in the equity markets in 2002
as well as the decline in the discount rate from December 31,
2001 10 December 31, 2002, the Company was required to record
a charge to the accumulated other comprehensive (1oss) income
component of equity of $394 million, net of tax benefits of $183
million, for additional minimum pension liabilities at December 31,
2002. The increase in additional minimum pension liabilities of
$577 million was recorded to the postretirement liabilities
component on the Consolidated Statement of Financial Position at
December 31, 2002. The net increase in this component of $684
million from December 31, 2001 to December 31, 2002 is
partiatly attributable to this increase in the additional minimum
pension liabilities. The Company recorded the deferred income tax
benefit of $183 million in the other long-term assets component
within the Consolidated Statement of Financial Position. The net
increase in this component of $296 million from December 31,
2001 to December 31, 2002 is partially attributable to the
recording of these deferred income tax assets and the increase in
the prepaid pension asset. The increase in the prepaid pension
asset is primarily attributable to $197 million of pension income
generated from the U.S. pension plans in 2002.

During the fourth quarter of 2002, the Company funded one
of its non-U.S. defined benefit plans in the amount of
approximately $38 million. The Company does not expect to have
significant funding requirements relating to its defined benefit
pension plans in 2003.

Qualex, a wholly owned subsidiary of Kodak, has a 50%
ownership interest in Express Stop Financing (ESF), which is a
joint venture partnership between Qualex and Dana Credit
Corporation (DGG), a wholly owned subsidiary of Dana
Corporation. Qualex accounts for its investment in ESF under the
equity method of accounting. ESF provides a long-term financing
solution to Qualex’s photofinishing customers in connection with
Qualex’s leasing of photofinishing equipment to third parties, as
opposed to Qualex exiending long-term credit. As part of the
operations of its photofinishing business, Qualex sells equipment
under a sales-type lease arrangement and records a long-term
receivable. These long-term receivables are subsequently sold to
ESF withoul recourse o Qualex. ESF incurs long-term debt to
finance the purchase of the receivables from Qualex. This debt is
collateralized solely by the long-term receivables purchased from
Qualex and, in part, by a $60 million guarantee from DCC.
Qualex provides no guarantee or collateral to ESF's creditors in
connection with the debt, and ESF's debt is non-recourse to
Qualex. Qualex’s only continued involvement in connection with
the sale of the long-term receivables is the servicing of the
related equipment under the leases. Qualex has continued
revenue streams in connection with this equipment through future
sales of photofinishing consumables, including paper and
chemicals, and maintenance.

Qualex has risk with respect to the ESF arrangement as it
relates to its continued ability to procure spare parts from the
primary photofinishing equipment vendor (the Vendor) to fulfill its
servicing obligations under the leases. This risk is attributable to
the fact that, throughout 2002, the Vendor was experiencing
financial difficulty which ultimately resulted in certain of its
entities in different countries filing for bankruptcy on December
24, 2002. Although the lessees’ requirement to pay ESF under
the lease agreements is not contingent upon Qualex's fulfillment
of ils servicing obligations, under the agreement with ESF, Qualex
would be responsible for any deficiency in the amount of rent not
paid to ESF as a result of any lessee’s claim regarding
maintenance or supply services not provided by Qualex. Such
lease payments would be made in accordance with the original

" lease terms, which generally extend over 5 to 7 years. ESF's

outstanding lease receivable amount was approximately $473
million at December 31, 2002.

To mitigate the risk of not being able to fulfill its service
obligations in the event the Vendor were to file for bankruptcy,
Qualex built up its inventory of these spare parts during 2002
and began refurbishing used parts. To further mitigate its
exposure, effective April 3, 2002, Kodak entered into certain
agreements with the Vendor under which the Company paid $19
million for a license relating to the spare parts intellectual
property, an equity interest in the Vendor and the intellectual




property holding company and an arrangement (o purchase spare
parts. After entering into these arrangements, the Gompany
obtained the documentation and specifications of the parts it
sourced solely from the Vendor and a comprehensive supplier list
for the parts the Vendor sourced from other suppliers. However,
i under these arrangements, Kodak had a use restriction, which
precluded the Company from manufacturing the parts that the
Vendor produced and from purchasing parts directly from the
Vendor’s suppliers. This use restriction would be effective until
certain triggering events occurred, the most significant of which
was the filing for bankruptcy by the Vendor. As indicated above,
the Vendor filed for bankruptcy on December 24, 2002. The
arrangements thai the Company entered into with the Vendor are
currently being reviewed in the bankrupicy courts, and there is
the possibility that such agreements could be challenged.
However, the Company believes thai it has a strong legal position
with respect to the agreements and is taking the necessary steps
to obtain the rights to gain access to the Vendor’s tooling to
facilitate the manufacture of the parts previously produced by the
Vendor. Additionally, the Company has begun to source parts
directly from the Vendor's suppliers. Accordingly, the Company
does not anticipate any significant liability arising from the
inability to fulfill its service obligations under the arrangement
with ESF.

In December 2001, S&P downgraded the credit ratings of
Dana Corporation to BB for long-term debt and B for short-term
debt, which are below investment grade. This action created a
Guarantor Termination Event under the Receivables Purchase
Agreement (RPA) between ESF and its banks. To cure the
Guarantor Termination Event, in January 2002, ESF posted $60
million of additional collateral in the form of cash and long-term
lease receivables. At that time, if Dana Corporation were
downgraded to below BB by S&P or below Ba2 by Moody's, that
action would constitute a Termination Event under the RPA and
ESF would be forced to renegotiale its debt arrangements with
the banks. On February 22, 2002, Moody's downgraded Dana
Corporation to a Ba3 credit rating, thus creating a Termination
Event.

Effective April 15, 2002, ESF cured the Termination Event
by executing an amendment to the RPA. Under the amended RPA,
the maximum borrowings have been lowered to $400 million, and
ESF must pay a higher interest rate on outstanding and future

borrowings. Additionally, if there were certain changes in control
with respect to Dana Corporation or DCC, as defined in the
amended RPA, such an occurrence would constituie an eveni of
default. Absent a waiver from the banks, this event of default
would create a Termination Event under the amended RPA. The
amended RPA arrangement was further amended in July 2002 to
extend through July 2003. Under the amended RPA arrangement,
maximum borrowings were reduced to $370 million. Total
outstanding borrowings under the RPA at December 31, 2002
were $320 million.

Dana Corporation’s S&P and Moody’'s long-term debt credit
ratings have remained at the February 22, 2002 leveis of BB and
Ba3, respectively. Under the amended RPA, if either of Dana
Corporation’s long-term debt ratings were to fall below their
current respective ratings, such an occurrence would create a
Termination Event as defined in the RPA.

The amended RPA arrangement extends through July 2003,
at which time the RPA can be extended or terminated. If the RPA
were terminated, Qualex would no longer be able to sell its lease
receivables to ESF and would need to find an alternative
financing solution for future sales of its photofinishing equipment.
For the year ended December 31, 2002, total sales of
photofinishing equipment were $3.5 million. Under the partnership
agreement, between Qualex and DCG, subject to certain
conditions, ESF has exclusivity rights to purchase Qualex's long-
term lease receivables. The term of the partnership agreement
continues through October 6, 2003. In light of the timing of the
partnership termination, Qualex plans to utilize the services of
Eastman Kodak Credit Gorporation, a wholly owned subsidiary of
General Electric Capital Corporation, as an alternative financing
solution for prospective leasing activity with its customers.

At December 31, 2002, the Company had outstanding letters
of credit totaling $105 million and surety bonds in the amount of
$79 million primarily to ensure the completion of environmental
remediations and payment of possible casualty and workers’
compensation claims.

future periods is as follows:

As of December 31, 2002, the impact that our contractual obligations are expected to have on our liquidity and cash flow in

(in millions) Total 2003 2004 2005 2006 2007 2008+
Long-term debt obligations $ 1,551 $ 387 $ 285 $ 332 $ 500 $ — $ 47
Operating lease obligations 355 102 72 56 42 32 51
Purchase obligations 1,159 265 239 205 116 77 257
Total $ 3,065 $ 754 $ 596 $ 593 $ 658 $ 109 $ 355




2001

Nel cash provided by operating activities in 2001 was $2,206
million, as net earnings of $76 million, adjusted for depreciation
and amortization, and restructuring costs, asset impairments and
other charges, provided $1,408 million of operating cash. Also
contributing Lo operaling cash was a decrease in receivables of
$254 million and a decrease in inventories of $465 miilion. This
was partially offset by decreases in liabilities, excluding
borrowings, of $111 million related primarily to severance
payments for restructuring programs and reductions in accounts
payable and accrued benefit costs. Net cash used in investing
activities of $1,188 million in 2001 was utilized primarily for
capital expenditures of $743 million, investments in
unconsolidated affiliates of $141 million, and business acquisitions
of $306 million. Net cash used in financing activities of $808
million in 2001 was primarily the result of stock repurchases and
dividend payments as discussed below.

The Company declared cash dividends per share of $.44 in
gach of the first three quarters and $.89 in the fourth quarter of
2001. Total cash dividends of $643 million were paid in 2001. In
October 2001, the Gompany's Board of Directors approved a
change in dividend policy from quarterly dividend payments to
semi-annual dividend payments. Dividends, when declared, will be
paid on the 10th business day of July and December to
shareholders of record on the first business day of the preceding
month. These payment dates serve 1o better align the dividend
disbursements with the seasonal cash flow pattern of the
business, which is more concentrated in the second half of the
year. This action resulted in the Company making five dividend
payments in 2001.

Net working capital, excluding shori-term borrowings,
decreased to $797 million from $1,420 million at year-end 2000.
This decrease is mainly attributable to lower receivable and
inventory balances, as discussed above.

Capital additions, excluding equipment purchased for lease,
were $680 million in 2001, with the majority of the spending
supporting new products, manufacturing productivity and quality
improvements, infrastructure improvements, ongoing
environmental and safety initiatives, and renovations due io
relocations associated with restructuring actions taken in 1999.

Under the $2,000 million stock repurchase program
announced on April 15, 1999, the Company repurchased $44
million of its shares in 2001. As of March 2, 2001, the Company
suspended the stock repurchase program in a move designed to
accelerate debt reduction and increase financial flexibility. At the
time of the suspension of the program, the Company had
repurchased approximately $1,800 million of its shares under this
program.

The net cash cost of the restructuring charge recorded in
2001 was approximately $182 million after tax, which was
recovered through cost savings in less than two years. The

severance-related actions associated with this charge will be
completed by the end of the first quarter of 2003.

2000

Net cash provided by operating activities in 2000 was $1,105
miltion, as net earnings of $1,407 million, adjusted for
depreciation and amortization, provided $2,296 million of
operating cash. This was partially offset by increases in
receivables of $247 million, largely due to the timing of sales late
in the fourth quarter; increases in inventories of $280 million,
reflecting lower than expected sales performance in the second
half of the year, particularly for consumer films, paper and digital
cameras; and decreases in liabilities, excluding borrowings, of
$808 million related primarily lo severance payments for
restructuring programs and reductions in accounts payable and
accrued benefit costs. Net cash used in investing activities of
$906 million in 2000 was utilized primarily for capital
expenditures of $945 million, investments in unconsolidated
affiliates of $123 million, and business acquisitions of $130
million, partially offset by proceeds of $277 million from sales of
businesses and assets. Net cash used in financing activities of
$314 million in 2000 was the result of stock repurchases and
dividend payments, largely funded by net increases in borrowings
of $1,313 million.

Cash dividends per share of $1.76, payable quarterly, were
declared in 2000. Total cash dividends of approximately $545
million were paid in 2000.

Net working capital, excluding short-term borrowings and the
current portion of long-term debt, increased to $1,420 million
from $777 million at year-end 1999. This increase is mainly
attributable to lower payable levels and higher receivable and
inventory balances, as discussed above.

Capital additions were $345 million in 2000, with the
majority of the spending supporting manufacturing productivity
and quality improvements, new products including e-commerce
initiatives, digital photofinishing and digital cameras, and ongoing
environmental and safety initiatives.

Under the $2,000 million stock repurchase program
announced on April 15, 1999, the Company repurchased 21.6
million shares for $1,099 million in 2000. On December 7, 2000,
Kodak's Board of Direclors authorized the repurchase of up to an
additional $2,000 million of the Company's stock over the next
4 years.
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Cash expenditures for pollution prevention and waste treatment
for the Company's current facilities were as follows:

(in millions) 2002 2001 2000

Recurring costs for
pollution prevention and
waste treatment $ 67 $ 68 $ 72

Capital expenditures for
pollution prevention and

wasle treatment 12 27 36
Site remediation costs 3 2 3
Total $ 82 $ 97 $111

At December 31, 2002 and 2001, the Company’s
undiscounted accrued liabilities for environmental remediation
costs amounted to $148 million and $162 million, respectively.
These amounts are reported in other long-term liabilities in the
accompanying Consolidated Statement of Financial Position.

The Company is currently implementing a Corrective Action
Program required by the Resource Conservation and Recovery Act
(RCRA) at the Kodak Park site in Rochester, NY. As part of this
program, the Company has completed the RCRA Facility
Assessment (RFA), a broad-based environmental investigation of
the site. The Company is currently in the process of completing,
and in some cases has completed, RCRA Facility Investigations
(RFI) and Corrective Measures Studies (CMS) for areas at the
site. At December 31, 2002, estimated future investigation and
remediation costs of $67 million are accrued on an undiscounted
basis and are included in the $148 million reported in other long-
term liabilities.

Additionatly, the Company has retained certain obligations for
environmental remediation and Superfund matters related to
certain sites associated with the non-imaging health businesses
sold in 1994. In addition, the Company has been identified as a
potentially responsible party (PRP) in connection with the non-
imaging healih businesses in five active Superfund sites. At
December 31, 2002, estimated future remediation costs of $49
million are accrued on an undiscounted basis and are included in
the $148 miilion reported in other long-term liabilities.

The Company has obligations relating to two former
manufacturing sites located ouiside the United States.
Investigations were completed in the fourth quarter of 2001,
which facilitated the completion of cost estimates for the future
remediation and monitoring of these sites. The Company’s
obligationg with respect to these two sites include an estimate of
its cost to repurchase one of the sites and demolish the buildings
in preparation for its possible conversion to a public park. The
repurchase of the site was completed in the first quarter of 2002.
At December 31, 2002, estimated future investigation,
remediation and monitoring costs of $27 million are accrued on

an undiscounted basis and are included in the $148 million
reported in other long-term liabilities.

Additionally, the Company has approximately $5 million
accrued on an undiscounted basis in the $148 million reported in
other long-term liabilities at December 31, 2002 for remediation
relating to other facilities, which are not material to the
Company's financial position, results of operations, cash flows or
competitive position.

Cash expenditures for the aforementioned investigation,
remediation and monitoring activities are expected to be incurred
over the next thirty years for each site. For these known
environmental exposures, the accrual reflects the Company’s best
estimate of the amount it will incur under the agreed-upon or
proposed work plans. The Company's cost estimates were
determined using the ASTM Standard E 2137-01 “Standard Guide
for Estimating Monetary Costs and Liabilities for Environmental
Matters,” and have not been reduced by possible recoveries from
third parties. The overall method includes the use of a
probabilistic model which forecasts a range of cost estimates for
the remediation required at individual sites. The projects are
closely monitored and the models are reviewed as significant
events occur or at least once per year. The Company's estimate
includes equipment and operating costs for remediation and long-
term monitoring of the sites. The Company does not believe it is
reasonably possible that the losses for the known exposures could
exceed the current accruals by material amounts.

A Consent Decree was signed in 1994 in settlement of a civil
complaint brought by the U.S. Environmental Protection Agency
and the U.S. Department of Justice. In connection with the
Consent Decree, the Company is subject to a Gompliance
Schedule, under which the Company has improved its waste
characterization procedures, upgraded one of its incinerators, and
is evaluating and upgrading its industrial sewer system. The total
expenditures required to complete this program are currently
estimated to be approximately $27 million over the next six
years. These expenditures are primarily capital in nature and,
therefore, are not included in the environmental accrual at
December 31, 2002.

The Company is presently designated as a PRP under the
Comprehensive Environmental Response, Compensation, and
Liability Act of 1980, as amended (the Superfund Law), or under
similar state laws, for environmental assessment and cleanup
costs as the result of the Company's alleged arrangements for
disposal of hazardous substances at six such active sites. With
respect to each of these sites, the Company's liability is minimal.
Furthermore, numerous other PRPs have also been designated at
these sites and, although the law imposes joint and several
liability on PRPs, the Company's historical experience
demonstrates that these costs are shared with other PRPs.
Settlements and costs paid by the Company in Superfund maiters
to date have not been material. Future cosis are also not
expected to be material to the Company’s financial position,
results of operations or cash flows.




The Clean Air Act Amendments were enacted in 1990.
Expenditures to comply with the Clean Air Act implementing
regulations issued to dale have nol been material and have been
primarily capital in nature. In addition, future expenditures for
existing regulations, which are primarily capital in nature, are not
expected to be material. Many of the regulations to be
promulgated pursuant to this Act have not been issued.

Uncertainties associaied with environmental remediation
contingencies are pervasive and often result in wide ranges of
outcomes. Estimates developed in the early stages of remediation
can vary significantly. A finite estimate of cost does not normally
become fixed and determinable at a specific time. Rather, the
costs associated with environmental remediation become
estimable over a continuum of events and activities that help to
frame and define a liability, and the Company continually updates
its cost estimates. The Company has an ongoing monitoring and
identification process Lo assess how the activities, with respect to
the known exposures, are progressing against the accrued cost
estimates, as well as to identify other potential remediation sites
that are presently unknown,

Estimates of the amount and timing of future costs of
environmental remediation requirements are necessarily imprecise
because of the continuing evolution of environmental laws and
regulatory requirements, the availability and application of
lechnology, the identification of presently unknown remediation
sites and the allocation of costs among the potentially responsible
parties. Based upon information presently available, such future
costs are not expected to have a material effect on the Company's
competitive or financial position. However, such costs could be
material to results of operations in a particular future quarter or
year.

NEW ACCOUNTING PRONOUNCEMENTS

In June 2001, the Financial Accounting Standards Board (FASB)
issued SFAS No. 143, “Accounting for Asset Retirement
Obligations.” SFAS 143 addresses the financial accounting and
reporting for obligations associated with the retirement of tangible
long-lived assets and the associated assel retirement costs. SFAS
143 applies to legal obligations associated with the retirement of
long-lived assets that result from the acquisition, construction,
development and/or normal use of the assets. SFAS 143 requires
that the fair value of a liability for an asset retirement, obligation
be recognized in the period in which it is incurred if a reasonable
estimate of fair value can be made. The fair value of the liability
is added to the carrying amount of the associated asset, and this
additional carrying amount is expensed over the life of the asset.
The Company is required to adopt SFAS 143 effective January 1,
2003. The Company is currently in the process of evaluating the
potential impact that the adoption of the recognition provisions of
SFAS 143 will have on its consolidated financial position and
results of operations.

In June 2002, the FASB issued SFAS No. 146, “Accounting
for Costs Associated with Exit or Disposal Activities.” SFAS No.
146 addresses the financial accounting and reporting for costs
associated with exit or disposal activities and supercedes the
Emerging Issues Task Force (EITF) Issue No. 94-3, “Liability
Recognition for Certain Employee Termination Benefits and Other
Cosis to Exit an Activity (including Certain Costs Incurred in a
Restructuring).” SFAS No. 146 requires recognition of the liability
for costs associated with an exit or disposal activity when the
liability is incurred. Under EITF issue No. 94-3, a liability for an
exit cost was recognized at the date of the Company's
commitment to an exit plan. SFAS No. 146 also establishes that
the liability should initially be measured and recorded at fair
value. Accordingly, SFAS No. 146 will impact the timing of
recognition and the initial measurement of the amount of
liabilities the Company recognizes in connection with exit or
disposal activities initiated after December 31, 2002, the effective
date of SFAS No. 146.

In November 2002, the FASB issued FASB Interpretation No.
45 (FIN 45), “Guarantor's Accounting and Disclosure Requirements
for Guarantees, Including Indirect Guarantees of Indebtedness of
Others.” FIN 45 requires that a liability be recorded on the
guarantor’s balance sheet upon issuance of a guarantee. In
addition, FIN 45 requires disclosures about the guarantees,
including indemnifications, that an entity has issued and a
roltforward of the entity's product warranty liabilities. The Company
will apply the recognition provisions of FIN 45 prospectively to
guarantees issued or modified after December 31, 2002. The
disclosure provisions of FIN 45 are effective for financial
statements of interim periods or annual periods ending after
December 15, 2002. See Note 1 under “Warranty Costs” and Note
10 under “Other Commitments and Contingencies.” The Company is
currently in the process of evaluating the potential impact that the
adoption of the recognition provisions of FIN 45 will have on its
consolidated financial position and results of operations.




Financials

In November 2002, the EITF reached a consensus on EITF
Issue No. 00-21, “Accounting for Revenue Arrangements with
Multiple Deliverables.” EITF Issue No. 00-21 provides guidance on
how to determine when an arrangement that involves multiple
revenue-generating activiiies or deliverables should be divided
into separate units of accounting for revenue recognition
purposes, and if this division is required, how the arrangement
consideration should be allocated among the separate units of
accounting. The guidance in the consensus is effective for revenue
arrangements entered into in fiscal periods beginning after June
15, 2003. The Company is currently evaluating the effect that the
adoption of EITF Issue No. 00-21 will have on its results of
operations and financial condition.

In December 2002, the FASB issued SFAS No. 148,
“Accounting for Stock-Based Compensation — Transition and
Disclosure,” which amends SFAS No. 123, "Accounting for Stock-
Based Compensation.” SFAS No. 148 provides alternative methods
of transition for a voluntary change to the fair value based
method of accounting for stock-based employee compensation.
SFAS No. 148 also requires that disclosures of the pro forma
effect of using the fair value method of accounting for stock-based
employee compensation be displayed more prominently and in a
tabular format. Additionally, SFAS No. 148 requires disclosure of
the pro forma effect in interim financial statements. See “Stock-
Based Compensation” within Note 1, “Significant Accounting
Policies” for the additional annual disclosures made o comply
with SFAS No. 148. The interim disclosure provisions are effective
for financial reports containing financial statements for interim
periods beginning after December 15, 2002. As the Company does
not intend to adopt the provisions of SFAS No. 123, the Company
does not expect the transition provisions of SFAS No. 148 to have
a material effect on its results of operations or financial
condition.

In January 2003, the FASB issued [nterpretation No. 46 (FIN
46), “Consolidation of Variable Interest Entities,” which clarifies
the application of Accounting Research Bulletin (ARB) No. 51,
“Consolidated Financial Statements,” relating to consolidation of
certain entities. First, FIN 46 will require identification of the
Company's participation in variable interest entities (VIE), which
are defined as entities with a level of invested equity that is not
sufficient to fund future activities to permil them to operate on a
stand alone basis, or whose equity holders lack certain
characteristics of a controlling financial interest. Then, for entities
identified as VIE, FIN 46 sets forth a model to evaluate potential
consolidation based on an assessment of which party to the VIE,
if any, bears a maijority of the exposure 1o its expected losses, or
stands to gain from a majority of its expected returns. FIN 46 is
effective for all new variable interest entities created or acquired
after January 31, 2003. For VIE created or acquired prior to
February 1, 2003, the provisions of FIN 46 must be applied for
the first interim or annual period beginning after June 15, 2003.
FIN 46 also sets forth certain disclosures regarding interests in
VIE that are deemed significant, even if consolidation is not

required. See Note 6, “Investments,” for these disclosures. The
Company is currently evaluating the effect that the adoption of
FIN 46 will have on its results of operations and financial
condition.

RISK FACTORS

The following cautionary statements address a number of
important factors that could cause the actual future results of the
Company to differ from those expressed or implied in the
forward-looking statements contained in this document.
Additionally, because of the following factors, as well as other
variables affecting our operating results, the Company’s past
financial performance should not be considered an indicator of
future performance and investors should not use historical trends
to anticipate results or trends in future periods.

Unanticipated delays in implementing certain product
strategies (including category expansion, digitization, OLED
displays and digital products) would affect Kodak's revenues. The
process for each product strategy is complex. Kodak's ability to
successfully transition products and deploy new products requires
that Kodak make accurate predictions of the product development
schedule as well as volumes, product mix, and customer demand.
The Company may anticipate demand and perceived market
acceptance that differs from the products realizable customer
demand and revenue stream. In addition, if the pricing element of
each strategy is not sufficiently competitive with those of current
and future competing products, Kodak may lose market share,
adversely affecting the Company's revenues and prospects.

Kodak's ability to implemeni its intellectual property licensing
strategies could also affect the Company’s revenue and earnings.
Kodak has invested millions of dollars in technologies and needs
to protect its intellectual property. The establishment and
enforcement of licensing agreements provides a revenue stream in
the form of royalties that protects Kodak's ability to further
innovate and help the marketplace grow. Kodak's failure to
properly manage the development of its intellectual property
could adversely affect the future of these patenis and the market
opportunities that could result from the use of this property.
Kodak’s failure lo manage the costs associated with the pursuit of
these licenses could adversely affect the profitability of these
operations.

In the event Kodak were unable to develop and implement
e-commerce strategies that are in alignment with the trend
toward industry standards and services, the Company's business
could be adversely affected. The availability of software and
standards related to e-commerce strategies is of an emerging
nature. Kodak's ability to successfully align with the industry
standards and services and ensure timely solutions, requires the
Company to make accurate predictions of the future accepted
standards and services.

Kodak's completion of planned information systems upgrades,
including SAP, if delayed, could adversely affect its business. As




Kodak continues to expand the planned information services, the
Company must continue to balance the investment of the planned
deployment with the need to upgrade the vendor software.
Kodak’s failure to successfully upgrade 1o the vendor-supported
version could result in risks to system availability, which could
adversely affect the business.

Kodak intends to complete various portfolio actions required
lo strengthen its digital imaging portfolio, rationalize the
photofinishing operations in the U.S. and EAMER and expand its
services business. In the eveni that Kodak fails to effectively
manage the highly profitable portfolio of its more traditional
businesses simultaneously with the integration of these
acquisitions, and should Kodak fail to streamline and simplify the
business, Kodak could lose market opportunities that result in an
adverse impact on its revenue.

In 2003, Kodak continues to focus on reduction of
inventories, improvement in receivable performance, reduction in
capital expenditures, and improvement in manufacturing
productivity.

Unanticipated delays in the Company’s plans to continue
inventory reductions in 2003 could adversely impact Kodak's cash
flow outlook. Planned inventory reductions could be compromised
by slower sales that could result from continued weak global
economic conditions. Purchasers’ uncertainty about the extent of
the global economic downturn could result in lower demand for
products and services. The competitive environment and the
transition to digital products and services could also place
pressures on Kodak's sales and market share. In the event Kodak
was unable to successfully manage these issues in a timely
manner, they could adversely impaci the planned inventory
reductions.

Delays in Kodak's planned improvement in.manufacturing
productivity could negatively impact the gross margins of the
Company. Again, a continued weak economy could result in lower
volumes in the factory than planned, which would negatively
impact gross margins. Kodak's failure to successfully manage
operational performance factors could delay or curtail planned
improvements in manufacturing productivity. If Kodak is unable to
successfully negotiate raw maierial costs with its suppliers, or
incurs adverse pricing on certain of its commodity-based raw
materials, reduction in the gross marging could occur.
Additionally, delays in the Company's execution of increasing
manufacturing capabilities for certain of its products in some of
its emerging markets, particularly China where it is more cost
compelitive, could adversely impact margins.

Unanticipated delays in the Gompany's plans to continue the
improvement of accounts receivable and to reduce the number of
days sales outstanding could also adversely impact Kodak's cash
flow outlook. A continued weak economy could slow customer
payment patterns. Competitive pressures in major segments may
drive erosion in the financial condition of Kodak's customers.
These same pressures may adversely affect efforts to shorten
customer payment terms. Kodak's ability to manage customer risk

while maintaining competitive share may adversely affect
continued accounts receivable improvement in 2003,

In addition, if Kodak is not able to maintain flat capital
spending relative to 2002 levels, this factor could adversely
impact the Company's cash flow outlook. An increase in capital
spending may occur if more projects than planned were found to
generate significant positive returns in the future. Further, if the
Company deems it necessary 1o spend more on regulatory
requirements or there are unanticipated general maintenance
obligations requiring more capital spending than planned, the
additional monies required would create an adverse impact on
Kodak's cash flow.

Kodak's planned improvement in supply chain efficiency, if
delayed, could adversely affect its business by impacting the
shipments of certain products in their desired quantities and in a
timely manner. The planned efficiencies could be compromised if
Kodak expands into new markets with new applications that are
not fully understood or if the portfolio broadens beyond that
anticipated when the plans were initiated. The unforeseen
changes in manufacturing capacity could compromise the supply
chain efficiencies.

The risk of doing business in developing markets like China,
India, Brazil, Argentina, Mexico, Russia and other economically
volatile areas could adversely affect Kodak’s operations and
earnings. Such risks include the financial instability among
customers in these regions, the political instability and polentjal
conflicts among developing nations and other non-economic
factors such as irregular trade flows that need to be managed
successfully with the help of the local governments. Kodak's
failure to successfully manage economic, political and other risks
relating to doing business in developing countries and
economically and politically volatile areas could adversely affect
its business.

In early 2002, the United States dollar was eliminated as
Argentina's monetary benchmark, resulting in significant currency
devaluation. During the remainder of 2002, the currencies in both
Argentina and Brazil experienced significant devaluation due to
continuing difficult economic times. There can be no guarantee
that economic circumstances in Argentina or elsewhere will not
worsen, which could result in future effects on earnings should
such events occur. The Company's failure to successfully manage
economic, political and other risks relating to doing business in
developing countries could adversely affect its business.

The Company, as a result of its global operating and
financing activities, is exposed 10 changes in currency exchange
rates and interest rates, which may adversely affect its results of
operations and financial position.

Competition remains intense in the imaging sector in the
photography, commercial and health segments. On the
photography side, price competition has been driven somewhat by
consumers’ conservative spending behaviors during times of a
weak world economy, international tensions and the accompanying
concern over the possibility of war and terrorism. Some




consumers have moved from branded products to private label
products. On the health and commercial side, aggressive pricing
tactics intensified in the contract negotiations as competitors
were vying for customers and market share domestically.
Continued economic weakness could also adversely impact Kodak's
revenues and growth rate. Failure to successfully manage the
consumers’ return to branded products if and when the economic
conditions improve could adversely impact Kodak's revenue and
growth rate. If the pricing and programs are not sufficiently
competitive with those offered by Kodak’s current and future
competitors, Kodak may lose market share, adversely affecting its
revenue and gross margins.

The Company's strategy to balance the consumer shift from
analog to digital, and the nature and pace of technology
substitution could impact Kodak's revenues, earnings and growth
rate. Competition remains intense in the digital industry with a
large number of competitors vying for customers and market
share domestically and internationally. Kodak intends to continue
new program introductions and competitive pricing to drive
demands in the marketplace. The process of developing new
products and services is complex and often uncertain due to the
frequent introduction of new products that offer improved
performance and pricing. Kodak's ability to successfully transition
products and deploy new products requires that Kodak make
accurate predictions of the product development schedule as well
as volumes, product mix, customer demand and configuration.
Kodak may anticipate demand and perceived market acceptance
that differs from the product’s realizable customer demand and
revenue stream. Further, in the face of intense industry
compelition, any delay in the development, production or
marketing of a new product could decrease any advantage Kodak
may have Lo be the first or among the first to market. Kodak's
failure to carry out a product rollout in the time frame
anticipaled and in the quantities appropriate to customer demand
could adversely affect the future demand for its products and
services and have an adverse effect on its business.

The impact of continuing customer consolidation and buying
power could have an adverse impact on Kodak's revenue, gross
margins, and earnings. In the competitive consumer retail
environment there is a movement from small individually owned
retailers to larger and commonly known mass merchanis. In the
commercial environment, there is a continuing consolidation of
various group purchasing organizations. The resellers and
distributors may elect to use suppliers other than Kodak. Kodak's
challenge is to successfully negotiate contracts that provide the
most favorable conditions to the Company in the face of price and
program aggressive competitors.

Continued weak global economic conditions could adversely
impact the Company's revenues and growth rate. Continued
softness in the Gompany's markets and purchasers™ uncertainty
about the extent of the global economic downturn could result in
lower demand for products and services. While worsening
economic conditions have had a negative impact on resulis of

operations, revenues, gross margins and earnings could further
deteriorate as a result of economic conditions. Furthermore, there
can be no assurances as Lo the timing of an economic upturn.

The Company expects 2003 to be another difficult economic
year compounded by rising political tensions, with a slight
improvement in full year revenues, The Company expects earnings
to be flat for the first quarter of 2003 compared with the same
period last year. We do not expect to see any real upturn in the
economy until 2004, with a very gradual return to consumer
spending habits and behavior that will positively affect our
business growth. The Company will continue to take actions to
minimize the financial impact of this slowdown. These actions
include efforts to betier manage production and inventory levels
and reduce capital spending, while at the same time reducing
discretionary spending to further hold down costs. The Company
will also complete the implementation of the restructuring
programs announced in 2002, as well as implement new focused
cost reduction actions in 2003, to make its operations more cost
competitive and improve margins.




CAUTIONARY STATEMENT PURSUANT TO SAFE HARBOR
PROVISIONS OF THE PRIVATE SEGURITIES LITIGATION
REFORM ACT OF 1995

Certain statements in this report may be forward-looking in
nature, or “forward-looking statements”™ as defined in the United
States Private Securities Litigation Reform Act of 1995. For
example, references to the Company's revenue and cash flow
expectations for 2003 are forward-looking statements.

Actual results may differ from those expressed or implied in
forward-looking statements. The forward-looking staiements
contained in this report are subject to a number of risk factors,
including the successful: implementation of product strategies
(including category expansion, digitization, OLED, and digital
products); implementation of intellectual property licensing
strategies; development and implementation of e-commerce
strategies; completion of information sysiems upgrades, including
SAP; completion of various portfolio actions; reduction of
inventories; improvement in manufacturing productivity;
improvement in receivables performance; reduction in capital
expenditures; improvement in supply chain efficiency; development
of the Company's business in emerging markets like China, India,
Brazil, Mexico, and Russia. The forward-looking statements
contained in this report are subject to the following additional
risk factors: inherent unpredictability of currency fluctuations and
raw material costs; competitive actions, including pricing; the
nature and pace of technology substitution, including the analog-
to-digital shift; continuing customer consolidation and buying
power; general economic and business conditions; and other risk
factors disclosed herein and from time to time in the Company's
filings with the Securities and Exchange Commission, including
but not limited to the items discussed in “Risk Factors”™ as set
forth in “Management's Discussion and Analysis of Financial
Condition and Results of Operations” in this report.

Any forward-looking statements in this report should be
evaluated in light of these important risk factors.

MARKET PRICE DATA

2002 2001
Price per share: High Low High Low
1st Quarter $ 3430 $ 2558 $4665 $ 38.19
2nd Quarter 35.49 28.15 49.95 31.76
3rd Quarter 32.36 26.30 47.38 30.75
4th Quarter 38.48 25.60 36.10 24.40

SUMMARY OF OPERATING DATA

A summary of operating data for 2002 and for the four years
prior is shown on page 78.

QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARKET RISK

The Company, as a result of its global operating and financing
activities, is exposed to changes in foreign currency exchange
rates, commodity prices, and interest rates, which may adversely
affect its results of operations and financial position. In seeking
to minimize the risks and/or costs associated with such activities,
the Company may enter into derivative contracts.

Foreign currency forward coniracts are used to hedge
existing foreign currency denominated assets and liabilities,
especially those of the Company’s International Treasury Center,
as well as forecasted foreign currency denominated intercompany
sales. Silver forward contracts are used to mitigate the
Company's risk to fluctuating silver prices. The Company's
exposure to changes in interest rates results from its invesling
and borrowing activities used to meet its liquidity needs. Long-
term debt is generally used to finance long-term investments,
while shori-term debt is used to meet working capital
requirements. An interest rate swap agreement was used to
convert some floating-rate debt to fixed-rate debt. The Company
does not utilize financial instruments for trading or other
speculative purposes.

Using a sensitivity analysis based on estimated fair value of
open forward contracts using available forward rates, if the U.S.
dollar had been 10% weaker at December 31, 2002 and 2001,
the fair value of open forward contracts would have increased
$13 million, and decreased $25 million, respectively. Such gains
or losses would be substantially offset by losses or gains from the
revaluation or settlement of the underlying posilions hedged.

Using a sensitivity analysis based on estimated fair value of
open forward contracis using available forward prices, if available
forward silver prices had been 10% lower at December 31, 2002
and 2001, the fair value of open forward contracts would have
decreased $4 million and $11 million, respectively. Such losses in
fair value, if realized, would be offset by lower costs of
manufacturing silver-containing products.

The Company is exposed to interest rale risk primarily
through its borrowing activities and, to a lesser exient, through
investments in marketable securities. The Company utilizes U.S.
dollar denominated and forgign currency denominated borrowings
to fund its working capital and invesiment needs. The majority of
short-term and long-term borrowings arg in fixed-rate
instruments. There is inherent roll-over risk for borrowings and
marketable securities as they mature and are renewed at current
market rates. The extent of this risk is not predictable because of
the variability of future interest rates and business financing
requirements.




Using a sensitivity analysis based on estimated fair value of
short-term and long-term borrowings, if available market interest
rales had been 10% (about 37 basis points) higher at
December 31, 2002, the fair value of short-term and long-term
borrowings would have decreased $1 million and $15 million,
respectively. Using a sensitivity analysis based on estimated fair
value of short-term and long-term borrowings, if available market
interest rates had been 10% (about 43 basis points) higher at
December 31, 2001, the fair value of short-term and long-term
borrowings would have decreased $1 million and $28 million,
respectively.

The Company’s financial instrument counterparties are high-
qualily investment or commercial banks with significant
experience with such instruments. The Company manages
exposure to counterparty credit risk by requiring specific
minimum credil standards and diversification of counterparties.
The Company has procedures to monitor the credit exposure
amounts. The maximum credit exposure at December 31, 2002
was not significant to the Company.




Management’s Responsibility
for Financial Statements

Management is responsible for the preparation and integrity of
the consolidated financial statements and related notes that
appear on pages 40 through 77. These financial statements have
been prepared in accordance with accounting principles generally
accepted in the United Stales of America, and include certain
amounts that are based on management's best estimates and
judgments.

The Company’s accounting sysiems include extensive internal
controls designed to provide reasonable assurance of the
reliability of its financial records and the proper safeguarding and
use of its assets. Such controls are based on established policies
and procedures, are implemented by trained, skilled personnel
with an appropriate segregation of duties, and are monitored
through a comprehensive internal audit program. The Company’s
policies and procedures prescribe that the Company and all
employees are to maintain the highest ethical standards and that
ils business practices throughout the world are to be conducted
in a manner that is above reproach.

The consolidated financial statements have been audited by
PricewaterhouseCoopers LLP, independent accountants, who were
responsible for conducting their audits in accordance with
auditing standards generally accepled in the United Siates of
America. Their resulting report follows.

The Board of Directors exercises its responsibility for these
financial statements through its Audit Commitiee, which consists
entirely of non-management Board members. The independent
accountants and internal auditors have full and free access to the
Audit Committee. The Audit Committee meets periodically with the
independent accountants and the Director of Corporate Auditing,
both privately and with management present, to discuss
accounting, auditing and financial reporting matters.

At A, (Snitt

Chief Financial Officer, and
Executive Vice President
March 13, 2003

@ow(zv

Chairman & Chief Executive Officer,
President & Chief Operating Officer
March 13, 2003

Report of independent Accountants

To the Board of Directors and Shareholders
of Eastman Kodak Company

In our opinion, the accompanying consolidated financial
stalements on pages 40 through 77 of this Annual Report present
fairly, in all material respects, the financial position of Eastman
Kodak Company and subsidiary companies (the Company) at
December 31, 2002 and 2001, and the results of their operations
and their cash flows for each of the three years in the period
ended December 31, 2002, in conformity with accounting
principles generally accepted in the United States of America.
These financial statements are the responsibility of the Company's
management; our responsibility is to express an opinion on these
financial statements based on our audits. We conducted our
audits of these statements in accordance with auditing standards
generally accepted in the United States of America, which require
that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and
significant estimates made by management, and evalualing the
overall financial statement presentation. We believe thal our
audits provide a reasonable basis for our opinion.

As discussed in Note 1 to the consolidated financial
statements, the Company adopted Statement of Financial
Accounting Standards No. 142, “Goodwill and Other Intangible
Assets,” and No. 144, “Accounting for the Impairment or Disposal
of Long-Lived Assets,” on January 1, 2002,

W#@w /(A?

Rochester, New York
March 13, 2003




Eastman Kodak Gompany and Substdiary Companies

Consolidated Statement of Earnings

For the Year Ended December 31

(in millions, except per share data) 2002 2001 2000
Net sales $ 12,835 $ 13,229 $ 13,994
Cost of goods sold 8,225 8,661 8,375
Gross profit 4.610 4,568 5.619
Selling, general and administrative expenses 2,530 2,625 2,514
Research and developmeni costs 762 719 784
Goodwill amortization — 153 151
Restructuring costs (credits) and other 98 659 (44)
Earnings from continuing operations before interest,
other (charges) income, and income taxes 1,220 352 2,214
Interest expense 173 219 178
Other (charges} income (101) (18) 96
Earnings from continuing operations
before income taxes 946 115 2,132
Provision for income taxes 153 34 725
Earnings from continuing operations $ 793 $ 81 $ 1407
Loss from discontinued operations, nel of income tax benefits
of $15, $2 and $0 for the years ending
December 31, 2002, 2001 and 2000, respectively $ (23) $ (b) $ —
Net earnings $ 770 $ 76 $ 1407
Basic net earnings (loss) per share

Continuing operations $ 2712 $ 28 $ 462

Discontinued operations (.08) (.02) —

Total $ 264 $ .26 $ 462
Diluted net earnings (loss) per share

Continuing operations $ 272 $ 28 $ 459

Discontinued operations (.08) (.02) —

Total $ 264 $ .26 $ 459
Number of common shares used in basic earnings per share 291.5 290.6 304.9
Incremental shares from assumed conversion of options 0.2 0.4 1.1
Number of common shares used in diluted earnings per share 291.7 291.0 306.6
Cash dividends per share $ 1.80 $ 221 $ 176

The accompanying notes are an integral part of these consolidated financial statements.

|
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Eastman Kodak Company and Subsidiary Companies

Consolidated Statement of Financial Position
At December 31

(in millions, except share and per share data) 2002 2001

ASSETS

Current Assets
Cash and cash equivalents $ 569 $ 448
Receivables, net 2,234 2,337
Inventories, neb 1,062 1,071
Deferred income taxes 512 521
Other current assets 157 240
Total current assets 4,534 4,617
Property, plant and equipment, net 5,420 5,659
Goodwill, net 981 948
Other long-term assets 2,434 2,138
Total Asscls $ 13,369 $ 13362

LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities

Accounts payable and other current liabilities $ 3,351 $ 3276
Short-term borrowings 1,442 1,034
Accrued income taxes 584 544
Total current liabilities 5,377 5.354
Long-term debt, net of current portion 1,164 ) 1,666
Postretirement liabilities 3.412 2,728
Other long-term liabilities 639 720
Total liabilities 10,592 10,468

Commitments and Contingencies (Note 10)
Shareholders’ Equity
Common stock, $2.50 par value;
950,000,000 shares authorized; 391,292,760 shares issued in 2002 and 2001;

285,933,179 and 290,929,701 shares outstanding in 2002 and 2001 978 978
Additional paid in capital 849 849
Retained earnings 7,611 7431
Accurnulated other comprehensive loss (171) (597)
8,667 8,661
Treasury stock, at cost k
105,359,581 shares in 2002 and 100,363,059 shares in 2001 5,890 5,767
Total shareholders™ equity 2,177 2,894
Total Liabilitics and Shareholders’ Equity $ 13,369 $ 13,362

The accompanying noles are an integral part of these consolidated financial statements.




Eastman Kodak Company and Subsidiary Companies

Consolidated Statement of Shareholders’ Equity

Additional Accumulated Other

Common Paid In Retained Comprehensive Treasury
(in millions, except share and per share data) Stock* Capital Earnings (Loss) Income Stock Total
Shareholders’ Equity December 31, 1999 $ 978 $ 889 $ 6,99 $ (145) $ (4.805) $ 3912
Net earnings — — 1,407 — — 1407
Other comprehensive income (loss):
Unrealized losses on available-for-sale securities
($77 million pre-tax) — — — (48) — (48)
Reclassification adjustment for gains on available-for-sale
securities included in net earnings ($94 million pre-tax) — — (58) — (58)
Unrealized loss arising from hedging activity ($55 million pre-tax) — — — (34) — (34)
Reclassification adjustment for hedging related gains
included in net earnings (36 million pre-tax) — — — 4) — 4
Currency translation adjustments — — — (194) — (199)
Minimum pension liability adjustment (32 million pre-tax) — — —_ 1 — 1
Other comprehensive loss — — — (337) — (337)
Comprehensive income 1,070
Cash dividends declared ($1.76 per common share) — — (533) - — (533)
Treasury stock repurchased (21,575,536 shares) — — — — (1,099) (1.099)
Treasury stock issued under employee plans (1,638,872 shares) — (33) — — 96 63
Tax reductions — employee plans — 15 — — — 15
Shareholders” Equity December 31, 2000 978 871 7,869 (482) (5.808) 3,428
Net earnings — — 76 — — 76
Other comprehensive income (loss):
Unrealized losses on available-for-sale securities
($34 million pre-tax) — — — (21) — (21
Reclassification adjustment for gains on available-for-sale securities
included in net earnings ($13 million pre-lax) — — — 8 — 8
Unrealized gain arising from hedging activity ($6 million pre-tax) — — — 4 — 4
Reclassification adjustment for hedging related losses
included in net earnings ($48 million pre-tax) — — — 29 — 29
Currency Lranslation adjustments — — — (98) — (98)
Minimum pension liability adjustment ($60 million pre-tax) — — — 37) — (37)
Other comprehensive loss — — — (115) — (115)
Comprehensive loss (39)
Cash dividends declared ($2.21 per common share) — — (514) — — (514)
Treasury stock repurchased (947,670 shares) — — — — (41) (41)
Treasury stock issued under employee plans (1,393,105 shares) — (25) — — 82 57
Tax reductions — employee plans — 3 — — — 3
Shargholders’ Equity December 31, 2001 978 849 7,431 (597) (5,767) 2,804
Net earnings — — 770 — — 770
Other comprehensive income (loss):
Unrealized gains on available-for-sale securities ($11 million pre-tax) — — — 6 — 6
Unrealized loss arising from hedging activity ($27 million pre-tax) — —_ — (19) — (19)
Reclassification adjustment for hedging
related losses included in net earnings ($24 million pre-tax) — — — 15 — 156
Currency translation adjustments — —_ — 218 — 218
Minimum pension liability adjustment (3577 million pre-tax) — — — (394) — (394)
Other comprehensive loss — — — (174) — (174)
Comprehensive income 596
Cash dividends declared {$1.80 per common share) — — {525) — — {525)
Treasury stock repurchased (7,354,316 shares) — — — — (260) (260)
Treasury stock issued under employee plans (2,357,794 shares) -— 1 (65) — 137 73
Tax reductions — employee plans — (1) — — —_ (1)
Shareholders’ Equity December 31, 2002 $ 978 $ 849 $ 7,611 $ (771) $ (5.890) $ 2717

*There are 100 million shares of $10 par value preferred stock authorized. none of which have been issued.

The accompanying notes are an integral part of these consolidated financial statements.




Eastman Kodak Company and Subsidiary Gompanies
Consolidated Statement of Gash Flows

For the Year Ended December 31

(in millions) 2002 2001 2000
Cash flows from operating activities:

Net earnings $ 770 76 $ 1,407
Adjustments to reconcile to net cash provided by operating activities:

Loss from discontinued operations 23 b —
Equity in losses from unconsolidated affiliates 105 84 111
Depreciation and amortization 818 N7 889
Gain on sales of businesses/assets (24) — (117
Restructuring costs, asset impairments and other charges 85 415 —
(Benefit) provision for deferred income taxes (224) (41) 234
Decrease (increase) in receivables 263 254 (247)
Decrease (increase) in inventories 88 465 (280)
Increase (decrease) in liabilities excluding borrowings 29 (111) (808)
Other items, net 285 149 (84)
Total adjustments 1,448 2,137 (302)
Net cash provided by continuing operations 2,218 2,213 1,105
Net cash used for discontinued operations (14) (7) —_
Net cash provided by operating activities 2,204 2,206 1,105
Cash flows from investing activities:

Additions to properties (577) (743) (945)
Nel proceeds from sales of businesses/assets 27 — 277
Acquisitions, net of cash acquired (72) (306) (130)
Investments in unconsolidated affiliates {123) (141) (123)
Marketable securities — sales 88 b4 84
Marketable securities — purchases (101} (52) (69)
Net cash used in investing activities (758) (1,188) (906)
Cash flows from financing activities:

Net (decrease) increase in borrowings with original maturities of 90 days or less (210) (695) 939
Proceeds from other borrowings 759 1,907 1,310
Repayment of other borrowings (1,146) (1,350) (936)
Dividends to shareholders (525) (643) (b45)
Exercise of employee stock options 51 22 43
Stock repurchase programs {260) (44) (1,125)
Net cash used in financing activities (1,331} (808) (314)
Effect of exchange rate changes on cash 6 8) (12)
Net increase (decrease) in cash and cash equivalents 121 202 (127)
Cash and cash equivalents, beginning of year 448 246 373
Cash and cash equivalents, end of year $ 569 448 $ 246
Supplemental Cash Flow Information

Cash paid for interest and income taxes was:

Interest, nel of portion capitalized of $3, $12 and $40 $ 173 214 $ 166
Income taxes 201 120 486
The following transactions are not reflected in the Consolidated Statement of Cash Flows:

Minimum pension liability adjustment $ 394 37 $ M
Liabilities assumed in acquisitions 30 142 31
Issuance of restricted stock, net of forfeitures 1 5 2
[ssuance of stock related to an acquisition 25 — —

The accompanying notes are an integral part of these consolidated financial statements.




Fastman Kodak Gompany and Subsidiary Companies

Notes to Financial Statements

NOTE 1: SIGNIFICANT ACCOUNTING POLICIES

Company Operations Eastman Kodak Company (the Company
or Kodak) is engaged primarily in developing, manufacturing, and
marketing traditional and digital imaging products, services and
solutions to consumers, the entertainment industry, professionals,
healthcare providers and other customers. The Company's
products are manufaciured in a number of countries in North and
South America, Europe, Australia and Asia. The Company's
products are marketed and sold in many countries throughout the
world.

Basis of Consolidalion The consolidated financial statements
include the accounts of Kodak and its majority owned subsidiary
companies. Intercompany transactions are eliminated and net
earnings are reduced by the portion of the net earnings of
subsidiaries applicable to minority interests. The equity method of
accounting is used for joint ventures and investments in
associated companies over which Kodak has significant influence,
but does not have effective control. Significant influence is
generally deemed to exist when the Company has an ownership
interest in the voting stock of the investee of between 20% and
50%, although other factors, such as representation on the
investee's Board of Directors, voling rights and the impact of
commercial arrangements, are considered in determining whether
the equity method of accounting is appropriate. The cost method
of accounting is used for investments in which Kodak has less
than a 20% ownership interest, and the Company does not have
the ability to exercise significant influence. These invesiments are
carried at cost and are adjusted only for other-than-temporary
declines in fair value. The carrying value of these investments is
reported in other long-term assets. The Company’s equity in the
net income and losses of these investments is reported in other
(charges) income. See Noie 6, “Investments” and Note 12, “Other
(Charges) Income.”

Use of Estimates The preparation of financial statements in
conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at year end and the reported
amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Foreign Currency For most subsidiaries and branches outside
the U.S., the local currency is the functional currency. In
accordance with the Statement of Financial Accounting Standards
(SFAS) No. 52, “Foreign Currency Translation,” the financial
statements of these subsidiaries and branches are translated into
U.S. dollars as follows: assets and liabilities at year-end exchange
rates; income, expenses and cash flows at average exchange
rates; and shareholders’ equity at historical exchange rates. For
those subsidiaries for which the local currency is the functional

currency, the resuliing translation adjusiment is recorded as a
component of accumulated other comprehensive income in the
accompanying Consolidated Stalement of Financial Position.
Translation adjusiments are not tax-effected since they relate to
investments, which are permanent in nature.

For certain other subsidiaries and branches, operations are
conducted primarily in U.S. dollars, which is therefore the
functional currency. Monetary assets and liabilities, and the
related revenue, expense, gain and loss accounts, of these foreign
subsidiaries and branches are remeasured at year-end exchange
rates. Non-monetary assets and liabilities, and the related
revenue, expense, gain and loss accounts, are remeasured at
historical rates.

Foreign exchange gains and losses arising from transactions
denominated in a currency other than the functional currency of
the entity involved are included in income. The effects of foreign
currency transactions, including related hedging activities, were
losses of $19 million, $9 million, and $13 million in the years
2002, 2001, and 2000, respectively, and are included in other
(charges) income in the accompanying Consolidated Statement of
Earnings.

Goncentration of Credit Risk Financial instruments that
potentially subject the Company to significant concentrations of
credit risk consist principally of cash and cash equivalents,
receivables, foreign currency forward contracts, commodity
forward contracts and interest rate swap arrangements. The
Company places its cash and cash equivalents with high-quality
financial institutions and limits the amount of credit exposure to
any one institution. With respect to receivables, such receivables
arise from sales to numerous customers in a variety of industries,
markets, and geographies around the world. Receivables arising
from these sales are generally not collateralized. The Company
performs ongoing credit evaluations of its customers' financial
conditions and no single customer accounts for greater than 10%
of the sales of the Company. The Company maintains reserves for
potential credit losses and such losses, in the aggregate, have not
exceeded management’s expectations. With respect to the foreign
currency forward contracts, commodity forward contracts and
interest rate swap arrangements, the counterparties to these
contracts are major financial institutions. The Company has never
experienced non-performance by any of its counterparties.

Additionally, the Company guarantees debt and other
obligations with certain unconsolidated affiliates and customers,
which could potentially subject the Company to significant
concentrations of credit risk. However, with the exception of the
Company's total debt guarantees for which there is a
concentration with one of Kodak's unconsolidated affiliate
companies, these guarantees relate Lo numerous customers in a
variety of indusiries, markets and geographies around the world.
The Company does not believe that material payments will be
required under any of its guarantee arrangements. See Note 10
under “Other Commitments and Contingencies.”




Cash Equivalents All highly liquid invesiments with a
remaining maturity of three months or less at date of purchase
are considered to be cash equivalents.

Marketable Sccurities and Noncurrent Invesitmenis

The Company classifies its investment securities as either held-to-
maturity, available-for-sale or trading. The Company's debt and
equity investment securities are classified as held-to-maturity and
available-for-sale, respectively. Held-to-maturity investments are
carried at amortized cost and available-for-sale securities are
carried at fair value, with the unrealized gains and losses
reported in shareholders’ equity under the caption accumulated
other comprehensive income (loss). If the Company determines
that such losses are other than temporary, they will be charged
10 earnings.

At December 31, 2002, the Company had short-term
investments classified as held-to-maturity of $9 million. These
investments were included in other current assets. In addition,
the Company had available-for-sale equity securities of $24
million, included in other long-term assets at December 31, 2002.

At December 31, 2001, the Company had short-term
investments classified as held-to-maturity of $3 million, which
were included in other current assets. In addition, the Company
had available-for-sale equity securities of $33 million, included in
other long-term assets at December 31, 2001.

Inventories Inventories are stated al the lower of cost or
market. The cost of most inventories in the U.S. is determined by
the “last-in, first-out™ (LIFO) method. The cost of all of the
Company's remaining inventories in and outside the U.S. is
determined by the “first-in, first-out” (FIFO) or average cost
method, which approximates current cost. The Company provides
inventory reserves for excess, obsolete or slow-moving inventory
based on changes in customer demand, technology developments
or other economic factors.

Properties Properties are recorded at cost, net of accumulated
depreciation. The Company principally calculates depreciation
expense using the straight-line method over the assets estimated
useful lives, which are as follows:

Years
Buildings and building improvements 10-40
Machinery and equipment 3-20

Maintenance and repairs are charged to expense as incurred.
Upon sale or other disposition, the applicable amounts of asset
cost and accumulated depreciation are removed from the
accounts and the net amount, less proceeds from disposal, is
charged or credited to income.

Goodwill Goodwill represents the excess of purchase price over
the fair value of net assets acquired. Effective January 1, 2002,
the Company adopted the provisions of SFAS No. 142, "Goodwill
and Other Intangible Assets.” In accordance with SFAS No. 142,
goodwill is no longer amortized, but is required to be assessed for
impairment at least annually. Under the transitional guidance of
SFAS No. 142, the Company was required to perform two steps,
step one to test for a potential impairment of goodwill and, if
potential losses were identified, step two 10 measure the
impairment loss. The Company completed step one in its first
quarter ended March 31, 2002 and determined that there were
no such impairments. Accordingly, the performance of step two
was not required.

The Company has elected to make September 30 the annual
impairment assessment date for all of its reporting units, and will
perform additional impairment lests when events or changes in
circumstances occur that would more likely than not reduce the
fair value of the reporting unit below its carrying amount. SFAS
No. 142 defines a reporting unit as an operating segment or one
level below an operating segment. If the Company believes the
carrying amount of a reporting unit exceeds its fair value, the
Company would record an impairment loss in earnings to the
extent the carrying amount of the reporting unit's goodwill
exceeded the fair value of such goodwill. The Company estimates
the fair value of its reporting units through internal analysis and
external valuations, which utilize income and market approaches
through the application of capitalized earnings, discounted cash
flow and market comparable methods.

For the years ended December 31, 2001 and 2000, goodwill
amortization was charged to earnings on a siraight-line basis over
the period estimated to be benefited, generally ten years. See
Note 5, “Goodwill and Other Intangibles Assets.”

Revenue The Company's revenue transactions include sales of
the following: products; equipment; services; equipment bundled
with products and/or services; and integrated solutions. The
Company recognizes revenue when realized or realizable and
earned, which is when the following criteria are met: persuasive
evidence of an arrangement exists; delivery has occurred; the
sales price is fixed and determinable; and collectibility is
reasonably assured. At the Lime revenue is recognized, the
Company provides for the estimated costs of warranties and
reduces revenue for estimated returns. At the time revenue is
recognized, the Company also records reductions to revenue for
customer incentive programs offered including cash and volume
discounts, price protection, promotional, cooperative and other
advertising allowances, slotting fees and coupons.

For product sales, the recognition criteria are generally met
when title and risk of loss have transferred from the Company to
the buyer, which may be upon shipment or upon delivery to the
customer sites, based on contract terms or legal requirements in
foreign jurisdictions. Service revenues are recognized as such
services are rendered.
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For equipment sales, the recognition criteria are generally
met when the equipment is delivered and installed at the
customer site. In instances in which the agreement with the
customer contains a customer acceptance clause, revenue is
deferred until customer acceptance is obtained, provided the
customer acceptance clause is considered to be substantive. For
certain agreements, the Company does not consider these
customer acceptance clauses to be substantive because the
Company can and does replicate the customer acceptance test
environment and performs the agreed upon product testing prior
to shipment. In these instances, revenue is recognized upon
installation of the equipment.

The sale of equipment combined with services, including
maintenance, and/or other elements, including products and
software, represent multiple element arrangements. The Company
allocates revenue to the various elements based on verifiable
objective evidence of fair value (if software is not included or is
incidental to the transaction) or Kodak-specific objective evidence
of fair value if software is included and is other than incidental
to the sales transaction as a whole. Revenue allocated to an
individual element is recognized when all other revenue
recognition criteria are met for that element.

Revenue from the sale of integrated solutions, which includes
transactions that require significant production, modification or
customization of software, is recognized in accordance with
contract accounting. Under contract accounting, revenue should
be recognized utilizing either the percentage-of-completion or
completed-contract method. The Company currently utilizes the
completed-contract method for all solution sales as sufficient
history does not currently exist to allow the Company to
accurately estimate total costs to complete these transactions.
Revenue from other long-term contracts, primarily government
contracts, is generally recognized using the percentage-of-
completion method.

The Company may offer customer financing to assist
customers in their acquisition of Kodak's products, primarily in
the area of on-site photofinishing equipment. At the time a
financing transaction is consummated, which qualifies as a sales-
type lease, the Company records the total lease receivable net of
unearned income and the estimated residual value of the
equipment. Unearned income is recognized as finance income
using the interest method over the term of the lease. Leases not
qualifying as sales-type leases are accounted for as operating
leases. The underlying equipment is depreciated on a straight-line
basis over the assets’ estimated useful life.

The Company's sales of tangible products are the only class
of revenues that exceeds 10% of total consolidated net sales. All
other sales classes are individually less than 10%, and therefore,
have been combined with the sales of tangible products on the
same line in accordance with Regulation S-X.

Warranty Costs The Company has warranty obligations in
connection with the sale of its equipment. The original warranty
period for equipment products is generally one year. The costs

incurred to provide for these warranty obligations are estimated
and recorded as an accrued liability at the time of sate. The
Company estimates its warranty cost at the point of sale for a
given product based on historical failure raies and related costs to
repair. The change in the Company's accrued warranty obligations
from December 31, 2001 to December 31, 2002 was as follows:

(in millions)
Accrued warranty obligations

al December 31, 2001 $ 50
Actual warranty experience during 2002 (47)
2002 warranty provisions 48
Adjustments for changes in estimates (8)
Accrued warranty obligations at December 31, 2002 $ 43

The Company also offers extended warranty arrangements Lo
its customers, which are generally one year but may range from
three months Lo three years after the original warranty period.
The Company provides both repair services and routine
maintenance services under these arrangements. The Company
has not separated the extended warranty revenues and costs from
the routine maintenance service revenues and costs, as it is not
practicable to do so. Gosts incurred under these extended
warranty arrangements for the year ended December 31, 2002
amounted to $179 million. The change in the Company's deferred
revenue balance in relation to these extended warranty
arrangements was as follows:

(in millions)

Deferred revenue at December 31, 2001 $ 91
New extended warranty arrangements in 2002 330
Recognition of extended warranty arrangement

revenue in 2002 (318)
Deferred revenue at December 31, 2002 $103

Research and Development Cosls Research and
development costs, which include costs in connection with new
product development, fundamental and exploratory research,
process improvement, product use technology and product
accreditation are charged to operations in the period in which
they are incurred.

Advertising Advertising costs are expensed as incurred and
included in selling, general and administrative expenses.
Advertising expenses amounted to $632 million, $634 million and
$701 million in 2002, 2001 and 2000, respectively.

Shipping and Handling Costs Amounts charged to customers
and costs incurred by the Company related to shipping and
handling are included in net sales and cost of goods sold,
respectively, in accordance with Emerging Issues Task Force
(EITF) Issue No. 00-10, “Accounting for Shipping and Handling
Fees and Costs.”




Impairment of Long-Lived Assets Effective January 1,
2002, the Company adopted the provisions of SFAS No. 144,
“Accounting for the Impairment or Disposal of Long-Lived Assets.”
Under the guidance of SFAS No. 144, the Company's current
policy is substantially unchanged from its previous policy. The
Company reviews the carrying value of its long-lived assets, other
than goodwill and purchased intangible assets with indefinite
useful lives, for impairment whenever events or changes in
circumstances indicate that the carrying value may not be
recoverable. The Company assesses the recoverability of the
carrying value of long-lived assets by first grouping its long-lived
assels with other assets and liabilities at the lowest level for
which identifiable cash flows are largely independent of the cash
flows of other assels and liabilities (the asset group) and,
secondly, estimating the undiscounted future cash flows that are
directly associated with and that are expected to arise from the
use of and eventual disposition of such asset group. The Company
estimates the undiscounted cash flows over the remaining useful
life of the primary asset within the asset group. If the carrying
value of the asset group exceeds the estimated undiscounted cash
flows, the Company records an impairment charge to the extent
the carrying value of the long-lived asset exceeds its fair value.
The Company determines fair value through quoted market prices
in active markets or, if quoted market prices are unavailable,
through the performance of internal analysis of discounted cash
flows or external appraisals.

In connection with its assessment of recoverability of its
long-lived assels and its ongoing strategic review of the business
and ils operations, the Company continually reviews the
remaining useful lives of its long-lived assels. If this review
indicates that the remaining useful life of the long-lived asset has
been reduced, the Company will adjust the depreciation on that
asset to facilitate full cost recovery over its revised estimated
remaining useful life.

Derivative Financial Instruments The Company adopted
SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” on January 1, 2000. All derivative
instruments are recognized as either assets or liabilities and are
measured at fair value. Certain derivatives are designated and
accounted for as hedges. The Company does not use derivatives
for trading or other speculative purposes.

The Company has cash flow hedges to manage foreign
currency exchange risk, commodity price risk, and interest rate
risk relaled to forecasted transactions. The Company also uses
foreign currency forward coniracts to offset currency-related
changes in foreign currency denominated assets and liabilities.
These foreign currency forward contracts are not designated as
accounting hedges and all changes in fair value are recognized in
earnings in the period of change.

The fair value of foreign currency forward contracts
designated as hedges of forecasted foreign currency denominated
intercompany sales is reported in other current assets and/or
current liabilities, and is recorded in other comprehensive
income. When the related inventory is sold to third parties, the
hedge gains or losses as of the date of the intercompany sale are
transferred from other comprehensive income to cost of goods
sold.

The fair value of silver forward contracts designated as
hedges of forecasted worldwide silver purchases is reported in
other current assets and/or current liabilities, and is recorded in
other comprehensive income. When the silver-containing products
are sold to third parties, the hedge gains or losses as of the date
of the purchase of raw silver are transferred from other
comprehensive income to cost of goods sold.

The fair value of the interest rate swap designated as a
hedge of forecasted floating-rale interest payments is reported in
current liabilities, and is recorded in other comprehensive
income. As interest expense is accrued, an amount equal to the
difference between the fixed and floating-rate interest payments is
transferred from other comprehensive income to interest expense.

Environmental Expenditures Environmental expenditures that
relate to current operations are expensed or capitalized, as
appropriate. Expenditures that relate to an existing condition
caused by past operations and that do not provide future benefits
are expensed as incurred. Costs that are capital in nature and
that provide future benefits are capitalized. Liabilities are
recorded when environmental assessments are made or the
requirement for remedial efforts is probable, and the costs can be
reasonably estimated. The Liming of accruing for these
remediation liabilities is generally no later than the completion of
feasibility studies.

The Company has an ongoing monitoring and identification
process to assess how the activities, with respect to the known
exposures, are progressing against the accrued cost estimates, as
well as to identify other potential remediation sites that are
presently unknown.

Income Taxes The Company accounts for income taxes in
accordance with SFAS No. 109, "Accounting for Income Taxes.”
The asset and liability approach underlying SFAS No. 109
requires the recognition of deferred tax liabilities and assets for
the expected future tax consequences of temporary differences
between the carrying amounts and tax basis of the Company’s
assets and liabilities. Management, provides valuation allowances
against the net deferred tax asset for amounts that are not
considered more likely than not to be realized.




Earnings Per Share Basic earnings-per-share computations
are based on the weighted-average number of shares of common
stock outstanding during the year. Diluted earnings-per-share
calculations reflect the assumed exercise and conversion of
employee stock options thal have an exercise price that is below
the average market price of the common shares for the
respective periods.

Options to purchase 26.8 million and 43.7 million shares of
common stock al weighled-average per share prices of $58.83
and $61.30 for the years ended December 31, 2002 and 2001,
respectively, were outstanding during the years presented but
were not included in the computation of diluted earnings per
share because the options’ exercise price was greater than the
average markel price of the common shares for the respective
periods.

Comprehensive Income SFAS No. 130, “Reporting
Comprehensive Income,” establishes standards for the reporting
and display of comprehensive income and its components in
financial statements. SFAS No. 130 requires that all items
required to be recognized under accounting standards as
components of comprehensive income be reported in a financial
statement with the same prominence as other financial
statements. Comprehensive income consists of net earnings, the
net unrealized gains or losses on available-for-sale marketable
securities, foreign currency translation adjustments, minimum
pension liability adjustments and unrealized gains and losses on
financial instruments qualifying for hedge accounting and is
presented in the accompanying Consolidated Statement of
Shareholders’ Equity in accordance with SFAS No. 130.

Stock-Based Compensation The Company accounts for its
employee stock incentive plans under Accounting Principles Board
(APB) Opinion No. 25, "Accounting for Stock Issued to Employees”
and the related interpretations under Financial Accounting
Standards Board (FASB) Interpretation No. 44, “Accounting for
Certain Transactions Involving Stock Gompensation.” Accordingly,
no stock-based employee compensation cost is reflected in net
income from continuing operations as all options granted had an
exercise price equal to the market value of the underlying
common stock on the dale of grant. In accordance with SFAS No.
148, "Accounting for Stock-Based Compensation — Transition and
Disclosure,” the following table illustrates the effect on net
income from continuing operations and earnings per share from
continuing operations as if the Company had applied the fair
value recognition provisions of SFAS No. 123, “Accounting for
Stock-Based Compensation,” to stock-based employee
compensation.

{in millions, except per share data)
Year Ended December 31

2002 2001 2000
Net income from continuing
operations, as reported $ 793 $ 81 $ 1407
Deduct: Total stock-based
employee compensation expense
determined under fair value
method for all awards, net
of related tax effects (109) (79) (61)
Pro forma net income from
continuing operations $ 688 % 2 $ 1346
Earnings per share from
contlinuing operations
Basic — as reporied $ 212 $ 28 $§ 462
Basic — pro forma $ 23 & 01 § 441
Diluted — as reported $ 272 § 28 $§ 459
Diluted — pro forma $ 236 $ 01 0§ 441

The 2002 total stock-based employee compensation expense
amount of $105 million, net of taxes, includes a net of tax
expense impact of $34 million representing the unamortized
compensation cost of the options that were canceled in
connection with the 2002 voluntary stock option exchange
program. See Note 19, “Stock Option and Compensation Plans.”

Segment Reporting The Company reports net sales, operating
income, net income, certain expense, asset and geographical
information about its operating segments. Public companies repori
information about their business activities, which meets the criteria
of a reportable segment. Reportable segments are components of
an enterprise for which separate financial information is available
that is evaluated regularly by the chief operating decision maker in
deciding how to allocate resources and in assessing performance.
The Company has three reportable segments and All Other. See
Note 22, “Segment Information” for a discussion of the change in
the Company’s operating structure in 2001.

Recently Issued Accounting Standards In June 2001, the
FASB issued SFAS No. 143, “Accounting for Asset Retirement
Obligations.” SFAS 143 addresses the financial accounting and
reporting for obligations associated with the retirement of tangible
long-lived assets and the associated asset retirement costs.

SFAS 143 applies to legal obligations associated with the
retirement of long-lived assets that result from the acquisition,
construction, development and/or normal use of the assets.

SFAS 143 requires that the fair value of a liability for an asset
retirement obligation be recognized in the period in which it is
incurred if a reasonable estimate of fair value can be made. The
fair value of the liability is added to the carrying amount of the
associated asset, and this additional carrying amount is expensed
over the life of the asset. The Company is required to adopt




SFAS 143 effective January 1, 2003. The Gompany is currently in
the process of evaluating the potential impact that the adoption of
the recognition provisions of SFAS 143 will have on its
consolidated financial position and results of operations.

Effective January 1, 2002, the Gompany adopted the provisions
of EITF Issue No. 01-09, “Accounting for Consideration Given by a
Vendor to a Customer (Including a Reseller of the Vendor's
Products).” The EITF provides guidance with respect to the statement
of earnings classification of and the accounting for recognition and
measurement of consideration given by a vendor to a customer,
which includes sales incentive offers labeled as discounts, coupons,
rebates and free products or services as well as arrangements
labeled as slotting fees, cooperative adveriising and buydowns. The
adoption of EITF Issue No. 01-09 did not have a material impact on
the Company's Consolidated Statement of Earnings.

In June 2002, the FASB issued SFAS No. 146, "Accounting
for Costs Associated with Exit or Disposal Activities.” SFAS No.
146 addresses the financial accounting and reporting for costs
associated with exit or disposal activities and supercedes the
EITF Issue No. 94-3, “Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity
(including Certain Costs Incurred in a Restructuring).” SFAS No.
146 requires recognition of the liability for cosls associated with
an exit or disposal activity when the liability is incurred. Under
EITF 94-3, a liability for an exit cosi was recognized at the date
of the Company's commitment to an exit plan. SFAS No. 146 also
establishes that the liability should initially be measured and
recorded at fair value. Accordingly, SFAS No. 146 will impact the
timing of recognition and the initial measurement of the amount
of liabilities the Company recognizes in connection with exit or
disposal activities initiated after December 31, 2002, the effective
date of SFAS No. 146.

In November 2002, the FASB issued FASB Interpretation
No. 45 (FIN 45), "Guaranior’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guaraniges of
Indebtedness of Others.” FIN 45 requires that a liability be
recorded in the guaranior's balance sheet upon issuance of a
guarantee. In addition, FIN 45 requires disclosures aboul the
guarantees, including indemnifications, that an entity has issued
and a rollforward of the entity’s product warranty liabilities. The
Company will apply the recognition provisions of FIN 45
prospectively to guarantees issued or modified after December 31,
2002. The disclosure provisions of FIN 45 are effective for
financial statements of interim periods or annual periods ending
after December 15, 2002. See Note 1 under "Warranty Costs” and
Note 10, “Commitment and Contingencies.” The Company is
currently in the process of evaluating the potential impact that
the adoption of the recognition provisions of FIN 45 will have on
its consolidated financial position and results of operations.

In November 2002, the Emerging Issues Task Force reached
a consensus on EITF [ssue No. 00-21, "Accounting for Revenue
Arrangements with Multiple Deliverables.” EITF Issue No. 00-21
provides guidance on how to determine when an arrangement that

involves multiple revenue-generating activities or deliverables
should be divided into separate units of accounting for revenue
recognition purposes, and if this division is required, how the
arrangement consideration should be allocated among the
separate units of accounting. The guidance in the consensus is
effective for revenue arrangements entered into in fiscal periods
beginning after June 15, 2003. The Company is currently
evaluating the effect that the adoption of EITF Issue No. 00-21
will have on its results of operations and financial condition.

In December 2002, the FASB issued SFAS No. 148,
“Accounting for Stock-Based Compensation - Transition and
Disclosure,” which amends SFAS No. 123, "Accounting for Stock-
Based Compensation.” SFAS No. 148 provides alternative methods
of transition for a voluntary change to the fair value based
method of accounting for stock-based employee compensation.
SFAS No. 148 also requires that disclosures of the pro forma
effect of using the fair value method of accounting for stock-based
employee compensation be displayed more prominently and in a
tabular format. Additionally, SFAS No. 148 requires disclosure of
the pro forma effect in interim financial statements. See "Stock-
Based Compensation” within Note 1, “Significant Accounting
Policies” for the additional annual disclosures made to comply
with SFAS No. 148. As the Company does not intend to adopt the
provisions of SFAS No. 123, the Company does not expect SFAS
No. 148 to have a material effect on its results of operations or
financial condition.

in January 2003, the FASB issued Interpretation No. 46
(FIN 46), "Consolidation of Variable Interest Entities,” which
clarifies the application of Accounting Research Bulletin (ARB)
No. 51, “Consolidated Financial Statements,” relating to
consolidation of certain entities. First, FIN 46 will require
identification of the Company's participation in variable interest
entities (VIE), which are defined as entities with a level of
invested equity that is not sufficient to fund future activities to
permit them to operate on a stand alone basis, or whose equity
holders lack certain characteristics of a controlling financial
interest. Then, for entities identified as VIE, FIN 46 sets forth a
model to evaluate potential consolidation based on an assessment
of which party to the VIE, if any, bears a majority of the
exposure to its expected losses, or stands Lo gain from a majority
of its expected returns. FIN 46 is effective for all new variable
interest entities created or acquired after January 31, 2003. For
VIE created or acquired prior to February 1, 2003, the provisions
of FIN 46 must be applied for the first interim or annual period
beginning after June 15, 2003. FIN 46 also sets forth certain
disclosures regarding interests in VIE that are deemed significant,
even if consolidation is not required. See Note 6, “Investments,”
for these disclosures. The Company is currently evaluating the
effect that the adoption of FIN 46 will have on its results of
operations and financial condition.

Reclassificalions Certain reclassifications have been made to
the prior periods to conform to the 2002 presentation.




NOTE 2: RECEIVABLES, NET

(in millions) 2002 2001
Trade receivables $1896 § 1,966
Miscellaneous receivables 338 31
Total (net of allowances of $137 and $109) $ 2,234  §$ 2,337

In the fourth quarter of 2001, the Company recorded a
charge of approximately $20 million to provide for the potential
uncollectible amounts due from Kmart, which filed a petition for
reorganization under Chapter 11 of the United States Bankruptcy
Code in January 2002. The amount of $20 miltion is included in
selling, general and administraiive expenses in the accompanying
Consolidated Statement of Earnings in 2001 and in the total
allowance of $137 million and $109 million at December 31,
2002 and 2001, respectively.

Of the total trade receivable amounts of $1,896 million and
$1,966 million as of December 31, 2002 and 2001, respectively,
approximately $371 million and $329 million, respectively, are
expected to be settled through customer deductions in lieu of
cash payment. Such deductions represent rebates owed to the
customer and are included in accounts payable and other current
liabilities in the accompanying Consolidated Statement of
Financial Position at each respective balance sheet date.

NOTE 3: INVENTORIES, NET

(in millions) 2002 2001
At FIFO or average cost

{approximates current cost)

Finished goods $ 831 § 851

Work in process 322 318

Raw materials and supplies 301 346

1,454 1,515
LIFO reserve (392) (444)
Total $ 1,062 $ 1,071

Inventories valued on the LIFO method are approximately
47% and 48% of total inventories in 2002 and 2001,
respectively. During 2001, inventory usage resulied in liquidations
of LIFO inventory quantities. In the aggregate, these inventories
were carried at the lower costs prevailing in prior years as
compared with the cost of current purchases. The effect of these
LIFO liquidations was to reduce cost of goods sold by $31 million
and $14 million in 2002 and 2001, respectively.

The Company reduces the carrying value of inventories to a
lower of cost or markel basis for those items that are potentially
excess, obsolete or slow-moving based on management’s analysis
of inventory levels and future sales forecasts. The Company also
reduces the carrying value of inventories whose net book value is
in excess of market. Aggregate reductions in the carrying value

with respect to inventories that were still on hand at December
31, 2002 and 2001, and that were deemed to be excess, obsolete,
slow-moving or that had a carrying value in excess of market,
were $65 million and $99 million, respectively.

NOTE 4: PROPERTY, PLANT AND EQUIPMENT, NET

(in millions) 2002 2001
Land $ 123 § 127
Buildings and building improvements 2,658 2,602
Machinery and equipment 10,182 0,884
Construction in progress 325 369

13,288 12,982
Accumulated depreciation (7.868) (7,323)
Net properties $ 5420 $ 5659

Depreciation expense was $818 million, $765 million and
$738 million for the years 2002, 2001 and 2000, respectively, of
which approximately $19 million, $52 million and $33 million,
respectively, represented accelerated depreciation in connection
with restructuring actions.




NOTE 5: GOODWILL AND OTHER
INTANGIBLE ASSETS

Effective January 1, 2002, the Company adopted the provisions of
SFAS No. 142, “Goodwill and Other Intangible Assets,” under
which goodwill is no longer amortized, but is required to be
assessed for impairment at least annually. Goodwill, net was
$981 million and $948 million at December 31, 2002 and 2001,
respectively. Accumulated amortization amounted to $920 million
at December 31, 2001. The changes in the carrying amount of
goodwill by reportable segment for 2002 and 2001 were as
follows:

Photo-  Health Commergial Consolidated
(in millions}) graphy [maging Imaging Total
Balance at
December 31, 2000 $ 719  $ 197 $ 31 $ 947
Goodwill related to
acquisitions 105 — 94 199
Goodwill impairment (43) — — (43)
Amortization of goodwill (110) (28) (15) (153)
Finalization of purchase
accounting 2 1 1 4
Currency translation
adjustments (4) (1) (1) (6)
Balance at
December 31, 2001 669 169 110 948

Goodwill related to
acquisitions 19 1 6 26
Goodwill written off

related to disposals — - (17) (17)
Finalization of purchase

accounting 1 4 3 6
Currency translation

adjustments 15 2 1 18
Balance at

December 31, 2002 $702 $176 $103 $ 981

The aggregate amount of goodwill acquired during 2001 of
$199 million was attributable to $40 million for the purchase of
Ofoto, Inc. within the Photography segment, $77 million relating
10 the purchase of Bell & Howell Company within the Commercial
Imaging segment and $82 million related to additional acquisitions
within the Photography and Commerical Imaging segments that
are all individually immaterial. The goodwill impairment charge of
$43 million related to the Company's PictureVision subsidiary
within the Photography segmeni, which was determined to be
impaired as a result of the Company's acquisition of Ofoto.

The aggregate amount of goodwill acquired during 2002 of
$26 million was attributable to acquisitions that are all
individually immaterial. The goodwill written off related to
disposals during 2002 of $17 million was attributable to the
disposal of Kodak Global Imaging, Inc. within the Commercial
Imaging segment. The $17 million charge to earnings relating to

the write-off of this goodwill is included in the loss from
discontinued operations, net of income taxes of $23 million in the
Consolidated Statement of Earnings. See Note 21, “Discontinued
Operations.”

Earnings and earnings per share from continuing operations
for the years ended December 31, 2001 and 2000, as adjusted
for the exclusion of goodwill amortization expense, were as
follows (in millions, except per share amounts):

Impact of
Year Ended Exclusion of
December 31, 2001 Goodwill

As Reported  As Adjusted  Amort. Exp.
Earnings from continuing
operations before income
taxes (as originally
reporied)
Adjustment for the
exclusion of goodwill
_amortization — 153 153

Earnings from continuing
operations before income

$ 115 $ 115 $ —

taxes 115 268 153
Provision for income
Laxes 34 58 24
Earnings from continuing
operations $ 81 $ 210 $ 129
Basic and diluted
earnings per share from
continuing operations $ .28 $ .72 $ .44
Impact of
Year Ended Exclusion of
December 31, 2000 Goodwill

As Reported  As Adjusted  Amort. Exp.

Earnings from continuing
operations before income
taxes (as originally
reported)

Adjustment for the
exclusion of goodwill
amortization — 15 151

Earnings from continuing
operations before income

$2,132 $2,132 $ -

taxes 2,132 2,283 151
Provision for income

taxes 725 744 19
Earnings from continuing

operations $1,407 $ 1,539 $ 132
Basic earnings per share

from continuing operations § 4.62 $ 5.05 $ .43
Diluted earnings per share

from continuing operations $ 4.59 $ 5.02 $




All other intangible assets subject to amortization are not
material to the Gonsolidated Statement of Financial Position.

NOTE 6: INVESTMENTS

Equity Method At December 31, 2002, the Company’s
significant equity method investees and the Company’'s
approximate ownership interest in each investee were as follows:

Kodak Polychrome Graphics (KPG) 50%
NexPress Solutions LLC 50%
Phogenix Imaging LLGC 50%
Matsushita-Ulira Technologies

Battery Corporation 30%
Express Stop Financing (ESF) 50%
SK Display Corporation 34%

At December 31, 2002 and 2001, the Company’s equity
investment in these unconsolidated affiliates was $382 million
and $360 million, respectively, and is reported within other long-
term assets. The Company records its equity in the income or
losses of these investees and reports such amounts in other
{charges) income in the accompanying Consolidated Statement of
Earnings. See Note 12, “Other {Charges) Income.” These
investments do not meet the Regulation S-X significance test
requiring the inclusion of the separate investee financial
statements.

Kodak sells certain of its long-term lease receivables relating
to the sale of photofinishing equipment to ESF without recourse
to the Company. Sales of long-term lease receivables to ESF were
approximately $9 million, $83 million and $397 million in 2002,
2001 and 2000, respectively. See Note 10, “Commitments and
Contingencies.”

The Company sells graphics film and other products to its
equity affiliate, KPG. Sales to KPG for the years ended December
31, 2002, 2001 and 2000 amounted to $315 million, $350 million
and $419 million, respectively. These sales are reported in the
Consolidated Statement of Earnings. The Company eliminates
profits on these sales, to the exient the inventory has not been
sold through to third parties, on the basis of its 50% interest. At
December 31, 2002 and 2001, amounts due from KPG relating to
these sales were $31 million and $40 million, respectively, and
are reported in receivables, net in the accompanying Statement of
Financial Position. Additionally, the Company has guaranteed
certain debt obligations of KPG up to $160 million, which is
included in the total guarantees amount of $345 million at
December 31, 2002, as discussed in Note 10, “Commitments and
Contingencies.”

The Company also sells chemical products to its 509 owned
equity affiliate, NexPress. However, these sales transactions are
not material to the Company's results of operations or financial
position.

Kodak has no other material activities with its equity method
investees.

As a result of its continuing evaluation of the effect that the
adoption of FIN 46 will have on the Company's results of
operations and financial condition, the Company believes that it is
reasonably possible that ESF, NexPress, Phogenix and SK Display
will qualify as variable interest entities. ESF is an operating
entity formed to provide a long-term financing solution to Qualex’s
photofinishing customers in connection with Qualex's leasing of
photofinishing equipment to third parties, as opposed to Qualex
extending long-lerm credit (see Note 10 under “Other
Commitments and Contingencies”). NexPress, Phogenix and SK
Display are each operating entities that were formed to develop,
manufacture and commercialize specific imaging products and
equipment for sale to customers. Total assets for ESF, NexPress,
Phogenix and SK Display as of December 31, 2002 were
approximately $520 million, $171 million, $25 million and $6
million, respectively. The Company's estimated maximum
exposures to loss as a result of its continuing involvement with
ESF, NexPress, Phogenix and SK Display are $63 million, $148
million, $42 million and $110 million, respectively. The maximum
exposures o loss represent the sum of the carrying value of the
Company's investment balances as of December 31, 2002, the
estimated amounts that Kodak intends to or is committed to fund
in the future for each of these potential variable interest entities
and the maximum amount of debl guarantees under which the
Company could potentially be required to perform.

Cost Method The Company also has certain investments with
less than a 20% ownership interest in various private companies
whereby the Company does not have the ability to exercise
significant influence. These investments are accounted for under
the cost method.

The Company recorded total charges for the years ended
December 31, 2002 and 2001 of $45 million and $15 million,
respectively, for other than temporary impairments relating to
certain of its strategic and non-strategic venture investments,
which were accounted for under the cost method. The strategic
venture investment impairment charges for the years ended
December 31, 2002 and 2001 of $27 million and $12 million,
respectively, were recorded in selling, general and administrative
expenses in the accompanying Consolidated Statement of
Earnings. The non-strategic venture investment impairment
charges for the years ended December 31, 2002 and 2001 of $18
million and $3 million, respectively, were recorded in other
(charges) income in the accompanying Consolidated Statement of
Farnings.

The charges were taken in the respective periods in which
the available evidence, including subsequent financing rounds,
independent valuations, and other factors indicated that the
underlying investments were impaired on an other than temporary
basis.




The remaining carrying value of the Company's investments
accounted for under the cost method at December 31, 2002 and
2001 of $29 million and $51 million, respectively, is included in
other long-term assets in the accompanying Consolidated
Statement of Financial Position.

NOTE 7: ACCOUNTS PAYABLE AND OTHER
CURRENT LIABILITIES

(in millions) 2002 2001
Accounts payable, trade $ 720 $ 674
Accrued advertising and promotional

expenses 574 568
Accrued employment-related liabilities 968 749
Accrued restructuring liabilities 197 318
Other 892 967
Total payables $3.351 $ 3276

The other component above consists of other miscellaneous
current liabilities that, individually, are less than 5% of the total
current liabilities component within the Consolidated Statement of
Financial Position, and therefore, have been aggregated in
accordance with Regulation S-X.

NOTE 8: SHORT-TERM BORROWINGS AND
LONG-TERM DEBT

Short-Term Borrowings The Company's short-term borrowings
al December 31, 2002 and 2001 were as follows:

(in millions) 2002 2001
Commercial paper $ 837 $ 1,140
Current portion of long-term debt 387 156
Short-term bank borrowings 218 238
Total short-term borrowings $1442 $ 1,534

The weighted average interest rates for commercial paper
outstanding during 2002 and 2001 were 2.0% and 3.6%,
respectively. The weighted average interest rates for short-term
bank borrowings outstanding during 2002 and 2001 were 3.8%
and 6.2%, respectively.

Lines of Credit The Company has $2,225 million in committed
revolving credit facilities (the EKC Credit Facility) renegotiated in
2002, which are available to support the Company’'s commercial
paper program and for general corporate pucposes. The EKG
Credit Facitity is comprised of a 364-day committed facility at
$1,000 million expiring in July 2003 and a 5-year committed
facility at $1,225 million expiring in July 2006. If unused, they
have a commitment fee of $3 million per year, at the Company's

current credit rating. Interest on amounts borrowed under these
facilities is calculated at raies based on spreads above certain
reference rates and the Company's credii rating of BBB+
(Standard & Poor's) and Baal (Moody's). There were no amounts
outstanding under these arrangements at December 31, 2002. The
EKG Credit Facility includes a covenant that requires the
Company to maintain a certain debt to EBITDA {earnings before
interest, income taxes, depreciation and amortization) ratio. In
the event of violation of the covenant, the facility would not be
available for borrowing until the covenant provisions were waived,
amended or satisfied. The Company was in compliance with this
covenant at December 31, 2002. The Company does not
anticipate that a violation is likely to occur. )

The Company has other commitied and uncommitted lines of
credit at December 31, 2002 totaling $241 million and $1,993
million, respectively. These lines primarily support borrowing
needs of the Company's subsidiaries, including term loans,
overdraft coverage, letters of credit and revolving credit lines.
Interest rates and other terms of borrowing under these lines of
credit vary from country to country, depending on local market
conditions. Total outstanding borrowings against these other
committed and uncommitted lines of credit at December 31, 2002
were $143 million and $465 million, respectively. These
outstanding borrowings are reflecied in the shori-term bank
borrowings and long-term debt balances at December 31, 2002.

Accounts Receivable Securitization Program In March
2002, the Company entered into an accounts receivable
securitization program (the Program), which provides the
Company with borrowings up to a maximum of $400 million.
Under the Program, the Company sells certain of its domestic
trade accounts receivable without recourse to EK Funding LLG, a
Kodak wholly owned, consolidated, bankruptcy-remote, limited
purpose, limited liability corporation (EKFC). Kodak continues 1o
service, administer and collect the receivables. A bank, acting as
the Program agent, purchases undivided percentage ownership
interests in those receivables on behalf of the conduit purchasers,
who have a first priority security interest in the related
receivables pool. The receivables pool at December 31, 2002,
representing the outstanding balance of the gross accounts
receivable sold to EKFC, totaled approximately $634 million. As
the Company has the right at any time during the Program to
repurchase all of the then outstanding purchased interests for a
purchase price equal to the outstanding principal plus accrued
fees, the receivables remain on the Company's Consolidated
Statement of Financial Position, and the proceeds from the sale
of undivided interests are recorded as secured borrowings.

As the Program is renewable annually subject to the bank’s
approval, the secured borrowings under the Program are included
in short-term borrowings. The Company expects the Program to
be renewed upon its expiration in March 2003 at a minimum
borrowing level of $250 million. At December 31, 2002, the




Company had outstanding secured borrowings under the Program
of $74 million.

The cost of the secured borrowings under the Program is
comprised of yield, liquidity, conduit, Program and Program agent
fees. The yield fee is subject to a floating rate, based on the
average of the conduits’ commercial paper rates. The total charge
for these fees is recorded in interest expense. Based on the
outstanding secured borrowings level of $74 million and the
average of the conduits’ commercial paper rates at December 31,
2002, the estimated annualized borrowing cost rate is 2.13%.
Interest expense for the year ended December 31, 2002 was not
material.

The Program agreement contains a number of customary
covenants and termination events. Upon the occurrence of a
termination event, all secured borrowings under the Program
shall be immediately due and payable. The Company was in
compliance with all such covenants at December 31, 2002.

Long-Term Debt

Long-term debt and related maturities and interest rates were as
follows ai December 31, 2002 and 2001 (in millions):

Weighted-

Average

Interest
Gountry Type Maturity Rate 2002 2001
Us. Term note 2002 6.38% % — § 150
Us. Term note 2003 9.38% 144 144
U.s. Term note 2003 1.36% 110 110

7.25% 200 200
6.38% 500 500

U.S. Medium-term 2005
U.S. Medium-term 2006

Us. Term note 2008 9.50% 34 34
Us. Term note 2018 9.95% 3 3
U.Ss. Term note 2021 9.20% 10 10
China Bank Loans 2002 6.28% — 12
China Bank Loans 2003 5.49% 114 96
China Bank Loans 2004 2.42% — 190

China Bank Loans 2004
China Bank Loans 2005

5.58% 252 182
5.53% 124 133

Japan Bank Loans 2003 2.51% — 42
Qualex  Term notes  2003-2005 6.12% 44 —
Chile Bank Loans 2004 2.61% 10 10
Other 6 6

1,551 1,822

Current portion of long-term debt
Long-term debt, net of current portion

(387) (156)
$ 1,164 §$ 1,666

Annual maturities (in millions) of long-term debt outstanding
at December 31, 2002 are as follows: 2003: $387; 2004: $285;
2005: $332; 2006: $500; 2007: $0; 2008 and beyond: $47.

During the second quarter of 2001, the Gompany increased
its medium-term note program from $1,000 million to $2,200
million for issuance of debt securities due nine months or more
from date of issue. At December 31, 2002, the Company had debt
securities outstanding of $700 million under this medium-term
note program, with none of this balance due within one year. The
Company has remaining availability of $1,200 million under its
medium-term note program for the issuance of new notes.

NOTE 9: OTHER LONG-TERM LIABILITIES

(in millions) 2002 2001
Deferred compensation $ 160 § 164
Minority interest in Kodak companies 70 84
Environmental liabilities 148 162
Deferred income taxes 52 81
Other 209 229
Total $639 $ 720

The other component above consists of other miscellaneous
long-term liabilities that, individually, are less than 5% of the
total liabilities component in the accompanying Consolidated
Statement of Financial Position, and therefore, have been
aggregated in accordance with Regulation S-X.

NOTE 10: COMMITMENTS AND CONTINGENCIES

Environmental Cash expenditures for pollution prevention and
wasle treatment for the Company's current facilities were as
follows:

(in millions) 2002 2001 2000

Recurring costs for
pollution prevention and waste
treatment $ 67 $ 68 $ 72

Capital expenditures for pollution
prevention and waste

treatment 12 27 36
Site remediation costs 3 2 3
Total $ 82 $ 97 $ 111

At December 31, 2002 and 2001, the Company's
undiscounted accrued liabilities for environmental remediation
costs amounted to $148 million and $162 million, respectively.




These amounts are reported in the other long-term liabilities in
the accompanying Consolidated Statement of Financial Position.

The Company is currently implementing a Corrective Action
Program required by the Resource Gonservation and Recovery Act
(RCRA) at the Kodak Park site in Rochester, NY. As part of this
program, the Company has completed ihe RCRA Facility
Assessment (RFA), a broad-based environmental investigation of
the site. The Company is currently in the process of completing,
and in some cases has completed, RCRA Facility Investigations
(RF1) and Corrective Measures Studies (CMS) for areas at the
site. At December 31, 2002, estimated future investigation and
remediation costs of $67 million aré accrued on an undiscounted
basis by the Company and are included in the $148 miliion
reported in other long-term liabilities.

Additionally, the Company has retained ceriain obligations for
environmental remediation and Superfund matters related to
certain sites associaled with the non-imaging health businesses
sold in 1994. In addition, the Company has been identified as a
potentially responsible party (PRP) in connection with the non-
imaging health businesses in five active Superfund sites. At
December 31, 2002, estimated future remediation costs of $49
million are accrued on an undiscounted basis and are included in
the $148 million reported in other long-term liabilities.

The Company has obligations relating to two former
manufacturing sites located outside the United States.
Investigations were completed in the fourth quarter of 2001,
which facilitated the completion of cost estimates for the future
remediation and monitoring of these sites. The Company’s
obligations with respect to these two sites include an estimate of
its cost to repurchase one of the sites and demolish the buildings
in preparation for its possible conversion to a public park. The
repurchase of the site was completed in the first quarter of 2002.
Al December 31, 2002, estimated future investigation,
remediation and monitoring costs of $27 million are accrued on
an undiscounted basis and are included in the $148 million
reporied in other long-term liabilities.

Additionally, the Company has approximately $5 million
accrued on an undiscounted basis in the $148 million reported in
other long-term liabilities at December 31, 2002 for remediation
relating to other facilities, which are not material to the
Company's financial position, results of operations, cash flows or
competitive position.

Cash expenditures for the aforementioned investigation,
remediation and monritoring activities are expected to be incurred
over the next thirty years for each site. For these known
environmental exposures, the accrual reflects the Company's best
estimate of the amount it will incur under the agreed-upon or
proposed work plans. The Company’s cost estimates were
determined using the ASTM Standard E 2137-01 “Standard Guide
for Estimating Monetary Costs and Liabilities for Environmental
Matters,” and have not been reduced by possible recoveries from
third parties. The overall method includes the use of a
probabilistic model which forecasts a range of cost estimates for

the remediation required at individual sites. The projects are
closely monitored and the models are reviewed as significant
events occur or at least once per year. The Company's estimate
includes equipment and operating costs for remediation and long-
term monitoring of the sites. The Company does not believe it is
reasonably possible that the losses for the known exposures could
exceed the current accruals by material amounts.

A Consent Decree was signed in 1994 in settlement of a civil
complaint brought by the U.S. Environmental Protection Agency
and the U.S. Department of Justice. In connection with the
Consent Decree, the Company is subject to a Compliance
Schedule, under which the Company has improved its wasle
characterization procedures, upgraded one of its incinerators, and
is evaluating and upgrading its industrial sewer system. The total
expenditures required to complete this program are currently
estimated to be approximately $27 million over the next six
vears. These expenditures are primarily capital in nature and, .
therefore, are not included in the environmental accrual at
December 31, 2002.

The Company is presently designated as a PRP under the
Comprehensive Environmental Response, Compensation, and
Liability Act of 1980, as amended (the Superfund Law), or under
similar state laws, for environmental assessment and cleanup
costs as the result of the Company's alleged arrangements for
disposal of hazardous substances at six such active sites. With
respect to each of these siies, the Company's liability is minimal.
Furthermore, numerous other PRPs have also been designated at
these sites and, although the law imposes joint and several
liability on PRPs, the Company's historical experience
demonstrates that these costs are shared with other PRPs.
Settiements and costs paid by the Company in Superfund matiers
to dale have not been material. Future costs are also not
expected to be material to the Company’s.financial position,
results of operations or cash flows.

The Clean Air Act Amendments were enacted in 1990,
Expenditures to comply with the Clean Air Act implementing
regulations issued to date have not been material and have been
primarily capital in nature. In addition, future expenditures for
existing regulations, which are primarily capital in nature, are not
expected to be material. Many of the regulations to be
promulgated pursuant to this Act have not been issued.

Uncertainties associated with environmental remediation
contingencies are pervasive and often result in wide ranges of
outcomes. Estimates developed in the early stages of remediation
can vary significanily. A finite estimate of cost does not normally
become fixed and determinable at a specific time. Rather, the
costs associated with environmental remediation become
estimable over a continuum of evenks and activities that help to
frame and define a liability, and the Company continually updates
its cost estimates. The Company has an ongoing monitoring and
identification process to assess how the activities, with respect to
the known exposures, are progressing against the accrued cost




estimates, as well as to identify other potential remediation sites
that are presently unknown, )

Estimates of the amount and timing of future costs of
environmental remediation requirements are necessarily imprecise
because of the continuing evolution of environmental laws and
regulatory requirements, the availability and application of
technology, the identification of presently unknown remediation sites
and the allocation of costs among the potentially responsible parties.
Based upon information presently available, such future costs are
not expected to have a material effect on the Company’s competitive
or financial position. However, such costs could be material to
results of operations in a particular future quarter or year.

Other Commitments and Contingencies The Company has
entered into agreements with several companies, which provide
Kodak with products and services to be used in its normal
operations. The minimum payments for these agreements are
approximately $265 million in 2003, $239 miilion in 2004, $205
million in 2005, $116 million in 2006, $77 million in 2007 and
$257 million in 2008 and thereafter.

The Company guarantees debt and other obligations under
agreements with certain affilialed companies and customers. At
December 31, 2002, these guarantees totaled a maximum of $345
million, with outstanding guaranteed amounts of $159 million. The
maximum guaranige amount includes: guarantees of up to $160
million of debt for Kodak Polychrome Graphics, an unconsolidated
affiliate in which the Company has a 50% ownership interest
($74 million outstanding) and up to $19 million for other
unconsolidated affiliates and third parties ($17 million
outstanding) and guarantees of up to $166 million of customer
amounts due to banks in connection with various banks’ financing
of customers’ purchase of product and equipment from Kodak
($68 million outstanding). The KPG debt facility and the related
guarantee mature on December 31, 2005, but may be renewed at
the bank’s discretion. The guarantees for the other consolidated
affiliates and third party debt mature between May 1, 2003 and
May 31, 2005 and are not expected to be renewed. The customer
financing agreements and related guarantees typically have a
term of 90 days for product and short-term equipment financing
arrangements, and up to 3 years for long-term equipment
financing arrangements.

These guarantees would require payment from Kodak only in
the event of default on payment by the respective debtor. In some
cases, particularly with guaraniees related to equipment
financing, the Company has collateral or recourse provisions to
recover and sell the equipment to reduce any losses that might
be incurred in connection with the guarantee. This activity is not
material. Management believes the likelihood is remote that
material payments will be required under these guarantees.

The Company also guarantees debt owed to banks for some
of its consolidated subsidiaries. The maximum amount guaranteed
is $857 million, and the outstanding debt under those guarantees,
which is recorded within the shori-term borrowings and long-term
debt, net of current portion components in the Consolidated

Statement of Financial Position, is $628 million. These guarantees
expire in 2003 through 2005 with the majority expiring in 2003.

The Company may provide up to $100 million in loan
guarantees to support funding needs for SK Display Corporation,
an unconsolidated affiliate in which the Company has a 34%
ownership interest. As of December 31, 2002, the Company has
not been required to guarantee any of SK Display Corporation’s
outstanding debt.

In certain instances when Kodak sells businesses either
through asset or stock sales, the Company may retain certain
liabilities for known exposures and provide indemnification to the
buyer with respect to future claims for certain unknown liabilities
existing, or arising from events occurring, prior to the sale dale,
including liabilities for taxes, legal matiers, environmental
exposures, labor contingencies, product liability, and other
obligations. The terms of the indemnifications vary in duration,
from one to two years for certain types of indemnities, to terms
for tax indemnifications that are generally aligned to the
applicable statute of limitations for the jurisdiction in which the
divestiture occurred, and terms for environmental liabilities that
typically do not expire. The maximum potential future payments
that the Company could be required to make under these
indemnifications are either contractually limited to a specified
amount or unlimited. The Company believes that the maximum
potential future payments that the Gompany could be required to
make under these indemnifications are not determinable at this
time, as any future payments would be dependent on the type’
and extent of the related claims, and all available defenses, which
are not estimable. However, costs incurred to settle claims
related to these indemnifications have not been material to the
Company's financial position, results of operations or cash flows.

In certain instances when Kodak sells real estate, the
Company will retain the liabilities for known environmental
exposures and provide indemnification to the other party with
respect to future claims for certain unknown environmental
liabilities existing prior to the sale date. The terms of the
indemnifications vary in duration, from a range of three to ten
years for certain indemnities, to terms for other indemnities that
do not expire. The maximum potential future payments that the
Company could be required to make under these indemnifications
are either contractually limited to a specified amount or
unlimited. The Company believes that the maximum potential
future payments that the Company could be required to make
under these indemnifications are not determinable at this time, as
any future payments would be dependent on the type and extent
of the related claims, and all relevani defenses to the claims,
which are not estimable. However, costs incurred to settle claims
related to these indemnifications have not been material to the
Company’s financial position, results of operations or cash flows.

The Company may enter into standard indemnification
agreements in the ordinary course of business with its customers,
suppliers, service providers and business partners. In such
instances, the Company usually indemnifies, holds harmless and
agrees to reimburse the indemnified party for all claims, actions,




liabilities, losses and expenses in connection with any Kodak
infringement of third party intellectual property or proprietary
rights, or when applicable, in connection with any personal
injuries or property damage resulting from any Kodak products
sold or Kodak services provided. Additionally, the Company may
from time to time agree to indemnify and hold harmless its
providers of services from all claims, actions, liabilities, losses
and expenses relating to their services to Kodak, except to the
extent finally determined to have resulted from the fault of the
provider of services relating to such services. The level of
conduct constituting fault of the service provider will vary from
agreement to agreement and may include conduct which is
defined in terms of negligence, gross negligence, recklessness,
intentional acts, omissions or other culpable behavior. The term
of these indemnification agreements is generally perpetual. The
maximum potential future payments that the Company could be
required to make under the indemnifications are unlimited. The
Gompany believes that the maximum potential future payments
that the Company could be required to make under these
indemnifications are not determinable at this time, as any future
payments would be dependent on the type and extent of the
related claims, and all relevant defenses to the claims, including
statutes of limitation, which are not estimable. However, costs
incurred to settle claims related to these indemnifications have
not been material to the Company's financial position, results of
operations or cash flows.

The Company has by-laws, policies, and agreements under
which it indemnifies its directors and officers from liability for
certain events or occurrences while the directors or officers are,
or were, serving at Kodak's request in such capacities.
Furthermore, the Gompany is incorporated in the State of New
Jersey, which requires corporations to indemnify their officers
and directors under certain circumstances. The Company has
made similar arrangements with respect to the directors and
officers of acquired companies. The term of the indemnification
period is for the director's or officer’s lifetime. The maximum
potential amount of future payments that the Company could be
required to make under these indemnifications is unlimited, but
would be affected by all relevant defenses to the claims, including
statutes of limitations.

The Company had a commitment under a put option
arrangement with Burrell Colour Lab (BCL), an unaffiliated
company, whereby the shareholders of BCL had the ability to put
100% of the stock lo Kodak for total consideration, including the
assumption of debt, of approximately $63.5 million. The option
first became exercisable on October 1, 2002 and was uliimately
exercised during the Company’s fourth quarter ended December
31, 2002. Accordingly, on February 5, 2003, the Company
acquired BCL for a total purchase price of approximately $63.5
million, which was composed of approximately $53 million in cash
and $10.5 million of assumed debt. The exercise of the option
had no impact on the Company’s fourth quarter earnings.

In connection with the Company's investment in China that
began in 1998, certain unaffiliated entities invested in two Kodak
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consolidated companies with the opportunity to put their minority
interests to Kodak at any time after the third anniversary, but
prior Lo the tenth anniversary, of the date on which the two
companies were established. On December 31, 2002, an
unaffiliated investor in one of Kodak's China subsidiaries exercised
their rights under the put option agreement. Under the terms of
the arrangement, the Gompany repurchased the investor’s 109
minority interest for approximately $44 million in cash. The
exercise of this pul option and the recording of the related
minority interest purchased had no impact on the Company's
earnings. The total exercise price in connection with the
remaining put options, which increases at a rate of 2% per
annum, is approximately $60 million at December 31, 2002. The
Company expects that approximately $16 million of the remaining
$60 million in total put options will be exercised and the related
cash payments will occur over the next twelve months.

Qualex, a wholly owned subsidiary of Kodak, has a 50%
ownership interest in Express Stop Financing (ESF), which is a
joint venture partnership between Qualex and Dana Credit
Gorporation (DCC), a wholly owned subsidiary of Dana
Gorporation. Qualex accounts for its investment, in ESF under the
equity method of accounting. ESF provides a long-term financing
solution to Qualex’s photofinishing customers in connection with
Qualex's leasing of photofinishing equipment to third parties, as
opposed to Qualex extending long-term credit. As part of the
operations of its photofinishing services, Qualex sells equipment
under a sales-type lease arrangement and records a long-term
receivable. These long-term receivables are subsequently sold to
ESF without recourse to Qualex. ESF incurs long-term debt to
finance the purchase of the receivables from Qualex. This debt is
collateralized solely by the long-term receivables purchased from
Qualex, and in part, by a $60 million guarantee from DCC.
Qualex provides no guarantee or collateral to ESF's creditors in
connection with the debt, and ESF's debt is non-recourse 1o
Qualex. Qualex's only continued involvement in connection with
the sale of the long-lerm receivables is the servicing of the
related equipment under the leases. Qualex has continued
revenue streams in connection with this equipment through future
sales of photofinishing consumablies, including paper and
chemicals, and maintenance.

Qualex has risk with respect to the ESF arrangement as it
relates to its continued ability to procure spare parts from the
primary photofinishing equipment vendor (the Vendor) to fulfill its
servicing obligations under the leases. This risk is atiributable to
the fact that, throughout 2002, the Vendor was experiencing
financial difficulty which ultimately resulted in certain of its
entities in different countries filing for bankrupicy on December
24, 2002. Although the lessees’ requirement to pay ESF under
the lease agreements is not contingent upon Qualex’s fulfillment
of its servicing obligations, under the agreement with ESF, Qualex
would be responsible for any deficiency in the amount of rent not
paid to ESF as a result of any lessee’s claim regarding
maintenance or supply services not provided by Qualex. Such
lease payments would be made in accordance with the original




lease terms, which generally extend over 5 to 7 years. ESF's
outstanding lease receivable amount was approximately $473
million at December 31, 2002.

To mitigate the risk of not being able to fulfill its service
obligations in the event the Vendor were 1o file for bankruptcy,
Qualex built up its inventory of these spare parts during 2002
and began refurbishing used parts. To further mitigate its
exposure, effective April 3, 2002, Kodak entered into certain
agreements with the Vendor under which the Company paid $19
million for a license relating to the spare parts intellectual
property, an equily interest in the Vendor and the intellectual
property holding company and an arrangement to purchase spare
parts. After entering into these arrangements, the Company
obtained the documentation and specifications of the parts it
sourced solely from the Vendor and a comprehensive supplier list
for the parts the Vendor sourced from other suppliers. However,
under these arrangements, Kodak had a use restriction, which
precluded the Company from manufacturing the parts that the
Vendor produced and from purchacing parts directly from the
Vendor's suppliers. This use restriction would be effective until
certain triggering events occurred, the most significant of which
was the filing for bankruptcy by the Vendor. As indicated above,
the Vendor filed for bankruptcy on December 24, 2002. The
arrangements that the Company entered into with the Vendor are
currently being reviewed in the bankruptcy courts, and there is
the possibiiity that such agreements could be challenged.
However, the Company believes that it has a strong legal position
with respect to the agreements and is taking the necessary steps
to obtain the rights to gain access to the Vendor's tooling to
facilitate the manufacture of the parts previously produced by the
Vendor. Additionally, the Company has begun to source parts
directly from the Vendor's suppliers. Accordingly, the Company
does not anticipale any significant liability arising from the
inability to fulfill its service obligations under the arrangement
with ESF.

In December 2001, Standard & Poor's (S&P) downgraded the
credit ratings of Dana Corporation to BB for long-term debt and
B for short-term debt, which are below investment grade. This
action created a Guarantor Termination Event under the
Receivables Purchase Agreement (RPA) between ESF and its
banks. To cure the Guarantor Termination Event, in January
2002, ESF posted $60 million of additional collateral in the form
of cash and long-term lease receivables. At that time, if Dana
Corporation were downgraded to below BB by S&P or below Ba2
by Moody’s, that action would constitute a Termination Event
under the RPA and ESF would be forced to renegotiate its debt
arrangements with the banks. On February 22, 2002, Moody's
downgraded Dana Corporation to a Ba3 credit rating, thus
creating a Termination Event.

Effective April 15, 2002, ESF cured the Termination Event
by executing an amendment to the RPA. Under the amended RPA,
the maximum borrowings were lowered to $400 million, and ESF
must pay a higher interest rate on outstanding and future
borrowings. Additionally, if there were certain changes in control

with respect to Dana Corporation or DCC, as defined in the
amended RPA, such an occurrence would constitute an event of
default. Absent a waiver from the banks, this event of default
would create a Termination Event under the RPA. The amended
RPA arrangement was further amended in July 2002 1o extend
through July 2003. Under the amended RPA arrangement,
maximum borrowings were reduced to $370 million. Total
outstanding borrowings under the RPA at December 31, 2002
were $320 million.

Dana Corporation’s S&P and Moody’s long-term debt credit
ratings have remained at the February 22, 2002 levels of BB and
Ba3, respectively. Under the amended RPA, if either of Dana
Corporation’s long-term debt ratings were to fall below their
current respective ratings, such an occurrence would create a
Termination Event as defined in the RPA.

The amended RPA arrangement extends through July 2003,
at which time the RPA can be exiended or terminated. If the RPA
were terminated, Qualex would no longer be able to sell its lease
receivables to ESF and would need to find an alternative
financing solution for future sales of its photofinishing equipment.
For the year ended December 31, 2002, total sales of
photofinishing equipment were $3.5 million. Under the parinership
agreement between Qualex and DCC, subject to certain
conditions, ESF has exclusivity rights 1o purchase Qualex’s long-
term lease receivables. The term of the partnership agreement
continues through October 6, 2003. In light of the timing of the
partnership termination, Qualex plans to utilize the services of
Eastman Kodak Credit Corporation, a wholly owned subsidiary of
General Electric Capital Gorporation, as an aliernative financing
solution for prospective leasing activity with its customers.

At December 31, 2002, the Company had outstanding letters
of credit totaling $105 million and surety bonds in the amount of
$79 million primarily to ensure the completion of environmental
remediations and paymeni of possible casualty and workers’
compensation claims.

Rental expense, net of minor sublease income, amounted Lo
$158 miltion in 2002, $126 million in 2001 and $155 million in
2000. The approximate amounts of noncancelable lease
commitments with terms of more than one year, principally for
the rental of real property, reduced by minor sublease income,
are $102 million in 2003, $72 million in 2004, $56 million in
2005, $42 million in 2006, $32 million in 2007 and $51 million
in 2008 and thereafter.

The Company and its subsidiary companies are involved in
lawsuits, claims, investigations and proceedings, including product
liability, commercial, environmental, and health and safety
matters, which are being handied and defended in the ordinary
course of business. There are no such matters pending that the
Company and its General Counsel expect to be material in
relation to the Company’s business, financial position or results of
operations.




NOTE 11: FINANCIAL INSTRUMENTS

The following table presents the carrying amounts of the assets
(liabilities) and the estimated fair values of financial instruments
at December 31, 2002 and 2001:

(in millions) 2002 2001
Carrying  Fair Carrying  Fair
Amount  Value Amount Value

Marketable securities:

Current, $ 9% 9¢ 3% 3
Long-term 25 26 34 34
Long-term debt, (1,164) (1,225) (1,666) (1,664)
Foreign currency forwards 2 2 1 1
Silver forwards 2 2 1 1
Interest rate swap — — (2) (2)

Markelable securities and other investments are valued at
quoted market prices. The fair values of long-term borrowings are
determined by reference to quoted market prices or by obtaining
quotes from dealers. The fair values for the remaining financial
instruments in the above table are based on dealer quotes and
reflect the estimated amounts the Gompany would pay or receive
10 lerminate the contracts. The carrying values of cash and cash
equivalents, receivables, short-term borrowings and payables
approximate their fair values.

The Company, as a result of its global operating and
financing activities, is exposed to changes in foreign currency
exchange rates, commodity prices, and interest rates which may
adversely affect its results of operations and financial position.
The Company manages such exposures, in part, with derivative
financial instruments. The fair value of these derivative contracts
is reporied in other current assets or accounts payable and other
current liabilities in the accompanying Consolidated Statement of
Financial Position.

Foreign currency forward contracts are used to hedge
existing foreign currency denominated assets and liabilities,
especially those of the Company’s International Treasury Center,
as well as forecasted foreign currency denominated intercompany
sales. Silver forward contracts are used to mitigate the
Company's risk to fluctuating silver prices. The Company's
exposure to changes in interest rates results from its investing
and borrowing activities used to meet its liquidity needs. Long-
term debt is generally used to finance long-term investments,
while short-term debt is used to meet working capital
requirements. An interest rate swap agreement was used to
convert $150 miltion of floating-rate debt to fixed-rate debt. The
Company does not utilize financial instruments for trading or
other speculative purposes.

The Company has entered into foreign currency forward
contracts that are designated as cash flow hedges of exchange
rate risk related to forecasted foreign currency denominated
intercompany sales. At December 31, 2002, the Company had

cash flow hedges for the euro and the Australian dollar, with
maturity dates ranging from January 2003 to August 2003.

At December 31, 2002, the fair value of all open foreign
currency forward contracts hedging foreign currency denominated
intercompany sales was an unrealized loss of $4 million (pre-tax),
recorded in accumulated other comprehensive (loss) income in
the accompanying Consolidated Statement of Shareholders’™ Equity.
If this amount were 1o be realized, all of it would be reclassified
into cost of goods sold during the nexi twelve months.
Additionally, realized losses of $1 million (pre-tax), related to
closed foreign currency contracts hedging foreign currency
denominated intercompany sales, have been deferred in
accumulated other comprehensive (loss) income. These losses will
be reclassified into cost of goods sold as the inventory transferred
in connection with the intercompany sales is sold to third parties,
all within the next twelve months. During 2002, a pre-tax loss of
$20 million was reclassified from accumulated other
comprehensive (loss) income to cost of goods sold. Hedge
ineffectiveness was insignificant.

The Company does nol apply hedge accounting to the foreign
currency forward contracts used to offset currency-related
changes in the fair value of foreign currency denominated assets
and liabilities. These contracts are marked to market through
earnings at the same time that the exposed assets and liabilities
are remeasured through earnings (both in other (charges) income).
The majority of the contracts held by the Company are denominated
in euros, British pounds, Australian dollars, Japanese yen, and
Chinese renminbi. At December 31, 2002, the fair value of these
open contracts was an unrealized gain of $7 million (pre-tax).

The Company has entered into silver forward contracts that
are designated as cash flow hedges of price risk related to
forecasted worldwide silver purchases. The Company used silver
forward contracts to minimize its exposure to increases in silver
prices in 2000, 2001, and 2002. At December 31, 2002, the
Company had open forward contracts with maturity dates ranging
from January 2003 to May 2003.

At December 31, 2002, the fair value of open silver forward
contracts was an unrealized gain of $2 million (pre-tax), recorded
in accumulated other comprehensive (loss) income. If this amount
were 1o be realized, all of it would be reclassified into cost of
goods sold during the next twelve months. Additionally, realized
losses of less than $1 million (pre-tax), related to closed silver
contracts, have been deferred in accumulated other
comprehensive (loss) income. These gains will be reclassified into
cost of goods sold as silver-containing products are sold, all
within the next twelve months. During 2002, a realized loss of $3
million (pre-tax) was recorded in cost of goods sold. Hedge
ineffectiveness was insignificant.

In July 2001, the Company entered into an interest rate swap
agreement designated as a cash flow hedge of the LIBOR-based
floating-rate interest payments on $150 million of debt issued June
26, 2001 and maturing September 16, 2002. The swap effectively
converted interest expense on that debt to a fixed annual rate of
4.06%. During 2002, $2 million was charged to interest expense
related to the swap. There was no hedge ineffectiveness.




The Company’s financial instrument counterparties are high-
quality investment or commercial banks with significant
experience with such instruments. The Company manages
exposure to counterparty credit risk by requiring specific
minimum credit standards and diversification of counterparties.
The Company has procedures to monitor the credit exposure
amounts. The maximum credit exposure at December 31, 2002
was not significant to the Company.

SFAS No. 133 TRANSITION ADJUSTMENT

On January 1, 2000, the Company adopted SFAS No. 133,
“Accounting for Derivative Instruments and Hedging Activities.”
This statement requires that an entity recognize all derivatives as
either assets or liabilities and measure those instruments at fair
value. If certain conditions are met, a derivative may be
designated as a hedge. The accounting for changes in the fair
value of a derivative depends on the intended use of the
derivative and the resulting designation.

The forward contracis used o hedge existing foreign currency
denominated assets and liabilities, especially those of the
International Treasury Genter, are marked to market through
garnings al the same time that the exposed assets and liabilities are
remeasured through earnings (both in other charges) and are not
given hedge accounting treatment. When the Gompany early-adopted
SFAS No. 133 on January 1, 2000, it recorded a loss of $1 million
in earnings to adjust the pre-SFAS No. 133 book value of the
forward contracts to their market value of $4 million (liability).

Additionally, upon adoption of SFAS No. 133, the existing
forward contracts used to hedge forecasted silver purchases were
designated as cash flow hedges and the Company recorded a gain of
$3 million (pre-tax) in accumulated other comprehensive (loss)
income to adjust the pre-SFAS No. 133 book value of the forward
contracts to their market vatue of $3 million (asset). These transition
adjustments were not displayed in separate captions as cumulative
effects of a change in accounting principle due to their immateriality.

The Company has a 50 percent ownership interest in KPG, a
joint venture accounted for under the equity method. The
Company’s proportionale share of KPG's other comprehensive
income is therefore included in its presentation of other
comprehensive income displayed in the Consolidated Statement of
Shareholders’ Equity.

KPG has entered into foreign currency forward contracts that
are designated as cash flow hedges of exchange rate risk related
to forecasted foreign currency denominated intercompany sales,
primarily those denominated in euros and Japanese yen. At
December 31, 2002, KPG had open forward contracts with
maturity dates ranging from January 2003 to December 2003. At
December 31, 2002, Kodak's share of the fair value of all open
foreign currency forward contracts hedging foreign currency
denominated intercompany sales was an unrealized loss of $5
million (pre-tax), recorded in accumulated other comprehensive
(toss) income. If this amount were to be realized. all of it would
be reclassified into KPG's cost of goods sold during the next twelve
months. Additionally, realized losses of less than $1 million (pre-
tax), related to closed foreign currency contracts hedging foreign

currency denominated intercompany sales, have been deferred in
accumulated other comprehensive (loss) income. These losses will
be reclassified into KPG's cost of goods sold as the inventory
transferred in connection with the intercompany sales is sold to
third parties, all within the next twelve months. During 2002, a
pre-tax gain of $4 million (Kodak's share) was reclassified from
accumulated other comprehensive (loss) income to KPG's cost of
goods sold. Hedge ineffectiveness was insignificant.

KPG has entered into aluminum forward contracts that are
designated as cash flow hedges of price risk related to forecasted
aluminum purchases. The fair value of open contracts at
December 31, 2002, and the losses reclassified into KPG's cost of
goods sold during 2002, were negligible. Hedge ineffectiveness
was insignificant.

KPG has an interest rate swap agreement, maturing in August
2003, designated as a cash flow hedge of floating-rate interest
payments. At December 31, 2002, Kodak's share of its fair value
was a $1 million loss (pre-tax), recorded in accumulated other
comprehensive (loss) income, and reducing Kodak's investment in
KPG. If realized, all of this amount would be reclassified into
KPG's interest expense during the next twelve months. During
2002, a pre-tax loss of $2 million (Kodak's share) was reclassified
from accumulated other comprehensive (loss) income to KPG's
interest expense. Hedge ineffectiveness was insignificant.

KPG has an interest rate swap agreement, maturing in May
2005, designated as a cash flow hedge of variable rental
payments. At December 31, 2002, Kodak's share of its fair value
was a $1 million loss (pre-tax), recorded in accumulated other
comprehensive (loss) income, and reducing Kodak's investment in
KPG. If realized, half of this amount would be reclassified into
KPG's rental expense during the next twelve months. During
2002, a pre-tax loss of $1 million (Kodak's share) was
reclassified from accumulated other comprehensive (loss) income
to KPG's rental expense. There was no hedge ineffectiveness.

NOTE 12: OTHER (CHARGES) INCOME

{in millions) 2002 2001 2000
Investment income $ 20 $ 15 $ 36
Loss on foreign exchange

transactions (19) 9) (13)
Equity in losses of unconsolidated

affiliates (106) (79) (110)
Gain on sales of investments — 18 1217
Gain on sales of capital assets 24 3 51
Loss on sales of subsidiaries — — 9
Interest on past-due receivables 6 10 14
Minority interest (17 11 (11)
Non-strategic venture investment

impairments (18) (3) —
Other 9 16 11
Total $(101) $ (18) $ 96




NOTE 13: INCOME TAXES

The components of earnings from continuing operations before
income taxes and the related provision for U.S. and other income
taxes were as follows:

(in millions) 2002 2001 2000
Earnings (loss) before

income taxes

Us. $ 217 § (266) $ 1,204
Outside the U.S. 729 381 838
Total $ 946 § 115§ 2,132

U.S. income taxes
Current provision (benefity $§ 56 § (65 $ 145

Deferred (benefit) provision (31) (67) 225
Income taxes outside the U.S.

Current provision 101 177 268
Deferred provision (benefit) 22 (6) 37
State and other income taxes

Current provision 12 3 35
Deferred (benefit) provision (7 (9) 15
Total $ 133 $§ 34 $§ 725

The net losses from discontinued operations for 2002 and
2001 were $23 million and $5 million, respectively, which
included tax benefits of $15 million and $2 million, respectively.
There were no discontinued operations in 2000.

The differences between income taxes computed using the
U.S. federal income tax rate and the provision for income taxes
for continuing operations were as follows:

During the second quarter of 2002, the Company recorded a tax
benefit, of $45 million relating to the closure of its PictureVision
subsidiary. The decision to close the subsidiary was preceded by
unsuccessful attempts t sell the subsidiary. As a result of these
activities, the Company made the formal decision in the second quarter
of 2002 to close the subsidiary, as a determination was made that the
business was worthless for tax purposes. Accordingly, the Company
recorded a $45 million tax benefit in the second quarter of 2002 based
on the Company's remaining tax basis in the PictureVision stock.

During the third quarier of 2002, the Company recorded a
tax benefit of $46 million relating to the consolidation of its
photofinishing operations in Japan and the loss realized from the
liguidation of a subsidiary as part of this consolidation. The
Company expects this loss to be utilized during the next five
years to reduce taxable income from operations in Japan.

During the fourth quarter of 2002, the Company recorded an
adjustment of $22 million to reduce its income tax provision due to
a decrease in the estimated effective tax rate for the full year. The
decrease in the effective tax rate was attributable to an increase in
earnings in lower tax raie jurisdictions relative to original
estimates. Additionally, in the fourth quarter of 2002, the Company
recorded a tax benefit of $8 million relating to a land donation.

During the third quarter of 2001, the Company reached a
favorable tax settlement, which resulted in a tax benefit of $11
million. In addition, during the fourth quarier of 2001 the
Company recorded an adjustment of $20 million to reduce its
income tax provision due to a decrease in the estimated effective
tax rate for the full year. The decrease in the effective tax rate
was primarily attributable to an increase in earnings in lower tax
rate jurisdictions relative to original estimates, and an increase in
creditable foreign tax credits as compared to estimates.

The significant components of deferred tax assets and
liabilities were as follows:

(in millions) 2002 2001 2000  (in millions) 2002 2001
Amount computed using the Deferred tax assets
statutory rate $ 331 $ 40 $ 746 Pension and postretirement obligations $ 988 $ 867
Increase (reduction) in laxes Restructuring programs 144 122
resulting from: Foreign tax credit 99 34
State and other income laxes, Employee deferred compensation 187 120
net Of federaI. ) 3 4) 33 Inventories 75 81
SOOG\?” ellmomzauon actui - 4 0 ax loss carryforwards 16 56
xport sales and manufacturin
credls i (23) (19) (48) wer 098 723
Operations outside the U.S. (96) (10) (70) Total deferred tax assets 2,067 2,003
Valuation allowance 56 (18) (9) Deferred tax liabilities
Business closures, restructuring Depreciation 700 551
and land donation (99) — —  Leasing 156 188
Tax settlement - (11 —  Other 341 596
Other, net (19) 11 33 Total deferred tax liabilities 1,197 1,335
Provision for income taxes $ 153 $ 34 $ 725  Valuation allowance 72 56
Net deferred tax assets $ 798 $ 612




Deferred tax assets (liabilities) are reporied in the following
components within the Consolidaied Statement of Financial
Position:

(in millions) 2002 2001
Deferred income taxes (current) $ 512 $ 521
Other long-term assets 421 201
Accrued income taxes (83) (29)
Other long-term liabilities (52) (81)
Net deferred tax assets $798  §612

The valuation allowance as of December 31, 2002 of $72
million is primarily attributable to both foreign tax credits and
certain net operating loss carryforwards outside the U.S. The
valuation allowance as of December 31, 2001 was primarily
attributable to certain net operating loss carryforwards outside
the U.S. The Company estimates that approximately $99 million of
unused foreign tax credits will be available after the filing of the
2002 U.S. consolidated income tax return, with various expiration
dates through 2007. However, based on projections of future
taxable income, the Company would be able to utilize the credits
only if it were to forgo other tax benefits. Accordingly, a valuation
allowance of $56 million was recorded in 2002 as management
believes it is more likely than not that the Company will be
unable to realize these other tax benefits.

During 2002, the Company reduced the valuation allowance
that had been provided for as of December 31, 2001 by $40
million. The $40 million decrease includes $34 million relating to
net operating loss carryforwards in non-U.S. jurisdictions that
expired in 2002. The balance of the reduction of $6 million
relates to net operating loss carryforwards for certain of its
subsidiaries in Japan for which management now believes that it
is more likely than not that the Company will generate sufficient
taxable income to realize these benefits. Most of the remaining
net operating loss carryforwards subject to a valuation allowance
are subject to a five-year expiration period.

The Company is currently utilizing net operating loss
carryforwards to offset taxable income from its operations in
China that have become profitable. The Company has been

granted a tax holiday in China that becomes effective once the
net operating loss carryforwards have been fully utilized. When
the tax holiday becomes effective, the Company's tax rate in
China wilt be zero percent for the first two years. For the
following three years, the Company’s tax rate will be 50% of the
normal tax rate for the jurisdiction in which Kodak operates,
which is currently 15%. Thereafter, the Company's 1ax rate will
be 15%.

Retained earnings of subsidiary companies outside the U.S.
were approximately $1,817 million and $1,491 million at
December 31, 2002 and 2001, respectively. Deferred taxes have
not been provided on such undisiributed earnings, as it is the
Company's policy to permanently reinvest its retained earnings,
and it is not practicable to determine the deferred tax liability on
such undistributed earnings in the event they were to be
remitted. However, the Company periodically repatriates a portion
of these earnings to the extent that it can do so tax-free.

NOTE 14: RESTRUCTURING COSTS AND OTHER

Fourth Quarter, 2002 Restructuring Plan

During the fourth quarter of 2002, the Company announced a
number of focused cost reductions designed to apply
manufacturing assets more effectively in order to provide
competitive products to the global market. Specifically, the
operations in Rochester, New York that assemble one-time-use
cameras and the operations in Mexico that perform sensitizing for
graphic arts and x-ray films will be relocated to other Kodak
locations. In addition, as a result of declining photofinishing
volumes, the Company will close certain central photofinishing
labs in the U.S. and EAMER. The Company will also reduce
research and development and selling, general and administrative
positions on a worldwide basis and exit certain non-strategic
businesses. The total restructuring charges recorded in the fourth
quarter of 2002 for these actions were $116 million.

The following table summarizes the activity with respect to
the restructuring and asset impairment charges recorded during
the fourth quarter of 2002 for continuing operations and the
remaining balance in the related restructuring reserves at
December 31, 2002:

Long-lived Exit

Number of Severance Inventory Asset Costs
{dollars in miliions) Employees Reserve Write-downs Impairments Reserve Total
4th Quarter, 2002 charges 1,150 $ 55 $ 7 $ 37 $ 17 $ 116
4th Quarter, 2002 utilization (250) (2) (7) (37) — (46)
Balance at 12/31/02 900 $ 53 $ — $ — $ 17 $ 10




The total restructuring charge of $116 million for continuing
operations for the fourth quarter of 2002 was composed of
severance, inventory write-downs, long-lived asset impairments
and exil costs of $55 million, $7 million, $37 million and $17
million, respectively, with $109 million of those charges reported
in restructuring costs (credits) and other in the accompanying
Consolidated Statement of Earnings. The $7 million charge for
inventory write-downs for product discontinuances was reported
in cost of goods sold in the accompanying Consolidated Statement
of Earnings. The severance and exit costs require the outlay of
cash, while the inventory write-downs and long-lived asset
impairments represent non-cash items.

The severance charge related to the termination of 1,150
employees, including approximately 525 manufacturing and
logistics, 300 service and photofinishing, 175 administrative and
150 research and development positions. The geographic
composition of the employees lerminated included approximately
775 in the United States and Canada and 375 throughout the rest
of the world. The charge for the long-lived asset impairments
includes the write-off of $13 million relating to equipment used in
the manufacture of cameras and printers, $13 million for
sensitized manufacturing equipment, $5 million for lab equipment
used in photofinishing and $6 million for other assels that were
scrapped or abandoned immediately. In addition, charges of $9
million related to accelerated depreciation on long-lived assets
accounted for under the held for use model of SFAS No. 144, was
included in cost of goods sold in the accompanying Consolidated
Statement of Earnings. The accelerated depreciation of $9 million
was comprised of $5 million relating lo equipment used in the
manufacture of cameras, $2 million for sensitized manufacturing
equipment and $2 million for lab equipment used in photofinishing
that will be used until their abandonment in 2003. The Company
will incur accelerated depreciation charges of $16 million, $6
million and $3 million in the first, second and third quarters,
respectively, of 2003 as a result of the actions implemented in
the Fourth Quarter, 2002 Restructuring Plan.

In connection with the charges recorded in the Fourth
Quarter, 2002 Restructuring Plan, the Company has 900 positions
remaining to be eliminated as of December 31, 2002, These
positions will be eliminated as the Company completes the
closure of photofinishing labs and completes the planned
downsizing of manufacturing and administrative positions. These
positions are expecled to be eliminated by the end of the second
quarter of 2003. Severance payments will continue beyond the
second quarter of 2003 since, in many instances, the terminated
employees can elect or are required to receive their severance
payments over an exiended period of time. The Gompany expects
the actions contemplated by the reserve for exit costs to be
completed by the end of the third quarter of 2003. Most exit
costs are expected to be paid during 2003. However, certain
costs, such as long-term lease payments, will be paid over
periods after 2003.

In addition to the severance actions included in the $55
million charge described above, further actions will be required

related to the relocations of the Rochester, New York one-time-use
camera assembly operations and the Mexican sensitizing
operations. Upon compietion of the final severance action plans, it
is expected that an additional 500 to 700 manufacturing
employees will be terminated. The total charge for these
additional severance actions is expected to be approximately $15
million to $20 million.

As part of the Company's focused cost-reduction efforts, the
Company announced on January 22, 2003 that it intended to
incur additional charges in 2003 to terminate 1,800 to 2,200
employees, in addition to the employees included in the Fourth
Quarter, 2002 Restructuring Plan. A significant portion of these
reductions is related to the rationalization of the Company's
photofinishing operations in the U.S. and EAMER. The total
charges in 2003 are expected to be in the range of $75 million to
$100 million.

Third Quarter, 2002 Restructuring Plan

During the third quarter of 2002, the Company consolidated and
reorganized its photofinishing operations in Japan by closing 8
photofinishing laboratories and transferring the remaining 7
laboratories to a joint venture it entered into with an independent
third party. Beginning in the fourth quarier of 2002, the Company
outsourced its photofinishing operations to this joint venture. The
restructuring charge of $20 million relating to the Photography
segment recorded in the third quarter included a charge for
termination-related benefits of approximately $14 million relating
to the elimination of approximately 175 positions, which were not
transferred to the joint venture, and other statutorily required
payments. The positions were eliminated as of September 30,
2002 and the related payments were made by the end of 2002.
The remaining restructuring charge of $6 million recorded in the
third quarter represents the write-down of long-lived assets held
for sale to their fair values based on independent valuations. An
additional $3 million was recorded in the fourth quarter for the
write-down of these long-lived assets held for sale based on
quotes obtained from potential buyers. All charges applicable to
the Third Quarter, 2002 Restructuring Plan were included in the
restructuring costs (credits) and other line in the accompanying
Consolidated Statement of Earnings.




Financials

Fourth Quarter, 2001 Restructuring Plan

As a result of the decline in the global economic conditions and the events of September 11th, the Company commitied to actions in
the fourth quarter of 2001 (the Fourth Quarter, 2001 Restructuring Plan) to rationalize worldwide manufacturing capacity, reduce
selling, general and administrative positions on a worldwide basis and exit certain businesses. The total restructuring charges in
connection with these actions were $329 million.

The following table summarizes the activity with respect to the restructuring and asset impairment charges recorded during the
fourth quarter of 2001 and the remaining balance in the related restructuring reserves at December 31, 2002:

Long-lived Exit

Number of Severance [nventory Asset Costs
(dollars in millions) Employees Reserve Write-downs Impairments Reserve Total
2001 charges 4,500 $ 27 $ 7 $ 18 $ 27 $ 329
2001 utilization (1,300} (16) (7) (78) — (101)
Balance ai 12/31/01 3,200 201 — — 27 228
1st Quarter, 2002 utilization (1,725) {32) — — — (32)
Balance at 3/31/02 1,475 169 — — 27 196
2nd Quarter, 2002 utilization (550) (43) — — (10) (53)
Balance at 6/30/02 925 126 — — 17 143
3rd Quarter, 2002 reversal (275) (12) — — — (12)
3rd Quarter, 2002 utilization (125) (37 — — — (37)
Balance at 9/30/02 525 1 — — 17 94
4th Quarter, 2002 utilization (325) (21) — — 4) (25)
Balance at 12/31/02 200 $ 56 $ — $ — $ 13 $ 69

The total restructuring charge of $329 million for the fourth
quarter of 2001 was composed of severance, inventory write-
downs, long-lived asset impairments and exit costs of $217
million, $7 million, $78 million and $27 million, respectively, with
$308 million of those charges reported in restructuring costs
(credits) and other in the accompanying Consolidated Statement
of Earnings. The balance of the charge of $21 million, comprised
of $7 million for inventory write-downs relating to the product
discontinuances and $14 million relating to accelerated
depreciation on the long-lived assets accounted for under the held
for use model of SFAS No. 121, was reported in cost of goods
sold in the accompanying Consolidaied Statement of Earnings. The
severance and exit costs require the outlay of cash, while the
inventory write-downs and long-lived assel impairments
represented non-cash items.

The severance charge related to the termination of 4,500
employees, including approximately 1,650 manufacturing, 1,385
administrative, 1,190 service and photofinishing and 275 research
and development positions. The geographic composition of the
employees terminated included approximately 3,190 in the United
States and Canada and 1,310 throughoui the rest of the world.
The charge for the long-lived asset impairmenis included the
write-off of $22 million relating to sensitized manufacturing
equipment, lab equipment and leasehold improvements, and other

assets that were scrapped or abandoned immediately and
accelerated depreciation of $17 million relating to sensitized
manufacturing equipment, lab equipment and leasehold
improvements, and other assets that were to be used until their
abandonment in the first three months of 2002. The balance of
the long-lived asset impairment charge of $39 million included
charges of $30 million relating to the Company’s exit of three
non-core businesses, and $9 million for the write-off of long-lived
assets in connection with the reorganization of certain of the
Company's digital camera manufacturing operations.

In the third quarter of 2002, the Company reversed $12
million of the $217 million in severance charges due primarily to
higher rates of attrition than originally expected, lower utilization
of training and outplacement services by terminated employees
than originally expected and termination actions being completed
at an actual cost per employee that was lower than originally
estimated. As a result, approximately 275 fewer people will be
terminated, including approximately 200 service and photofinishing,
50 manufacturing and 25 administrative. Total employee
terminations from the Fourth Quarter, 2001 restructuring actions
are now expected to be approximately 4,225.

During the fourth quarter of 2002, the Company recorded $5
million of credits associated with the Fourth Quarter, 2001
Restructuring Plan in restructuring costs (credits) and other in




the accompanying Consolidated Statement of Earnings. The credits
were the result of higher proceeds and lower costs associated
with the exit from non-core businesses.

The remaining actions to be taken by the Company in
connection with the Fourth Quarter, 2001 Restructuring Plan
relate primarily 1o severance and exit costs. The Company has
approximately 200 positions remaining to be eliminated as of
December 31, 2002. These positions will be eliminated as the
Company completes the closure of photofinishing labs in the U.S.,
and completes the planned downsizing of manufacturing positions
in the U.S. and administrative positions outside the U.S. These
positions are expected to be eliminated by the end of the first
quarter of 2003. A significant portion of the severance had not
been paid as of December 31, 2002 since, in many instances, the
terminated employees could elect or were required to receive
their severance payments over an extended period of time. The
Company expects the actions contemplated by the reserve for exit
costs to be completed by the end of the firsi quarter of 2003.
Most exit costs are expected to be paid during 2003. However,
certain costs, such as long-term lease payments, will be paid over
periods after 2003. '

Second and Third Quarter, 2001 Restructuring Plan

During the second and third quarters of 2001, as a result of a
number of factors, including the ongoing digital transformation,
declining photofinishing volumes, the discontinuance of certain
product lines, global economic conditions, and the growing
presence of business in certain geographies outside the United
States, the Company committed to a plan to reduce excess
manufacturing capacity, primarily with respect to the production
of sensitized goods, 1o close certain central photofinishing labs in
the U.S. and Japan, to reduce selling, general and administrative
positions on a worldwide basis and to exit certain businesses. The
total restructuring charges in connection with these actions were
$369 million and were recorded in the second and third quarters
of 2001 (the Second and Third Quarter, 2001 Restructuring Plan).

The following table summarizes the activity with respect to
the restructuring and asset impairment charges recorded during
the second and third quarters of 2001 and the remaining balance
in the related restructuring reserves at December 31, 2002:

Long-lived Exit

Number of Severance Inventory Asset Cosis
(dollars in millions) Employees Reserve Write-downs Impairments Reserve Total
2nd Quarter, 2001 charges 2,400 $ 127 $ 57 § 112 $ 20 $ 316
3rd Quarter, 2001 charges 300 7 20 25 1 53
Subtotal 2,700 134 77 137 21 369
2001 reversal (275) (20 — — — (20
2001 utilization (1,400) (40) (17) (137) (5) (259)
Balance at 12/31/01 1,025 74 - — 16 90
1st Quarter, 2002 utilization (550) (23) — — (2) (25)
Balance at 3/31/02 475 51 — — 14 65
2nd Quarter, 2002 utilization (100) (1) — — (2) (13)
Balance at 6/30/02 375 40 — — 12 b2
3rd Quarter, 2002 reversal {225) (14) — — (3) (17)
3ed Quarter, 2002 utilization (50) (7) — — — (7)
Balance at 9/30/02 100 19 — — 9 28
4th Quarter, 2002 utilization (100) (8) — — 4) (12)
Balance at 12/31/02 0 $ 11 $ — $ — $ 5 $ 16

The total restructuring charge of $369 million for the Second
and Third Quarter, 2001 Restructuring Plan was composed of
severance, inventory write-downs, long-lived asset impairments
and exit costs of $134 million, $77 million, $137 million and $21
million, respectively, with $271 million of those charges reported
in restructuring costs (credits) and other in the accompanying
Consolidated Statement of Earnings. The balance of the charge of
$98 million, composed of $77 million for inventory write-downs
relating to the product discontinuances and $21 million relating

10 accelerated depreciation on the long-lived assets accounted for
under the held for use model of SFAS No. 121, was reported in
cost of goods sold in the accompanying Consolidated Statement of
Earnings. The severance and exit costs require the outlay of cash,
while the inventory write-downs and long-lived asset impairments
represent non-cash items.

The severance charge related to the termination of 2,700
employees, including approximately 990 administrative, 800
manufacturing, 760 service and photofinishing and 150 research




and development positions. The geographic composition of the
employees terminated included approximately 1,110 in the United
States and Canada and 1,590 throughout the rest of the world.
The charge for the long-lived asset impairments includes the
write-off of $61 million relating to sensitizing manufacturing
equipment, lab equipment and leasehold improvements, and other
assets that were scrapped or abandoned immediately and
accelerated depreciation of $33 million relating to sensitizing
manufacturing equipment, lab equipment and leasehold
improvements, and other assets that were to be used until their
abandonment within the first three months of 2002. The total
amount for long-lived asset impairments also includes a charge of
$43 million for the write-off of goodwill relating to the Gompany’s
PictureVision subsidiary, the realization of which was determined
to be impaired as a result of the Company's acquisition of Ofoto
in the second quarter of 2001.

In the fourth quarter of 2001, the Company reversed $20
million of the $134 million in severance charges as certain
termination actions, primarily those in EAMER and Japan, will be
completed at a total cost less than originally estimated. This is
the result of a lower actual severance cost per employee as
compared with the original amounts estimated and 275 fewer
employees being terminated, including approximately 150 service
and photofinishing, 100 administrative and 25 R&D.

In the third quarter of 2002, the Company reversed $14
million of the original $134 million in severance charges due
primarily to higher rates of attrition than originally expected,
lower utilization of training and outplacement services by
terminated employees than originally expected and termination
actions being completed at an actual cost per employee that was
lower than originally estimated. As a result, approximately 225
fewer employees were terminated, including 100 service and
photofinishing, 100 administrative and 25 R&D. Also in the third
quarter of 2002, the Company reversed $3 million of exit costs as
a result of negotiating lower contract termination payments in
connection with business or product line exits.

Actions associated with the Second and Third Quarter, 2001
Restructuring Plan have been completed. A total of 2,200
personnel were terminated under the Second and Third Quarter,
2001 Restructuring Plan. A portion of the severance had not been
paid as of December 31, 2002 since, in many instances, the
terminated employees could elect or were required to receive
their severance payments over an extended period of time. Most
of the remaining exit costs are expected to be paid during 2003.
However, certain exit costs, such as long-term lease payments,
will be paid afier 2003.

NOTE 15: OTHER ASSET IMPAIRMENTS

in 2001, the Company recorded a $77 million charge associated
with the bankruptcy of the Wolf Camera Inc. consumer retail
business. This amount is reflected in restructuring costs (credits)

and other in the accompanying Consolidated Statement of
Earnings.

Also in 2001, the Company recorded a $42 million charge
representing the write-off of certain lease residuals, receivables
and capital assets resulting primarily from technology changes in
the transition from optical to digital photofinishing equipment
within the Company’s onsite photofinishing operations. The
charges for the lease residuals and capital assets totaling $19
million were recorded in cost of goods sold in the accompanying
Consolidated Statement of Earnings. The remaining $23 million
was recorded in restructuring costs (credits) and other in the
accompanying Consolidated Statement of Earnings.

NOTE 16: RETIREMENT PLANS

Substantially all U.S. employees are covered by a noncontributory
plan, the Kodak Retirement Income Plan (KRIP), which is funded
by Company contributions o an irrevocable trust fund. The
funding policy for KRIP is to contribute amounts sufficient to meet
minimum funding requirements as determined by employee benefit
and tax laws plus additional amounts the Company determines o
be appropriate. Generally, benefits are based on a formula
recognizing length of service and final average earnings. Assets in
the fund are held for the sole benefit of pariicipating employees
and retirees. The assets of the trust fund are comprised of
corporate equity and debt securities, U.S. government securilies,
partnership and joint venture investments, interests in pooled
funds, and various types of interest rate, foreign currency and
equity market financial instruments. At December 31, 2001,
Kodak common stock represented approximately 3.4% of trust
assets. In December 2002, in connection with Wilshire Associates’
recommendation that KRIP eliminate ils invesiments in specialty
sector U.S. equities, the Company purchased the 7.4 million
shares of Kodak common stock held by KRIP for $260 million.

On March 25, 1999, the Company amended this plan to
include a separate cash balance formula for all U.S. employees
hired after February 1999. All U.S. employees hired prior to that
date were granted the option lo choose the KRIP plan or the
Cash Balance Plus plan. Written elections were made by
employees in 1999, and were effective January 1, 2000. The Cash
Balance Plus plan credits employees’ accounts with an amount
equal to 4% of their pay, plus interest based on the 30-year
treasury bond rate. In addition, for employees participating in this

-plan and the Company's defined contribution plan, the Savings

and Investment Plan (SIP), the Company will match SIP
contributions for an amount up to 3% of pay, for employee
coniributions of up to 5% of pay. Company contributions to SIP
were $14 million, $15 million and $11 million for 2002, 2001
and 2000, respectively. As a result of employee elections to the
Cash Balance Plus plan, the reductions in future pension expense
will be almost entirely offset by the cost of matching employee
contributions to SIP. The impact of the Cash Balance Plus plan is
shown as a plan amendment.




The Company also sponsors unfunded plans for certain U.S. Contributions by the Company for these plans are typically
employees, primarily executives. The benefits of these plans are deposited under government or other fiduciary-type arrangements.

obtained by applying KRIP provisions to all compensation, Retirement benefits are generally based on contractual

including amounts being deferred, and without regard to the agreements that provide for benefit formulas using years of

legislated qualified plan maximums, reduced by benefits under service and/or compensation prior to retirement. The actuarial

KRIP. assumptions used for these plans reflect the diverse economic
Most subsidiaries and branches operating outside the U.S. environments within the various countries in which the Company

have retirement plans covering substantially all employees. operates.

The net pension amounts recognized on the Consolidated Statement of Financial Position at December 31, 2002 and 2001 for all
major funded and unfunded U.S. and Non-U.S. defined benefit plans are as follows:

2002 2001
(in millions) US. Non-U.S. U.S. Non-U.S.
Change in Benefit Obligation
Projected benefit obligation at January 1 $ 5,939 $ 2,099 $ 5798 $ 2126
New plans 25 13 — —
Service cost 106 33 102 41
[nterest cost 421 131 426 120
Participant contributions — 9 — 6
Plan amendment 3 (46) — —
Benefit payments (713) (141) (577) (134)
Actuarial loss 432 227 190 22
Curtailments — — — 8
Currency adjustments — 269 — (89)
Projected benefit obligation at December 31 $ 6213 $ 2,594 $ 5,939 $ 2,100
Change in Plan Assets
Fair value of plan assets at January 1 $ 6,372 $ 1,731 $ 7345 $ 2011
New plans 33 13 — —
Actual return on plan assets 75 (106) (420) (102)
Employer contributions 23 105 24 36
Participant contributions —_ 10 — 6
Benefit payments {713) (141) (517 (134)
Gurrency adjustments — 193 — (81)
Other — — — (2)
Fair value of plan assets at December 31 $ 5,790 $ 1,805 $ 6372 $ 1,734 &
Funded Status at December 31 $ (428) $ (789) $ 433 $ (366)
Unamortized:
Transition liability (asset) 2 (7) (63) (8)
Net loss (gain) 975 899 (47 386
Prior service cost {gain) 8 (21) 6 10
Net amount recognized at December 31 $ 562 $ 82 $§ 339 $ 22




Amounts recognized in the Statement of Financial Position for major plans are as follows:

2002 2001
(in millions) U.S. Non-U.S. U.S. Non-U.S.
Prepaid pension cost $ 712 $ 260 $ 482 $ 60
Accrued benefit liability (150) {178) (143) (38)
Additional minimum pension liability (78) (706) (57) (44)
Intangible asset 5 112 10 1
Accumulated other comprehensive income 13 594 47 43
Net amount recognized at December 31 $ 562 $ 82 $ 339 $ 22

The prepaid pension cost asset amounts for the U.S. and Non-U.S. at December 31, 2002 and 2001 are included in other long-
term assets. The accrued benefit liability and additional minimum pension liability amounts (net of the intangible asset amounts) for
the U.S. and Non-U.S. at December 31, 2002 and 2001 are included in postretirement liabilities. The accumulated other comprehensive
income amounts for the U.S. and Non-U.S. at December 31, 2002 and 2001 are included as a component of shareholders’ equity, net
of taxes.

Pension expense (income) for all plans included:

2002 2001 2000

(in miliions) USs. Non-U.S. Us. Non-U.S. US. Non-U.S.
Service cost $ 106 $ 33 $ 102 $ 4 $ 94 $ 42
Interest cost 421 131 426 120 425 114
Bxpected return on plan assets (677) (165) (699) (159) (576) (157)
Amortization of:
Trangition asset (54) (3) (b7) 3) (67) (10)
Prior service cost 1 (21) 1 (15) 2 8
Actuarial (gain) loss 3 39 2 4 -2 3

(200) 14 (125) (12) (110) —
Special termination benefits — 27 — 13 — —_
Settlements — ' — — — 6 1
Net pension (income) expense (200) 41 (125) 1 (104) 1
Other plans including unfunded plans 3 49 16 66 9 63
Total net pension (income) expense $ (197) $ 90 $(109) $ 67 $ (95) $ 64

The weighted assumptions used to compute pension amounts for major plans were as follows:

2002 2001
US. Non-U.S. Us. Non-U.S.
Discount rate ' 6.50% 5.40% 7.25% 5.90%
Salary increase rale 4.25% 3.30% 4.25% 3.10%
Long-term rale of return on plan assets 9.50% 8.30% 9.50% 8.60%




-

NOTE 17: OTHER POSTRETIREMENT BENEFITS

The Company provides healthcare, dental and life insurance
benefits to U.S. eligible retirees and eligible survivors of retirees.
In general, these benefits are provided to U.S. retirees that are
covered by the Company's KRIP plan. Additionally, these benefits
are funded from the general assets of the Company as they are
incurred. The Company's subsidiaries in the United Kingdom and
Canada offer similar healthcare benefits.

Changes in the Company's benefit obligation and funded
status are as follows:

{in millions) 2002 2001

Net benefil obligation at beginning

of year $ 3110  § 2,659
Service cost 16 15
Interest cost 213 199
Plan participants’ contributions 4 3
Plan amendments 31 —
Actuarial loss 549 453
Benefit payments (239) (216)
Currency adjustments 3 (3)

Net benefit obligation at end of year $ 3,687 $ 3,110

Funded status at end of year $ (3,687) $(3,110)

Unamortized net actuarial loss 1,600 1,109

Unamortized prior service cost (360) (451)

Net amount recognized and recorded

at end of year $ (2447 $(2452)

The U.S. plan represents approximately 98% of the total
other postretirement net benefit obligation and, therefore, the
weighted-average assumptions used to compute the other
postretirement benefit amounts approximate the U.S. assumptions,
which were as follows:

2002 2001
Discount rate 6.50% 7.25%
Salary increase rate 4.25% 4.25%
Healthcare cost trend (a) 12.00% 10.00%
(a) decreasing o 5.00% by 2010
(in millions) 2002 2001 2000
Components of net
postretirement benefil cost
Service cost $ 16 $ 15 $ 14
Interest cosl 213 199 172
Amortization of:
Prior service cost (60) (60) (67)
Actuarial loss 58 39 17
227 193 136
Gurtailments —_— — (6)
Total net postretirement
benefit cost $ 227 $ 193 $ 130

The Company will no longer fund healthcare and dental
benefits for employees who elected to participate in the
Company's Gash Balance Plus plan, effective January 1, 2000.
This change is not expected to have a material impact on the
Gompany's future postretirement benefit cost.

Assumed healthcare cost trend rates have a significant effect
on the amounts reporied for the healthcare plans. A one
percentage point change in assumed healthcare cost trend rates
would have the following effects:

1% 1%
increase decrease
Effect on total service and
interest cost components $ 1 $ (D
Effect on postretirement
benefit obligation 29 (114)




NOTE 18: ACCUMULATED OTHER COMPREHENSIVE
(LOSS) INCOME

The components of accumulated other comprehensive (loss)
income at December 31, 2002, 2001 and 2000 were as follows:

(in millions) 2002 2001 2000
Accumulated unrealized holding

(losses) gains related to

available-for-sale securities $ — $ (6) $ 7
Accumulated unrealized losses

related to hedging activity (9) (5) (38)
Accumulated translation

adjustments (306) (524) (425)
Accumulated minimum pension

liability adjustments (456) (62) (26)
Total $(771)  $(897)  $(482)

NOTE 19: STOCK OPTION AND COMPENSATION
PLANS

The Company's stock incentive plans consist of the 2000 Omnibus
Long-Term Compensation Plan (the 2000 Plan), the 1995 Omnibus
Long-Term Compensation Plan (the 1995 Plan), and the 1990
Omnibus Long-Term Compensation Plan (the 1990 Plan). The
Plans are administered by the Executive Compensation and
Development Committee of the Board of Directors.

Under the 2000 Plan, 22 million shares of the Company's
common stock may be granted to a variety of employees between
January 1, 2000 and December 31, 2004. The 2000 Plan is
substantially similar to, and is intended to replace, the 1995
Plan, which expired on December 31, 1399, Option prices are not
less than 100% of the per share fair market value on the date of
grant, and the options generally expire ten years from the date of
grant, but may expire sooner if the optionee’s employment
terminates. The 2000 Plan also provides for Stock Appreciation
Rights (SARs) to be granted, either in tandem with options or
freestanding. SARs allow optionees to receive payment equal to
the increase in the Company's stock market price from the grant
date to the exercise date. At December 31, 2002, 39,581
freestanding SARs were outstanding at option prices ranging from
$29.31 to $62.44.

Under the 1995 Plan, 22 million shares of the Company's
common stock were eligible for grant to a variety of employees
between February 1, 1995 and December 31, 1999. Option prices
are not less than 100% of the per share fair market value on the
date of grant, and the options generally expire ten years from the
date of grant, but may expire sooner if the optionee’s employment
terminates. The 1995 Plan also provides for SARS to be granted,
either in tandem with options or freestanding. SARs allow
optionees to receive payment equal to the difference between the
Company’s stock market price on grant date and exercise date. At
December 31, 2002, 325,659 freestanding SARs were outstanding
at option prices ranging from $31.30 to $90.63.

Under the 1990 Plan, 22 million shares of the Company’s
common stock were eligible for grant to key employees between
February 1, 1990 and January 31, 1995. Option prices could not
be less than 50% of the per share fair market value on the date
of grant; however, no options below fair market value were
granted. The options generally expire ten years from the date of
grant, but may expire sooner if the optionee’s employment
terminates. The 1990 Plan also provided that options with
dividend equivalents, tandem SARs and freestanding SARs could
be granted. At December 31, 2002, 69,656 freestanding SARs
were outstanding at option prices ranging from $30.25 to $44.50.

In January 2002, the Company's shareholders voted in favor
of a voluntary stock option exchange program for its employees.
Under the program, employees were given the opportunity, if they
so chose, to cancel outstanding stock options previously granted
to them at exercise prices ranging from $26.90 to $92.31, in
exchange for new options to be granted on or shortly after August
26, 2002, over six months and one day from February 22, 2002,
the date the old options were canceled. The number of shares
subject to the new options was determined by applying an
exchange ratio in the range of 1:1 to 1:3 (i.e., one new option
share for every three canceled option shares) based on the
exercise price of the canceled option. A a result of the exchange
program, approximately 23.7 million old options were canceled on
February 22, 2002, with approximately 16 million new options
granted on, or shortly after, August 26, 2002. The exchange
program did not result in variable accounting, as it was designed
to comply with FASB Interpretation No. 44 (FIN 44), “Accounting
for Certain Transactions Involving Stock-Based Compensation.”
Also, the new options had an exercise price equal to the fair
market value of the Company's common stock on the new grant
date, so no compensation expense was recorded as a result of
the exchange program.




Further information relating to options is as follows:

Weighted-Average
. Shares Range of Price Exercise Price
(Amounts in thousands, except per share amounts) Under Option Per Share Per Share
Qutstanding on December 31, 1999 ' 37,033 $30.25-$92.31 $62.12
Granted 12,533 $37.25- $65.63 $54.38
Exercised 1,326 $30.25-$58.63 - $32.64
Terminated, Canceled or Surrendered ' 3,394 $31.45-$90.50 $62.22
Outstanding on December 31, 2000 44,846 $32.50-$92.31 $60.87
Granted 8,575 $26.90-$48.34 $36.49
Exercised 615 $32.50-$43.18 $35.91
Terminated, Canceled or Surrendered 2,351 $32.50-$90.75 $50.33
Outstanding on December 31, 2001 50,455 $25.92-$92.31 $57.53
Granted 20,155 $26.30-$38.04 $32.72
Exercised 1,581 $26.90-$37.74 $32.05
Terminated, Canceled or Surrendered 26,752 $26.90-$92.31 $54.58
Outstanding on December 31, 2002 42,2717 $25.92-$92.31 $48.52
Exercisable on December 31, 2000 28,783 $32.50-$92.31 $62.13
[xercisable on December 31, 2001 31,671 $26.90-$92.31 $63.54
Exercisable on December 31, 2002 31,813 $25.92-$92.31 $52.49

The table above excludes approximately 68,000 options granted by the Company in 2001 at an exercise price of $.05-$21.91 as part
of an acquisition. At December 31, 2002, 37,969 stock options were outstanding in relation to this acquisition.

The Company’s total options outstanding of 42,277,000 have been granted under equity compensation plans that have been approved by
security holders and that which have not been approved by security holders as follows:

Weighted-Average Number of Options
Exercise Price of Available for Future
{Amounts in thousands, Options Outstanding Options Outstanding Grants as
except per share amounts) at December 31, 2002 at December 31, 2002 of December 31, 2002
Equity compensation plans approved by
security holders approved plans 31,356 $ 46.17 7,813
Equity compensation plans not approved
by security holders 10,921 $ 55.27 5,124
Total 42,2717 $ 48.52 12,937

The Company's equity compensation plans approved by security holders include the 2000 Plan, the 1995 Plan and the 1990 Plan. The
Company's equity compensation plans not approved by security holders include the Eastman Kodak Company 1997 Stock Option Plan
and the Kodak Stock Option Plan. The 5,124,000 of options available for grant as of December 31, 2002 under equity compensation
plans not approved by security holders all relate to the Kodak Stock Option Plan; however, in accordance with an amendment that is
effective January 1, 2003, no options will be granted in the future under this plan.




As allowed by SFAS No. 123, “Accounting for Stock-Based
Compensation,” the Company has elected to continue to follow
APB Opinion No. 25, "Accounting for Stock Issued to Employees,”
in accounting for its stock option plans. Under APB No. 25, the
Company does not recognize compensation expense upon the
issuance of it stock options because the opiion terms are fixed
and the exercise price equals the market price of the underlying
stock on the grant date. The Company has determined the pro
forma information as if the Company had accounted for stock
options granted under the fair value method of SFAS No. 123. The
Black-Scholes option pricing model was used with the following
weighted-average assumptions for options issued in each year:

Exchange 2000

Program Plan

2002 2002

Risk-free interest rates 2.9% 3.8%
Expected option lives 4 years 1 years
Expected volatilities 37% 34%
Expected dividend yields 5.76% 5.76%
2001 2001

Risk-free interest rates N/A 4.2%
Expecied option lives NA 6 years
Expected voiatilities N/A 34%
Expected dividend yields N/A 4.43%
2000 2000

Risk-free interest rates N/A 6.2%
Expected option lives N/A 7 years
Expecled volatilities N/A 29%
Expected dividend yields N/A 3.19%

The weighied-average fair value of options granted in 2002
was $5.99 for the exchange program and $8.22 for the 2000
Plan. The exchange program generally had no effect on the
vesting term or life of the old options exchanged as these
provisions were carried forward with the new options. However,
the vesting term and option life were recast to the original period
amounts for approximately 0.6 million of the 16.0 million new
options granied through the exchange program. The weighted-
average assumptions related to the 2000 Plan were applied to
the 0.6 million of recast exchange options because its underlying
characteristics were similar to new options granted under the
2000 Plan, The weighted-average fair value of options granted
was $8.37 and $16.79 for 2001 and 2000, respectively.

For purposes of pro forma disclosures, the estimated fair
value of the options is amortized to expense over the options’
vesting period (1-3 years). See Note 1 under “Stock-Based
Compensation” for the disclosure of the Company's pro forma
information.

The following table summarizes information about stock options at December 31, 2002:

(Number of options in thousands)

Options Outstanding

Options Exercisable

Range of Exercise Prices Weighted-Average Weighted-Average

At Less Remaining Weighted-Average Exercise

Least Than Options Contractual Life Exercise Price Options Price

$26 — $40 20,097 1.54 $ 3237 11,029 $ 31.38

$40 — $55 6,510 2.95 $ 46.99 5.921 $ 47.14

$55 — $70 8,655 5.13 $ 6271 8,030 $ 6292

$70 — $85 4,712 4.05 $ 7330 4,530 $ 73.32
Over $85 2,303 4.16 $ 9002 2,303 $ 90.02

42,2717 31,813




NOTE 20: ACQUISITIONS, JOINT VENTURES
AND BUSINESS VENTURES

2002

On January 24, 2002, the Company completed the acquisition of
100% of the voting common stock of ENCAD, Inc., (ENCAD) for a
total purchase price of approximately $25 million. The purchase
price was paid almost entirely in Kodak common stock. The
purchase price in excess of the fair value of the net assets
acquired of approximately $6 million has been allocated to
goodwill. On December 17, 2002, it was announced that ENCAD
will become part of the newly formed components group along
with the document scanner and microfilm businesses. The
formation of the components group will build a stronger
equipment and consumables business within the Commercial
Imaging segment by consolidating those product lines that utilize
a two tier, indirect sales and distribution channel. Earnings from
continuing operations for 2002 include the results of ENCAD from
the date of acquisition.

On September 11, 2002, the Company initiated an offer to
acquire all of the outstanding minority equity interests in Kodak
India Ltd., (Kodak India) a majority owned subsidiary of the
Company. The voluntary offer to the minority equity interest
holders of Kodak India was for the acquisition of approximately
2.8 million shares representing the full 25.24% minority
ownership in the subsidiary. In the fourth quarter of 2002, the
Company purchased the 2.1 million shares that had been
tendered to date for approximately $16 million in cash. Due to
the timing of this acquisition, the purchase price allocation was
not complete as of December 31, 2002. Accordingly, the purchase
price in excess of the fair value of the net assets acquired of
approximately $8 million has been recorded in other long-term
assets. The purchase price allocation will be completed in the
first quarter of 2003 at which time the excess purchase price
will be allocated to goodwill and other identifiable intangible
assets. In December 2002, the Company made an offer to
purchase the remaining 6.04% outstanding minority interest in
Kodak India for approximately $4.9 million. Kodak India operated
in each of the Company's reportable segments and is engaged in
the manufacture, trading and marketing of cameras, films, photo
chemicals and other imaging products.

On December 31, 2002, an unaffiliated investor in one of
Kodak’s China subsidiaries exercised its rights under a put option
arrangement, which required Kodak to repurchase a 10%
outstanding minority equity interest in this subsidiary for
approximately $44 million in cash. Due to the timing of this
acquisition, the purchase price allocation was not complete as of
December 31, 2002. Accordingly, the purchase price in excess of
the fair value of the net assets acquired of approximately $18

million has been recorded in other long-ierm assets. The
purchase price allocation will be completed in the first quarter of
2003 at which time the excess purchase price will be allocated to
goodwill and other identifiable intangible assets.

During 2002, the Gompany completed a number of additional
acquisitions with an aggregate purchase price of approximately
$14 million, which were individually immaterial to the Company's
financial position, results of operations or cash flows.

2001

On December 4, 2001, the Company and SANYO Electric Co., Ltd.
announced the formation of a global business venture, the SK
Display Corporation, to manufacture organic light emitting diode
(OLED) displays for consumer devices such as cameras, personal
data assistants (PDAs), and portable entertainment machines.
Kodak has a 34% interest in the business venture and will
contribute approximately $16 million in cash in 2003 and is
committed to contribute $100 million in loan guarantees.
However, the Company was not required to make these loan
guaraniees as of December 31, 2002. SANYO holds a 66%
interest in the business venture and is committed to contribute
approximately $36 million in cash and $195 million in loan
guaraniges.

On June 4, 2001, the Company completed its acquisition of
Ofoto, Inc. The purchase price of this stock acquisition was
approximately $58 million in cash. The acquisition was accounted
for as a purchase with $10 million allocated to tangible net
assets, $37 million allocated to goodwill and $11 million allocated
to other intangible assets. The acquisition of Ofoto will accelerate
Kodak's growth in the online photography market and help drive
more rapid adoption of digital and online services. Ofoto offers
digital processing of digital images and traditional film, top-quality
prints, private online image storage, sharing, editing and creative
tools, frames, cards and other merchandise.

On February 7, 2001, the Company completed its acquisition
of substantially all of the imaging services operations of Bell &
Howell Company. The purchase price of this stock and asset
acquisition was $141 million in cash, including acquisition and
other costs of $6 million. The acquisition was accounted for as a
purchase with $15 million allocated to tangible net assets, $70
million allocated to goodwill, and $56 million allocated to other
intangible assets, primarily customer contracts. The acquired
units provide customers worldwide with maintenance for
document imaging components, micrographic-related equipment,
supplies, parts and service.

During 2001, the Company also completed additional
acquisitions with an aggregate purchase price of approximately
$122 million in cash and stock, none of which were individually
material to the Company’'s financial position, results of operations
or cash flows.
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2000
During the second quarter of 2000, the Company acquired the
remaining ownership interest in PictureVision, Inc. for cash and
assumed liabilities with a total transaction value of approximately
$90 million. In relation to this acquisition, the Company's second
quarter, 2000 results included $10 million in charges for acquired
in-process R&D and approximately $15 million for other
acquisition-related charges. The Company used independent
professional appraisal consultants to assess and allocate values to
the in-process R&D.

During 2000, the Company also completed additional
acquisitions with an aggregate purchase price of approximately
$79 million in cash, none of which were individually material to the
Company’s financial position, results of operations or cash flows.

NOTE 21: DISCONTINUED OPERATIONS

In March 2001, the Company acquired Citipix from Groupe Hauts
Monts along with two related subsidiaries involved in mapping
services. Gitipix was involved in the aerial photography of large
cities in the United States, scanning of this imagery and hosting
the imagery on the Internet for government, commercial and
private sectors. The acquired companies were formed into Kodak
Global Imaging, Inc. (KGII), a wholly owned subsidiary, which was
reported in the commercial and government products and services
business in the Commercial Imaging segment. Due 1o a
combination of factors, including the collapse of the
telecommunications market, limitations on flying imposed by the
events of September 11th, delays-and losses of key coniracts and
the global economic downturn, KGII did not achieve the financial
results expected by management during both 2001 and 2002. In
November 2002, the Company approved a plan to dispose of the
operations of KGII. The disposal plan consisted of the shutdown of
the Gitipix business in December 2002 and the sale of the
remaining mapping business and imagery assets of the Citipix
business.

The Company incurred charges ‘of approximately $44 million
in the fourth quarter of 2002 in relation to the disposal of KGII.
The Company recognized an impairment loss of approximately $25
million resulting from the write-down of the carrying value of
goodwill, intangibles and fixed assets to fair vatue. A loss of
approximately $9 million was recognized on the sale of the
mapping business and imagery assets of Citipix in December
2002. The Company also recognized a charge of approximately
$10 million to accrue various costs associated with the shutdown
of KGII, such as severance costs related to the termination of
150 employees, lease cancellation costs, and claims owed under
the original purchase agreement to the former owners of the
mapping business. In addition to these disposal costs, the

Company incurred losses from operations for the years ended
December 31, 2002 and 2001 amounting to $13 million and $7
million, respectively. The KGII operational losses and loss from
the disposal of KGII were recorded in loss from discontinued
operations in the Consolidated Statement of Earnings for the
years ended December 31, 2002 and 2001.

During the fourth quarter of 2002, the Company recognized
income of $19 million related to the favorable outcome of
litigation associated with the 1994 sale of Sterling Winthrop Inc.
The gain recognized on the favorable settlement was recorded in
loss from discontinued operations in the Consolidated Statement
of Earnings for the year ended December 31, 2002. In January
2003, the Company received the cash related to this settlement.

At December 31, 2002 and 2001, total assets related to the
discontinued operations of KGII and Sterling Winthrop Inc.
amounted to $28 million and $39 million, respectively, and were
reported in the Company's Consolidated Statement of Financial
Position. Of the total assets related 1o discontinued operations at
December 31, 2002 and 2001, receivables, net amounted to $27
million and $3 million, goodwill, net was $0 and $16 million, and
other long-term assets was $0 and $17 million. The remaining
asset amounts were immaterial. At December 31, 2002 and 2001,
total liabilities related to discontinued operations of $12 million
and $4 million, respectively, were included in the Company's
Consolidated Statement of Financial Position. These liabilities
were primarily related to the accrual of various costs associated
with the KGII shutdown as noted above. )

Net sales resulting from discontinued operations for the
years ended December 31, 2002 and 2001 amounted to $6 million
and $5 million, respectively. The loss from discontinued
operations before income tax benefits for the years ended
December 31, 2002 and 2001 of $38 million and $7 million,
respectively, was taxed at an effective tax rate of 38% and 319%,
respectively, resulting in the loss from discontinued operations,
net of income tax benefits, in the Congsolidated Statement of
Earnings of $23 million and $5 million, respectively.




NOTE 22: SEGMENT INFORMATION

Beginning in the fourth quarter of 2001, the Company changed its
operating structure, which was previously comprised of seven
business units, to be centered around strategic product groups.
The strategic product groups from existing businesses and
geographies have been integrated into segments that share
common technology, manufacturing and product platforms and
customer sets. In accordance with the change in the operating
structure, certain of the Company's product groups were realigned
to reflect how senior management now reviews the business,
makes investing and resource allocation decisions and assesses
operating performance. The realignment of certain of the
Company's strategic product groups resulied in changes to the
composition of the reportable segments.

As a result of the change in composition of the reportable
segments, the accompanying 2000 segment information has been
presented in accordance with the new structure and o conform
to the 2002 and 2001 presentation. The Company has three
reportable segments, including Photography, Health Imaging and
Commercial Imaging, and All Other.

The Photography segment derives revenues from consumer
film products, sales of origination and print film to the
entertainment industry, sales of professional film products,
traditional and inkjet photo paper, chemicals, traditional and digital
cameras, photoprocessing equipment and services, and digitization
services, including online services. The Health Imaging segment
derives revenues from the sale of digital products, including laser
imagers, media, computed and direct radiography equipment and
picture archiving and communications systems, as well as
traditional medical products, including analog film, equipment,
chemistry, services and specialty products for the mammography,
oncology and dental fields. The Commercial Imaging segment
derives revenues from microfilm equipment and media, printers,
scanners, other business equipment, media sold to commercial and
government customers, and from graphics film products sold to the
Kodak Polychrome Graphics joint venture. The All Other group
derives revenues from the sale of OLED displays, imaging sensor
solutions and optical products to other manufacturers.

Transactions between segments, which are immaterial, are
made on a basis intended to reflect the market value of the
products, recognizing prevailing market prices and distributor
discounts. Differences between the reportable segments’ operating
results and net assets, and the Company's consolidated financial
statements relate primarily to items held at the corporate level,
and to other ilems excluded from segment operating
measurements.

Segment financial information is shown below:

(in millions) 2002 2001 2000

Net sales from continuing operations
Photography $ 9,002 $ 9403 $10,231
Health Imaging 2,274 2,262 2,220
Commercial Imaging 1,456 1,454 1,417
All Other 103 110 126
Consolidated total $12,835 $13,229 $ 13,994

Earnings from continuing opcrations

before interest, other (charges)

income, and income Laxes
Photography $ 771 § 7187 $ 1430
Health Imaging 431 323 518
Commercial Imaging 192 172 233
All Other (28) (60) (11
Total of segments 1,366 1,222 2,170

Venture investment impairments

and other asset write-offs (32) 12) —

Restructuring costs and credits

and asset impairments (114) (720) 44

Wolf charge — (77) —

Environmental reserve — 41) —

Kmart charge — (20) —
Consolidated total $ 1,220 § 352 § 2214




(in millions) 2002 2001 2000 (in millions) 2002 2001 2000
Net earnings from coniinuing operations Depreciation expense from
Photography $ 550 $ 535 $ 1.034 continuing operations
Health Imaging 313 221 356 Photography $ 634 § 599 § 557
Commercial Imaging 83 84 90 Health Imaging 107 96 92
All Other (23) (38) (2) Commercial Imaging 74 69 80
Total of segments 923 802 1478 All Other ' 3 1 9
Venture investment impairments Consolidated total $ 818 § 766 § 738
and other asset write-offs (50) {15) —
Restructuring costs and credits - Goodwill amortization expense
and assel impairments (114) (720) 44 from continuing operations
Wolf charge — (77) - Photography $ — § 110 $ 120
Environmental reserve — (41) — Health Imaging - 28 21
Kmart charge — (20) — Commercial Imaging — 15 3
Interest expense (173) (219) (178) All Other — — 1
Other corporate items 14 8 26 Consolidated total $ — §$ 153 $ 151
Tax benefit - PictureVision
subsidiary closure 45 —_ — Capital additions from
Tax benefit - Kodak Imagex Japan 46 — —  continuing operations
Income tax effects on above items and Photography $ 408 § 555 § 721
taxes nol allocated to segments 102 363 37 Health Imaging 81 128 120
Consolidated total $ 793 § 81 § 1407 Commercial Imaging 83 56 98
All Other 5 4 6
Operating net assels Consolidated total $ 577 $ 743 $§ 945
Photography $5.394 $ 6288 $ 7,100
Health Imaging 1,123 1,426 1,491  Net sales to exiernal
Commercial Imaging 918 1,085 1,045  customers atiributed Lo:
All Other (138) ’ (219) (92) The United States $ 6,008 $ 6,419 $ 6,800
Europe, Middle East
mal of segments 7,297 8,580 9,544 an dpAfma 3,360 3975 3 464
LIFO inventory reserve N (392) (444) (449) Asia Pacific 9942 2215 2,349
Cs.as.h and marketable securities 577 451 251 Canada and Latin America 1,222 1,320 1,381
Dividends payable - - (128) Consolidated total $12.835  $13220  $13.094
Net deferred income tax
(liabilities) and assets 297 97 4) (2) Sales are reported in the geographic area in which they originate.
Noncurrent other
postretirement, liabilities (2,147) (2,180) (2,209)  Property, plant and equipment,
Other corporate net assets (249) (410) (205)  net located in:
Consolidated net assets (0 $ 5,383  $ 6,004 $ 6,800 The United States $ 3501 $ 3738 § 3,913
Europe, Middle East
(1) Consolidated net assets are derived from the Consolidated Statement of and Africa 769 672 647
Financial Position, as follows: . -
Total assets $13369 $ 13362 § 14212 Asia Pacifi 943 o 1,056
Total liabilities 10,592 10:468 10:784 Canada and Latin America 207 272 303
Liess: Short-term borrowings and Consolidated total $ 5,420 $ 5,659 $ 5919
current portion of long-term debt (1,442) (1,534) (2,206)
Less: Long-term debt, net of
current portion (1,164) (1,666) {1.166)
Non-interest-bearing liabilities 7,986 7,268 7412
Consolidated net assets $ 5.383 $ 6,004 $ 6.800




NOTE 23: QUARTERLY SALES AND
FARNINGS DATA - UNAUDITED

(in millions, except per share data)
4th 3rd 2nd 1st

Quarter  Quarter Quarter Quarter
2002
Net sales from
continuing operations  $ 3.441 $ 3352 $3336 $2706
Gross profit from
continuing operations 1,206 1,290 1,254 860
Earnings from
continuing operations {300 3362 286(1 41

Loss from discontinued

operations (17) (2) (2) (2)
Net earnings 113 334 284 39
Basic and diluted

nel. earnings per share®

Continuing operations 45 1.16 .98 .14
Discontinued operations (.06) (.01) (.01) (.01)
Total .39 1.15 97 A3

2001

Net sales from
continuing operations

Gross profit from

$ 3358 $ 3305 $ 3591 $ 2975

continuing operations 1,028 1,134 1,339 1,067
(Loss) earnings from
continuing operations (204)® 970 38618 1500

Loss from discontinued
operationst® (2) () (2) —
Nel earnings (206) 96 36 150

Basic and diluied
net earnings per share®

Continuing operations  (.70) 33 A3 .52
Discontinued operations (.01) — (.01) —
Total (.71) 33 A2 .52

(1) Includes $13 million ($10 million included in SG&A and $3 million included in
other charges) for a charge related Lo asset impairments, which reduced net
earnings by $9 million; and a $45 million (included in provision for income
taxes) lax benefit related to the closure of the Company’s PictureVision
subsidiary.

(2

—

Includes $29 million (included in restructuring costs (credits) and other)
reversal of restructuring charges related to costs originally recorded as part
of the Company's 2001 restructuring programs, which increased net earnings
by $18 million; $20 million (included in restructuring costs (credits) and
other) of restructuring costs, which reduced net earnings by $20 million; $21
million ($13 miltion included in SG&A and $8 million included in other
charges) for a charge related to asset impairments, which reduced net

earnings by $13 million; and a $46 million (included in provision for income
taxes) tax benefii related to the consolidation of its photofinishing operations
in Japan.

(3) Includes $123 million ($16.million included in cost of goods soid and $107
million included in restructuring costs (credits) and other) of restructuring
charges, which reduced net earnings by $78 million; $16 million ($9 million
included in SG&A and $7 million included in other charges) for a charge
related to asset impairments and other asset write-offs, which reduced net
earnings by $12 million; and a $30 million (included in provision for income
taxes) tax benefit related to changes in the corporate tax rate and assel
write-offs.

(4) Refer to Note 21, "Discontinued Operations™ for a discussion regarding loss
from discontinued operations.

(5) Includes relocation charges (included in cost of goods sold) related to the sale
and exit of a manufacturing facility of $10 million and $8 million, which
reduced net earnings by $7 million and $5 million in the first and second
quarters, respectively. First quarter also includes amortization expense on
goodwill of $42 million, which reduced net earnings by $36 million.

(6
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Includes $316 million ($57 million included in cost of goods sold and $259
million included in restructuring costs (credits) and other) of restructuring
costs, which reduced net earnings by $232 million; $77 million (included in
restructuring costs {credits) and other) for the Wolf bankruptcy charge, which
reduced net earnings by $52 million; and $37 million of amortization expense
on goodwill, which reduced net earnings by $31 million.

(7

Includes $53 million ($41 million included in cost of goods sold and $12
million included in restructuring costs (credits) and other) of restructuring
costs, which reduced net earnings by $41 million; $42 million ($23 million
included in restructuring costs (credits) and other and $19 million included in
cost of goods sold) for a charge related to asset impairments associated with
certain of the Company's photofinishing operations, which reduced net
earnings by $26 million; $37 million of amortization expense on goodwill,
which reduced net earnings by $31 million; and an $11 million (included in
provision for income taxes) tax benefit related to favorable tax settlements
reached during the quarter.

Includes $309 million ($21 million included in cost of goods sold and $288
million included in restructuring costs (credits) and other) of restructuring
costs, which reduced net earnings by $210 million; $15 million ($12 million
inciuded in SG&A and $3 million included in other {charges) income for asset
impairments related to venture investments, which reduced net earnings by
$10 million; a $41 million (included in SG&A) charge for environmental
reserves, which reduced net earnings by $28 million; a $20 million (included
in SG&A) Kmart bankruptcy charge, which reduced net earnings by

$14 million; $37 million of amortization expense on goodwill, which reduced
net earnings by $31 million; and a $20 million (included in provision for
income taxes) tax benefit related to a decline in the year-over-year effective
tax rate.

8

=

(9) Each quarter is calculated as a discrete period and the sum of the four
quarters may not equal the full year amount.




Eastman Kodak Company and Subsidiary Companies

Summary of Operating Data

(Dollar amounts and shares in millions, except per share data)

2002 2001 2000 1999 1998

Net sales from continuing operations $12,835 $ 13,229 $ 13,994 $ 14,089 $ 13,406
Earnings from continuing operations before interest,
other (charges) income, and income taxes 1,220 352 2,214 1,990 1,888
Earnings (loss) from

Continuing operations 793 812 1,407® 1,392¢4 1,3906)

Discontinued operations (23)® (5)® — = —
Net earnings 770 76 1,407 1,392 1,390
Earnings and Dividends
Net earnings

—% of sales 6.0% 0.6% 10.1% 9.9% 10.4%

—9% return on average shareholders’ equity 27.2% 2.4% 38.3% 35.2% 38.9%
Basic earnings (loss) per share

Continuing operations 2.72 .28 4,62 438 4.30

Discontinued operations (.08) (.02) — — —_

Total 2.64 .26 4.62 438 4.30
Diluted earnings (loss) per share

Continuing operations 2.72 .28 4,59 4.33 4.24

Discontinued operations (.08) (.02) — — —

Total 2.64 .26 4.59 433 4.24
Cash dividends paid

—on common shares 525 643 545 563 569

—per common share 1.80 2.21 1.76 1.76 1.76
Common shares outstanding at year end 285.9 290.9 290.5 3104 322.8
Shareholders at year end 89,988 91,893 113,308 131,719 129,495
Statement of Financial Position Data
Operational working capital® $ 599 $ 707 $ 1,420 $ 177 $§ 874
Working capital (843) (737) (786) (385) (643)
Property, plant and equipment, net 5,420 5,659 5919 5,947 5,914
Total assets 13,369 13,362 14,212 14,310 14,733
Shori-term borrowings and
current portion of long-term debt 1,442 1,534 2,206 1,163 1,518
Long-term debt, net of current portion 1,164 1,666 1,166 936 504
Total shareholders’ equity 2,771 2,894 3,428 3,912 3,988
Supplemental Information
Net sales from continuing operations

Photography $ 9,002 $ 9,403 $ 10,231 $ 10,265 $ 10,063

Health Imaging 2,274 2,262 2,220 2,159 1,526

Commercial Imaging 1,456 1,454 1,417 1,479 1,296

All Other 103 110 126 186 521
Research and development costs 762 7179 784 8117 922M
Depreciation 818 765 738 173 737
Taxes {excludes payroll, sales and excise taxes) 288 154 933 806 809
Wages, salaries and employee benefits 3,991 3.824 3,726 3,962 4,306
Employees at year end

—in the U.S 39,000 42,000 43,200 43,300 46,300

—worldwide 70,000 75,100 78,400 80,650 86,200




(1) inciudes $143 mitlion of restrucwring charges: $29 million reversal of restructuring charges: $50 million for a charge related to asset impairments and other asset
writg-offs; and 2 $121 million tax benefit relating to the closure of the Company's PictureVision subsidiary, the consolidation of the Company's photofinishing
operations in Japan, asset write-offs and a change in the corporate tax rate. These ilems improved net earnings by $7 million.

(2

B2

Includes $678 mitlion of restrucwring charges: $42 million for a charge related to asset impairments associated with certain of the Company’s photofinishing
operations; $15 million for asset impairments related to venture investments: $41 million for a charge for environmental reserves; $77 million for the Wolf
pankruptcy: a $20 million charge for the Kmart bankruptcy; $18 million of relocation charges related to the sale and exit of a manufacturing facility; an $11 million
tax benefit related to a favorable tax settlement; and a $20 million tax benefit representing a decline in the year-over-year effective tax rate. These items reduced
net earnings by $594 million.

3
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Includes accelerated depreciation and relocation charges related Lo the sale and exit of a manufacturing facility of $50 million, which reduced net earnings by $33
million.

(4

Includes $350 million of restructuring charges, and an additional $11 million of charges related to this restructuring program; $103 million of charges associated
with business exits; a gain of $95 million on the sale of The Image Bank: and a gain of $25 million on the sale of the Motion Analysis Systems Division. These items
reduced nel earnings by $227 million.

(5

Includes $35 million of litigation charges; $132 million of Office lmaging charges; $45 million primarily for a write-off of in-process R&D associated with the Imation
acquisition; a gain of $87 million on the sale of NanoSystems: and a gain of $66 million on the sale of part of the Company's investment in Gretag. These items
reduced net earnings by $39 million.

(6) Refer to Note 21, “Discontinued Operations™ for a discussion regarding loss from discontinued operations.
(7) Includes a $42 million charge for the write-off of in-process R&D associated with the Imation acquisition.

(8) Excludes short-term borrowings and current portion of long-term debt.




NOTICE OF 2003 ANNUAL MEETING AND PROXY STATEMENT

Dear Shareholder:

You are cordially invited to attend our Annual Meeting of Shareholders on Wednesday, May 7, 2003, at 10:00 a.m.
al the Kodak Theatre, 6801 Hollywood Blvd., Hollywood, California. You will be asked to vote on five proposals.
We will also review Kodak's performance and answer your questions.

You may vote by internet, telephone, written proxy, or written ballot at the Meeting. We encourage you to use the
internet; it is the most cost-effective way to vote.

We look forward to seeing you on May 7 and would like to take this opportunity to remind you that your vote is
very important.

Sincerely,
(Dol

Daniel A. Carp
Chairman of the Board

Notice of the 2003 Annual Meeting of Shareholders

The Annual Meeting of Shareholders of Eastman Kodak Company will be held on Wednesday, May 7, 2003,
at 10:00 a.m. at the Kodak Theatre, 6801 Hollywood Blvd., Hollywood, California. There are five proposals
to be voted on at the Meeting:
1. Election of four Class 1 directors for a term of three years:
Martha Layne Collins, Timothy M. Donahue, Delano E. Lewis and Paul H. O'Neill,
and one Class Il director for a term of one year:
William H. Hernandez.

Ratification of election of PricewaterhouseCoopers LLP as independent accountants.

2

3. Shareholder proposal requesting indexed options.

4. Shareholder proposal requesting expensing of stock options.

5. Shareholder proposal requesting adoption of a chemicals policy.

The Board of Directors recommends a vote FOR items 1 and 2 and a vote AGAINST items 3 through 5.

If you were a shareholder of record at the close of business on March 10, 2003, you are entitled to vote
at the Annual Meeling.

If you have any questions about the Meeting, please contact: Coordinator, Shareholder Services,
Eastman Kodak Company, 343 State Street, Rochester, New York 14650-0211, (585) 724-5492.

The Kodak Theatre is accessible by the handicapped. If you require special assistance, call the
Coordinator, Shareholder Services.

By Order of the Board of Directors,

/47 2“‘\

mes M. Quinn
Secretary and Assistant General Counsel
Eastman Kodak Company

March 28, 2003
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Questions & Answers

Q. What am I voling on?

A. You are voting on five proposals: .
1. Election of four Class I directors for a term of three years:

Martha Layne Collins

Timothy M. Donahue

Delano E. Lewis

Paul H. O'Neill
and one Class I1 director for a term of one year:

William H. Hernandez
Ratification of election of PricewaterhouseCoopers LLP as independent accountants.
Shareholder proposal requesting indexed options. ' k
Shareholder proposal requesting expensing of stock options.
Shareholder proposal requesting adoption of a chemicals policy.

O oo

What arc the voting recommendations of the Board?

=

The Board recommends the following votes:

FOR each of the directors.

FOR ratification of election of PricewaterhouseGoopers LLP as independent accountants.
AGAINST the shareholder proposal requesting indexed options.

AGAINST the shareholder proposal requesting expensing of stock options.

AGAINST the shareholder proposal requesting adoption of a chemicals policy.

Will any other matter be voled on?

>

We are not aware of any other matters you will be asked to vote on at the Meeting. If any other matter is
properly brought before the Meeting, Daniel A. Carp and James M. Quinn, acting as your proxies, will vote for you
in their discretion. New Jersey law (under which the Company is incorporated) requires you be given notice of all
matters to be voted on, other than procedural matters such as adjournment of the Meeting.

How do | vole?

=

There are four ways to vote:

¢ By internet at www.eproxyvote.com/ek. We encourage you to vote this way.

o By toll-free telephone at (877) 779-8683.

» By completing and mailing your proxy card.

¢ By written ballot at the Meeting.
If you vote by internet or telephone, your vote must be received before midnight of the day before the Meeting,
Your shares will be voted as you indicate. If you do not indicate your voting preferences, Daniel A. Carp and
James M. Quinn will vote your shares FOR items 1 and 2 and AGAINST items 3 through 5.

Who can vole?

=

You can vote at the Meeting if you were a shareholder of record as of the close of business on March 10, 2003
(the Record Date). Fach share of common stock is entitled to one vote.

Can 1 change my vole?

>

Yes. You can change your vole or revoke your proxy before the Meeting by:

o entering a timely new vote by internet or telephone;

 returning a later-dated proxy card; or

* notifying James M. Quinn, Secretary and Assistant General Counsel.
You may also complete a written ballot at the Meeting.
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What vote is required to approve each proposal?

The four Class | director nominees and the one Class 1 director nominee receiving the greatest number of votes
will be elected as the four Class | directors and the one Class II director, respectively. The ratification of election
of the independent accountants and the shareholder proposals require the affirmative vote of a majority of the
votes cast at the Meeting.

Is my vote confidential?

Yes. Only the inspectors of election and certain individuals who help with processing and counting the vote have
access 1o your vote. Directors and employees of the Company may see your vote only if the Company needs to
defend itself against a claim or if there is a proxy solicitation by someone other than the Company. Therefore,
please do not write any comments on your proxy card.

Who will count the vote?

EquiServe Trust Company, N.A. will count the vote. Its represeniatives will be the inspectors of election.

What shares are covered by my proxy card?

The shares covered by your card represent all the shares of Kodak stock you own, including those in the Eastman
Kodak Shares Program and the Employee Stock Purchase Plan, and those credited to your account in the Eastman
Kodak Employees’ Savings and Investment Plan and the Kodak Employees” Stock Ownership Pian. The trustees and
custodians of these plans will vote your shares in each plan as you direct.

What does it mean if 1 gel more than one proxy card?

It means your shares are in more than one account. You should vote the shares on all your proxy cards. To
provide beiter shareholder service, we encourage you to have all your shares registered in the same name and
address. You may do this by contacting our transfer agent, EquiServe Trust Company, N.A., at (800) 253-6057.

Who can attend the Annual Meeting?

All shareholders of record as of the close of business on March 10, 2003, can attend. Seating, however, is limited.
Attendance at the Meeting will be on a first-come, first-served basis, upon arrival at the Meeting. Photographs will
be taken at the Annual Meeting. We may use these photographs in publications. If you attend the Meeting, we
assume we have your permission to use your picture.

What do 1 need to do to attend the Annual Meeting?

To attend the Meeting, please follow these instructions:
» If you vote by using the enclosed proxy card, check the appropriate box on the card.
* [f you vote by internet or telephone, follow the instructions provided for attendance.
* If a broker or other nominee holds your shares, bring proof of your ownership with you to the Meeting.
* To enter the Meeting, bring the Admission Ticket attached to your proxy card or printed from the internet.
* If you do not have an Admission Ticket, go to the Special Registration desk upon arrival at the Meeting.
Seating at the Meeting will be on a first-come, first-served basis, upon arrival at the Meeting.

Can I bring a guest?

Yes. If you plan to bring a guest to the Meeting, check the appropriate box on the enclosed proxy card or follow
the instructions on the internet or telephone. When you go through the registration area at the Meeting, be sure
your guest is with you.
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What is the quorum requirement of the Meeling?

A majority of the outstanding shares on March 10, 2003, constitutes a quorum for voting at the Annual Meeting. If you
vote, your shares will be part of the quorum. Abstentions and broker non-votes will be counted in determining the
quorum, but neither will be counted as votes cast. On March 3, 2003, there were 286,737,923 shares outstanding.

How do | recommend someone to be a director?

You may recommend any person to be a director by writing to James M. Quinn, Secretary and Assistant General Counsel,
Fastman Kodak Company, 343 State Street, Rochester, New York 14650-0218. You must include a description of your
nominee’s principal occupations or employment over the last five years and a statement from your nominee indicaling
that he or she will serve if elected. The Corporate Responsibility and Governance GCommittee will consider persons
recommended by shareholders.

How much did this proxy solicilation cost?

The Company hired Georgeson Shareholder Communications Inc. to assist in the distribution of proxy materials and
solicitation of votes. The estimated fee is $18,500 plus reasonable out-of-pocket expenses. In addition, the Company will
reimburse brokerage houses and other custodians, nominees and fiduciaries for their reasonable out-of-pocket expenses
for forwarding proxy and solicitation material to shareholders.

When are the shareholder proposals due for the 2004 Annual Meeling?

Shareholder proposals must be in writing, received by November 21, 2003, and addressed to:
James M. Quinn, Secretary and Assistant General Counsel
Eastman Kodak Company
343 State Street
Rochester, New York 14650-0218

What other information about Kodak is available?

The following information is available:
¢ Annual Report on Form 10-K.
¢ Transcript of the Annual Meeting.
o Plan descriptions, annual reports, and trust agreements and contracts for the pension plans of the
Company and its subsidiaries.
Diversity Report; Form EEQ-1.
Health, Safety and Environment Annual Report on Kodak's website at www.kodak.com/go/HSE.
Corporate Responsibility Principles on Kodak's website at www.kodak.com/US/en/corp/principles.
Governance Guidelines on Kodak's website at www.kodak.com/US/en/corp/principles/governance.shtml.
Business Conduct Guide on Kodak’s website at www.kodak.com/US/en/corp/principles/businessConduct.shtml.

You may request copies by contacting:
Coordinator, Shareholder Services
Fastman Kodak Company
343 State Street
Rochester, New York 14650-0211
(b85) 724-5492
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Householding of Disclosure Documents

The Securities and Exchange Commission has adopted a rule concerning the delivery of disclosure documents. The rule allows us lo
send a single set of any proxy, information statement, annual report and prospectus to any household at which two or more
shareholders reside if we believe the shareholders are members of the same family. This rule benefits both you and Kodak. It reduces
the volume of duplicate information received at your household and helps Kodak reduce expenses. The rule applies to Kodak's annual

reports, proxy statements, information statements and prospectuses. Each shareholder will continue to receive a separate proxy card
or voting instruciion card.

If your household received a single set of disclosure documents for this year, but you would prefer to receive your own copy, please
contact our transfer agent, EquiServe Trust Company, N.A., by calling their toll free number, (800) 253-6057.

If you would like to receive your own set of Kodak's disclosure documents in future years, follow the instructions described below.
Similarly, if you share an address with another Kodak shareholder and together both of you would like Lo receive only a single set of
Kodak's disclosure documents, follow these instructions:
* If your Kodak shares are registered in your own name, please contact our transfer agent, EquiServe Trust Company, NA.,
and inform them of your request by phone: (800) 253-6057, or by mail: P.0. Box 43016, Providence, RI 02940-3016.
* i a broker or other nominee holds your Kodak shares, please contact ADP and inform them of your request by phone:
(800) 542-1061, or by mail: Householding Department, 51 Mercedes Way, Edgewood, NY 11717. Be sure to include your
name, the name of your brokerage firm and your account number.

Audio Webhcast of Annual Meeting Available on the Internet

Kodak’s Annual Meeting will be webcast live. If you have internet access, you can access the webcast by going to Kodak’s Investor
Center web page at the following address:

www.kodak.com/US/en/corp/investorCenter/investorsCenterHome.shtml
This webcast is listen only. You will not be able to ask questions.
The Annual Meeting audio webcast will be available on Kodak's website for a short period of time after the Meeting.




Proposals to be Voted On

MANAGEMENT PROPOSALS

ITEM | — Election of Directors

Kodak's By-Laws require us Lo have at least nine directors but no
more than 18. The number of directors is set by the Board and is
currently 12. Mr. Carp is the only director who is an employee of
the Company. The Board is divided into three classes of directors
with overiapping three-year terms. There are four Class |
directors whose terms expire at the 2003 Annual Meeting.

Nominees for election as Class I directors are:

Martha Layne Collins

Timothy M. Donahue

Delano E. Lewis

Paul H. O'Neill
These nominees agree 10 serve a three-year term. Mr. O'Neill was
a director of the Company from December 1997 to December
2000 and rejoined our Board of Directors effective February 19,
2003. Gov. Collins and Messrs. Donahue and Lewis were
previously elected by shareholders. Information about them is
provided beginning on page 89. .
The nominee for election as a Class Il director is:

William H. Hernandez '
The nominee agrees to serve a one-year term. Mr. Hernandez
joined our Board of Directors effective February 24, 2003, and is
standing for election by you for the first time. Information about
him is provided beginning on page 90.
If a nominee is unable to stand for election, the Board may
reduce the number of directors or choose a substitute. If the
Board chooses a substituie, the shares represented by proxies
will be voted for the substitute. If a director retires, resigns, dies
or is unable to serve for any reason, the Board may reduce the
number of directors or elect a new director to fill the vacancy.
This new director will serve until the next Annual Meeting.
The Board of Directors recommends a voté FOR the
election of directors.

ITEM 2 — Ratification of Election of Independent
Accounlants

PricewaterhouseCoopers LLP has been the Company's independent

accountants for many years. The Board, on the recommendation of its

Audit Commitiee, elected PricewaterhouseCoopers LLP the Company's

independent accountants t serve until the 2004 Annual Meeting.

Representatives of PricewaterhouseCoop.ers LLP will attend
the Meeting to respond to questions and, if they desire, to make
a statement.

The Board of Dircctors recommends a vote FOR the
ratification of elcction of PricewalerhouseCoopers LLP
as independent accountants.

SHAREHOLDER PROPOSALS

ITEM 3 — Shareholder Proposal — Indexed Options

Plumbers & Pipefitters National Pension Fund, 103 Oronoco St.,
Alexandria, VA, 22314-2105, owner of 15,400 shares, submitted
the following proposal:

“Resolved, that the shareholders of Eastman Kodak (the
“Company”) request that the Board of Directors adopt an
executive compensation policy that all future stock option grants
to senior executives shall be performance-based. For the
purposes of this resolution, a stock option is performance-based if
the option exercise price is indexed or linked to an industry peer
group stock performance index so that the options have value
only to the extent that the Company’s stock price performance
exceeds the peer group performance level.

Statement of Support: As long-term shareholders of the Gompany,
we supporl executive compensation policies and practices that
provide challenging performance objectives and serve to motivate
executives to achieve long-term corporate value maximization
goals. While salaries and bonuses compensate management for
short-term results, the grant of stock and stock options has
become the primary vehicle for focusing management on achieving
long-term results. Unfortunately, stock option grants can and do
often provide levels of compensation well beyond those merited.
We believe it has become abundantly clear that stock option
grants without specific performance-based targets often reward
executives for stock price increases due solely to a general stock
market rise, rather than to extraordinary company performance.

This resolution advocates performance-based stock options. It
defines performance-based stock options as indexed options
whose exercise price moves with an appropriate peer group index
composed of a company’s primary competitors. It should be noted
that there are other forms of indexed options that use other
types of market indices. The resolution requests that the
Company's Board ensure that future Company stock option plans
link the options exercise price to an industry performance index
associated with a peer group of companies selected by the Board,
such as those companies used in the Company's proxy statement
to compare 5-year stock price performance.

Implementing an indexed stock option plan would mean that our
Company's participating executives would receive payouts only if
the Company’s stock price performance was better than thag of
the peer group average. By tying the exercise price to a market
index, indexed options reward participating executives for
outperforming the competition. Indexed options would have value
when our Company's ‘stock price rises in excess of its peer group
average or declines less than its peer group average stock price
decline. By downwardly adjusting the exercise price of the option
during a downturn in the industry, indexed options remove
pressure to reprice stock options.

At present, stock options granted by the Company are not indexed
to peer group performance standards. As long-term owners, we
feel strongly that our Company would benefit from the
implementation of a stock option program that rewarded superior
long-term corporate performance. In response to strong negative
public and shareholder reactions to the excessive financial

~ rewards provided executives by non-performance based option

plans, a growing number of shareholder organizations, executive
compensation experts, and companies are supporting the
implementation of performance-based stock option plans such as
that advocated in this resolution. We urge your support for this
important governance reform.”
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The Board of Directors recommends a vote AGAINST this
proposal for the following reasons:

The Company's current stock option plan (the 2000 Omnibus
Long-Term Compensation Plan) was approved by the shareholders
at the 1999 Annual Meeting. Like all of the Company's executive
compensation programs, this plan is overseen by the Executive
Compensation and Development Gommittee of the Board of
Directors (the “Committee”). Under this plan's management stock
option program, options are awarded to participating employees
based in large part on their performance potential. Management
recommends grant levels for each of the Company's executive
officers, subject to review and approval by the Committee.
Options are priced at 100% of the fair market value of the
Company's stock on the day of grant.

The Company believes this program aligns its executives with the
other owners of the Company and provides its executives with the
necessary incentives, while still linking their awards to their
performance. The proposed plan, tying an option's exercise price
to an industry peer group stock performance index, is both
unnecessary and unworkable.

An indexed options plan is unnecessary because the Company's
current plan works well. The current plan does not require that
executives receive option awards at specific levels. Under the plan
management uses external survey data to set suggested award
ranges for different levels of executives, but reserves substantial
discretion as to the size of awards within, above or beneath these
ranges, based on performance potential. Individual performance
with a substantial positive impact on corporate results can be
rewarded, and distinguished from less superior performance.

The proposal is unworkable for a number of reasons. First, it does
not take into account the complex business environment in which
the Company operates. The Company currently consists of
approximately fifty strategic product groups within three major
segments. The products sold by these groups are quite diverse,
ranging from scanners, to consumer film, to medical x-ray film, to
digital cameras and beyond. As a resuli, the Company competes in
many different marketplaces influenced by many different forces,
and against many disparate companies. Indexing exercise prices to
any industry peer group, even the group suggested by the
proponent, would not allow the Company to distinguish among
different levels of performance by executives working under varying
market conditions in these very different strategic product groups.
In addition, an indexed options plan would raise complex financial
and accounting issues. Under such a plan strike prices would
vary widely over time in accordance with the relative
performances of the Company and ils peer group, requiring
glaborate and burdensome calculations each quarterly financial
reporting period.

Use of indexed options resulis in variable accounting treatment
under GAAP, requiring a quarterly charge to earnings. In contrast,
GAAP does not require expense treatment for fixed term stock
options, e.g., options with no performance conditions attached.
Thus, regardless of the meriis of indexed options from a
compensation standpoint, currenl accounting rules effectively
make it financially illogical o award them. The charges resulting
from the use of indexed options could depress and add artificial

volatility to the Company’s earnings, clearly an outcome contrary
1o the best interests of shareholders.

In large part due to the concerns previously identified, extremely
few companies presently grant indexed stock options. Forcing the
Company to grant indexed options could place it at a substantial
disadvantage in recruiting and retaining executives in competition
with other companies not burdened with similar requirements.

The Board of Directors recommends a vole AGAINST
this proposal.

ITEM 4 — Shareholder Proposal — Option Expensing

Massachusetls Laborers’ Pension Fund, 14 New England .
Executive Park, Suite 200, P.0. Box 4000, Burlington, MA 01803-
0900, owner of 12,800 shares, submitted the following proposal:

“Resolved, that the shareholders of Eastman Kodak Corporation
("Company”) hereby request that the Company's Board of
Directors establish a policy of expensing in the Company's annual
income statement the costs of all future stock options issued by
the Company.

Statement of Support: Current accounting rules give companies the
choice of reporting stock option expenses annually in the company
income statement or as a footnote in the annual report (See:
Financial Accounting Standards Board Statement 123). Most
companies, including ours, report the cost of stock options as a
footnote in the annual report, rather than include the option costs in
determining operating income. We believe that expensing stock options
would more accuraely reflect a company’s operational earnings.

Stock options are an important component of our Company’s
executive compensation program. Options have replaced salary
and bonuses as the most significant element of executive pay
packages at numerous companies. The lack of option expensing
can promote excessive use of options in a company’s
compensation plans, obscure and understate the cost of executive
compensation and promote the pursuil of corporate stralegies
designed to promote short-term stock price rather than long-term
corporate value.

A recent report issued by Standard & Poor's indicated that the
expensing of stock option grant costs would have lowered
operational earnings at companies by as much as 10%. “The
failure to expense stock option granis has introduced a significant
distortion in reported earnings,” staied Federal Reserve Board
Chairman Alan Greenspan. “Reporting stock options as expenses
is a sensible and positive step toward a clearer and more precise
accounting of a company’s worth.” Globe and Mail, “Expensing
Options Is a Bandwagon Worth Joining,” Aug. 16, 2002.
Warren Buffett wrote in a New York Times Op-Ed piece on
July 24, 2002:
There is a crisis of confidence today about corporate
earnings reports and the credibility of chief executives.
And it’s justified.
For many years, I've had little confidence in the earnings
numbers reported by most corporations. I'm not talking
about Enron and WorldCom — examples of outright
crookedness. Rather, 1 am referring to the legal, but
improper, accounting methods used by chief executives to
inflate reported earnings...




Options are a huge cost for many corporations and a
huge benefit to executives. No wonder, then, that they
have fought ferociously to avoid making a charge against
their earnings. Without blushing, almost all C.E.O.’s have
told their shareholders that options are cost-free...

When a company gives something of value to ils employees
in return for their services, it is clearly a compensation
expense. And if expenses don't belong in the earnings
statement, where in the world do they belong?

Many companies have responded to investors’ concerns about
their failure to expense stock options. In recent months, more
than 100 companies, including such prominent ones as Coca Gola,
Washington Post, and General Electric, have decided to expense
stock options in order to provide their shareholders more
accurate financial statements. Our company has yel to act. We
urge your support.”

The Board of Dircclors reccommends a vote AGAINST this
propasal for the following reasons:

The Shareholder proposal requests the Company to report the
cost of its stock options annually as an expense in ils income
statement. The proponent believes that this would more
accurately reflect the Company's operational earnings. The
Company understands and shares the proponent’s desire that the
Company's operational earnings be reported in an accurate and
sound manner. Moreover, the Company does not object to the
idea of uniformly requiring all public companies to properly
reflect the cost of stock options in their income statements. For
reasons stated below, however, we do not beligve that expensing
options would, at the present time, be in the best interests of
either the Company or its shareholders.

As a starting point, the Gompany believes stock options are an
important component of its compensation program. They are a
valuable tool for recruiting and retaining the talent critical to the
Company's long-term success. Options encourage employees o act
as owners, which helps align their interests with the Gompany's
shareholders. The Company's use of stock options has been, and
will continue to be, appropriate and judicious.

We should also mention by way of introduction that there is no
present requirement that the Company recognize an expense for
stock options in its income statement. The Company is presently
in full compliance with the current rules regarding accounting for
stock options. Gurrent accounting rules give companies a choice
in accounting for stock options. Companies may account for stock-
based compensation under either the fair value method under
Statement of Financial Accounting Standards No. 123 ("SFAS No.
123") or the intrinsic value method provided by Accounting
Principles Board Opinion No. 25 ("APB No. 25"). If a company
adopts the latter choice, it is required to make pro forma
disclosure in the footnotes to its financial statements using the
measurement provisions of SFAS No. 123.

The Company, like substantially all public companies, accounts for
stock options using the intrinsic value method prescribed by APB
No. 25. The “intrinsic value” of the option is the amount by which
the quoted market price of the stock exceeds the exercise price
of the option on the date of grant. The Company’s stock options

have always had a zero intrinsic value on the date of grant since
we have routinely seb the exercise price equal to the market
price on the date of grant.

In contrast, the fair value method computes compensation
expense based on the fair value of the options at the date of
grant. “Fair value” is determined using an option-pricing model
that takes into accouni multiple factors and assumptions in
estimating value.

The Company has two major concerns with regard to the use of
the fair value method. First, there is no present uniform,
accurate and tested methodology for computing the “fair value” of
an employee stock option. One of the most widely used valuation
techniques, the Black-Scholes model, was developed to value
shori-term publicly traded options. I was never intended to be
used to value employee stock options which, unlike publicly
traded options, are private, long-term, non-transferable,
forfeitable and often subject to significant restrictions.
Consequently, it is a very imprecise ool for measuring the “fair
value” of an employee stock option. Qur other concern is that
gach of these valuation models relies on a number of subjective
assumptions, some of which, like stock price volatility and
expected option life, are particularly hard to predict. The values
determined using these models tend to be highly sensitive to
these assumptions and can vary significantly depending on the
assumptions made. Gonsequently, not only are companies not

- using the same valuation model, but they are also using wildly

different assumptions when applying these models.

Given these present uncertainties surrounding the application of
the fair value method, we believe it is presently premature for
the Company to change its accounting policy. This is especially
true since current accounting rules effectively make a decision to
change to the fair value method irrevocable. The Company feels it
is in the best interest of our shareholders to continuge to follow
the most widely used accounting standard, the intrinsic value
method prescribed by APB No. 25, and wait until this debate is
resolved prior to implementing any material change.

We also believe that the Company could be placed at a significant
competitive disadvantage if it were to begin at this time
recognizing stock option expense in its income statement. Almost
all of the Company's competitors do nol presently recognize
expense for stock options in their income staiements. Adoption of
the proposal may disadvantage our shareholders by making it
more difficult for investors to compare the Company’s
performance with that of its competitors. We feel it is in our
shareholders’ best interest to report our financial statements in a
manner that is not only consistent with GAAP, but also allows for
gasy comparison with our competitors.

The Company already provides extensive financial disclosure
regarding its stock option activity. As required under current
accounting practices, the Company discloses in the footnotes o its
financial statements the information that the proposal would require
10 be included in the income statement itself. Thus, adopling the
proposal would not necessarily provide investors any additional
financial information. Moreover, the cost of stock options is already
reflected in the income statement in the diluted earnings per share
calculation. In making this calculation, the Company is required to




assume all in-the-money stock options have been exercised. If
expensing were also required, the impact of stock options could be
double counted in the calculation of diluted earnings per share; first
as an increase in the number of shares outstanding and second as a
charge against reported earnings.

In summary, we share the proponent’s concern for accurately
reporting the Company's operational earnings. We are committed
to producing financial information that is both accurate and
subject to easy comparison with our competitors. We believe,
however, that the best way to accomplish these objectives at this
time is to retain the current accounting policy with respect to
stock options. When and if the pending debate results in new
accounting rules regarding the expensing of stock options, the
Company will promptly take the necessary action to conform to
these changes.

The Board of Directors recommends a vote AGAINST
this proposal.

ITEM 5 — Shareholder Proposal — Chemicals Policy
Donald Naulin, 8 Baymon Dr., Rochester, NY 14624, owner of 88
shares, submitted the following proposal:

“Whereas, dioxins and many similar chemicals containing chlorine
are extremely loxic, get more concentrated higher on the food
chain (bicaccumulate) and are found in food and mothers' milk at
levels that cause negative health effects in children;

Whereas, while the Environmental Protection Agency has found that
any emission of these extremely toxic pollutants is of concern, and
many governments are working toward their virtual elimination,
companies are not required to develop and report options for
eliminating these pollutants under existing federal laws;

Whereas, exposure to these pollutants is associated with many health
effects, including cancer, diabetes, endometriosis, immune dysfunctions
and a range of children’s developmental and learning problems;

Whereas, these pollutants are often created inadvertently, by
reactions involving chlorine, in many industrial processes:
Whereas, generating these pollutants is known to be unnecessary
and costly to companies and economies, because their generation
can be eliminated cost effectively with sound planning based on
sound information;

Whereas, processes used by Eastman Kodak at Kodak Park
generate these pollutants, including dioxing, the most toxic
synthetic chemicals known; and Kodak's Vision of Environmental
Responsibility affirms: “Eastman Kodak is recognized as a world-
class company, and the leading imaging company, in protecting
the quality of the environment and the health and safety of its
employees, customers, and the community in which it operates”;
indicating that we have an obligation to demonstrate leadership in
researching and implementing processes which result in virtual
elimination of these pollutants.

BE IT RESOLVED: The shareholders request that Kodak:

1) Adopt a plan for virtual elimination of persistent
bioaccumulative pollutants at Kodak Park which A) identifies, for
each building, all inputs and uses of chlorine, any sources of
dioxin and other bioaccumulative pollutants, and options for
elimination of these chemicals, and B) implements the most

effective option; and 2) Provide an annual summary report to '
shareholders on these virtual elimination options and progress
toward these goals.

Supporting Statement: This policy makes business sense because
preventing pollution is cost effective in the short term and avoids
costly long-term liabilities related to toxic chemical exposures.

It will improve our company's image if Kodak goes beyond its
existing policy to minimize pollution and joins the new efforts for
virtual elimination of toxic bioaccumulative pollutants.

This builds upon existing Kodak efforts to implement non-toxic
production strategies.

If you AGREE, please mark your proxy for this resolution.”

The Board of Directors recommends a vole AGAINST this
proposal for the following reasons:

For many years the Company has designed, implemented and
conducted far reaching health, safety, and environmental
programs, which have reduced the use and release of toxic
chemicals generally, including the use and release of
bioaccumulative materials. In 1998 the Company publicly
announced a comprehensive series of environmental performance
improvement goals. The Company's aggressive efforts toward
achieving these goals have reduced emissions, conserved natural
resources and strengthened the environmental management
systems at its facilities worldwide. Significant reductions in the
use and release of bioaccumulative materials have been realized.

The Company’s health, safety and environmental goals, the
Company's progress in achieving them, and the nature and results
of the Company's programs are made available to shareholders
and the public generally in the Company’s Health, Safety and
Environment Annual Repori. Indeed, much of the information
requested in the proposal is already included in this report,
which is available on-line at: www.Kodak.com/go/HSE. In
addition, the Company is required to disclose extensive
information about emissions of chemicals listed on the U.S.
government’s Toxics Release inventory, including bicaccumulative
materials. This information is available to the public at
WWW.epa.gov/iri.

This shareholder proposal requests the Company to provide.
more exlensive, detailed information than is required by
generally accepted accounting principles (GAAP) and the SEC.
The Company complies with all the requirements of GAAP and
the SEC, including those related to environmental matters. All
material information regarding the Company's environmental
liabilities is disclosed.

The Company already has taken significant action to reduce the
use and emission of toxic chemicals including bioaccumulative
materials. We believe the Company's environmental disclosures
in its Annual Report and on Forms 10-K and 10-Q, as well as
the availability of an easy-to-read description of the Company’s
environmental programs and performance in its Health, Safety
and Environment Annual Report, meet the information needs

of shareholders.

The Board of Directors recommends a vote AGAINST
this proposal.
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Nominees to Serve a Three-Year Term Expiring at the 2006 Annual Meeting
(Class 1 Directors)

MARTHA LAYNE COLLINS Director since May 1988

Governor Collins, 66, is Executive Scholar in Residence ai Georgetown College, a position she assumed in
August 1998, afier having been Direcior, International Business and Management Center, ai the University
of Kentucky since July 1996. From 1988 to 1997, she was President of Martha Layne Collins and
Associates, a consulting firm, and from July 1990 to July 1996, she was President of St. Catharine College
in Springfield, Kentucky. Following her receipt of a BS degree from the University of Kentucky, Governor
Collins taught from 1959 to 1970. After acting as Coordinator of Women's Activities in a number of political
campaigns, she served as Clerk of the Supreme Court of the Commonwealth of Kentucky from 1975 to
1979. She was elected to a four-year term as Governor of the Commonwealth of Kentucky in 1983 after
having served as Lieutenant Governor from 1979 to 1983. Governor Collins, who has served as a Fellow at
the Institute of Politics, Harvard University, is a director of R. R. Donnelley & Sons Company and BB&T.

TIMOTIY M. DONAHUE Director since October 2001

Mr. Donahue, 53, has served as President and Chief Executive Officer of Nextel Communications, Inc. since
August 1999. He began his career with Nextel in January 1996 as President and Chief Operating Officer.
Mr. Donahue has served as Chairman of the Cellular Telecommunications & Internet Association (CTIA), the
industry’s largest and most respected association. Mr. Donahue has also been named by BusinessWeek as
“One of the Best Managers in 2002.” Before joining Nextel, he served as Northeast Regional President for
AT&T Wireless Services operations from 1991 to 1996. Mr. Donahue started his career with AT&T Wireless
Services (formerly McCaw CGellular Communications) in 1986 as President for McCaw Cellular's paging
division. In 1989, he was named McCaw Cellular's President for the US central region. He is a graduate of
John Carroll University with a BA in English Literature.

DELANO E. LEWIS Director since July 2001

Mr. Lewis, 64, is the former Ambassador to South Africa, a position he held from December 1999 to July
2001. Prior to his ambassadorship, Mr. Lewis was President and Chief Executive Officer of National Public
Radio Corporation, a position he held from January 1994 until August 1998. He was President and Chief
Executive Officer of G&P Telephone Company, a subsidiary of Bell Atlantic Corporation, from 1988 to 1993,
after having served as Vice President since 1983. Mr. Lewis held several positions in the public sector
prior to joining C&P Telephone Company. Mr. Lewis received a BA from University of Kansas and a JD from
Washburn Scheol of Law. Mr. Lewis previously served as a director of Eastman Kodak Company from May
1998 to December 1999. He is a director of Colgate-Palmolive Co.

PAUL H. O'NEILL Director since February 2003

Mr. O'Neill, 67, served as Secretary of the Treasury of the United States from 2001 to 2002. Previously he
was Chairman of Alcoa and held that position from April 1987 to December 2000. From April 1987 until
May 1999, he also held the position of Chief Executive Officer. Prior to joining Alcoa, Mr. O'Neill served as
President of International Paper Company from 1985 to 1987, after having joined that company in 1977.
Mr. O'Neill began his career as an engineer for Morrison-Knudsen, Inc., worked as a computer sysiems
analyst with the U.S. Veterans Administration from 1961 o 1966, and served on the staff of the U.S. Office
of Management and Budget from 1967 to 1977. He was Deputy Director of OMB from 1974 to 1977. Mr.
O'Neill received a BA degree in economics from Fresno Staie College and a master’s degree in public
administration from Indiana University. Mr. O'Neill previously served as a director of Eastman Kodak
Company from December 1997 to December 2000.




Proxy Statement

Nominee to Serve a One-Year Term Expiring at the 2004 Annual Meeting
(Class II Director)

WILLIAM H. HERNANDEZ Director since February 2003

Mr. Hernandez, 54, is Senior Vice President, Finance and Chief Financial Officer of PPG Industries, Inc., a
diversified manufacturer of protective and decorative coatings, flat glass, fabricated glass products, continuous
strand fiberglass, and industrial and specialty chemicals for a variety of industries. Prior to assuming his
current duties in 1995, Mr. Hernandez served as PPG's Corporate Controller from 1990 to 1994 and as Vice
President and Controller in 1994. From 1974 until 1990, Mr. Hernandez held a number of positions at Borg-
Warner Corporation, including Assistant Controller, Chemicals; Controller, Chemicals; Business Director, ABS
Polymers; Assistant Corporate Controller; Vice President, Finance; and Chief Financial Officer, Borg-Warner 3
Automotive, Inc. Earlier in his.career, he was a financial analyst for Ford Motor Company. Mr. Hernandez WILLIAM H. HERNANDEY,
received a BS degree from the Wharton School of the University of Pennsylvania and an MBA from Harvard

Business School. Mr. Hernandez is a Certified Management Accountant. He is also a director of Pentair, Inc.

Directors Continuing to Serve a Three-Year Term Expiring at the 2004 Annual Meeting
(Class II Directors)

WILLIAM W, BRADLEY  Director since May 2001

Senator Bradley, 59, is a Managing Director of Allen & Company LLC. Additionally, he is Chief outside
advisor to McKinsey & Company’s non-profit practice. From 1997 to 1999, he was a Senior Advisor and Vice
Chairman-of-the International Council of JP Morgan & Co., Inc. During that time, he also served as an
essayist for CBS evening news, a visiting professor at Stanford University, Notre Dame University and the
University of Maryland. Senator Bradley served in the U.S. Senate from 1979 to 1997 representing the
state of New Jersey. Prior to serving in the Senate, he was an Olympic gold medalist in 1964 and a
professional basketball player with the New York Knicks from 1967 to 1977 during which time they won two _
world championships. Senator Bradley holds a BA degree in American History from Princeton University and WILLIAM W. BRADLEY
an MA degree from Oxford University where he was a Rhodes Scholar. He has authored five books on

American politics, culture and economy.

HECTOR DE J. RUIZ Director since January 2001

Dr. Ruiz, 57, joined AMD in January of 2000. Prior to being appointed President and Chief Executive
Officer, Dr. Ruiz served as AMD's President and Chief Operating Officer. His career spans more than 30
years with leading technology firms including Texas Instruments and Motorola, where he served as President
of the company's Semiconductor Products Sector. Dr. Ruiz is actively committed to education, and serves on
the Foundation Advisory Council for the College of Engineering at the University of Texas. He was appointed
to the Texas Higher Education Coordinating Board in 1999. Dr. Ruiz earned a bachelor's and a master’s
degres in electrical engineering from the University of Texas at Austin before earning his doctorate in
electronics from Rice University in Houston.

LAURA D’ANDREA TYSON  Director since May 1997

Dr. Tyson, 55, is Dean of London Business School, a position she accepted in January 2002. She was
formerly the Dean of the Walter A, Haas School of Business at the University of California, Berkeley, a
position she held since July 1998. Previously, she was Professor of, and holder of the Class of 1939 Chair
in, Economics and Business Administration at the University of California, Berkeley, a position she held from
January 1997 to July 1998. Prior to this position, Dr. Tyson served in the first Clinton Administration as
Chairman of the President’s National Economic Council and 16th Chairman of the White House Council of ;
Economic Advisers. Prior to joining the Administration, Dr. Tyson was Professor of Economics and Business gk . Y
Administration, Director of the Institute of International Studies, and Research Director of the Berkeley LAURA D’ANDREA TVSON
Roundtable on the International Economy at the University of California, Berkeley. Dr. Tyson holds a BA

degree from Smith College and a Ph.D. degree in economics from the Massachusetts Institute of Technology.

Dr. Tyson is the author of numerous articles on economics, economic policy and international competition.

She is a director of Human Genome Sciences, Inc., Morgan Stanley and SBC Communications, Inc.




Directors Continuing to Serve a Three-Year Term Expiring at the 2005 Annual Meeting
(Class Il Directors)

RICHARD S. BRADDOCK  Director since May 1987

Mr. Braddock, 61, is Chairman of priceline.com. He has been Chairman since August 1998. He was CEO from
July 1998 to June 2000 and from May 2001 to December 2002. He was Chairman of True North
Communications from July 1997 to January 1999. He was a principal of Clayton, Dubilier & Rice from June
1994 uniil September 1995. From January 1993 until October 1993, he was Chief Executive Officer of Medco
Containment Services, Inc. From January 1990 through October 1992, he served as President and Chief
Operating Officer of Citicorp and its principal subsidiary, Citibank, N.A. Prior to that, he served for
approximately five years as Seclor Executive in charge of Citicorp’s Individual Bank, one of the financial
services company's three core businesses. Mr, Braddock graduated from Dartmouth College with a degree in RICHARD . BRADDOCK
history, and received his MBA degree from the Harvard School of Business Administration. He is a Director

of Cadbury Schweppes and priceline.com.

DANIEL A. CARP Director since December 1997

Mr. Carp, 54, is Chairman, Chiel Executive Officer, President and Chief Operating Officer of Easiman Kodak
Company. He became Chairman on December 8, 2000. He was elected CEO effective January 1, 2000. He
was President from January 1, 1997 until April 2001 and was re-elected President in January 2002. Mr.
Carp served as Executive Vice President and Assistant Chief Operating Officer from November 1995 to
January 1997. Mr. Carp began his career with Kodak in 1970 and has held a number of increasingly
responsible positions in market research, business planning, marketing management and line of business
management. In 1986, Mr. Carp was named Assistant General Manager of the Latin American Region and in A
Sepiember 1988, he was elected a Vice President and named General Manager of that region. In 1991, he DANIEL A. CARP
was named General Manager of the European Marketing Companies and, later that same year, General

Manager, European, African and Middle Eastern Region. He holds a BBA degree in quantitative methods from

Ohio University, an MBA degree from Rochester Institute of Technology and an MS degree in management

from the Sloan School of Management, Massachuseits Institute of Technology. Mr. Carp is a director of Texas

Instruments Inc,

DURK 1. JAGER  Director since January 1998

Mr. Jager, 59, is the former Chairman of the Board, President and Chief Executive Officer of The Procter &
Gamble Company. He left these positions in July 2000. He was elected to the position of Chief Executive
Officer in January 1999 and Chairman of the Board effective September 1999, while continuing to serve as
President since 1995. He served as Executive Vice President from 1990 to 1995. Mr. Jager joined The
Procter & Gamble Company in 1970 and was named Vice President in 1987. He graduated from Erasmus
Universiteit, Rotlerdam, The Netherlands. Mr. Jager is a member of the supervisory Board of Royal KPN
{The Netherlands) and a director of Chiguita Brands International, Inc. and Polycom Inc.

DURK 1. JAGER

DEBRA L. LEE Director since September 1999

Ms. Lee, 48, is President and Chief Operating Officer of BET Holdings, Inc. (BET). She joined BET in 1986 as
Vice President and General Counsel. In 1992, she was elected Executive Vice President of Legal Affairs and
named Publisher of BET's magazine division, in addition Lo serving as General Counsel. She was placed in
charge of strategic business development in 1995. Ms. Lee holds a BA degree from Brown University and MA
and JD degrees from Harvard University. She is affiliated with several professional and civic organizations.
Ms. Lee is a director of WGL Holdings, Inc. and Genuity, Inc.

DEBRA L. LEE
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Proxy Statement

BOARD COMMITTEES

The Board has the committees listed below. All commitiee members are non-employee, independent directors as defined by the New
York Stock Exchange (NYSE) listing standards.

Audit Committee — 11 meetings in 2002

e discussed the independence of the independent accountants;

e discussed the quality of the accounting principles used to prepare the Company's financial statements;

¢ reviewed the Company's periodic financial statements;

« oversaw the Company's compliance with requirements of the Sarbanes-Oxley Act, SEC rules and draft New York Stock Exchange
listing requirements;

e recommended the firm that Kodak should retain as independent accountants;

« reviewed the audit and non-audit activities of both the independent accountants and the internal audit staff of the Company;

e received and analyzed reports from the Company's independent accountants and internal audit staff;

o met separately and privately with the independent accountants and with the Company's Director, Corporate Auditing, to ensure that
the scope of their activities has not been restricted and that adequate responses to their recommendations have been received; and

¢ revised the Committee’s written charter.

Corporate Responsibility and Governance Committee — 3 meetings in 2002

e approved a charter thal anticipates the requirements of the proposed new listing standards of the New York Stock Exchange
regarding corporate governance policies and processes;

» reviewed and analyzed the Company’s governance in light of the provisions of the Sarbanes-Oxley Act and the new listing standards
of the New York Stock Exchange;

* discussed revisions to ihe Company's governance guidelines;

approved the formation of a director education program;

reviewed the Company's corporaie responsibility principles;

recommended the appointment of a presiding director;

met with the Company's Diversity Advisory Panel to discuss its preliminary findings; and

made recommendations regarding Board candidates.

Executive Compensalion and Development Committee — 8 meetings in 2002

s completed a study of the market competitiveness of the compensation paid to the Company's senior executive officers;

» revised the Committee's charter in anticipation of the adoption of the proposed new listing standards of the New York Stock

Exchange regarding corporate governance policies and processes;

reviewed the Company's executive compensation practices in light of the enactment of the Sarbanes-Oxley Act;

reviewed and revised the Company's executive compensation strategy and principles;

* selected a peer group Lo assist in measuring the market competitiveness of the compensation paid 1o the Company’s senior
executive officers;

¢ reviewed the Company’s executive development process;

e set the compensation for the CEO and reviewed the compensation recommendation for the Company's other executive officers;

e approved the Executive Incentive Program; and

» oranted and certified awards under the Company's compensation plans.

Finance Committee — 4 meetings in 2002

* reviewed the Company's financing sirategies including dividend declaration, capital expenditures, debt issuances and foreign exchange
and commodity hedging;

* reviewed cash flow, balance sheet performance and credit ratings;

¢ reviewed significant acquisitions, divestitures, and joint ventures; and

* reviewed the investment performance and the administration of the Company's defined benefit pension plan.




Commiltee Membership

Corporate Executive
Director Audit Responsibility and Compensation and Finance
Name Committee Governance Commitiee Development Commitiee Committee
Richard S. Braddock X X*
William M. Bradley X X
Martha Layne Collins X X
Timothy M. Donahue X X
William H. Hernandez X X
Durk 1. Jager X X*
Debra L. Lee X* X
Delano E. Lewis X X
Paut H. O'Neill X X
Hector de J. Ruiz X* X
Laura D'Andrea Tyson X X

*Chairman

MEETING ATTENDANCE
The Board held a total of eleven meetings in 2002, Each director attended at least 76% of the meetings of the Board and commitlees
of the Board on which the director served. The average attendance by all directors was over 90%.

DIRECTOR COMPENSATION
Annual Payments

Non-employee directors receive:
* $65,000 as a retainer, at least half of which must be taken in stock or deferred into stock units;
* 2,000 stock options; and
¢ reimbursement of out-of-pocket expenses for the meetings they attend.

The employee director receives no additional compensation for serving on the Board.

A change in the timing of the annual stock option grant to the non-employee directors was approved by the Board of Direclors in
October 2002. In order for it to coincide with the Company’s annual management stock option grant, this grant will now be made in
the fourth quarter, rather than the first quarter, of each year. As a result of this change, two grants were made in 2002; one in
January 2002 and the other in November 2002. The next stock option grant to the Company's non-employee directors will be awarded
in the fourth quarter of 2003.

Mr. Braddock will receive a retainer of $100,000 per year for his services as presiding director in addition to his annual retainer as
a director.

Deferred Compensation

Non-employee directors may defer some or all of their compensation into a phantom Kodak stock account or into a phantom interest-
bearing account. Four current directors deferred compensation in 2002. In the event of a change in control, the amounts in the
phantom accounts will generally be paid in a single cash payment.

Life Insurance

The Company provides $100,000 of group term life insurance to each non-employee director. This decreases to $50,000 at retirement
or age 65, whichever occurs later. '

Charitable Award Program

This program, which was closed to new participants effective January 1, 1997, provides for a contribution by the Company of up to
$1.000,000 following a director’s death to a maximum of four charitable institutions recommended by the director. The individual
directors derive no financial benefits from this program. It is funded by self-insurance and joint life insurance policies purchased by
the Company. Mr. Braddock and Gov. Collins continue to participate in the program.
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Beneficial Security Ownership

of Directors, Nominees and Executive Officers

Directors, Nominees Number of Common Shares
and Executive Officers Owned on January 2, 2003
Richard S. Braddock 26,893 @ ®
William W. Bradley 6,120 o
Robert H. Brust 216,994 @ ®©
Daniel A. Carp 1,126,870 @ ®)
Martha Layne Collins 18,889 ®
Martin M. Coyne 259,439 @ O
Timothy M. Donahue 8,292 @ ()
William H. Hernandez(® 2,055 @
Durk 1. Jager 18,171 @ ®)
Debra L. Lee 11,180 ®™
Delano E. Lewis 6,236 @ ®
Michael P. Morley 305,023 @ W
Paul H. O'Neill® 2,090 @
Daniel P. Palumbo 02,587 ta) )
Hector de J. Ruiz 8,697
Laura D’Andrea Tyson 10,235 @ m
All Directors, Nominees and

Executive Officers as a

Group (27), including the above 2,930,227 ® ©

(a) Includes the following Kodak common stock equivalenis, which are held in deferred compensation plans: R. S. Braddock -~ 6,006;
W. W. Bradley — 458; R. H. Brust — 11,673; D. A. Carp — 193,803 ; M. L. Collins — 9,689; M. M. Coyne — 15,010; T. M. Donahue —
2,292: W. H. Hernandez - 555; D. I. Jager — 9,171; D. E. Lewis - 2,036; M. P. Morley - 42,016; P. H. O'Neill - 1,090;
D. P. Palumbo - 12,505; L. D. Tyson — 1,315; and all directors, nominees and executive officers as a group — 400,125.

(b) Includes the following number of shares which may be acquired by exercise of stock options: R. S. Braddock - 6,000;
W. W. Bradley — 4,000; R. H. Brust — 184,622; D. A. Carp - 891,086; M. L. Collins — 6,000; M. M. Coyne - 231,473
T. M. Donahue - 4,000; D. 1. Jager - 6,000; D. L. Lee - 6,000; D. E. Lewis - 4,000; M. P. Morley - 259,671; D. P. Palumbo —
70.977; H. de J. Ruiz - 4,000; L. D. Tyson - 6,000; and all directors, nominees and executive officers as a group — 2,284,195.

(c) The total number of shares beneficially owned by all directors, nominees and executive officers as a group is 1ess than 1% of the
Company's outstanding shares.

(d) Messrs. O'Neill and Hernandez joined the Company's Board of Directors in February 2003, and they are included here for
informational purposes only. Their shareholdings, shown here as of March 14, 2003, are not included in the totals shown above
and in these footnotes for all directors, nominees and executive officers as a group.

The above table reports beneficial ownership in accordance with Rule 13d-3 under the Securities Exchange Act of 1934. This means all
Company securities over which the directors, nominees and executive officers direcily or indirectly have or share voting or investment
power are listed as beneficially owned. The figures above include shares held for the account of the above persons in the Eastman
Kodak Shares Program and the Kodak Employees’ Stock Ownership Plan, and the interests of the above persons in the Kodak Stock
Fund of the Eastman Kodak Employees’ Savings and Investment Plan, stated in terms of Kodak shares.




Transactions with Management

Under Mr. Brust's December 20, 1999, offer letter, the Company loaned Mr. Brust, Chief Financial Officer and Executive Vice
President, the sum of $3,000,000 at an annual interest rate of 6.21%, the applicable federal rate for mid-term loans, compounded
annually, in effect for January 2000. The unsecured loan is evidenced by a promissory note dated January 6, 2000. Under Mr. Brust's
November 12, 2001, amended offer letier, a portion of the principal and all of the accrued interest on the loan is to be forgiven on
each of the first seven anniversaries of the loan. Mr. Brust is not entitled to forgiveness on any anniversary date if he voluntarily
terminates his employment or is terminated for cause on or before the anniversary date. The balance due under the loan on
December 31, 2002, was $2,100,000.

In March 2001, the Company loaned Mr. Carp, Chairman, President and Chief Executive Officer, $1,000,000 for the purchase of

a home. The loan is unsecured and bears interest ai 5.07% per year, the applicable federal rate for mid-term loans, compounded
annually, in effect for March 2001. The entire amount of the loan and all accrued interest is due upon the earlier of March 1, 2006,
or the date of Mr. Carp’s termination of employment from the Company. The loan is evidenced by a promissory note dated

March 2, 2001. The balance due under the loan on December 31, 2002, was $1,095,068.
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Proxy Statement

Compensation of Named Executive Officers

The individuals named in the following table are the Company's Chief Executive Officer and the four other named executive officers
under Section 229.402(a)(3) of Volume 17 of the Code of Federal Regulations during 2002. The figures shown include both amounts
paid and amounts deferred.

SUMMARY COMPENSATION TABLE

Annual Compensation

Long-Term Compensation

Awards Payouts
Other Restricted Securities

Name and Annual Stock Underlying LTIP All Other
Principal Position | Year | Salary Bonus@ ‘Compensation® | Awards(© | Options/SARs(® | Payouts(® | Compensation®
D. A. Carp 2002 | $1,030,769 | $2,327,325 $26,030 $4,249,010 175,000 0 $0
Chairman & CEO 2001 1,000,000 507,500 25,695 2,968,751 410,000 0 0

2000 1,000,000 598,500 — — 100,000 0 0
R. H. Brust 2002| 635,828 669,240 — 424,162 42,000 0 487,768
Exec. V. P. & CFO 2001 585,003 151,200 — 430,414 78,000 0 827,923

2000 492,764 225,720 — 467,542 228,000 0 1,269
M. M. Goyne 2002 719,692 889,746 20,953 291,332 36,000 0 0
Exec. V. P. 2001| 667,984 176,400 — 553,447 95,000 0 0

2000 | 449,449 400,075 — 409,375 146,000 0 0
M. P. Morley 2002 491,154 514,800 — 368,669 35,000 0 0
Exec. V. P. & CAO 2001 | 466,095 136,000 — 430,414 42,000 0 0

2000 393,186 184,680 — — 73,000 0 0
D. P. Palumbo 2002 | 514,154 517,195 — 365,915 169,443 0 32,055
Sr. V. P. 2001 | 490,384 132,680 — 461,070 36,400 0 30,547

2000 | 353,346 154,465 — 310,000 120,000 0 50,048




(a) This column shows Executive Compensation for Excellence and Leadership Plan (EXCEL), and its predecessor, Management Variable
Compensation Plan, awards for services performed, not paid, in each year indicated. For M. P. Morley for 2002, the amount also
includes a retention bonus of $20,000 paid under his March 13, 2001 retention agreement.

(b) Where no amount is shown, the value of personal benefits provided was less than the minimum amount required to be reported.
For D. A. Carp, the amounts shown in this column represent tax payments made by the Company relating to his use of Gompany
transportation. The Company requires D. A. Carp to use Gompany transportation for security reasons. For M. M. Coyne, the amount
shown in this column represents tax payments made by the Company relating to his use of Company transportation and other
Company paid travel expenses.

(c) The awards shown represent grants of restricied stock or restricted stock units valued as of the date of grant. Dividends are paid
on the restricted shares and restricted units as and when dividends are paid on Kodak common stock. The restrictions on the
awards granted under the Executive Incentive Program lapse on December 31, 2003.

D. A. Carp - For 2002, 100,000 shares granted as a retention based award, valued on December 2, 2002 at $36.73 per share and
18,611 shares awarded under the Executive Incentive Program, valued on February 18, 2003 at $30.95 per share. For 2001,
20,000 shares granted in recognition of his election as Chairman, valued on January 12, 2001, at $40.875 per share and 52,630
shares granted in substitution of, and not in addition to, the stock option grants the named executives would otherwise have
received in January 2001 under the management stock option program, valued on January 16, 2001, at $40.875 per share.

R. H. Brust - For 2002, 5,000 shares granted as a retention based award, valued on December 2, 2002 at $36.73 per share and
7,771 shares awarded under the Executive Incentive Program, valued on February 18, 2003 at $30.95 per share. For 2001,
10,530 shares granted in substitution of, and not in addition to, the stock option grants the named execulives would otherwise have
received in January 2001 under the management stock option program, valued on January 16, 2001, at $40.875 per share. For
2000, 11,625 shares granted as a signing bonus valued on January 3, 2000, at $40.2187 per share.

M. M. Coyne - For 2002, 9,413 shares awarded under the Executive Incentive Program, valued on February 18, 2003 at $30.95
per share. For 2001, 13,540 shares granted in substitution of, and not in addition to, the stock option grants the named executives
would otherwise have received in January 2001 under the management stock option program, valued on January 16, 2001, at
$40.875 per share. For 2000, 10,000 shares granted in recognition of his appointment as Group Executive of the Photography
Group, valued on October 2, 2000 at $40.9375.

M. P. Morley - For 2002, 5,000 shares granted as a retention based award, valued on December 2, 2002 at $36.73 per share and
5,978 shares awarded under the Executive Incentive Program, valued on February 18, 2003 at $30.95 per share. For 2001,
10,530 shares granted in substitution of, and not in addition to, the stock option grants the named executives would otherwise have
received in January 2001 under the management stock option program, valued on January 16, 2001, at $40.875 per share.

D. P. Palumbo - For 2002, 5,000 shares granted as a retention based award, valued on December 2, 2002 at $36.73 per share
and 5,889 shares awarded under the Executive Incentive Program, valued on February 18, 2003 at $30.95 per share. For 2001,
11,280 shares granted in substitution of, and not in addition to, the stock option grants the named executives would otherwise have
received in January 2001 under the management stock option program, valued on January 16, 2001, at $40.875 per share. For
2000, 5,000 shares granted in recognition of his appointment as President, Consumer Imaging, valued on September 11, 2000, at
$62.00 per share.

The total number and value of restricted stock held as of December 31, 2002 for each named individual (valued at $35.04 per
share) were: D. A. Carp — 208,706 shares — $7,313,058 (includes 25,000 shares awarded in 2002, but granted on 01/01/03);

R. H. Brust - 27,155 shares — $951,511; M. M. Coyne - 25,180 shares — $742,147; M. P. Morley — 35,857 shares — $1,256,429;
D. P. Palumbo - 18,780 shares — $658,051.

(dy On August 26, 2002, D. P. Palumbo received stock options to purchase 133,043 shares under the Stock Option Exchange Program.
The remaining amounts for 2002 represent grants made in the fourth quarter of 2002 under the management stock option program.
For D. A. Carp for 2001, the amount includes a grant of stock options to purchase 160,000 shares in recognition of his election as
Chairman.

(e) No awards were paid for the periods 2000-2002, 1999-2001, and 1998-2000 under the Performance Stock Program.

(f) For R. H. Brust for 2002, the amount represents $446,400 of principal and interest forgiven in connection with the loan from the
Company as described on page 95 and $41,639 as the Company contribution to the cash balance feature of the Kodak Retirement
Income Plan; for 2001 the amount represents $786,300 of principal and interest forgiven in connection with the loan and $41,623
as the Company contribution to the cash balance feature. For D. P. Palumbo the amounts represent Company contributions to the
cash balance feature of the Kodak Retirement Income Plan in the years indicated.
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OPTION/SAR GRANTS IN LAST FISCAL YEAR

Individual Grants

Number of Percentage
Securities of Total
Underlying Options/SARs
Options/ Granted to Exercise or Grant Date
SARs Employees Base Price Expiration Present
Name Granted in Fiscal Year Per Share Date Value®©
D. A. Carp 175,000(@ .00868 $36.66 1172112 $1,438,500
R. H. Brust 42,0000 .00208 36.66 11/21/12 345,240
M. M. Coyne 36,000 00179 36.66 11/21/12 295,920
M. P. Morley 35,000 00174 36.66 11/21/12 287,700
D. P. Palumbo 36,400 00181 36.66 11/2112 299,208
133,043® .00660 31.30 5/18/07-11/15/11 796,928

{a) These options were granted in November 2002 under the management stock option program. Termination of employment, for other
than death or a permitted reason, prior to the first anniversary of the grant date results in forfeiture of the options. Thereafter,
termination of employment prior to vesting resulis in forfeiture of the options unless the termination is due to retirement, death,
disability or an approved reason. Vesting accelerates upon death. One third of the options vest on each of the first three
anniversaries of the date of grant.

{b) These options were granted to D. P. Palumbo on August 26, 2002, under the Stock Option Exchange Program; they expire
on the following dates: 733 on May 18, 2007; 2,500 on February 11, 2008; 69 on March 12, 2008; 4,700 on April 1, 2008;
390 on March 11, 2009; 8,251 on March 31, 2009; 13,333 on February 29, 2010; 66,667 on October 1, 2010, and 36,400 on
November 15, 2011.

(c) The present value of these options was determined using the Black-Scholes model of option valuation in a manner consistent with
the requirements of Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation.” For the
options granied in November 2002 under the management stock option program, the following weighted-average assumptions were
used: risk-free interest rate — 3.8%, expected option life — 7 years, expected volatility — 34%, and expected dividend yield —
5.76%. For the options granted under the Stock Option Exchange Program, the following weighted-average assumptions were used:
risk-free interest rate — 2.9%, expected option life — 4 years, expected volatility — 37%, and expected dividend yield - 5.76%.

AGGREGATED OPTION/SAR EXERCISES IN LAST FISCAL YEAR AND
FISCAL YEAR-END OPTION/SAR VALUES

Number of

Securities Underlying

Unexercised Options/SARs

Value of Unexercised

In-the-Money Options/

Number of at Fiscal Year-End SARs at Fiscal Year-End*Value
Shares Acquired Value

Name on Exercise Realized Exercisable | Unexercisable Exercisable Unexercisable
D. A. Carp 7.638 $15,757 891,086 528,590 $477,023 $954,046
R. H. Brust 0 0 184,622 163,378 148,831 298,109
M. M. Coyne 2,630 6,188 231,473 161,389 181,269 362,538
M. P. Morley 0 0 259,671 05,696 80,140 160,520
D. P. Palumbo 0 0 70,977 08,466 265,454 232,127

__/ *Based on the closing price on the New York Stock Exchange — Composite Transactions of the Company's common stock on

98

December 31, 2002, of $35.04 per share.




TEN-YEAR OPTION/SAR REPRICINGS

The table below lists certain information regarding our executive officers that elected to participate in our Stock Option Exchange
Program, which you approved at a Special Meeting on January 25, 2002. Even though our Stock Option Exchange Program was not a
“repricing” under GAAP, we are, nevertheless, required to provide this information. Under the Program, all of our employees, excluding
our then six most senior executive officers, were given a one-time opportunity to exchange all of their then current options for
proportionately fewer options ai a new exercise price. The only named executive officer eligible to participate in the Program was

Mr. Palumbo. He was not one of our six most senior executive officers at the time the Program was offered. More information about

the Program can be found on page 113 in the Report of the Executive Compensation and Development Commiltee.

Number of Length of
Securities Market Price Exercise Original
Underlying of Stock at Price at Option Term
Options/SARs Time of Time of New Remaining at
Repriced or Repricing or Repricing or Exercise Date of
Amended Amendment Amendment Price Repricing or
Name Date #)a) (%) ($)(b) %) Amendment {c)
M. P. Benard 8/26/02 56,068 $31.30 $54.12 $31.30 69 months
Vice President
R. L. Berman 8/26/02 49,923 $31.30 $45.93 $31.30 92 months
Vice President
C. S. Brown, Jr. 8/26/02 120,489 $31.30 $51.08 $31.30 75 months
Senior Vice President
C. B. Gustin, Jr 8/26/02 125,197 $31.30 $55.38 $31.30 66 months
Senior Vice President
C. A. Marchetto 8/26/02 58,701 $31.30 $45.10 $31.30 96 months
Senior Vice President,
D. P. Palumbo 8/26/02 133,043 $31.30 $44.29 $31.30 100 months
Senior Vice President
B. G. Rodli 8/26/02 60,501 $31.30 $40.48 $31.30 103 months
Senior Vice President
R. P. Rozek 8/26/02 21,967 $31.30 $35.07 $31.30 109 months
Controller
W. C. Shih 8/26/02 104,700 $31.30 $51.21 $31.30 89 months
Senior Vice President
K. A. Smith-Pilkington 8/26/02 48,867 $31.30 $48.36 $31.30 90 months
Senior Vice President
J. C. Stolfel 8/26/02 82,581 $31.30 $49.36 $31.30 89 months
Senior Vice President N
G. P. Van Graafeiland 8/26/02 114,226 $31.30 $52.73 $31.30 66 month

Senior Vice President

(a) The amounts shown are the aggregate numbers of shares underlying the options granted to the executive officers under the Stock
Option Exchange Program.

(b) The amounts shown are the weighied averages of the exercise prices at the time of the exchange of the options granted 10 the
executive oflicers under the Stock Option Exchange Program.

{c) The amounts shown are the weighted average number of months remaining in the option terms of the options granted to the
executive officers under the Stock Option Exchange Program.
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Proxy Statement

LONG-TERM INCENTIVE PLAN

Bach February the Executive Gompensation and Development Committee approves a three-year performance cycle under the
Performance Stock Program. Participation in the program is limited to selected senior executives. The program's performance goal is
total shareholder return equal to at least that earned by a company at the 50th percentile in terms of total shareholder return within
the Standard & Poor’s 500 Gomposite Stock Price Index.

After the close of a cycle, the Committee calculates the percentage earned of each participant’s target award. No awards are paid
unless the performance goal is achieved. Fifty percent of the targel award is earned if the performance goal is achieved. One hundred
percent is earned if total shareholder return for the cycle equals that of a company at the 60th percentile within the Standard &
Poor’s 500 Composite Stock Price Index.

The Committee has the discretion to reduce or eliminate the award earned by any participant based upon any crileria it deems
appropriate. Awards are paid in the form of resiricied stock, which restrictions lapse at age 60. The table below shows the threshold
(i.e., attainment of the performance goal), targel and maximum number of shares for the named execulive officers for each cycle. No
awards were earned for the 2000-2002 performance cycle as shown in the “LTIP Payouts” column of the Summary Compensation Table
on page 96.

The Executive Compensation and Development Committee approved a performance-based, long-term award program, i.e., the Executive
Incentive Program, under the 2002-2004 cycle of the Performance Stock Program. The purposes of this one-time program are 1o
increase by year-end 2003 investable cash flow and the financial performance of certain strategic product groups. In this regard,
certain target and threshold performance goals were established by the Commitiee based on these two metrics for the two-year period
commencing January 1, 2002, and ending December 31, 2003.

Awards under the Executive Incentive Program will be coordinated with awards received under the 2002-2004 performance cycle
of the Performance Stock Program. As a result, any award earned by a participant under the 2002-2004 performance cycle of the
Performance Stock Program will be reduced by the amount of any award earned by the participant under the Execulive

Incentive Program.

Participation in the Executive Incentive Program is limited to 18 selected key executive officers, including the five named executive
officers. Each participant’s target award under the program is 75% of the participant’s total target annual compensation (annual base
salary plus target EXCEL award) expressed in the form of shares of common stock based on a March 8, 2002, stock price of $32.37
per share. Any awards earned under the program will be paid in the form of the Company's common Stock.

In order to encourage strong performance against the program's two metrics in 2002, participants were given the opportunity to earn
a portion of their target award after the first year of the program’s two-year performance cycle. Payment of this interim award was
based on achieving certain pre-established interim goals by year-end 2002. Each participant was eligible for an interim award equal to
30% of his or her target award under the program. The inlerim awards were payable in the form of restricted shares of the
Company's common stock, the restrictions on which lapse at year-end 2003. In deiermining a participant’s award for the entire two-
year cycle, any interim award earned by a participant will be subtracted from the award the participant would otherwise receive under
the program.

As explained in the Report of the Executive Compensation and Development Commitiee on page 112, both of the program’s interim
goals were achieved by year-end 2002. As a result, each program participant received an inierim award. The interim awards paid to
the named executive officers are included in the amounts shown under the column entitled “Restricted Stock Awards” in the Summary
Compensation Table on page 96.
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LONG-TERM INCENTIVE PLAN — AWARDS IN LAST FISCAL YEAR

Estimated Future Payouts Under
Non-Stock Price-Based Plans

Number of Performance or
Shares, Units Other Period Until Threshold Target Maximum

Name or Other Righis Maturation or Payout # of Shares # of Shares # of Shares®

D. A. Carp N/A 2000-2002 10,000 20,000 30,000
2001-2003 10,000 20,000 30,000
2002-2004 10,000 20,000 [62,037) 30,000

R. H. Brust N/A 2000-2002 2,625 5,250 1,875
2001-2003 2,625 5,250 1875
2002-2004 2,625 5,250 (25,904} 7.875

M. M. Coyne NA 2000-2002 1,813 3,625 5,438
2001-2003 3,400 6,800 10,200
2002-2004 3,400 6,800 (31,376] 10,200

M. P. Morley N/A 2000-2002 1,813 3,625 5,438
2001-2003 2,625 5,250 7,875
2002-2004 2,625 5,250 (19,926] 7875

D. P. Palumbo N/A 2000-2002 N/Aw@) N/A@ N/A®
2001-2003 1,088 3,975 5,963
2002-2004 1,988 3,975 [19,631) 5,963

(a) D. P. Palumbo did not participate in the 2000-2002 performance cycle of the Performance Stock Program.

(b) The shares in brackets are the named executive officers’ target awards under the Executive Incentive Program.
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Proxy Statement

EMPLOYMENT CONTRACTS AND ARRANGEMENTS

DANIEL A. CARP

Effective December 10, 1999, the Company entered into a letter agreement with Mr. Carp providing for his employment as President
and Chief Executive Officer. The letter agreement provides for a base salary of $1,000,000, subject to annual adjustment, and a target
annual bonus of 105% of his base salary. Mr. Carp’s compensation will be reviewed annually by the Executive Compensation and
Development Committee. The Executive Compensation and Development Committee approved an increase of Mr. Carp's annual base
salary to $1,100,000 effective May 5, 2003. Mr Carp’s target award under the Company's variable pay plan will remain at 155% of his
base salary.

If the Company terminates Mr. Carp's employment without cause, Mr. Carp will be permitied to retain his stock options and restricted
stock. He will also receive severance pay equal to three times his base salary plus target annual bonus and prorated awards under the
Company's bonus plans. The letter agreement also provides that for pension purposes, Mr. Carp will be treated as if he were age 55, if
he is less than age 55 at the time of his termination, or age 60, if he is age 55 or older but less than age 60, at the time of his
termination of employment.

In the event of Mr. Carp's disability, he will receive the same severance pay as he would receive upon termination without cause;
except it will be reduced by the present value of any Company-provided disability benefils he receives. The letler agreement also
states that upon Mr. Carp's disability, he will be permitted to retain all of his stock options.

ROBERT 1. BRUST

The Company employed Mr. Brust under an offer letter dated December 20, 1999, that was amended on November 12, 2001. In
addition to the information provided elsewhere in this Proxy Statement, the amended offer letter provides Mr. Brust a special
severance benefit. If, during the first seven years of Mr. Brust's employment, the Company terminates his employment without cause,
he will receive severance pay equal to two times his base salary plus target annual bonus. After completing five years of service with
the Company, Mr. Brust will be allowed to keep his stock options upon his termination of employment for other than cause.

MARTIN M. COYNE

Effective November 15, 2001, the Company entered into a retention agreement with Mr. Coyne. In addition to the information provided
elsewhere in this Proxy Stalement, the letter agreement provides Mr. Coyne a special severance benefit equal to two times his total
target annual compensation if he is terminated without cause prior to February 7, 2004. In such event, the letter agreement also
requires the Company to recommend to the Executive Compensation and Development Committee that Mr. Coyne be permitted to retain
his stock options, restricted stock and awards under the Performance Stock Program. The letter agreement sets Mr. Coyne’s target
award under the Company's variable pay plan at 85% of his annual base salary.

MICHAEL P. MORLEY

Effective March 13, 2001, the Company entered into a retention agreement with Mr. Morley to encourage him to delay his retirement
until at least January 1, 2003. This letter agreement was subsequently amended on December 12, 2002. In addition to the information
provided elsewhere in this Proxy Statement, the letter agreement provided Mr. Morley a retention benefit of $370,000 if he remained
employed through December 31, 2002. Twenty thousand dollars of this amount was paid in March 2002, the balance was paid in
January 2003. The letter agreement also made Mr. Morley eligible for a severance allowance equal to one times his total target annual
compensation, less the amount of any base salary paid to him in 2002, if he was terminated without cause prior to December 31,
2002. The letter agreement required the Company to recommend to the Executive Compensation and Development Committee that Mr.
Morley be permitted, upon his termination of employment, to retain his stock options, restricted stock, restricted stock units and
awards under the Performance Stock Program.




CHANGE IN CONTROL ARRANGEMENTS

The Company maintains a change in control program (o provide severance pay and continuation of certain welfare benefits for virtually
all U.S. employees. A “change in control” is generally defined under the program as:
o the incumbent directors cease to constitute a majority of the Board, unless the election of the new directors was approved by
at least two-thirds of the incumbent directors then on the Board;
« the acquisition of 25% or more of the combined voting power of the Company's then outstanding securities;
o a merger, consolidation, statutory share exchange or similar form of corporate transaction involving the Company or any of its
subsidiaries that requires the approval of the Company’s shareholders; or
« a vole by the shareholders to completely liquidate or dissolve the Company.

The purpose of the program is to assure the continued employment and dedication of all employees without distraction from the
possibility of a change in control. The program provides for severance payments and continuation of certain welfare benefits to eligible
employees whose employment is terminated, either voluntarily with “good cause™ or involuntarily, during the two-year period following
a change in control. The amount of the severance pay and length of benefit continuation is based on the employee's position. The
named executive officers would be eligible for severance pay equal to three times their total target annual compensation. In addition,
the named executive officers would be eligible to participate in the Company's medical, dental, disability and life insurance plans until
the first anniversary of the date of their termination of employment. The Company's change in control program also requires, subject to
certain limitations, tax gross-up payments Lo all employees to mitigate any excise tax imposed upon the employee under the Internal
Revenue Code.

Another component of the program provides enhanced benefits under the Company's retirement plan. Any participant whose
employment is terminated, for a reason other than death, disability, cause or voluntary resignation, within five years of a change in
control is given credit for up to five additional years of service. In addition, where the participant is age 50 or over on the date of the
change in control, up to five additional years of age is given for the following plan purposes:

* 1o determine eligibility for early and normal retirement;

« {0 determine eligibility for a vested right; and

¢ o calculate the amount of retirement benefit.

The actual number of years of service and years of age that is given to such a participant decreases proportionately depending upon
the number of years that elapse between the date of a change in control and the date of the participants termination of employment.
If the plan is terminated within five years after a change in control, the benefit for each participant will be calculated as

indicated above.

in the event of a change in control which causes the Company’s stock to cease active trading on the New York Stock Exchange, the
Company's compensation plans will generally be affected as follows:
« under the Executive Deferred Compensation Plan, each participant will be paid the amount in his or her account;
o under EXCEL, each participant will be paid a pro rata target award for the year in which the change in control oceurs;
o under the Performance Stock Program, each participant will be awarded a pro rata target award for each pending performance
cycle and all awards will be cashed out based on the change in control price;
o under the Company’s stock option plans, all outstanding options will vest in full and be cashed out based on the difference
between the change in control price and the option's exercise price: and
« under the Company’s restricted stock programs, all of the restrictions on the stock will lapse and the stock will be cashed out
based on the change in control price.
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RETIREMENT PLAN

The Company funds a tax-qualified defined benefit pension plan for virtually all U.S. employees. Effective January 1, 2000,

the Gompany amended the plan to include a cash balance feature. All of the named executive officers, with the exception of

Mr. Brust and Mr. Palumbo, participate in the non-cash balance portion of the plan. The cash balance feature covers all new
employees hired after March 31, 1999, including Mr. Brust, and all other employees who elected to participate, including Mr. Palumbo.

Retirement income benefits are based upon an employee's average participating compensation (APC). The plan defines APC as one third
of the sum of the employee's participating compensation for the highest consecutive 39 periods of earnings over the 10 years ending
immediately prior to retirement or termination of employment. Participating compensation, in the case of the named executive officers,
is base salary and EXCEL awards, inciuding allowances in lieu of salary for authorized periods of absence, such as illness, vacation

or holidays.

For an employee with up to 35 years of accrued service, the annual normal retirement income benefit is calculated by multiplying the
employee's years of accrued service by the sum of (a) 1.3% of APC, plus (b) 0.3% of APC in excess of the average Social Security

wage base. For an employee with more than 35 years of accrued service, the resulting amount is increased by 1% for each year in
excess of 35 years.

The retirement income benefit is not subject to any deductions for Social Security benefits or other offsets. The normal form of benefit
is an annuity, but a lump sum payment is available in limited situations.

PENSION PLAN TABLE

ANNUAL: RETIREMENT INCOME BENEFIT
STRAIGHT LIFE ANNUITY BEGINNING AT AGE 65

Years of Service
Remuneration 3 20 25 30 35 40

$ 500,000 $24,000 $160,000 $200,000 $240,000 $ 280,000 $294,000

750,000 36,000 240,000 300,000 360,000 420,000 441,000
1,000,000 48,000 320,000 400,000 480,000 560,000 588,000
1,250,000 60,000 400,000 500,000 600,000 700,000 735,000
1,500,000 72,000 480,000 600,000 720,000 840,000 877,000
1,750,000 84,000 560,000 700,000 840,000 980,000 1,029,000
2,000,000 96,000 640,000 800,000 960,000 1,120,000 1,176,000

NOTE: For purposes of this table, Remuneration means APC. To the extent that an employes’s annual retirement income benefit
exceeds the amount payable from the Company's funded plan, it is paid from one or more unfunded supplementary plans.




The following table shows the years of service credited as of December 31, 2002, to each of the named executive officers. This table
also shows the amount of each named executive officer’s APC at the end of 2002. Mr. Brust and Mr. Palumbo, who participated in the
cash balance feature in 2002, are not listed.

Retirement Plan

Name Years of Service Average Participating Compensation
D. A. Carp 32 $1,711,871
M. M. Coyne 200@ 916,032
M. P. Morley 380 647,702

(a) If Mr. Coyne remains employed until February 7, 2004, he will be credited with eight extra years of service for purposes of
calculating his retiement benefit.

(b) Under Mr. Morley's retention agreement, if he elects upon his retirement to take a lump sum distribution of his retirement benefit,
the amount of his benefit will be calculated using a discount rate no less favorable than the discount rate used under the
Company’s pension plan to calculate the retirement benefits of participants who retired effective January 1, 2003.

Cash Balance Feature

Under the cash balance feature of the Company's pension plan, the Company establishes an account for each participating employee.
Every month the employee works, the Company credits the employee’s account with an amount equal to four percent of the employee’s
monthly pay. In addition, the ongoing balance of the employee’s account earns interest at the 30-year Treasury bond rate. To the extent
federal laws place limitations on the amount of pay that may be taken into account under the plan, four percent of the excess pay is
credited to an account established for the employee in an unfunded supplementary plan. If a participating employee leaves the
Company and is vested (five or more years of service), the employee’s account balance will be distributed to the employee in the form
of a lump sum or monthly annuity. Participating employees whose account balance exceeds $5.000, also have the choice of leaving
their account balances in the plan to continue to earn interest.

In addition to the benefits described above, Mr. Brust is covered under a special supplemental pension arrangement established under
his amended offer letter. This arrangement provides Mr. Brust a single life annuity of $12,500 per month upon his retirement if he
remains employed with the Company for at least five years. If Mr. Brust remains employed until January 3, 2007, he will, in lieu of
receiving the $12,500 per month annuity, be treated as if eligible for the non-cash balance portion of the plan. For this purpose, Mr.
Brust will be credited with 18 years of extra service in addition to his actual service. In either case, Mr. Brust's supplemental benefit
will be offset by his cash balance benefit.
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Report of the Audit Committee

The Audit Committee is composed solely of independent directors and operates under a writien charter adopted by the Committee
and the Board, and most recently amended in May, 2002. A copy of the Committee's charter is attached to this Proxy Statement as
Exhibit [. The members of the Audit Committee, as of December 31, 2002, were Dr. Hector de J. Ruiz (Chairman), Martha Layne
Collins, Timothy M. Donahue and Richard S. Braddock.

Committee Responsibilities
The Committee performs a number of key functions, including:

* Overseeing and evaluating the Company's financial reporting process, inctuding evaluating the adequacy of its system of
disclosure controls and procedures and internal controls, and the acceptability and appropriateness of the financial accounting
and disclosure principles it employs;

* Selecting and retaining the Company's independent accountants, subject to approval of the Board and ratification by the shareholders;
* Approving the budget for fees to be paid to the independent accountants for audit services and for appropriate non-audit services;

* Overseeing the relationship between the Company and the independent accountants and acting as the Board's primary avenue of
communication with them;

* Serving as the Board's primary avenue of communication with the Company's internal auditors, with the express purpose of
ensuring, through a variety of means, that they are adequately staffed and funded and free from any potentially improper influences;

» Approving the audit plans of the Company's internal auditors and independent accountants;

* Overseeing and reviewing the preparation and disclosure of the Company’s consolidated financial statements and the preparation
and filing of the Company's periodic financial reports, including their certification by the Company's Chief Executive Officer and
Chief Financial Officer, as required;

* Discussing with the independent accountants matters required to be discussed by Statement on Auditing Standards No. 61
“Communications with Audit Committee;”

* Monitoring significant risks and exposures to the Company;

» Monitoring legal and other liabilities to which the Company is exposed;
 Overseeing the Company's ethics and compliance programs; and

* Other matters as set forth in the Committee’s charter.

The Committee’s Response to Corporate Reform Initiatives

The year 2002 brought a wave of new legislation and regulations in the area of corporate governance and financial reporting as the
U.S. government took unprecedented measures o set new standards for corporate behavior and to restore investor confidence. The
Company has a long history of corporate responsibility and good citizenship, and has taken appropriate measures to respond to the
new slandards. The Audit Committee took a lead role in overseeing the efforts of the Company’s Controller's Group, Internal Audit
Department, Legal Department, and independent accountants in ensuring the Company’s compliance with these reforms.

In particular, the Audit Committee was instrumental in monitoring the Company’s compliance with an SEC order of June 27, 2002,
which required the CEOs and CFOs of nearly 1000 large publicly traded companies to attest to the accuracy of their companies’ most
recent Annual Reports on Form 10-K and other subsequent “covered reports.” The Company's Chief Executive Officer and Chief
Financial Officer have signed all certifications required by Sections 302 and 906 of the Sarbanes-Oxley Act in connection with the
Company's reports on Form 10-Q and Form 10-K.

The Company has created a Corporate Disclosure Commitiee that is responsible for ensuring that all events potentially subject to
disclosure are identified, and for reviewing those events and recommending to senior management whether they should be disclosed.
This Committee leverages the efforts of the Controller’'s Group with respect to the Company’s certification roll-up process undertaken at
the end of each financial reporting period.

The Company has also established a Sieering Committee composed of representatives of the Internal Audit Department, the Controller's
Group, and the Legal Department, led by an experienced financial manager, to coordinate the Company’s compliance with all relevant
laws and regulations in this area, including the Sarbanes-Oxley Act, SEG Regulations and the New York Stock Exchange Listing
Standards. This group and the operational teams working under it will be very active in the months ahead, ensuring the Company's
continued compliance as revised listing standards are issued and as new SEC regulations become effective.




The Company has advised the Audit Committee of its plans to expand its Internal Audit Department significantly, and the Commitlee
approved an increase in scope of work performed by the independent accountants in 2002.

Other Important Committee Activities

The Commiltee has met and held discussions with management and the independent accountants on a regular basis. Management
represented Lo the Committee that the Company's consolidated financial statements were prepared in accordance with accounting
principles generally accepted in the U.S., and the Committee has reviewed and discussed the consolidated financial statements with
management and the independent accountants.

The Commiltee discussed with PricewaterhouseCoopers LLP, the independent accountants, matters required to be discussed by
Statement on Auditing Standards No. 61 “Communications with Audit Committee.” The independent accountants provided to the
Committee the writien disclosures required by the Independence Standards Board Standard No. 1 “Independence Discussion With Audit
Committees.” The Committee discussed with the independent accountants their independence.

The Committee discussed with the Company's internal auditors and independent accountants the plans for their respective audits. The
Committee met with the internal auditors and independent accountants, with and without management present, and discussed the
results of their examinations, their evaluations of the Company's internal controls, and the quality of the Company's financial reporting.

In reliance on the reviews and discussions referred to above, the Commitiee recommended that the Board approve the audited
financial statements for inclusion in the Company's Annual Report on Form 10-K for the year ended December 31, 2002, and the
Board accepted the Gommittee's recommendations.

The following fees were paid to PricewaterhouseCoopers LLP for services rendered in 2002:

Audit Fees: $7.9 million
Financial Systems Design and Implementation Fees $0.7 million
All Other Fees $7.9 million

All other fees presented above primarily comprise amounts paid in connection with tax services, controls review services, and due
diligence in connection with contemplated mergers and acquisitions. The Gommittee has reviewed the above fees for non-audit services
and believes they are compatible with the independent accountants’ independence.

The Commiltee recommended to the Board, subject to shareholder ratification, the election of PricewaterhouseCoopers LLP as the
Company's independent accountants. In addition the Committee has approved the scope of non-audit services anticipated to be
performed by PricewaterhouseCoopers LLP in 2003 and the estimated budget for those services.

Hectlor de J. Ruiz, Chair
Richard S. Braddock
Martha Layne Collins
Timothy M. Donahue
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Report of the Corporate Responsibility and Governance Committee

BACKGROUND

[n July 2002, the Board merged its Committee on Directors and Public Policy Committee to form a newly created committee entitled
the “Corporate Responsibility and Governance Commitiee.” While the Board of Directors has long believed that strong corporate
governance is key to the Company’s long-term Success, this action was taken largely to heighten the awareness and importance of good
corporate governance within the Gompany.

The purpose of this new Commitiee is to oversee the Company's corporate governance structure, recommend individuals to the Board
for nomination as members of the Board and its commitiees, lead the Board in its periodic review of Board performance and oversee
the Company’s activities in the areas of environmental and social responsibility, diversity and equal employment opportunity. The
Committee is required to consist of at least three directors, all of whom meet the independence requirements of the New York Stock
Exchange.

NEW LEGISLATIVE AND REGULATORY REQUIREMENTS

During its first year, the Committee, as did both the Audit Commitiee and Executive Compensation and Development Committee, spent
considerable time reviewing, analyzing and evaluating the provisions of the Sarbanes-Oxley Act and the proposed new listing standards
of the New York Stock Exchange regarding corporate governance policies and processes. The results of these reviews found that the
Company's current policies, procedures and standards already satisfy many of these requirements. As a result of its reviews, the
Committee took a number of steps in anticipation of the adoption of the requirements in final form. These include incorporating
conforming requirements into its new charter, reviewing the Company's standards for determining director independence, deliberating
revisions to the Company's governance guidelines, approving the formation of a director education program, and recommending the
appointment of a presiding director. With the Company’s assistance, the Committee, the Board and each of the Board's other
committees will continue to monitor the progress of pending legislative and regulatory initiatives and review all applicable charters,
policies, procedures and practices to ensure full compliance by the Company.

PRESIDING DIRECTOR

At the Committee’s recommendation, the Board of Directors created the new position of presiding director effective February 18, 2003.
Absent a Board decision to the contrary, the presiding director of the Board will be the longest tenured independent member of the
Board. The primary function of the presiding director is 1o ensure that the Board operates independent of management. As the longest-
tenured member of the Board, Richard Braddock was designated the Company’s presiding director, effective February 18, 2003.

GOVERNANCE GUIDELINES

The Board of Directors adopted a set of governance guidelines on July 27, 2001. These governance guidelines reflect the principles by
which the Company operates. As previously mentioned, the Committee has already reviewed and proposed changes to these guidelines
in anticipation of the finalization of the NYSE proposed standards. In their current form, the guidelines address an array of governance
issues and principles including: director independence, committee independence, management succession, mandatory director
retirement, annual Board evaluation, periodic director evaluation, director stock ownership, director nominations, and executive
sessions of the independent directors. The Company’s governance guidelines are available for viewing on the Company's website at
www.kodak.com/US/en/corp/principles/governance.shtml.

CORPORATE RESPONSIBILITY PRINCIPLES

Upon recommendation of the Committee, the Company adopted in November 2002 corporate responsibility principles. Underlying these
principles is the belief that “doing well by shareholders, also means doing right by customers, employees, neighbors, and suppliers.”
Among the principles addressed are the following:

* Kodak conducts its business activities to high and ethical standards:

* Kodak respects internationally accepted legal principles, and obeys the laws of countries in which it does business:

* Kodak is committed to sound corporate governance;

* Kodak conducts its business activities in an environmentally responsible manner;

» Kodak promotes a work environment of equal opportunity for all employees, and treats its employees in non-discriminatory

manner; and )

* Kodak is commitied to employing a diverse work force, and to building and maintaining an inclusive work environment.
The full text of the Company's corporate responsibility principles is available for viewing in the “About Kodak” section of the Company's
web sile at www.kodak.com/US/en/corp/principles.




DIVERSITY INITIATIVES

A principal function of the Committee is to oversee the Company’s policies and procedures relating to diversity and equal employment
opportunity. During 2002, the Committee met with the Company's external Diversity Advisory Panel to discuss its preliminary findings.
The Committee found the Panel’s guidance and preliminary recommendations positive, productive and instructive and is committed to
the belief that a diverse and inclusive environment is critical to the Company's long-term success. The Panel is scheduled to make a
final presentation of its findings to the Board later in 2003. For more information regarding the Company's Diversity Advisory Panel
and Kodak's diversity initiatives see the section entitled “2002 Global Diversity” on page 121.

CORPORATE GOVERNANCE INITIATIVES

Sound corporate governance is not a new practice at Kodak. The Company and its Board have long felt that good corporate governance

is a prerequisite to providing sustained, long-term value to the Company's shareholders. Highlighted below are some activities that

demonstrate this belief.

« Board Independence For a number of years, a substantial majority of the Company's Board has been comprised of independent
directors. The Company's existing standards for determining director independence are listed in the Company's governance guidelines.
Today, the only non-independent member of the Board is the CEO. All of the members of the Audit Committee, Corporate Responsibility
and Governance Committee, Executive Compensation and Development Committee and Finance Commitiee are independent directors.
None of the Company's outside directors receives any consulting, legal or any other non-director fees from the Company.

The Committee has reviewed and proposed changes to the Company’s standards for determining director independence in light of the
NYSE's proposed new listing standards. Upon approval of these rules, the Committee will recommend to the Board that the
Company's governance guidelines be amended as necessary to ensure that the standards for director independence are consistent
with the final rules. Based on the rules as proposed, all of the Company's non-employee directors would be independent under the
proposed rules.

* Board Membership Criteria and Diversity As demonstrated by the Board's current composition, Board nominees are selected
based on such factors as experience, wisdom, Board needs, diversity and independence. Among the eleven current independent
members of the Board, six are women or people of color.

* Direclor Compensation Since 1994, at least half of each director's annual retainer has been paid in the form of the Company's
common stock. Since 1999, every non-employee director has also received an annual stock option grant. The Company terminated its
retirement plan for non-employee directors in 1999.

o Corporale Governance Principles As reported earlier, the Board has had formal governance guidelines in place since 2001.

» Board Meetings For a number of years, the independent members of the Board have met at least annually in executive session.

o Strategic Planning The Board plays a significant role in the Company's strategic planning process. Each year the Board has an
all day planning session during which senior management reviews the Company’s strategic business plans. Periodically throughout
the year, management advises the Board on its progress against these plans.

« Committee Charters The roles, responsibilities and duties of each of the Board's commitiees have, for a number of years, been
formalized in writien charters.

e Code of Conduct Since April 1995, the Company has periodically published and circulated to all employees worldwide its
Business Conduct Guide. The purpose of this guide is to foster the highest levels of ethical behavior within the Company consistent
with the Company's corporate values. The Company’s Business Conduct Guide is posted and available for viewing at
www.kodak.com/US/en/corp/principles/governance.shtml.

« Succession Planning The Company’s governance principles provide that succession planning for the Company's CEO and President
is the entire Board's responsibility.
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Debra L. Lee, Chair
William W. Bradley
Martha Layne Collins
Delano E. Lewis
Laura D'Andrea Tyson




Proxy Statement

Report of the Executive Compensation and Development Committee

ROLE OF THE COMMITTEE

The Executive Compensation and Development Gommittee, as of December 31, 2002, was made up of four independent members of the
Board of Directors. The Committee members are neither employees nor former employees of the Company. The principal functions of
the Commitiee include:

* periodically reviewing and approving the Company's executive compensation strategy and principles to ensure that they are
aligned with the Company’s business strategy and objectives, shareholder interests, desired behaviors and corporate culture;

* periodically reviewing the Company's executive compensation plans to ensure that they are consistent with the Company's
executive compensation strategy and principles;

* reviewing and approving the adoption of, and changes to, the Company's executive compensation and its equity-based
compensation plans;

» overseeing the administration of the Company's executive compensation plans;

* annually reviewing and approving the goals and objectives relevant to the compensation of the CEO, evaluating the CEQ's
performance in light of these goals and objectives, and setting the CEO's individual elements of total compensation based on
this evaluation;

e overseeing the compensation of the Company's executive officers;

* reviewing the process and plans for the assessment and selection of candidates for the positions of CEO and President: and

* periodically reviewing the Company's executive staffing plan for meeting present and future leadership needs.

To help it perform its functions, the Commitiee makes use of Company resources and periodically uses the services of outside
compensation consultants. In the past, the Company alone has retained the services of such consultants. In order to play a more
significant role in the selection and engagement of these consultants, the Committee recently revised its policy concerning the use of
outside compensation consultants. As a result of this change, the Committee will retain the services of outside consultants to assist in
the fulfilling of its responsibilities.

EXECUTIVE COMPENSATION PHILOSOPHY

The goal of the Company's executive compensation program is to attract, retain and motivate world-class executive talent to achieve the
Company’s short- and long-term business goals. Towards this end, the Company’s executive compensation strategy leverages all elements of
market competitive total compensation to drive profitable growth and superior long-term shareholder value consistent with the Company's
values. Plan design and performance-based differentiation are designed to drive extraordinary rewards for outstanding performance.
Consistent with this strategy, the following principles provide a framework for the Company's executive compensation program:
* lotal target compensation for executives should be market competitive. Market competitive is defined as the 50th percentile with
differences where warranted;
* the mix of total compensation elements will reflect competitive market requirements and strategic business needs:
* a significant portion of each executive’s compensation should be at risk, the degree of which will positively correlate to the level
of the executive’s responsibility:
* compensation is linked to both qualitative and behavioral expectations, and key operational and strategic metrics;
* interests of executives are linked with the Company’s owners through stock ownership; and
* executive compensation will be differentiated on the following bases:
¢ base salaries - on relative responsibility,
* short-term variable elements — on performance, and
* long-term variable elements — on performance and potential.

EXECUTIVE COMPENSATION PRACTICES

Each year, the Company participates in surveys conducted by external consultants. The companies included in these surveys are those
the Company competes with for executive talent. Most, but not all, of these companies are included in the Dow Jones Industrial Index
shown in the Performance Graph on page 115. Starting in 2002, the Company also began measuring the competitiveness of ils executive
compensation program against a comparison group of approximately 15 other leading companies, referred to in this Report as the “Peer
Group.” The following criteria was used to select the Peer Group: market capitalization, revenue, consumer/commercial/hi-tech mix, mix
of high growth and steady growth companies, similar industry and data availability. The data received from the Peer Group is size
adjusted so proper comparisons may be drawn. Based on the survey data and Peer Group results and consistent with the Company's
executive compensation principles. the target compensation of the Company's senior executives is set at markel competitive levels.




In the summer of 2002, the Committee conducted an in depth analysis of the compensation it pays to its executive officers. With the
assistance of the Company and an independent compensation consultant, the market competitiveness of each of the three components
of executive compensation paid to its executive officers, i.e., base salary, target short-term variable pay and long-term incentives, was
evaluated. The results of this study reveal that the base salary and target short-term variable pay paid to the Company's executive
officers is market competitive. With regard to the long-lerm incentive compensation paid to the Company's executive officers, the study
found that this component was also market competitive due in significant part to the adoption of the Executive Incentive Program
described later in this Report and awards of restricted stock to selected executive officers.

COMPONENTS OF EXECUTIVE COMPENSATION PROGRAM
The three components of the Company's execulive compensation program are:
e base salary,
o short-term variable pay, and
¢ long-term incentives.

Base Salary

Base salary is the only fixed portion of an executive’s compensation. Each executive's base salary is reviewed annually based on the
executive’s relative responsibility.

Short-Term Variable Pay

Effective January 1, 2002, Kodak implemented EXCEL (Executive Compensation for Excellence and Leadership), a new executive
assessment and short-term variable pay plan for its executives. Three key principles underlie EXCEL: alignment, simplicity and
discretion. Alignment to Company objectives is achieved through the two performance metrics used to fund the plan: revenue growth
and economic profit. The inclusion of revenue growth as a performance metric emphasizes the Company’s need for sustained profitable
growth. The use of economic profit stresses the continuing need for earnings growth and balance sheel management. Simplicity is
accomplished through ease of plan administration. Under EXCEL, each participant has 3-4 key performance goals. Discretion, the third
key principle, may be used to adjust the size of the plan‘s funding pool, modify the funding pool's allocation to the Company's units, and
determine the performance and rewards of the plan’s participants.

Participants in EXCEL are assigned Larget awards for the year based on a percentage of their base salaries as of the end of that year.
This percentage is determined by the participant's wage grade. For 2002, targel awards ranged from 25% of base salary, 0 155% of
base salary for the CEQ.

Each year the Compensation Commitiee establishes a performance matrix for the year based on the plan’s two performance metrics of
revenue growth and economic profit. This matrix determines the percentage of the plan’s target corporate funding pool that will be
earned for the year based on the Company's actual performance against these two metrics. The target corporate funding pool is the
aggregate of all participants' target awards for the year. Under the performance matrix, the corporaie funding pool will fund at 100%
if 1arget performance for each performance metric is met.

The Compensation Commitiee may use its discretion to adjust (upward or downward) the amount of the corporate funding pool for any
year. Examples of situations where the Compensation Committee may choose to exercise this discretion include unanticipated economic
or market changes, extreme currency exchange effects, management of significant workforce issues, significant changes in investable
cash flow, inventory turns, receivables, or capital expenditures, or dramatic shifts in customer satisfaction.

The CEO allocates the corporate funding pool among the Company's units. Each business unit has its own targets for revenue growth
and economic profit for the year. Actual performance against these targets accounts for 75% of the business unit’s atlocation. The
remaining 25% is determined based on overall Company performance for the year measured against the Company's revenue growth
and economic profit targets.

Within each staff, regional, functional, and business unit, local senior management allocates the unit's funds to its participants based
on each participant’s individual performance.

In 2002, Kodak substantially beat its performance target for economic profit. In terms of revenue, Kodak exceeded its threshold
performance goal and came close Lo achieving its performance target in 2002. As a result of these strong results, EXCELS corporate
funding pool funded at a level sufficient to pay out at a 143% of target level under the performance matrix established for the year.
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In fixing the corporate funding poo! for the year, the Committee noted that this performance was accomplished despite continuing
difficult industry and global economic conditions. The Commitiee also took into account management's performance in maintaining
worldwide film market share, exceeding its 2002 operating cash flow plan by $658 million, satisfying its target inventory and
receivables goals for 2002, and effectively managing other discretionary parts of the business. Against these positive results, the
Commitiee also considered management's inability to satisfy its target customer satisfaction goals for the year.

After looking at these extraordinary results, the Committee increased the size of the award pool by 12% so that larger allocations could
be made to the Company's units where appropriate. None of the named executive officers, with the exception of Mr. Palumbo, benefited
from this adjustment. The Summary Compensation Table on page 96 lists for 2002 the awards to the named executive officers.

Long-Term Incentives
Long-term compensation is delivered through stock options, the Performance Stock Program and restricted stock.

The Company maintains a management stock option program. Stock options encourage the Company’s executives to act as owners,
which helps to further align their interests with the interests of the Company’s shareholders. The Committee generally grants stock
options once per year under this program. The options are priced at 100% of the fair market value of the Company's stock on the day
of grant. The Company bases target grant ranges on the median survey values of the companies it surveys. Grants to individual
executives are then adjusted based in large part on the executive's performance potential. Management recommends the size of the
stock option awards to the executive officers which are then reviewed and approved by the Committee.

The Performance Stock Program places a portion of the Company's top executives’ long-term compensation at risk. The program
measures performance over a three-year period based on the Company's total shareholder return relative to those companies within
the Standard & Poor's 500 Composite Price Index. A description of the program, as well as the threshold, target and maximum awards
for the named executive officers appears on page 101. Based on the Company’s performance over the three-year performance cycle
ending in 2002, no awards were paid for this cycle.

To incent the accomplishment of several, specific Company-wide objectives, the Committee approved a one-time, performance-based,
long-term award program, i.e., the Executive Incentive Program, under the 2002-2004 cycle of the Performance Stock Program. A
description of the Executive Incentive Program appears on page 100. The program contains an interim award opportunity to encourage
its participants to achieve the program's goals before year-end 2003. Under this feature, each participant was eligible to receive an
interim award equal to 30% of their target award if two pre-established performance goals were achieved by year-end 2002. Since
both of these goals were achieved, each program participant received an interim award in the form of restricted shares or units of the
Gompany's common stock, the restrictions on which lapse on December 31, 2003. The interim awards paid to the named executive
officers are listed under the column entitled “Restricted Stock Awards™ in the Summary Compensation Table on page 96.

From time to time, the Company grants restricted stock awards to selected executives. These awards are generally made to either
(1) induce the recipients to remain with or to become employed by the Company; or (2) recognize exceptional performance.

SHARE OWNERSHIP PROGRAM

The interests of the Company's executives should be inseparable from those of its shareholders. The Company aims to link these
interests by encouraging stock ownership on the part of its executives.

One program designed to meet this objective is the Company's share ownership program. Under this program, each senior executive is
required to own stock of the Company worth a muliiple of their base salary. These multiples range from one times base salary to four
times base salary for the CEO.

Today, the program applies to approximately 20 senior executives, all of whom have either satisfied or are on track to satisfy the requirements.




STOCK OPTION EXCHANGE PROGRAM

On November 12, 2001, the Board of Directors approved the Stock Option Exchange Program. The Gompany's shareholders
subsequently approved the plan amendments necessary to implement this program at their Special Meeting on January 25, 2002.
Under this program, all of the Company's employees, excluding its six then most senior executive officers, were given a one-time
opportunity to exchange all of their current options for a proportionately fewer options at a new exercise price.

The exchange ratio for the program, i.e., how many current options an employee had to surrender in order to receive one new option,
was based on the Black-Scholes option valuation model. Using this model, the value of each option was determined both before and
after the exchange. For purposes of determining current value, the Company used 90% of an option’s current Black-Scholes value.
These values were then compared to determine an appropriate exchange ratio based on the current option's existing exercise price.
While some options were exchanged on a one-for-one basis, in the vast majority of cases, an employee exchanged two or three existing
options for a single new one.

The exercise price of the new options was $31.30, the mean between the high and low trading price at which the Gompany's common
stock traded on August 26, 2002, the date the new options were granted. All of the new options had the same vesting terms as the
surrendered options they replaced. Each new option also had a term equal to the remaining term of the option it replaced. The other
terms and conditions of the new options were generally identical to the surrendered options they replaced.

The only named executive officer eligible to participate in the program was Mr. Palumbo. He was not one of the Company’s six most
senior executive officers at the time the program was offered. The table on page 99, entitled “Ten-Year Option/SAR Repricing,”
describes the number of options Mr. Palumbo, as well as all of the other executive officers who elected to participate in the program,
received as a result of the exchange.

CHIEF EXECUTIVE OFFICER COMPENSATION
The Committee determined Mr. Carp’s compensation for 2002 in line with the executive compensation philosophy and practices
described above in this Report. Mr. Carp's compensation for 2002 is described below:

Base Salary

The Committee increased Mr. Carp's base salary to $1,100,000 effective May 5, 2003. Consistent with the Company’s executive
compensation policy, the Committee established Mr. Carp’s new base salary based on his relative responsibility. Mr. Carp’s new base
salary is market competitive when viewed in comparison to the survey data and Peer Group data mentioned earlier in this Report. To
preserve the Company's deductibility of all of Mr. Carp's base salary for U.S. income tax purposes, payment of $100,000 of his base
salary will not be made until after his retirement from the Company.

Short-Term Variable Pay

Mr. Carp's short term variable pay, like that of all the Company’s other executives, is payable based upon the successful attainment of
specific financial goals established by the Committee at the start of each year under its short-term variable pay plan, EXCEL. For
2002, these financial goals were based on revenue growth and economic profit. As reported earlier, the Company significantly exceeded
its economic profit goal for the year and nearly achieved its revenue goal. Based on these strong results, the plan's performance
matrix provided for funding at a level sufficient to pay out at 143% of target. The Committee also considered Mr. Carp's performance
against his key EXCEL performance goals. The Committee noted Mr. Carp’s strong performance against his diversity and leadership
excellence goals, generally good results with regard to his strategy and development execution goals, and inability to fully achieve his
customer satisfaction goals. Based on these results, the Committee fixed Mr. Carp’s 2002 award at level equal to what was generated
by the performance matrix under EXCEL. The amount of the award is listed in the Summary Compensation Table on page 96.

Steck Options

Effective November 22, 2002, the Commitiee granted a stock option award to Mr. Carp of 175,000 shares. These options were granted
under the same terms and conditions as awards made to all executives generally under the Company’s management stock option
program. Mr. Carp's award was approved by the Committee based on its review of benchmark data and assessment of the contributions
Mr. Carp has made, and continues to make, to the Company.




Performance Stock Program

Based on the Company's financial performance over the three-year period ending in 2002, Mr. Carp did not receive an award for the
2000-2002 performance cycle. As reported previously, Mr. Carp did receive an interim award under the Executive Incentive Plan, a

| special program established under the 2002-2004 performance cycle. The interim award earned by Mr. Carp is listed under the column
entitled “Restricted Stock Awards™ in the Summary Compensation Table on page 96.

Restricted Stock Unit Award

In November 2002, the Company approved a retention-based award to Mr. Carp consisting of restricted stock units corresponding to
100,000 shares of common stock. Effective December 2, 2002, 75,000 of these units were awarded; the remaining 25,000 units were
awarded effective January 1, 2003. All of the units vest on the third anniversary of the date of grant, but payment for the units may
not be received before the fourth anniversary of the date of grant. The award is listed in the Summary Compensation Table on page 96
under the column entitled “Restricted Stock Awards."

COMPANY POLICY ON QUALIFYING COMPENSATION

Under Section 162(m) of the Internal Revenue Code, the Company may not deduct certain forms of compensation in excess of
$1,000,000 paid to any of the named executive officers that are employed by the Company at year-end. The Committee believes that it
is generally in the Company's best interests 1o have compensation be deductible under Section 162(m). The Committee also feels,
however, that there may be circumstances in which the Company’s interests are best served by maintaining flexibility regardiess of
whether compensation is fully deductible under Section 162(m).

Richard S. Braddock, Chair
Timothy M. Donahue

Durk 1. Jager
Hector de J. Ruiz

Section 16(a) Beneficial Ownership Reporting Gompliance

Section 16 of the Securities Exchange Act of 1934, as amended, requires our executive officers (as defined under Section 16),
directors and persons who beneficially own greater than 10% of a registered class of our equity securities to file reports of ownership
and changes in ownership with the Securities and Exchange Commission. We are required to disclose any failure of these executive
officers, directors and 10% stockholders to file these reports by the required deadlines. Based solely on our review of the copies of
these forms received by us or written representations furnished to us, we believe that, for the reporting period covering our 2002
fiscal year, our executive officers and directors complied with all their reporting requirements under Section 16(a) for this fiscal year,
except that, due to an administrative error, each of the Company's directors and executive officers made one late filing on Form 4
covering the grant of stock options to them on November 22, 2002.
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Performance Graph — Shareholder Return

The following graph compares the performance of the Company’s common stock with the performance of the Standard & Poor's
500 Composite Stock Price Index and the Dow Jones Industrial {ndex, by measuring the changes in common stock prices from
December 31, 1997, plus assumed reinvested dividends.
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The graph assumes that $100 was invested on December 31, 1997, in each of the Company's common stock, the Standard & Poor's
500 Composite Stock Price Index and the Dow Jones Industrial Index, and that all dividends were reinvested. In addition, the graph
weighs the constituent companies on the basis of their respective market capitalizations, measured at the beginning of each relevant
time period.
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By Order of the Board of Directors
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James M. Quinn
Secretary and Assistant General Counsel
Fastman Kodak Company

March 28, 2003 k
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Exhibit | — Audit Committee Charter

I. PURPOSE
The primary purpose of the Audit Commitiee is to assist the Board of Directors in fulfilling its oversight responsibilities with
respect to the Gompany's:

1. quarierly and annual consolidated financial statements and financial information filed with the SEC,

2. system of internal controis,

3. financial accounting principles and policies,

4, internal and external audit processes, and

b. regulatory compliance programs.

II. COMPOSITION

The Audit Committee shall consist of at least three members of the Board who meet the requirements of independence under
the NYSE rules.

Prospective members shall be recommended by the Committee on Directors with input from the Chairman and CEO of the
Company and appointed by the Board. One member shall be designated by the Board as the Chairman of the Committee.

All members shall be financially literate or become so in a reasonable amount of time, as determined by the Board in its
business judgement.

At least one member of the Committee shall have accounting or related financial management expertise.

All members shall receive appropriate training and information necessary to fulfill the Committee’s responsibilities.

I1l. MEETINGS

The Audit Committee shall meet ai least four times per year or more frequently as circumstances require. The Audit
Committee shall review its charter at least annually.

The Commitiee may have in atiendance at meetings such members of management or others as it may deem necessary to
provide the information to carry out its duties.

IV. DUTIES AND RESPONSIBILITIES:
The Audit Committee shall have the following duties and responsibilities with respect to:

1. Independent Accountant

(a) Serve as the Board's primary avenue of communication with the independent accountant.

{b) Make recommendations to the Board regarding the selection, evaluation, retention, or discharge of the
independent accountant.

{c) Ensure understanding by the independent accountant and management that the Board, as the shareholders’
representative, is the independent accountant’s client and therefore the independent accountant is ultimately
accountable to the Board and the Audit Committee.

(d) Provide the opportunity for the independent accountant to meet with the full Board as deemed necessary and
appropriate by the Committee.

(e) Confirm and assure the independence of the independent accountant by:

(i) accepting receipt of their annual submission of a formal written statement de]meamng all relationships
between the independent accountant and the Company,

(i) monitoring fees paid to the independent accountant for consulting and other non-audit services, and

(iii) engaging in a dialogue with the independent accountant with regard to any disclosed relationships or services
that may impact the objectivity or independence of the independent accountant.

(f) Review the annual audit plan and the audit results report of the independent accountant.




Internal Auditlors

(a) Serve as the Board's primary avenue of communication with the Director of Corporate Auditing.

(b) Review and concur in the appointment, replacement, reassignment, or dismissal of the Director of
Corporale Auditing.

(¢) Confirm and assure the independence of the internal auditors.

(d) Review the annual internal audit plan of the internal auditors and its scope, and the degree of coordination
of this plan with the independent accountant.

(e) Review periodically the internal audit activities, staffing, and budget.

Financial Statcments

(a) Inquire of management and the independent accountant as to the acceptability and appropriateness of financial
accounting principles and disclosures used or proposed by the Company.

(b} Review and discuss with management and the independent accountant prior to releasing the year-end earnings
and at the completion of the annual audit examination:

(iy the Company's consolidated financial statements, footnote disclosures and other financial information in
Form 10-K,

ii) the independent accountant’s audit of the statements and its report thereon,

i) any significant changes required in the scope of the independent accountant’s audit plan,

iv) any serious difficulties or disputes with management encountered during the course of the audit, and

v) other matters related to the conduct of the audit which are to be communicated to the Committee under
generally accepted auditing standards.

(c) Review legal maiters that may have a material impact on the financial statements with the General Counsel,
Director of Corporate Auditing, the Controller and the independent accountant.

(d) Review and discuss with management and the independent accountant, the Company's quarterly financial
information prior io releasing the quarterly earnings, and any material changes thereto, prior to filing the
10-Q. Assure that the independent accountant has reviewed the financial information included in the Company's
Quarterly Reports on Form 10-Q prior to filing such reports with the SEC. Such review is to be performed in
accordance with AICPA Statement on Auditing Standards No. 71 “Interim Financial [nformation.”

(e) Recommend to the Board whether the audited financial statements be included in the Company's Annual Report
on Form 10-K, in advance of filing such form with the SEC.

() Discuss with the independent accountant the matters required to be discussed by Statement on Auditing
Standards No. 61, including, but not limited to:

(i) the quality and appropriateness of the accounting principles and underlying estimates used in the
preparation of the Company's financial statements, and
(i) the clarity of financial disclosures in the Gompany's financial statements.

Risks and Uncertainties, Including Contingent Liabilities

(a) Inquire of management, the Director of Corporate Auditing, and the independent accountant about significant risks
or exposures and review the steps management has taken to minimize such risks or exposures to the Company.

(b) Consider and review management's analysis and evaluation of significant financial accounting and reporting issues
(Including the critical accounting policies) and the extent to which such issues and policies affect the Company’s
consolidated financial statements. '

internal Control Environment
(a) Consider and review with management, the independent accountant, and the Director of Corporate Auditing:
(i) the adequacy of the Company's internal controls, and
(i) significant findings and recommendations of the independent accountant and internal auditors together
with management’s proposed responsive actions.
{b) Review the Company's regulatory compliance programs for legal and ethical business conduct and meet
periodically with the Company's Compliance Officer.
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Access and Communication

(a) Meet separately and privately with the independent accountant and with the Director of Corporate Auditing and
with the Company's chief financial and accounting officers to ascertain if any restrictions have been placed on the
scope of their activities, and to discuss any other matlers that the Committee or these groups believe should be
discussed privately with the Audit Committee.

(b) Meet in executive session as necessary and appropriate.

{c) Report Committee actions to the Board of Direclors with such recommendations as the Commitiee may
deem appropriate.

Reporting

(a) Review its charter annually and recommend changes, as necessary, to the Board.

(b) Report its activities to the Board on a regular basis and make recommendations to the Board with respect to
matiers within the purview of the Audii Commitiee, as necessary or appropriate.

(¢c) Cause to be included with the Company's Proxy Statement once every three years a copy of the Commitiee’s
Charter or whenever it is amended.

(d) Cause to be included in the Company's Proxy Stalement an Audit Committee Report in accordance with ltem 306
of Regulation S-K.

(e) Cause the Company to annually submit to the NYSE a written affirmation in the form specified by the NYSE.

Other
(a) Pericdically perform a self assessment of the Commitiee.




Eastman Kodak Ceompany
2003 Amnual Meeting

KODAK THEATRE

6801 Hollywood Bivd.
Hollywood, California 90028

DIRECTIONS

from Qrange County

Take the 405 North to the 55 North, towards
Riverside. Take the 5 North, towards Los Angeles,
to the 101 North towards Los Angeles/Civic Genter.

From lLos Angeles Airport (LAX)

Take the 105 East to the 110 North, towards Los
Angeles. From the 110, take the 101 North, towards
Hollywood. Exil on Highland Ave/Hollywood Bowl;
keep right at the fork in the ramp. Merge onio Odin
Street, then turn left onto Highland Avenue.

From Beverly Hills

Take Santa Monica Boulevard (also called the 2
freeway North) to La Cienega and turn left. Make a
right on Sunset Boulevard, then a left on Fairfax
Avenue. When you get to Hollywood Boulevard, turn
right, and then follow it down to Highland Avenue.
Hollywood & Highland will be on your left.

PARKING

$2 for up to 4 hours with validation from shops,
restaurants, cinemas and nightclubs. $1 for every
20 minutes thereafter. Daily maximum $10.00. Self
parking is available on 4 levels below the property.

Entrances are on Highland Avenue and Orange Drive.
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CORPORATE INFORMATION

2002 Kodak Health, Safety and Environment

Continual improvement in the health, safety and environmental
aspects of our products, services and operations is a guiding
principle at Kodak. We understand and embrace the importance
of benchmarking best practices, setting goals, making measurable
improvements, and sharing the results with our many publics.
The year 2002 included important milestones that
illustrate continued progress on Health, Safety and Environment
(HSE) initiatives. We pursued strong Kodak partnerships and
support for environmental organizations that reaffirm our
commitment t0 education and outreach. We also received a
number of significant awards that give further testimony to the
hard work and achievements of Kodak people around the world.
To learn more about Kodak’s efforts in the Health, Safety and
Environment arena, please visit www.kodak.com/go/hse.

Milestones and Achievements

* The listing of Kodak in two prestigious indices: the Dow Jones
Sustainability Index (DJSI) and in the sustainability index of the
Financial Times and the London Stock Exchange (FTSE4Good
Index). These are visible indicators of Kodak's' performance in
the environmental arena. Both indices have environmental
issues as a key criterion for inclusion. The selection criteria for
the Dow Jones Sustainability Index includes economic,
environmental and social responsibility. The FTSE4Good Index
selection criteria includes working toward environmental
sustainability, developing positive relationships with
stakeholders, and supporting universal human rights.

¢ With the achievement of 16 million hours without a lost time
accident at our five plants in China, Kodak has earned
recognition by the Chinese government as a role model. Other
global manufacturing sites also received recognition for their
employee safety records. Kodak Limited (UK) received awards
for exemplary safety performance from both the Royal Society
for the Prevention of Accidents and the Chemical Industries
Association.

* In 1099, Kodak set eight ambitious 5-year environmental goais
focused on:

e Reducing the emissions of carbon dioxide and 30
priority chemicals.
* Reducing energy and water use as well as the use of
four heavy metals.
¢ Reducing manufacturing waste.
¢ Achieving 1S014001 certification at all our major sites.
We are pleased to report that we have achieved six of these
goals and are on track to achieving all eight by our self-imposed
deadline of January 1, 2004.

Partnerships

Kodak has long believed in working cooperatively with nonprofit
organizations and supporting collaborative initiatives 1o promote
health, safety and environmental responsibility.

» The company strongly supports the World Wildlife Fund, in
particular its Windows on the Wild program for educating people
of all ages about biodiversity issues and to stimulate critical
thinking, discussion, and informed decision making on behalf of
the environment. Kodak also supports a number of initiatives
with The Nature Conservancy. Of particular note is a
conservation initiative called the Yunnan Great Rivers Project, a
joint effort by The Nature Gonservancy and China's Yunnan
Provincial Government. The Kodak American Greenways Awards
(a partnership project of Kodak, The Conservation Fund and
National Geographic Society) provides small grants to stimulate
the planning and design of green spaces in communities
throughout America. The company also supports a number of
other organizations, including World Resources Institute, Water
Environment Research Foundation, and Resources for the Future.
Kodak has partnered with the U.S. Environmental Protection
Agency (EPA) on its Project XL and Sustainable Futures
programs to encourage the application of pollution prevention
principles and the development of inherently low hazard new
chemicals; its Energy Star program focused on reducing energy
use in manufacturing; and its Climate Leaders program that
encourages the development of long-term comprehensive
climate change strategies.

Awards and Honors

Third-party recognition by well-respected entities is always
gratifying, and 2002 has once again brought many such honors to
Kodak people for their efforts in health, safety and the
environment. Highlights include:

¢ In Australia, the Plastics and Chemical Industries Association
(PACIA) has developed a series of eight Responsible Care®
Codes of Practice containing 270 management practices
specifying what issues a company must address to improve its
health, safety and environmental performance. In 2002, Kodak
Australia was ranked No.1 in terms of its 2001 compliance
with these codes.

» Kodak's plant in Shantou, China has been selected by the
government as the best environmentally-friendly company in the
Province of Guangdong.

¢ Kodak received a 2002 WasteWise “Program Champion™ Award
from the EPA for its impressive waste reduction efforts. The
continued recycling of one-time-use cameras prevents hundreds
of tons of plastic and printed circuit boards from entering the
wasle stream each year. Aliogether, more than 100 million one-
time-use cameras were collected worldwide by Kodak for
recycling in one year.




* Kodak also found various ways to reuse and recycle waste. In
the last year, the company distributed more than 850 tons of
furniture and electrical equipment for reuse; harvesied and
reused more than 11,000 tons of concrete, asphali, and brick;
and collected for recycling more than 370 million plastic
film canisters.

For the future, we remain steadfast in our resolve to seek
improvement at every turn.

2002 Global Diversity

Leadership

Global diversity and inclusion at Kodak is a journey, and we made
considerable progress in 2002, The company continues its
commitment to creating a fair and diverse workplace in all its
operations around the world. The Global Diversity Leadership
Team, comprised of thirty-four global leaders, fulfilled its
responsibility for launching the company’s comprehensive
integrated diversity strategy. This strategy emerged from our vision
of an inclusive environment in which our employees understand
and leverage diversity to achieve Kodak's business objectives and
maximize the potential of individuals and the organization.

Our journey of inclusion is guided in part by a blue-ribbon
External Diversity Advisory Panel, whose seven members bring
nationally acknowledged credentials to the dialogue of diversity.
This panel successfully concluded its inaugural year with
recommendations to the company's board of directors that
supported Kodak's long-term plan. The March 2002 launch of
Kodak’s Resolution Support Services (RSS) process was another
diversity milestone. The RSS process provides an alternative
method to help resolve certain disputes between employees and
the company. The process helps drive an environment that fosters
high levels of productivity, innovation, employee satisfaction and
business performance.

Kodak is Commitied to Diversity
as a Workforce Strategy

Kodak does business in an enormously competitive global
environment. Our customers and markets span many cultures and
backgrounds, and so must our employees. This philosophy guides
recruitment and retention efforts at Kodak.

In 2002, despite workforce reductions and continuing global
economic uncertainties, the company maintained its diverse
domestic workforce demographics for women and people of color.

Eastman Kodak Company
United States Workforce

% Women % People of Color

Year End 02 01 00 02 01 00
Tota! U.S. Employees 36% | 37% | 37% | 21% | 21% | 21%
Board of Directors 30% | 36% | 33% (| 30% | 21% | 8%
Senior Managers,

Directors, Managers

and Supervisors 33% | 32% | 30% | 14% | 13% | 12%
Exempt Individual

Contributors 28% | 29% | 29% | 12% { 11% | 11%
Nonexempt Contributors 40% | 40% | 419% | 25% | 25% | 25%

Voice of Employees

Kodak sponsors employee networks, which support a culture of
inclusion and measure the pulse of cultural developments at the
grassroots level. In 2002 the employee network Empower was
formed, increasing the number of networks Lo eight. The Empower
network helps foster a supportive work environment for all
employees with disabilities.

In addition, the New Hire Connection (NHC) group was
formally organized in 2002. The NHC's goal is to increase
retention of new talent at Kodak by providing recent hires with
opportunities for networking, support and education.

Executives

Accountability is a key component of Kodak's commitment to diversity
and inclusion. Executives are held accountable for their results
through metrics tied Lo a portion of compensation. This measures
progress in workforce diversity and culture transformation.

CEQ Diversity Award

The Kodak CEO Diversity Award annually recognizes a Kodak middle-
or senior-level manager who role-models exemplary leadership and
embraces the mindset and behaviors that lead to a diverse and
inclusive work group. Candidates for the award are nominated by
other employees. Candidates are judged on their ability to leverage
diversity and inclusion to achieve business objectives and maximize
the potential of individuals and the organization.

Kodak selected two winners as recipients of the 2002 CEO
Diversity Award.

Catherine M. Lipari, general manager, Photo Group Customer
Order Services, earned the award for initiatives that included
launching Change Management training for employees, forming
and leading a diversily council in her organization, and enhancing
communications around diversity and inclusion. Lipari works at
Kodak Park in Rochester.

Gerald P. Quindlen, regional business general manager in
Consumer Imaging's U.S. & Canada organization, and Vice
President, earned the award for his efforts to foster diversity and
inclusion in his large organization, and for his involvement in
career development and employee network activities. He also
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participated in recruiting at Emory University. Quindlen is based
in Atlanta, Ga.

Recipients of the 2002 Kodak CEO Diversity Award

CATHERINE M. LIPAR!

GERALD P. QUINDLEN

Serving Qur Diverse Customer Markets

The establishment of an Office of Multicultural Marketing in May
2002 began our path toward building meaningful relationships
with the diverse customer markets we serve. Kodak Vice
President Essie Calhoun is leading the effort to build a corporate
strategy for marketing to diverse groups (e.g., ethnic, lifestyle,
disabled, etc.) worldwide. Multicultural Marketing within Kodak
involves understanding and reaching diverse markets in a way
that allows us to provide unique value. The marketing team is
working collaboratively with Communications and Public Affairs,
the Global Diversity Office and our business units to build Kodak's
presence and grow our business in these markets.

Kodak is Committed to Our Communities

Eastman Kodak Company's global contributions and community
relations program builds relationships and implements initiatives
directed at community and customer needs and interests in
support of company goals. 1t provides support to address
strategic social issues, community involvement, and commitment
to diversity. As such, programs and initiatives are focused on
partnerships, volunteerism and grants in diverse markets.

In 2002, 26% of Kodak’s corporate funding was directed to
programs that benefit diverse constituents. An additional 19%
was directed to United Way affiliates in the United States to.
serve their diverse clients. Among the diverse organizations we
proudly support are: National Association for the Advancement of
Colored People (NAACP), National Urban League, National Council
of La Raza, the American Indian Science and Engineering Society,
GLSEN (Gay/Lesbian/Straight Education Network), the Society of
Women Engineers, Hispanic Association of Colleges and
Universities, United Negro College Fund, Asociacioa Desportiva
Para Deficientes, Spelman College, European Breast Cancer
Coalition, National Organization on Disability, and many others.

Supplier Diversity

Kodak continues to take aggressive steps to identify and partner
with diverse suppliers. In addition to supporting, sponsoring and
participating in many external evenis, Kodak successfully hosted
two internal Supplier Diversity events in 2002: Supplier Alliance
for Diversity and Power of Diversity: Matchmaker.

External Recognition

As in previous years, Kodak's diversity journey was recognized by
many external organizations in 2002. For example:

» Kodak was named to Fortune magazine's annual list of 50 Top
Companies for Minorities.

o [n its annual list of Most Admired Companies, Fortune ranked
Kodak in the top ten in the category of Social Responsibility.

e Latina Style magazine named Kodak among the top 50
companies in providing professional opportunities for Hispanic
women.

o Working Woman magazine named Kodak among the top 30
companies for supplier diversity.

o The Human Rights Campaign gave Kodak a perfect score on its
Corporate Equality Index because of policies that support gay
employees.

e Working Mother magazine named Kodak among the 100 Best
Companies for working mothers.

In addition, Kodak Park has had measurable success with its
Winning and Inclusive Culture initiative, which is driving culture
change and strengthening leadership. This initiative was recently
recognized as a “leading edge” process in a cover story in Human
Resource Executive magazine.
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Shareholder Information

CORPORATE OFFICES

343 State Street
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585/724-4000

STATE OF INCORPORATION
New Jersey

ANNUAL MEETING

Kodak Theatre

6801 Hollywood Bivd.
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10:00 a.m.

COMMON STOCK  EK

Ticker symbol: EX. NYSE

Most newspaper stock tables list the Company’s
stock as “EKodak.” The common stock is listed
and traded on the New York Stock Exchange,

which is the principal market for it.

DIVIDENDS

Fastman Kodak Company historically paid
dividends four times a year. Since 2002,
dividends are paid, when declared by the Board
of Directors, twice a year on the 10th business
day of July and December.

SHAREHOLDER ASSISTANCE

For information about stock transfers, address
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registration changes, lost stock certificates,
and Form 1099, contact:
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EquiServe Trust Company, N.A.

P.0O. Box 43016
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800/253-6057

On the World Wide Web at:
WWW.equiserve.com

For copies of the Summary Annual Report
and Proxy Statement, 10-K or 10-Q, contact:
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Eastman Kodak Company

343 State Street

Rochester, NY 14650-0532

585/724-2783

For information about the most recent
quarterly Sales and Earnings, call:
800/785-6325 (800/78-KODAK)

For other information or questions, contact:
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EASTMAN KODAK SHARES
PROGRAM
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investment option, as well as an automatic
monthly investment option, for purchases of
additional shares up to $120,000 per year.
The minimum initial investment is $150,
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For information contact:
EquiServe Trust Company, N.A.
Eastman Kodak Shares Program
P.O. Box 43016

Providence, Rl 02940-3016
800/253-6007
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WWW.equiserve.com

DUPLICATE MAILINGS

If you receive more than one Summary Annual
Report and Proxy Statement and wish to help
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EquiServe Trust Company, N.A.

P.O. Box 43016

Providence, Rl 02940-3016

800/253-6057

ELECTRONIC PROXY MATERIALS

Kodak’s proxy materials can now be received
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Company the cost of printing and mailing
these materials to you. It will also make
them accessible to you immediately as soon
as they are available.

If you are a registered holder (you own the
stock in your name), and wish to receive your
proxy materials electronically rather than
receiving a paper copy, g0 fo
www.econsent.com/ek

If you are a street holder (you own the stock
through a bank or broker), please contact your
broker and ask for electronic delivery of
Kodak’s proxy materials.

PRODUCT INFORMATION

For information about Kodak products and
services, call the Kodak Information Center:
800/242-2424.

KODAK ON THE INTERNET

For information about the Company and its
products, please visit us at: www.kodak.com

The Summary Annual Report and Proxy
Statement can be found on Kodak's website at:
www.kodak.com/go/arp

This Summary Annual Report and Proxy Statement
is printed on recycled paper containing at least
10% post-consumer waste.

Kodak, Vision2, Perfect Touch, Photo Perfect, Ultra,
Innovation Series, Kodak Professional, EasyShare,
and Share Moments. Share Life. are trademarks

of Eastman Kodak Company.
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617.20 SEQR
PROJECT ID NUMBER APPENDIX C

STATE ENVIRONMENTAL QUALITY REVIEW
SHORT ENVIRONMENTAL ASSESSMENT FORM

for UNLISTED ACTIONS Only
PART 1 - PROJECT INFORMATION ( To be completed by Applicant or Project Sponsor)
1. APPLICANT / SPONSOR 2. PROJECT NAME
Eastman Kodak Company Kodak Park, provision of regulated utility services
3.PROJECT LOCATION:
City of Rochester/Town of Greece Monroe
Municipality County

4. PRECISE LOCATION: Street Addess and Road Intersections. Prominent landmarks etc - or provide map
see map "Kodak Park Site"

5.1S PROPOSED ACTION : D New DExpansion Modiﬁcation/alteration

6. DESCRIBE PROJECT BRIEFLY:

Eastman Kodak Company is petitioning for authorization to provide regulated utility service to companies that purchase facilities within
Kodak Park. Kodak plans to develop parts of Kodak Park by selling existing real property and fixtures to third-party companies
("Purchasers"). The Purchasers are expected to conduct industrial, manufacturing, research and development, warehousing and
related operations at the affected properties. Kodak will provide utility service to the affected properties through its existing wholly-
owned and interconnected gas, electric, steam and water infrastructure. At this time, construction or installation of new utility facilities
to serve the affected properties is not anticipated. Kodak will continue to maintain and operate the existing utility infrastructure in
Kodak Park in a safe and reliable manner, and otherwise will strive to comply with applicable federal, State and local laws. The only
difference between Kodak's current operations and its planned operations will be that, by reason of providing utility service as
described herein, Kodak's utility operations and plant will be regulated pursuant to the Public Service Law.

7. AMOUNT OF LAND AFFECTED:
Initially 0 acres Ultimately 0 acres

8. WILL PROPOSED ACTION COMPLY WITH EXISTING ZONING OR OTHER RESTRICTIONS?

Yes D No If no, describe briefly:

9. WHAT IS PRESENT LAND USE IN VICINITY OF PROJECT? (Choose as many as apply.)

D Residential Industrial DCommerciaI DAgriculture D Park / Forest / Open Space DOther (describe)

10. DOES ACTION INVOLVE A PERMIT APPROVAL, OR FUNDING, NOW OR ULTIMATELY FROM ANY OTHER GOVERNMENTAL
AGENCY (Federal, State or Local)

DYes No If yes, list agency name and permit / approval:

11.DOES ANY ASPECT OF THE ACTION HAVE A CURRENTLY VALID PERMIT OR APPROVAL?
Yes I:]No If yes, list agency name and permit / approval:

New York State Department of Environmental Conservation, Air Title V Facility Permit, ID No. 8-2614-00205101827

12. AS A SULT OF PROPOSED ACTION WILL EXISTING PERMIT/ APPROVAL REQUIRE MODIFICATION?
es |YINo

| CERTIFY THAT THE INFORMATION PROVIDED ABOVE IS TRUE TO THE BEST OF MY KNOWLEDGE

Applicant/Sponsgs\Na Eastman Koglak Compapy, by its attorneys, Couch White, LLP , Date:
7 .
Signature &M m Q"M/Z\/ﬂ"/\ ) W Q—’(; QOO 7
n / J !

If the action is a Cost@l Area, and are a state agency,
complete the Coastal Assessment Fo fore proceeding with this assessment




PART Il - IMPACT ASSESSMENT (To be completed by Lead Agency)
A. DOES ACTION EXCEED ANY TYPE | THRESHOLD IN 6 NYCRR, PART 617.47? If yes, coordinate the review process and use the FULL EAF.
D Yes D No

B. WILL ACTION RECEIVE COORDINATED REVIEW AS PROVIDED FOR UNLISTED ACTIONS IN 6 NYCRR, PART 617.67 If No, a negative
declaration may be superseded by another involved agency.

I:] Yes D No
C. COULD ACTION RESULT IN ANY ADVERSE EFFECTS ASSOCIATED WITH THE FOLLOWING: (Answers may be handwritten, if legible)

C1. Existing air quality, surface or groundwater quality or quantity, noise levels, existing traffic pattern, solid waste production or disposal,
potential for erosion, drainage or flooding problems? Explain briefly:

c2. Aesthetlc agnculturaI archaeological, hlstorlc or other natural or cultural resources or community or neighborhood character? Explain briefly:

C3. Vegetétion or fauna, fish, shellfish or wildlife spe'éies, significant habitats, or threatened or endangered species? Explain briefly:

C4. A communlty S exnstlng plans or goals as offlclally adopted, or a change in use or intensity of use of tand or other natural resources'7 Explain briefly:

C5. Growth, subsequent development, or related activities Ilkely to be induced by ‘the proposed action? Explain briefly:

C6. Long term, short term, cumulative, or other effects not identified in C1-C5? Explain briefly:

C7. Other impaéts (including changes in use of either quantity or type of energy? Explain briefly:

D. WILL THE PROJECT HAVE AN IMPACT ON THE ENVIRONMENTAL CHARACTERISTICS THAT CAUSED THE ESTABLISHMENT OF A CRITICAL
ENVIRONMENTAL AREA (CEA)? (If yes, explain briefly:

[:] Yes DNO

E. IS THERE, OR IS THERE LIKELY TO BE, CONTROVERSY RELATED TO POTENTIAL ADVERSE ENVIRONMENTAL IMPACTS? !f yes explain:

D Yes DNO

PART Ill - DETERMINATION OF SIGNIFICANCE (To be completed by Agency)
INSTRUCTIONS: For each adverse effectidentified above, determine whether it is substantial, large, important or otherwise significant. Each
effect should be assessed in connection with its (a) setting (i.e. urban or rural); (b) probability of occurring; (¢) duration; (d) irreversibility; (e)
geographic scope; and (f) magnitude. If necessary, add attachments or reference supporting materials. Ensure that explanations contain
sufficient detail to show that all relevant adverse impacts have been identified and adequately addressed. If question d of part ii was checked
yes, the determination of significance must evaluate the potential impact of the proposed action on the environmentali characteristics of the CEA.

Check this box if you have identified one or more potentially large or significant adverse impacts which MAY occur. Then proceed directly to the FULL]
EAF and/or prepare a positive declaration.

Check this box if you have determined, based on the information and analysis above and any supporting documentation, that the proposed actior
WILL NOT result in any significant adverse environmental impacts AND provide, on attachments as necessary, the reasons supporting thig
determination.

Name of Lead Agency Date

Print or Type Name of Responsible Officer in Lead Agency Title of Responsible Officer

Signature of Responsible Officer in Lead Agency Signature of Preparer (If different from responsible oflicer)
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New York State Department of Environmental Conservation L 4
Facility DEC ID: 8261400205

PERMIT
Under the Environmental Conservation Law (ECL)

IDENTIFICATION INFORMATION

Permit Type: Air Title V Facility
Permit ID: 8-2614-00205/01827
Effective Date: 02/20/2003 Expiration Date: 02/20/2008

Permit Issued To: EASTMAN KODAK CO
343 STATE STREET
ROCHESTER, NY 14650

Contact: R. HAYS BELL
HEALTH, SAFETY & ENVIRONMENT
1100 RIDGEWAY AVE BLDG 320
ROCHESTER, NY 14652-6256

Facility: KODAK PARK DIVISION
1669 LAKE AVE
ROCHESTER, NY 14650

Contact: ROBERT HOCHSTETLER
TRIGEN CYNERGY SOLUTIONS OF ROCHESTER
1669 LAKE AVENUE
ROCHESTER, NY 14652

Description:

This is an initial Title V permit for the portion of Kodak Park which includes Eastman Kodak Company's
combustion installation units used for the generation of steam and electricity to support manufacturing
activities within Kodak Park. This permit includes three of Kodak's 71 emission units:

EU U00015: Building 31 and 321 Stationary Combustion Installations (boilers),

EU U00035: Utilities supply-side storage vessels for fuel oil and boiler feedwater additives, and

EU U00051: Coal and Ash handling systems.

Kodak and Trigen Cinergy Solutions of Rochester (TCSoR) have signed an agreement in which TCSoR
has contractually agreed to operate and ensure compliance of the air emission sources at Buildings 31
and 321 of Kodak Park. Kodak has authorized a duly designated Responsible Official of TCSoR to sign,
execute, and or/certify any permit modifications, reports, and/or certification of statements required to be
submitted pursuant to this permit, the Environmental Conservation Law and/or applicable regulations
with respect to the processes, emission sources and emission points located in Buildings 31 and 321 at
Kodak Park. .

The remaining 68 Emission Units at the Kodak Park Facility are covered by the Title V Facility Permit
No. 8-2614-00205/01801.

FINAL




New York State Department of Environmental Conservation n"ﬂ
Facility DEC ID: 8261400205

By acceptance of this permit, the permittee agrees that the permit is contingent upon strict compliance
with the ECL, all applicable regulations, the General Conditions specified and any Special Conditions
included as part of this permit.

Permit Administrator: PETER A LENT
DIVISION OF ENVIRONMENTAL PERMITS
6274 EAST AVON LIMA RD
AVON, NY 14414-9519

Authorized Signature: Date: ___/___/

FINAL




New York State Department of Environmental Conservation

A
jor- = 6 §
L 4

Facility DEC ID: 8261400205

[tem A:

Item B:

Item C:

Item D:

Notification of Other State Permittee Obligations
Permittee Accepts Legal Responsibility and Agrees to Indemnification

The permittee expressly agrees to indemnify and hold harmless the Department of Environmental
Conservation of the State of New York, its representatives, employees, and agents ("DEC") for all
claims, suits, actions, and damages, to the extent attributable to the permittee's acts or omissions
in connection with the permittee's undertaking of activities in connection with, or operation and
maintenance of, the facility or facilities authorized by the permit whether in compliance or not in
compliance with the terms and conditions of the permit. This indemnification does not extend to
any claims, suits, actions, or damages to the extent attributable to DEC's own negligent or
intentional acts or omissions, or to any claims, suits, or actions naming the DEC and arising
under article 78 of the New York Civil Practice Laws and Rules or any citizen suit or civil rights
provision under federal or state laws,

Permittee's Contractors to Comply with Permit

The permittee is responsible for informing its independent contractors, employees, agents and
assigns of their responsibility to comply with this permit, including all special conditions while
acting as the permittee's agent with respect to the permitted activities, and such persons shall
be subject to the same sanctions for violations of the Environmental Conservation Law as
those prescribed for the permittee.

Permittee Responsible for Obtaining Other Required Permits

The permittee is responsible for obtaining any other permits, approvals, lands, easements and
rights-of-way that may be required to carry out the activities that are authorized by this
permit.

No Right to Trespass or Interfere with Riparian Rights

This permit does not convey to the permittee any right to trespass upon the lands or interfere
with the riparian rights of others in order to perform the permitted work nor does it authorize

the impairment of any rights, title, or interest in real or personal property held or vested in a
person not a party to the permit.

FINAL




New York State Department of Environmental Conservation
Facility DEC ID: 8261400205

LIST OF CONDITIONS

DEC GENERAL CONDITIONS

General Provisions

Facility Inspection by the Department

Relationship of this Permit to Other Department Orders and Determinations
Relationship of this Permit to Other Department Orders and Determinations
Applications for Permit Renewals and Modifications

Permit Modifications, Suspensions and Revocations by the Department

|

I

Facility Level

Submission of Applications for Permit Modification or Renewal -REGION 8
HEADQUARTERS

DEC Permit Conditions
Page 1 of 3 FINAL
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New York State Department of Environmental Conservation -
Facility DEC ID: 8261400205

DEC GENERAL CONDITIONS
***% General Provisions ****
For the purpose of your Title V permit, the following section contains state-only enforcable
terms and conditions
GENERAL CONDITIONS - Apply to ALL Authorized Permits.

Condition 1: Facility Inspection by the Department
Applicable State Requirement: ECL 19-0305.

Item 1.1:

The permitted site or facility, including relevant records, is subject to inspection at reasonable hours and
intervals by an authorized representative of the Department of Environmental Conservation (the
Department) to determine whether the permittee is complying with this permit and the ECL. Such
representative may order the work suspended pursuant to ECL 71-0301 and SAPA 401(3).

Item 1.2:
The permittee shall provide a person to accompany the Department's representative during an inspection
to the permit area when requested by the Department.

Itemn 1.3:

A copy of this permit, including all referenced maps, drawings and special conditions, must be available
for inspection by the Department at all times at the project site or facility. Failure to produce a copy of
the permit upon request by a Department representative is a violation of this permit.

Condition 2: Relationship of this Permit to Other Departmenf Orders and Determinations
Applicable State Requirement: ECL 3-0301.2(m)

Item 2.1:

Unless expressly provided for by the Department, issuance of this permit does not modify, supersede or
rescind any order or determination previously issued by the Department or any of the terms, conditions or
requirements contained in such order or determination.

Condition 3: Relationship of this Permit to Other Department Orders and Determinations
Applicable State Requirement: ECL 3-0301.2(m)

Item 3.1:

Unless expressly provided for by the Department, issuance of this permit does not modify, supersedeor
rescind any order or determination previously issued by the Department or any of the terms, conditions or
requirements contained in such order or determination. '

Condition 4: Applications for Permit Renewals and Modifications
Applicable State Requirement: 6NYCRR 621.13

Item 4.1:
The permittee must submit a separate written application to the Department for renewal, modification or
transfer of this permit. Such application must include any forms or supplemental information the

DEC Permit Conditions
Page 2 of 3 FINAL




New York State Department of Environmental Conservation
Facility DEC ID: 8261400205

Department requires. Any renewal, modification or transfer granted by the Department must be in
writing.

Item 4.2:
The permittee must submit a renewal application at least 180 days before expiration of permits for Title V
Facility Permits, or at least 30 days before expiration of permits for State Facility Permits.

Item 4.3:

Permits are transferrable with the approval of the department unless specifically prohibited by the statute,
regulation or another permit condition. Applications for permit transfer should be submitted prior to actual
transfer of ownership.

Condition 5: Permit Modifications, Suspensions and Revocations by the Department
Applicable State Requirement: 6NYCRR 621:14

Item 5.1:
The Department reserves the right to modify, suspend, or revoke this permit in accordance with 6NYCRR
Part 621. The grounds for modification, suspension or revocation include:

a) materially false or inaccurate statements in the permit application or supporting papers;

b) failure by the permittee to comply with any terms or conditions of the permit;

c) exceeding the scope of the project as described in the permit application;

d) newly discovered material information or a material change in environmental conditions,
relevant technology or applicable law or regulations since the issuance of the existing permit;
e) noncompliance with previously issued permit conditions, orders of the commissioner, any
provisions of the Environmental Conservation Law or regulations of the Department

related to the permitted activity.

*k*k Facility Level ***%

Condition 6: Submission of Applications for Permit Modification or Renewal -REGION 8
HEADQUARTERS
Applicable State Requirement: 6NYCRR 621.5(a)

Item 6.1:
Submission of applications for permit modification or renewal are to be submitted to:
NYSDEC Regional Permit Administrator
Region 8 Headquarters
Division of Environmental Permits
6274 Avon-Lima Road
Avon, NY 14414-9519
(716) 226-2466

DEC Permit Conditions
Page 3 of 3 FINAL




New York State Department of Environmental Conservation -—
Permit 1D: 8-2614-00205/01827 Facility DEC ID: 8261400205

Permit Under the Environmental Conservation Law (ECL)
ARTICLE 19: AIR POLLUTION CONTROL - TITLE V PERMIT
IDENTIFICATION INFORMATION

Permit Issued To: EASTMAN KODAK CO
343 STATE STREET
ROCHESTER, NY 14650

Contact: R. HAYS BELL
HEALTH, SAFETY & ENVIRONMENT
1100 RIDGEWAY AVE BLDG 320
ROCHESTER, NY 14652-6256

Facility: KODAK PARK DIVISION
1669 LAKE AVE
ROCHESTER, NY 14650

Contact: ROBERT HOCHSTETLER
TRIGEN CYNERGY SOLUTIONS OF ROCHESTER
1669 LAKE AVENUE
ROCHESTER, NY 14652

Authorized Activity By Standard Industrial

Air Pollution Control Permit Conditions
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New York State Department of Environmental Conservation -
Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

LIST OF CONDITIONS

FEDERALLY ENFORCEABLE CONDITIONS

Facility Level

1 False statement

2 Operation of Combustion Installation Units by Trigen
Cinergy Solutions of Rochester (TCSoR)

3 Emission Unit Definition

5 Recordkeeping and reporting of compliance monitoring

6 Monitoring, Related Recordkeeping, and Reporting Requirements.

4 Compliance Certification

7 Compliance Certification

8 Compliance Certification

9 Compliance Certification

10 Recordkeeping requirements

11 Submittal of Episode Action Plans

12 Sources meeting Federal requirements, satisfy Part 212
compliance for regulated contaminant

13

Compliance Certification

14 Accidental release provisions.
15 Recycling and Emissions Reduction
Emission Unit Level

16 Emission Point Definition By Emission Unit

17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

Process Definition By Emission Unit

Compliance Certification

(EU=U-00015)

Building 321 Boilers Maintenance Mode

Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification
Stack Monitoring

Stack Monitoring

Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification

Air Pollution Control Permit Conditions

(EU=U-00015)
(EU=U-00015)
(EU=U-00015)
(EU=U-00015)
(EU=U-00015)
(EU=U-00015)
(EU=U-00015)
(EU=U-00015)
(EU=U-00015)
(EU=U-00015)
(EU=U-00015)
(EU=U-00015)
(EU=U-00015)
(EU=U-00015)

(EU=U-00015)
(EU=U-00015)
(EU=U-00015)
(EU=U-00015)
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New York State Department of Environmental Conservation
Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55

56
57
58
59
60
61
62
63
64
65
66
67
68
69
70

71
72
73
74
75
76
77
78
79
80
81
82
83
84
85

Compliance Certification (EU=U-00015)
Compliance Certification (EU=U-00015,Proc=K07)
Compliance Certification (EU=U-00015,Proc=K07)
Permits requirements.
Content of reports and compliance certifications.
Submission of NOx allowance transfers.
General provisions.
Requirements for recertification of monitoring systems.
Compliance Certification (EU=U-00015,Proc=K09)
Out of control periods.
Compliance Certification (EU=U-00015,Proc=K09)
Compliance Certification (EU=U-00015,Proc=K09)
Compliance Certification (EU=U-00015,Proc=K09)
Compliance Certification (EU=U-00015,Proc=K09)
Compliance Certification (EU=U-00015,Proc=K09)
Testing, monitoring, and reporting requirements for very

large boilers.
Authorized Account Representatives (AARs)
General provisions for emissions monitoring.
Compliance Certification (EU=U-00015,Proc=K09)
Compliance Certification (EU=U-00015,Proc=K09)
Compliance Certification (EU=U-00015,Proc=K09)
Permits requirements.
Content of reports and compliance certifications.
Submission of NOx allowance transfers.
General provisions.
Requirements for recertification of monitoring systems.
Compliance Certification (EU=U-00015,Proc=K10)
Out of control periods.
Compliance Certification (EU=U-00015,Proc=K10)
Compliance Certification (EU=U-00015,Proc=K10)
Testing, monitoring, and reporting requirements for very

large boilers.
Authorized Account Representatives (AARs)
General provisions for emissions monitoring,
Compliance Certification (EU=U-00015,Proc=K10)
Compliance Certification (EU=U-00015,Proc=K10)
Compliance Certification (EU=U-00015,Proc=K10)
Compliance Certification (EU=U-00015,Proc=K10,ES=031AK)
Compliance Certification (EU=U-00015,Proc=K10,ES=031AK)
Compliance Certification (EU=U-00015,Proc=K10,ES=031AL)
Compliance Certification (EU=U-00015,Proc=K10,ES=031AL)
Compliance Certification (EU=U-00015,Proc=K10,ES=031AL)
Permits requirements.
Content of reports and compliance certifications.
Submission of NOx allowance transfers.
General provisions.
Requirements for recertification of monitoring systems.

Air Pollution Control Permit Conditions
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Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

86
87
88
89
90
91
92

93
94
95
96
97
98
99
100
101
102
103
104
105
106
107
108

109
110
111
112
113
114
115
116
117
118
119
120
121
122
123
124

125
126
127
128
129
130

Compliance Certification (EU=U-00015,Proc=K11)
Out of control periods.
Compliance Certification (EU=U-00015,Proc=K11)
Compliance Certification (EU=U-00015,Proc=K11)
Compliance Certification (EU=U-00015,Proc=K11)
Compliance Certification (EU=U-00015,Proc=K11)
Testing, monitoring, and reporting requirements for very
large boilers.
Authorized Account Representatives (AARs)
General provisions for emissions monitoring.
Compliance Certification (EU=U-00015,Proc=K11,ES=031AK)
Compliance Certification (EU=U-00015,Proc=K11,ES=031AK)
Compliance Certification (EU=U-00015,Proc=K11,ES=031AK)
Permits requirements.
Content of reports and compliance certifications.
Submission of NOx allowance transfers.
General provisions,
Requirements for recertification of monitoring systems.
Compliance Certification (EU=U-00015,Proc=K12)
Out of control periods.
Compliance Certification (EU=U-00015,Proc=K12)
Compliance Certification (EU=U-00015,Proc=K12)
Compliance Certification (EU=U-00015,Proc=K12)
Testing, monitoring, and reporting requirements for very
large boilers.
Authorized Account Representatives (AARs)
General provisions for emissions monitoring.
Compliance Certification (EU=U-00015,Proc=K12)
Compliance Certification (EU=U-00015,Proc=K12)
Compliance Certification (EU=U-00015,Proc=K12)
Permits requirements.
Content of reports and compliance certifications.
Submission of NOx allowance transfers.
General provisions.
Requirements for recertification of monitoring systems.
Compliance Certification (EU=U-00015,Proc=K13)
Out of control periods.
Compliance Certification (EU=U-00015,Proc=K13)
Compliance Certification (EU=U-00015,Proc=K13)
Compliance Certification (EU=U-00015,Proc=K13)
Testing, monitoring, and reporting requirements for very
large boilers.
Authorized Account Representatives (AARs)
General provisions for emissions monitoring.
Compliance Certification (EU=U-00015,Proc=K13)
Compliance Certification (EU=U-00015,Proc=K13)
Compliance Certification (EU=U-00015,Proc=K13)
Compliance Certification (EU=U-00015,Proc=K!3,ES=321AG)

Air Pollution Contro! Permit Conditions
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New York State Department of Environmental Conservation
Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

I* T«
-

131 Compliance Certification (EU=U-00015,Proc=K13,ES=321AH)
132 Compliance Certification (EU=U-00015,Proc=K13,ES=321Al)
133 Permits requirements.
134 Content of reports and compliance certifications.
135 Submission of NOx allowance transfers.
136 General provisions.
137 Requirements for recertification of monitoring systems.
138 Compliance Certification (EU=U-00015Proc=K14)
139 Out of control periods.
140 Compliance Certification (EU=U-00015,Proc=K14)
141 Compliance Certification (EU=U-00015,Proc=K14)
142 Testing, monitering, and reporting requirements for very
large boilers.
143 Authorized Account Representatives (AARs)
144 General provisions for emissions monitoring.
145 Compliance Certification (EU=U-00015,Proc=K14)
146 Compliance Certification (EU=U-00015,Proc=K14)

147 Compliance Certification

148
149
150
151
152
153
154
155
156
157
158
159
160
161
162
163
164
165
166

167
168
169
170
171
172
173
174
175
176

Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification

(EU=U-00015,Proc=K14)
(EU=U-00015,Proc=K14)
(EU=U-00015,Proc=K 14)
(EU=U-00015,Proc=K14)
(EU=U-00015,Proc=K14)

Standard for sulfur dioxide.
Standard for nitrogen oxides.
Continuous monitoring requirements.

Compliance Certification
Permits requirements.

(EU=U-00015,Proc=K14)

Content of reports and compliance certifications.
Submission of NOx allowance transfers.

General provisions.

Requirements for recertification of monitoring systems.

Compliance Certification
Out of control periods.

Compliance Certification
Compliance Certification
Compliance Certification

Testing, monitoring, and reporting requirements for very

large boilers.

(EU=U-00015,Proc=K15)

(EU=U-00015,Proc=K15)
(EU=U-00015,Proc=K15)
(EU=U-00015,Proc=K15)

Authorized Account Representatives (AARs)
General provisions for emissions monitoring.

Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification
Compliance Certification
Sulfur dioxide standard.

Air Pollution Control Permit Conditions

(EU=U-00015,Proc=K15)
(EU=U-00015,Proc=K15)
(EU=U-00015,Proc=K15)
(EU=U-00015,Proc=K15)
(EU=U-00015,Proc=K15)
(EU=U-00015,Proc=K15)
(EU=U-00015,Proc=K15)
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New York State Department of Environmental Conservation
Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

177 Standard for nitrogen oxides.

178 Continuous monitoring requirements.

179 Compliance Certification (EU=U-00015,Proc=K15)

180 Compliance Certification (EU=U-00015,EP=00001)

181 Compliance Certification (EU=U-00015,EP=00001)

182 Compliance Certification (EU=U-00015,EP=00002)

183 Compliance Certification (EU=U-00015,EP=00002)

184 Compliance Certification (EU=U-00015,EP=00003)

185 Compliance Certification (EU=U-00015,EP=00003)

186 Compliance Certification (EU=U-00015,EP=00004)

187 Compliance Certification (EU=U-00015,EP=00004)

188 Applicability and designation of affected facility

189 Compliance Certification (EU=U-00035,Proc=K16)

190 VOL storage tanks less than 10000 gallons

191 Compliance Certification (EU=U-00035,Proc=K25)

192 Compliance Certification (EU=U-00051,Proc=K18)

193 Compliance Certification (EU=U-00051,EP=32102,Proc=K18,ES=32111)
194 Compliance Certification (EU=U-00051,EP=32102,Proc=K18,ES=32111)
195 Compliance Certification (EU=U-00051,EP=32107,Proc=K18,ES=32106)
196 Compliance Certification (EU=U-00051,EP=M9001,Proc=K18,ES=M9001)

STATE ONLY ENFORCEABLE CONDITIONS

Facility Level

197 Contaminant List

198 Unavoidable noncompliance and violations

199 Air pollution prohibited

Emission Unit Level

200 Compliance Demonstration

201 Compliance Demonstration

202 Compliance Demonstration

203 Compliance Demonstration

204 Emissions from new emission sources and/or modifications
Classification Code:

3861 - PHOTOGRAPH EQUIPMENT & SUPPLIES

Permit Effective Date: 02/20/2003 Permit Expiration Date: 02/20/2008

Air Pollution Control Permit Conditions
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New York State Department of Environmental Conservation
Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

Item A:

Item B:

Item C:

FEDERALLY ENFORCEABLE CONDITIONS

**%* Facility Level ****

NOTIFICATION OF GENERAL PERMITTEE OBLIGATIONS
The items listed below are not subject to the annual compliance certification
requirements under Title V. Permittees may also have other obligations

under regulations of general applicability.

Sealing - 6NYCRR Part 200.5 .

The Commissioner may seal an air contamination source to
prevent its operation if compliance with 6 NYCRR Chapter
111 is not met within the time provided by an order of the
Commissioner issued in the case of the violation.

Sealing means labeling or tagging a source to notify any
person that operation of the source is prohibited, and

also includes physical means of preventing the operation
of an air contamination source without resulting in
destruction of any equipment associated with such source,
and includes, but is not limited to, bolting, chaining or
wiring shut control panels, apertures or conduits

associated with such source.

No person shall operate any air contamination source
sealed by the Commissioner in accordance with this section
unless a modification has been made which enables such
source to comply with all requirements applicable to such
modification.

Unless authorized by the Commissioner, no person shall
remove or alter any seal affixed to any contamination
source in accordance with this section.

Acceptable Ambient Air Quality - 6NYCRR Part 200.6

Notwithstanding the provisions of 6 NYCRR Chapter I1I,
Subchapter A, no person shall allow or permit any air
contamination source to emit air contaminants in

quantities which alone or in combination with emissions
from other air contamination sources would contravene any
applicable ambient air quality standard and/or cause air
pollution. In such cases where contravention occurs or may
occur, the Commissioner shall specify the degree and/or
method of emission control required.

Maintenance of Equipment - 6NYCRR Part 200.7
Any person who owns or operates an air contamination

Air Pollution Control Permit Conditions
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New York State Department of Environmental Conservation
Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

Item D:

Item E:

source which is equipped with an emission control device
shall operate such device and keep it in a satisfactory
state of maintenance and repair in accordance with
ordinary and necessary practices, standards and
procedures, inclusive of manufacturer's specifications,
required to operate such device effectively.

Unpermitted Emission Sources - 6NYCRR Part 201-1.2

If an existing emission source was subject to the

permitting requirements of 6NYCRR Part 201 at the time of
construction or modification, and the owner and/or

operator failed to apply for a permit for such emission
source then the following provisions apply:

(a) The owner and/or operator must apply for a permit for
such emission source or register the facility in
accordance with the provisions of Part 201.

(b) The emission source or facility is subject to all
regulations that were applicable to it at the time of
construction or modification and any subsequent
requirements applicable to existing sources or
facilities.

Emergency Defense - 6NYCRR Part 201-1.5

An emergency constitutes an affirmative defense to an
action brought for noncompliance with emissions
limitations or permit conditions for all facilities in New
York State.

(a) The affirmative defense of emergency shall be
demonstrated through properly signed, contemporaneous
operating logs, or other relevant evidence that:

(1) An emergency occurred and that the facility owner
and/or operator can identify the cause(s) of the
emergency;,

(2) The equipment at the permitted facility causing the
emergency was at the time being properly operated,;

(3) During the period of the emergency the facility owner
and/or operator took all reasonable steps to minimize
levels of emissions that exceeded the emission standards,
or other requirements in the permit; and

(4) The facility owner and/or operator notified the
Department within two working days after the event
occurred. This notice must contain a description of the

Air Pollution Control Permit Conditions
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New York State Department of Envirenmental Conservation
Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

Item F:

Item G:

Item H:

Item I:

emergency, any steps taken to mitigate emissions, and
corrective actions taken.

(b) In any enforcement proceeding, the facility owner
and/or operator seeking to establish the occurrence of an
emergency has the burden of proof.

(c) This provision is in addition to any emergency or
upset provision contained in any applicable requirement.

Recycling and Salvage - 6NYCRR Part 201-1.7

Where practical, any person who owns or operates an air
contamination source shall recycle or salvage air
contaminants collected in an air cleaning device according
to the requirements of 6 NYCRR.

Prohibition of Reintroduction of Collected Contaminants
to the Air - 6NYCRR Part 201-1.8

No person shall unnecessarily remove, handle, or cause to

be handled, collected air contaminants from an air

cleaning device for recycling, salvage or disposal in a
manner that would reintroduce them to the outdoor
atmosphere.

Public Access to Recordkeeping for Title V Facilities -
6NYCRR Part 201-1.10(b)

The Department will make available to the public any
permit application, compliance plan, permit, and
monitoring and compliance certification report pursuant to
Section 503(e) of the Act, except for information entitled
to confidential treatment pursuant to 6NYCRR Part 616 -
Public Access to records and Section 114(c) of the Act.

Proof of Eligibility for Sources Defined as Exempt
Activities - 6 NYCRR Part 201-3.2(a)

The owner and/or operator of an emission source or unit
that is eligible to be exempt, may be required to certify

that it operates within the specific criteria described in

6 NYCRR Subpart 201-3. The owner or operator of any such
emission source must maintain all required records on-site
for a period of five years and make them available to
representatives of the Department upon request.

Department representatives must be granted access to any
facility which contains emission sources or units subject

to 6 NYCRR Subpart 201-3, during normal operating hours,
for the purpose of determining compliance with this and

any other state and federal air pollution control

Air Pollution Control Permit Conditions
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New York State Department of Environmental Conservation
Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

Item J:

Item K:

Item L:

Item M:

Item N:

requirements, regulations, or law.

Proof of Eligibility for Sources Defined as Trivial
Activities - 6 NYCRR Part 201-3.3(a) ’

The owner and/or operator of an emission source or unit
that is listed as being trivial in 6 NYCRR Part 201 may be
required to certify that it operates within the specific
criteria described in 6 NYCRR Subpart 201-3. The owner or
operator of any such emission source must maintain all
required records on-site for a period of five years and

make them available to representatives of the Department
upon request. Department representatives must be granted
access to any facility which contains emission sources or
units subject to 6 NYCRR Subpart 201-3, during normal
operating hours, for the purpose of determining compliance
with this and any other state and federal air pollution
control requirements, regulations, or law.

Timely Application for the Renewal of Title V Permits - 6
NYCRR Part 201-6.3(a)(4)

Owners and/or operators of facilities having an issued

Title V permit shall submit a complete application at

least 180 days, but not more than eighteen months, prior

to the date of permit expiration for permit renewal

purposes.

Certification by a Responsible Official - 6 NYCRR Part
201-6.3(d)(12) :

Any application, form, report or compliance certification
required to be submitted pursuant to the federally
enforceable portions of this permit shall contain a
certification of truth, accuracy and completeness by a
responsible official. This certification shall state that

based on information and belief formed after reasonable
inquiry, the statements and information in the document

are true, accurate, and complete.

Requirement to Comply With All Conditions - 6 NYCRR Part
201-6.5(a)(2)

The permittee must comply with all conditions of the

Title V facility permit. Any permit non-compliance

constitutes a violation of the Act and is grounds for

enforcement action; for permit termination, revocation and
reissuance, or modification; or for denial of a permit

renewal application.

Permit Revocation, Modification, Reopening, Reissuance or
Termination, and Associated Information Submission

Air Pollution Control Permit Conditions
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New York State Departiment of Environmental Conservation
Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

Item O:

Item P:

Item Q:

Item R:

Item S:

Requirements - 6 NYCRR Part 201-6.5(a)(3)

This permit may be modified, revoked, reopened and
reissued, or terminated for cause. The filing of a request

by the permittee for a permit modification, revocation and
reissuance, or termination, or of a notification of

planned changes or anticipated noncompliance does not stay
any permit condition.

Providing Information Upon Request - 6 NYCRR Part
201-6.5(a)(4)

The permittee shall furnish to the Department, within a
reasonable time, any information that the Department may
request in writing to determine whether cause exists for
modifying, revoking and reissuing, or terminating the
permit or to determine compliance with the permit. The
permittee shall also, on request, furnish the Department
with copies of records required to be kept by the permit.
Where information is claimed to be confidential, the
permittee may furnish such records directly to the
Administrator along with a claim of confidentiality.

Cessation or Reduction of Permitted Activity Not a
Defense - 6NYCRR Part 201-6.5(a)(5)

It shall not be a defense for a permittee in an
enforcement action to claim that a cessation or reduction
in the permitted activity would have been necessary in
order to maintain compliance with the conditions of this
permit.

Property Rights - 6 NYCRR Part 201-6.5(a)(6)

This permit does not convey any property rights of any
sort or any exclusive privilege.

Fees - 6 NYCRR Part 201-6.5(a)(7)

The owner and/or operator of a stationary source shall

pay fees to the department consistent with the fee
schedule authorized by 6 NYCRR Subpart 482-2.

Right to Inspect - 6 NYCRR Part 201-6.5(a)(8) -
Upon presentation of credentials and other documents, as
may be required by law, the permittee shall allow the
Department or an authorized representative to perform the
following:

I. Enter upon the permittee's premises where the permitted

Air Pollution Control Permit Conditions
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New York State Department of Environmental Conservation -
Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

facility is located or emissions-related activity is
conducted, or where records must be kept under the
conditions of the permit;

il. Have access to and copy, at reasonable times, any
records that must be kept under the conditions of the
permit;

iii. Inspect, at reasonable times, any facilities,
equipment (including monitoring and air pollution control
equipment), practices, or operations regulated or required
under the permit; and

iv. As authorized by the Act, sample or monitor, at
reasonable times, substances or parameters for the purpose
of assuring compliance with the permit or applicable
requirements.

Item T: Severability - 6 NYCRR Part 201-6.5(a)(9)

If any provisions, parts or conditions of this permit are
found to be invalid or are the subject of a challenge, the
remainder of this permit shall continue to be valid.

Item U: Progress Reports and Compliance Schedules - 6 NYCRR Part
201-6.5(d)(5)
Progress reports consistent with an applicable schedule
of compliance must be submitted at least semiannually on a
calendar year basis, or at a more frequent period if
specified in the applicable requirement or by the
Department elsewhere in this permit. These reports shall
be submitted to the Department within 30 days after the
end of a reporting period. Such progress reports shall
contain the following:

i. Dates for achieving the activities, milestones, or
compliance required in the schedule of compliance, and
dates when such activities, milestones or compliance were
achieved; and

ii. An explanation of why any dates in the schedule of

compliance were not or will not be met, and any preventive
or corrective measures adopted.

Item V: Off Permit Changes - 6 NYCRR Part 201-6.5(f)(6)

No permit revision will be required for operating changes
that contravene an express permit term, provided that such

Air Pollution Control Permit Conditions
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New York State Department of Environmental Conservation
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Item W:

changes would not violate applicable requirements as
defined under this Part or contravene federally

enforceable monitoring (including test methods),
recordkeeping, reporting, or compliance certification
permit terms and conditions. Such changes may be made
without requiring a permit revision, if the changes are

not modifications under any provisions of Title I of the

Act and the changes do not exceed the emissions allowable
under the permit (whether expressed therein as a rate of
emissions or in terms of total emissions) provided that

the facility provides the Administrator and the Department
with written notification in advance of the proposed
changes within a minimum of 7 days as required by 6 NYCRR
§201-6.5(f)(6).

Permit Shield - 6 NYCRR Part 201-6.5(g)

All permittees granted a Title V facility permit shall be
covered under the protection of a permit shield, except as
provided under 6 NYCRR Subpart 201-6. Compliance with the
conditions of the permit shall be deemed compliance with
any applicable requirements as of the date of permit

issuance, provided that such applicable requirements are
included and are specifically identified in the permit, or

the Department, in acting on the permit application or
revision, determines in writing that other requirements
specifically identified are not applicable to the major
stationary source, and the permit includes the

determination or a concise summary thereof. Nothing herein
shall preclude the Department from revising or revoking

the permit pursuant to 6 NYCRR Part 621 or from exercising
its summary abatement authority. Nothing in this permit
shall alter or affect the following:

i. The ability of the Department to seek to bring suit on
behalf of the State of New York, or the Administrator to

seek to bring suit on behalf of the United States, to
immediately restrain any person causing or contributing to
pollution presenting an imminent and substantial
endangerment to public health, welfare or the environment

to stop the emission of air pollutants causing or

contributing to such pollution;

it The liability of a permittee of the Title V facility
for any violation of applicable requirements prior to or
at the time of permit issuance;

iii. The applicable requirements of Title IV of the

Air Pollution Control Permit Conditions
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Act;

iv. The ability of the Department or the Administrator to
obtain information from the permittee concerning the
ability to enter, inspect and monitor the facility.

Item X: Reopening for Cause - 6 NYCRR Part 201-6.5(i)

This Title V permit shall be reopened and revised under
any of the following circumstances:

I i. If additional applicable requirements under the Act
become applicable where this permit's remaining term is
three or more years, a reopening shall be completed not
later than 18 months after promulgation of the applicable
requirement. No such reopening is required if the
effective date of the requirement is later than the date
on which this permit is due to expire, unless the original
permit or any of its terms and conditions has been
extended by the Department pursuant to the provisions of
Part 201-6.7 and Part 621.

il. The Department or the Administrator determines that
the permit contains a material mistake or that inaccurate
statements were made in establishing the emissions

standards or other terms or conditions of the

permit.

1il. The Department or the Administrator determines that
the Title V permit must be revised or reopened to assure
compliance with applicable requirements.

iv. If the permitted facility is an "affected source”
subject to the requirements of Title [V of the Act, and
additional requirements (including excess emissions
requirements) become applicable. Upon approval by the
Administrator, excess emissions offset plans shall be
deemed to be incorporated into the permit.

Proceedings to reopen and issue Title V facility permits
shall follow the same procedures as apply to initial
permit issuance but shall affect only those parts of the
permit for which cause to reopen exists.

Reopenings shall not be initiated before a notice of such
intent is provided to the facility by the Department at

least thirty days in advance of the date that the permit

is to be reopened, except that the Department may provide

Air Pollution Control Permit Conditions
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a shorter time period in the case of an emergency.
ItemY: Required Emission Tests - 6 NYCRR Part 202-1.1

An acceptable report of measured emissions shall be
submitted, as may be required by the Commissioner, to
ascertain compliance or noncompliance with any air
pollution code, rule, or regulation. Failure to submit a

report acceptable to the Commissioner within the time
stated shall be sufficient reason for the Commissioner to
suspend or deny an operating permit. Notification and
acceptable procedures are specified in 6NYCRR Part 202-1.

Item Z: Visible Emissions Limited - 6 NYCRR Part 211.3
Except as permitted by a specific part of this Subchapter
and for open fires for which a restricted burning permit
has been issued, no person shall cause or allow any air
contamination source to emit any material having an
opacity equal to or greater than 20 percent (six minute
average) except for one continuous six-minute period per
hour of not more than 57 percent opacity.

Item AA: Open Fires - 6 NYCRR Part 215
No person shall burn, cause, suffer, allow or permit the
burning in an open fire of garbage, rubbish for salvage,
or rubbish generated by industrial or commercial
activities.

Item BB: Permit Exclusion - ECL 19-0305
The issuance of this permit by the Department and the
receipt thereof by the Applicant does not and shall not be
construed as barring, diminishing, adjudicating or in any
way affecting any legal, administrative or equitable
rights or claims, actions, suits, causes of action or
demands whatsoever that the Department may have against
the Applicant for violations based on facts and
circumstances alleged to have occurred or existed prior to
the effective date of this permit, including, but not
limited to, any enforcement action authorized pursuant to
the provisions of applicable federal law, the
Environmental Conservation Law of the State of New York
(ECL) and Chapter 11I of the Official Compilation of the
Codes, Rules and Regulations of the State of New York
(NYCRR). The issuance of this permit also shall not in any
way affect pending or future enforcement actions under the
Clean Air Act brought by the United States or any person.

Item CC: Federally Enforceable Requirements - 40 CFR 70.6(b)

Air Pollution Control Permit Conditions
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All terms and conditions in this permit required by the
Act or any applicable requirement, including any
provisions designed to limit a facility’s potential to

emit, are enforceable by the Administrator and citizens
under the Act. The Department has, in this permit,
specifically designated any terms and conditions that are
not required under the Act or under any of its applicable
requirements as being enforceable under only state .
regulations.

FEDERAL APPLICABLE REQUIREMENTS
The following conditions are subject to annual compliance certification requirements
for Title V permits only.

Condition 1: False statement
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 200.3

Item 1.1:
No person shall make a false statement in connection with applications, plans, specifications and/or *
reports submitted pursuant to this Subchapter.

Condition 2: Operation of Combustion Installation Units by Trigen
Cinergy Solutions of Rochester (TCSoR)
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 201-1.1(b)

Item 2.1:

Trigen Cinergy Solutions of Rochester (TCSoR), the operator of Eastman Kodak Company's
combustion installation units, is responsible for compliance and primarily liable for non-
compliance with the terms and conditions included in Emission Units U00015, U00035, and
U00051 and all requirements of the Environmental Conservation Law and regulations applicable
to the processes, emission sources and emission points at Buildings 31 and 321 at Kodak Park
Division. Upon submission by Eastman Kodak Company of a corporate resolution or other
appropriate documentation demonstrating that Eastman Kodak Company authorizes a duly
designated Responsible Official of TCSoR to sign, execute and/or certify any permit applications,
reports and/or certification of statements required to be submitted pursuant to this permit, the
Environmental Conservation Law and/or applicable regulations with respect to the processes,
emission sources, emission points, at Buildings 31 and 321 at Kodak Park Division, TCSoR shall
be responsible for submission of all such reports, applications, or certifications with respect to the
processes, emission sources and emission points at Buildings 31 and 321 at Kodak Park Division.

Air Pollution Control Permit Conditions
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Condition 3: Emission Unit Definition

Effective between the dates of 02/20/2003 and 02/20/2008
Applicable Federal Requirement: 6NYCRR 201-6.

Item 3.1:
The facility is authorized to perform regulated processes under this permit for:
Emission Unit:  U-00015
Emission Unit Description:
BUILDING 31 AND 321 STATIONARY COMBUSTION
INSTALLATIONS, INCLUDING PACKAGE ABD BUILT
UP BOILERS USED FOR THE GENERATION OF
PROCESS STEAM AND ELECTRICITY

Building(s): 031
321

Item 3.2:
The facility is authorized to perform regulated processes under this permit for:
Emission Unit:  U-00035
Emission Unit Description:
UTILITIES SUPPLY SIDE MISCELLANEQUS

STORAGE VESSELS
Building(s): 001
031
321

Item 3.3:
The facility is authorized to perform regulated processes under this permit for:
Emission Unit:  U-00051
Emission Unit Description:
COAL AND ASH HANDLING SYSTEMS INCLUDING
FUGITIVE EMISSIONS FROM THE KPS COAL PILE
AND EXEMPT ACTIVITIES FROM BUILDING 31

Building(s): 031
321
M90

Condition 5: Recordkeeping and reporting of compliance monitoring
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 201-6.5(c)

Item 5.1:
The following information must be included in any required compliance monitoring records and reports:

Air Pollution Control Permit Conditions
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(i) The date, place, and time of sampling or measurements;

(i) The date(s) analyses were performed,

(iif) The company or entity that performed the analyses;

(iv) The analytical techniques or methods used including quality assurance and quality control procedures
if required,

(v) The results of such analyses including quality assurance data where required; and
(vi) The operating conditions as existing at the time of sampling or measurement.

Any deviation from permit requirements must be clearly identified in all records and reports. Reports
must be certified by a responsible official, consistent with Section 201-6.3 of this Part 201.

Condition 6: Monitoring, Related Recordkeeping, and Reporting
Requirements.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 201-6.5(c)(2)

Item 6.1:

Compliance monitoring and recordkeeping shall be conducted according to the terms and conditions
contained in this permit and shall follow all quality assurance requirements found in applicable
regulations. Records of all monitoring data and support information must be retained for a period of at
least 5 years from the date of the monitoring, sampling, measurement, report, or application. Support
information includes all calibration and maintenance records and all original strip-chart recordings for
continuous monitoring instrumentation, and copies of all reports required by the permit.

Condition 4: Compliance Certification :
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 201-6.5(c)(3)(ii)

Item 4.1:
The Compliance Certification activity will be performed for the Facility.

Item 4.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

To meet the requirements of this facility permit with

respect to reporting, the permittee must:

Submit reports of any required monitoring at a minimum
frequency of every 6 months, based on a calendar year

Air Pollution Control Permit Conditions
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reporting schedule. These reports shall be submitted to
the Department within 30 days after the end of a reporting
period. All instances of deviations from permit
requirements must be clearly identified in such reports.
All required reports must be certified by the responsible
official for this facility.

Notify the Department and report permit deviations and
incidences of noncompliance stating the probable cause of
such deviations, and any corrective actions or preventive
measures taken. Where the underlying applicable
requirement contains a definition of prompt or otherwise
specifies a time frame for reporting deviations, that
definition or time frame shall govern. Where the
underlying applicable requirement fails to address the
time frame for reporting deviations, reports of deviations
shall be submitted to the permitting authority based on
the following schedule:

(1) For emissions of a hazardous air pollutant (as
identified in an applicable regulation) that continue for
more than an hour in excess of permit requirements, the
report must be made within 24 hours of the
occurrence.

(2) For emissions of any regulated air pollutant,
excluding those listed in paragraph (1) of this section,
that continue for more than two hours in excess of permit
requirements, the report must be made within 48
hours. ’

(3) For all other deviations from permit requirements,
the report shall be contained in the 6 month monitoring
report required above.

(4) This permit may contain a more stringent reporting
requirement than required by paragraphs (1), (2) or (3)
above. If more stringent reporting requirements have been
placed in this permit or exist in applicable requirements
that apply to this facility, the more stringent reporting
requirement shall apply.

If above paragraphs (1) or (2) are met, the source must
notify the permitting authority by telephone during normal
business hours at the Regional Office of jurisdiction for
this permit, attention Regional Air Pollution Control
Engineer (RAPCE) according to the timetable listed in
paragraphs (1) and (2) of this section. For deviations

Air Pollution Control Permit Conditions
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and incidences that must be reported outside of normal
business hours, on weekends, or holidays, the DEC Spill
Hotline phone number at 1-800-457-7362 shall be used. A
written notice, certified by a responsible official

consistent with 6 NYCRR Part 201-6.3(d)(12), must be
submitted within 10 working days of an occurrence for
deviations reported under (1) and (2).  All deviations
reported under paragraphs (1) and (2) of this section must
also be identified in the 6 month monitoring report
required above.

|

]

|

I

The provisions of 6 NYCRR 201-1.4 shall apply if the

permittee seeks to have a violation excused unless
otherwise limited by regulation. In order to have a
violation of a federal regulation (such as a new source
performance standard or national emissions standard for
hazardous air pollutants) excused, the specific federal
regulation must provide for an affirmative defense during
start-up, shutdowns, malfunctions or upsets.
Notwithstanding any recordkeeping and reporting
requirements in 6 NYCRR 201-1.4, reports of any deviations
shall not be on a less frequent basis than the reporting
periods described in paragraphs (1) and (4) above.

In the case of any condition contained in this permit
with a reporting requirement of "Upon request by
regulatory agency” the permittee shall include in the
semiannual report, a statement for each such condition
that the monitoring or recordkeeping was performed as
required or requested and a listing of all instances of
deviations from these requirements.

In the case of any emission testing performed during the
previous six month reporting period, either due to a
request by the Department, EPA, or a regulatory
requirement, the permittee shall include in the semiannual
report a summary of the testing results and shall indicate
whether or not the Department or EPA has approved the
results.

All semiannual reports shall be submitted to the
Administrator (or his or her representative) as well as
two copies to the Department (one copy to the regional air
pollution control engineer (RAPCE) in the regional office
and one copy to the Bureau of Compliance Monitoring and
Enforcement (BCME) in the DEC central office). Mailing
addresses for the above referenced persons are contained
in the monitoring condition for 6 NYCRR Part 201-6.5(e),

Air Pollution Control Permit Conditions
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contained elsewhere in this permit.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 7: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 201-6.5(e)

Item 7.1:
The Compliance Certification activity will be performed for the Facility.

Item 7.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
Requirements for compliance certifications with terms and
conditions contained in this facility permit include the
following:

i. Compliance certifications shall contain:

- the identification of each term or condition of the
permit that is the basis of the certification;

- the compliance status;

- whether compliance was continuous or intermittent;

- the method(s) used for determining the compliance status
of the facility, currently and over the reporting period
consistent with the monitoring and related recordkeeping
and reporting requirements of this permit;

- such other facts as the Department may require to
determine the compliance status of the facility as
specified in any special permit terms or conditions;

and

- such additional requirements as may be specified
elsewhere in this permit related to compliance
certification.

ii. The responsible official must include in the annual
certification report all terms and conditions contained in
this permit which are identified as being subject to
certification, including emission limitations, standards,
or work practices. That is, the provisions labeled herein
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as "Compliance Certification” are not the only provisions
of this permit for which an annual certification is
required.

iii. Compliance certifications shall be submitted
annually. Certification reports are due 30 days after the
anniversary date of four consecutive calendar quarters.
The first report is due 30 days after the calendar quarter
that occurs just prior to the permit anniversary date,
unless another quarter has been acceptable by the
Department,

iv. All compliance certifications shall be submitted to

the Administrator (or his or her representative) as well

as two copies to the Department (one copy to the regional

air pollution control engineer (RAPCE) in the regional

office and one copy to the Bureau of Compliance Monitoring
and Enforcement (BCME) in the DEC central office). Please
send annual compliance certifications to Chief of the
Stationary Source Compliance Section, the Region 2 EPA
representative for the Administrator, at the following
address: '

USEPA Region 2

Air Compliance Branch

290 Broadway

New York, NY 10007-1866

The address for the RAPCE is as follows:

6274 East Avon-Lima Road
Avon, NY 14414-9519

The address for the BCME is as follows:

NYSDEC

Bureau of Compliance Monitoring
and Enforcement

625 Broadway

Albany, NY 12233-3258

Monitoring Frequency: ANNUALLY
Reporting Requirements: ANNUALLY (CALENDAR)

Condition 8:

Reports due 30 days after the reporting period.
The initial report is due 1/30/2004.
Subsequent reports are due on the same day each year

Compliance Certification

Air Pollution Control Permit Conditions
Page 22 of 181 FINAL




New York State Department of Environmental Conservation -
Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

Effective between the dates of 02/20/2003 and 02/20/2008
Applicable Federal Requirement: 6NYCRR 201-6.5(f)

Item 8.1:
The Compliance Certification activity will be performed for the Facility.

Item 8.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
Operational Flexibility Plan

[. Protocol Objective

The objective of this condition is to maximize operational
flexibility at Kodak Park by building into the Title V

Permit the capability to make certain changes using a
protocol. As provided under 6 NYCRR Part 201-6.5(f)(2),
changes made under an approved protocol are not subject to
the Title V permit modification provisions under 6 NYCRR
Part 201-6.7.

[1. Changes Reviewed under the Protocol

The following types of physical changes or changes in the
method of operation which otherwise would require a permit
modification, may be reviewed under this protocol except

as otherwise limited under section IILA.:

1. New emission sources,

2. 6 NYCRR Part 200 "modifications",

3. Emission point relocations, and

4. Changes that otherwise could be handled under the
minor permit modification process in 6 NYCRR Part
201-6.7.

I11. Protocol

A. Criteria

1. TCSoR shall evaluate changes reviewed under this
protocol in accordance with the following

criteria:

a. All underlying federal and state requirements with
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A
g

which the new or changed emission source must comply must
exist in the Title V permit. The new or changed source

will be associated with an existing emissions unit,

process, emission source or emission point that has the
necessary regulatory citations. Existing permit conditions
may be amended to reference or include the new or changed
emission source and any related information, and/or,

subject to DEC approval, new conditions proposed, to
provide the appropriate monitoring parameters.

b. Any new or changed emission source shall not be part

of a source project that results in a significant net

emissions increase that exceeds the NSR thresholds
identified in 6 NYCRR Part 231-2 or 40 CFR 52.21. Kodak
will submit documentation of major NSR program
non-applicability for NYSDEC review and approval
consistent with the advance notification provisions of
Section HIL.B. below.

c. TCSoR shall not use the protocol to make physical
changes or changes in the method of operation of existing
emission sources that would require a new federally
enforceable cap either to avoid major New Source Review
requirements or to address and comply with other Clean Air
Act requirements such as RACT. Such changes must be
addressed via the significant permit modification
provisions.

B. Notification Requirements for Changes Reviewed under
Protocol

1. TCSoR shall notify the Department in writing at least
30 calendar days in advance of making changes reviewed
under the protocol which meet the criteria of A.1. a-d,
above.

2. Notifications made in accordance with this protocol
will include the following documentation:

a. ldentification of the Title V permit emission unit,
process(es), emission sources, and emission points
affected by the proposed change with applicable revisions
shown in a revised Emission Unit Matrix;

b. Description of the proposed change;
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c. If appropriate, the identification and description of
emissions control technology and compliance terms;

d. Documentation of the project's or emission source's
compliance with respect to all state and/or federally
applicable requirements according to an established
procedure which includes the following steps:

i. For new emission sources, identify all contaminants and
calculate the emission rate potential and maximum
projected actual annual emission rates after the proposed
change. For changes to existing emission sources,
emission rate potential and maximum projected actual
annual emission rates shall be provided for all
contaminants affected by the change.

ii. Indicate the environmental rating for each contaminant
identified in I11.B.1.d.i as previously established by the
Department or proposed based on the current DAR-1 Ambient
Guideline Concentration Table or toxicological

review.

iii. Provide the rationale for determining that major NSR
does not apply which may include: 1) an explanation that
the change is not a source project or modification under
40 CFR 52.21, 2) calculations that demonstrate that the
emissions increase from the project alone is not
significant or, 3) calculations that demonstrate that the
net emissions increase for the contemporaneous period is
not significant. :

iv. Model facility-wide emissions, including emissions

from the proposed project, using the approved dispersion
model known as the Kodak Air Resources Evaluation System
(KARES) or another model approved in advance by the
Department. Maximum projected actual annual emission
rates consistent with current permitting will be used in

the model.

v. ldentify and evaluate the applicability of all

regulations likely to be triggered by the new or changed
emission source, using the emissions information,
environmental ratings, modeling results and knowledge of
operations.

e. Any other relevant information used for the evaluation
of the proposed project or emission source under the
Air Pollution Control Permit Conditions
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Protocol.

C. Review and Approval of Changes

1. TCSoR will be permitted to proceed with the change 30
days from the Department's receipt of the notification or
upon prior Departmental approval, whichever is first,
unless the Department determines that a more detailed
review (in accordance with #3 below) or a permit
modification (in accordance with #2 below) is required.

2. The Department may require a permit modification, in
order to impose new applicable requirements or additional
permit conditions if it determines that changes proposed
pursuant to notification do not meet the criteria under
III.A or that the change may have a significant air

quality impact or be otherwise potentially significant
under SEQRA (6NYCRR Part 617).

3. The Department may require that the permittee not
undertake the proposed change until it completes a more
detailed review of the proposed change, which may include
potential air quality impacts and/or applicable
requirements. The Department's determination shall include
a listing of information required for further review, if
necessary.

4. The Department shall respond to the permittee in
writing with a determination under #2 or 3 above within 15
days of receipt of the notification from the permittee.

D. Additional Compliance Obligations for Changes Made
Under this Protocol

1. Upon commencement of the change, TCSoR shall comply
with all applicable requirements and permit conditions,
including any amended or proposed in accordance with
IILA.1.a above.

2. TCSoR shall provide with the semi-annual monitoring
report, a summary of the changes made in accordance with
this protocol during the corresponding period and a
statement of the compliance status of each.
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Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 9: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 202-2.1

Item 9.1:
The Compliance Certification activity will be performed for the Facility.

Item 9.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

Emission statements shall be submitted on or before April

15th each year for emissions of the previous calendar

year.

Monitoring Frequency: ANNUALLY
Reporting Requirements: ANNUALLY (CALENDAR)
Reports due by April 15th for previous calendar year

Condition 10:  Recordkeeping requirements
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 202-2.5

Item 10.1:
(a) The following records shall be maintained for at least five years:

) a copy of each emission statement submitted to the department; and

) records indicating how the information submitted in the emission statement was
determined, including any calculations, data, measurements, and estimates used.

(b) These records shall be made available at the facility to the representatives of the department
upon request during normal business hours.

Condition 11:  Submittal of Episode Action Plans
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 207.

Item 11.1:
An episode action plan must be submitted for approval by the Department in accordance with the
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requirements of 6NYCRR Part 207. The plan shall contain detailed steps which will be taken by the
facility to reduce air contaminant emissions during each stage of an air pollution episode. Once approved,
the facility shall take whatever actions are prescribed by the episode action plan when an air pollution
episode is in effect.

Condition 12:  Sources meeting Federal requirements, satisfy Part 212
compliance for regulated contaminant
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 212.5(e)

Item 12.1:

A process emission source, subject to the Federal new source performance standards in 40 CFR Part 60,
the national emission standards for hazardous air poliutants in 40 CFR part 61, or to the polychlorinated
biphenyl disposal criteria in 40 CFR Part 761 satisfies the requirements of this Part for the contaminant
regulated by the Federal standard if the source owner can demonstrate that the source is in compliance
with the respective Federal regulation.

Condition 13:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 60, NSPS Subpart A

Item 13.1:
The Compliance Certification activity will be performed for the facility:
The Compliance Certification applies to:

Emission Unit: U-00015
Emission Unit: U-00035

Item 13.2:
Compliance Certification shall include the following monitoring;

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

The following requirements apply as relevant to affected

facilities subject to 40 CFR Part 60 in the emission units

listed above.

40 CFR 60.4 EPA Region 2 address

All requests, reports, applications, submittals, and other
communications to the Administrator pursuant

to this part shall be submitted in duplicate to the
following address:

Director, Division of Enforcement and Compliance
Assistance
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USEPA Region 2
290 Broadway, 21st Floor
New York, NY 10007-1886

Copies of all correspondence to the administrator pursuant
to this part shall also be submitted to the NYSDEC
Regional Office issuing this permit (see address at the
beginning of this permit) and to the following

address:

NYSDEC

Bureau of Enforcement and Compliance Assurance
625 Broadway

Albany, NY 12233-3254

40 CFR 60.7 Notification and record keeping

Any owner or operator subject to this part shall furnish

the Administrator with the following information:

1) a notification of the date construction or

reconstruction commenced, postmarked no later than 30 days
after such date;

3) a notification of the actual date of initial start up,
postmarked within 15 days after such date;

4) a notification of any physical or operational change to
an existing facility which may increase the emission rate
of any air pollutant to which a standard applies, unless

the change is specifically exempted under 40 CFR 60. The
notice shall be postmarked 60 days or as soon as
practicable before the change is commenced and shall
include information describing the precise nature of the
change, present and proposed emission control systems,
productive capability of the facility before and after the
change, and the expected completion date of the change.
The Administrator may request additional information
regarding the change;

5) a notification of the date upon which the demonstration
of continuous monitoring system performance commences,
postmarked not less than 30 days prior to such date;

6) a notification of the anticipated date for conducting

the opacity observations, postmarked not less than 30 days
prior to such date; and

7) a notification that continuous opacity monitoring
system data results will be used to determine compliance
with the applicable opacity standard during the
performance test, postmarked not less than 30 days prior
to the performance test.

Affected owners or operators shall maintain records of
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occurrence and duration of any startup, shutdown, or
malfunction in the operation of an affected facility; any
malfunction of the air pollution control equipment; or any
periods during which a continuous monitoring system or
monitoring device is inoperative.

Affected owners or operators shall submit an excess
emissions report and/or a summary report form (as
defined in 40 CFR 60.7(d)) semi-annually (or more
frequently as required by the applicable Subpart or the
Administrator), to the Administrator. These reports shall
be post marked no later than 30 days after each calendar
quarter (or as appropriate), and shall contain the
following information:

1) the magnitude of excess emissions computed, any
conversion factors used, the date and time of

each .
occurrence, and the process operating time during the
reporting period;

2) specific identification of each period of excess
emissions that occur during startup, shutdown, or
malfunction, where the nature, cause, and corrective
action are provided for a malfunction;

3) the date and time identifying each period during which
the continuous monitoring system was inoperative except
for zero and span checks and the nature of the system
repairs or adjustments; and

4) when no excess emissions have occurred or when the
continuous monitoring system(s) have not been inoperative,
repaired, or adjusted, such information shall be provided
in the report.

A summary report form, for each pollutant monitored, shall
be sent to the Administrator in the form prescribed in
Figure 1 of 40 CFR Part 60.7(d).

[f the total duration of excess emissions for the

reporting period is less than 1 percent of the total
operating time for the reporting period and CMS downtime
for the reporting period is less than 5 percent of the

total operating time for the reporting period, only the
summary report form shall be submitted and the excess
emission report described in 60.7(c) need not be submitted
unless requested by the Administrator. Ifthe totat

duration of excess emissions for the reporting period is 1
percent or greater of the total operating time for the
reporting period and CMS downtime for the reporting period
is 5 percent or greater of the total operating time for
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the reporting period, the summary report form and the
excess emission report described in 60.7(c) shall both be
submitted.

The following files shall be maintained at the facmty

for all affected sources: alt measurements,

including

continuous monitoring systems, monitoring device, and
performance testing measurements; all continuous
monitoring system performance evaluations;all continuous
monitoring device calibration checks; adjustments and
maintenance performed on these systems or devices; and all
other information required by this part, recorded in
permanent form suitable for inspections. The file shall be
maintained for at least two years following the date of
such measurements, maintenance, reports, and records,
except as specified in 40 CFR 60.7(f)(1)-(3). (Note:

Title V requires that monitoring records be maintained for
5 years).

If notification substantially similar to that in paragraph
(a) of this section is required by any other State or
local agency, sending the Administrator a copy of that
notification will satisfy the requirements of paragraph
(a) of this section.

Individual subparts of this part may include specific
provisions which clarify or make inappropriate the
provisions set forth in this section.

40 CFR 60.11 Compliance with Standards and Maintenance
Requirements

Compliance with standards in 40 CFR Part 60, other than
opacity standards, shall be determined in accordance with
performance tests established by section 60.8 of 40 CFR
Part 60 unless otherwise specified in the applicable
standard.

Compliance with opacity standards in this part shall be
determined by conducting observations in accordance with
Reference Method 9 in appendix A of this part, any
alternative method that is approved by the Administrator,
or as provided in paragraph (e)(5) of this section. For
purposes of determining initial compliance, the minimum
total time of observations shall be 3 hours (30 6-minute
averages) for the performance test or other set of
observations (meaning those fugitive type emission sources
subject only to an opacity standard).
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| The opacity standards set forth in this part shall apply
at all times except during periods of startup, shutdown,
malfunction, and as otherwise provided in the applicable
standard.

|

I At all times, including periods of startup, shutdown, and

| malfunction, owners and operators of this facility
shall, to the extent practicable, maintain and operate any

: affected facility including associated air A

| pollution
control equipment in a manner consistent with good air
pollution control practice for minimizing emissions.
Determination of whether acceptable operating and
maintenance procedures are being used will be based on
information available to the Department and the
Administrator which may include, but is not limited to,
monitoring results, opacity observations, review of

operating and maintenance procedures, and inspection of
the source.

40 CFR 60.12 Circumvention

No owner or operator subject to the provisions of this
part shall build, erect, install, or use any

article,

machine, equipment or process, the use of which conceals
an emission which would otherwise constitute a violation
of an applicable standard. Such conceaiment includes, but
is not limited to, the use of gaseous diluents to achieve
compliance with an opacity standard or with a standard
which is based on the concentration of a pollutant in the
gases discharged to the atmosphere.

40 CFR 60.13 Monitoring requirements

All continuous monitoring systems required under
applicable subparts shall be installed, calibrated,
maintained, and operated in accordance with the
requirements of section 60.13.

40 CFR 60.14 Modification

Within 180 days of the completion of any physical or
operational change (as defined in section

60.14),

compliance with the applicable standards must be
achieved.

40 CFR 60.15 Reconstruction
An existing facility, upon reconstruction (as defined in
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Section 60.15) becomes an affected facility, irrespective
of any change in emission rate.

At least 60 days prior to commencing reconstruction, a
notice of the proposed reconstruction must be submitted to
the Administrator and must include the following:
1) a notice of intent to reconstruct 60 days prior to the

| action;
2) name and address of the owner or operator;

3) the location of the existing facility;

4) a brief description of the existing facility and the

components to be replaced;

] 5) a description of the existing air pollution control

' equipment and the proposed air pollution control

! equipment;
6) an estimate of'the fixed capital cost of the
replacements and of constructing a comparable
entirely
new facility;
7) the estimated life of the facility after the
replacements; and
8) a discussion of any economic or technical limitations
the facility may have in complying with the applicable
standards of performance after the proposed
replacements.

Individual subparts of this part may include specific
provisions which refine or delimit the concept of
reconstruction set forth in this section.

Monitoring Frequency: AS REQUIRED - SEE MONITORIN
DESCRIPTION :

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 14:  Accidental release provisions.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 68.
Item 14.1:
If a chemical is listed in Tables 1,2,3 or 4 of 40 CFR §68.130 is present in a process in quantities greater
than the threshold quantity listed in Tables 1,2,3 or 4, the following requirements will apply:
a) The owner or operator shall comply with the provisions of 40 CFR Part 68 and;
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b) The owner or operator shall submit (if not previously submitted) one of the following if such quantities
are present at the time of permit issuance:

1) A compliance schedule for meeting the requirements of 40 CFR Part 68 by the date provided in 40
CFR §68.10(a) or,

2) A certification statement that the source is in compliance with all requirements of 40 CFR Part 68,
including the registration and submission of the Risk Management Plan. Information should be submitted
to:

USEPA Region 2

Air Compliance Branch

290 Broadway

New York, NY 10007-1866

ATTN: Accidental Release Program contact

Condition 15:  Recycling and Emissions Reduction
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 82, Subpart F
Item 15.1:
The permittee shall comply with all applicable provisions of 40 CFR Part 82.
**** Emission Unit Level ****

Condition 16:  Emission Point Definition By Emission Unit
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 201-6.

Item 16.1:
The following emission points are included in this permit for the cited Emission Unit:

Emission Unit:  U-00015

Emission Point: 00001
Height (ft.): 366 Diameter (in.): 132
NYTMN (km.): 4786.321 NYTME (km.): 283.129  Building: 031

Emission Point: 00002
Height (ft.): 366 Diameter (in.): 156
NYTMN (km.): 4786.321 NYTME (km.): 283.129  Building: 031

Emission Point: 00003
Height (ft.): 408 Diameter (in.): 144
NYTMN (km.): 4786.321 NYTME (km.): 283.129  Building: 321
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Emission Point: 00004
Height (ft.): 409 Diameter (in.): 180
NYTMN (km.): 4786.321 NYTME (km.): 283.129  Building: 321

Item 16.2:
The following emission points are included in this permit for the cited Emission Unit:

Emission Unit:  U-00035

Emission Point: 03104
Height (ft.): 72 Diameter (in.): 2
Building: 031

Emission Point: 321 A0
Height (ft.): 187 Diameter (in.): 2
Building: 321

Item 16.3:
The following emission points are included in this permit for the cited Emission Unit:

Emission Unit:  U-00051

Emission Point: 32102
Height (ft.): 65 Diameter (in.): 96
Building: 321

Emission Point: 32106
Height (ft.): 135 Diameter (in.): 24
Building: 321

Emission Point: 32107
Height (ft.): 33 Diameter (in.): 6
Building: 321
Emission Point:  M9001
Height (ft.): 24 Diameter (in.): 10
Building: M90

Condition 17:  Process Definition By Emission Unit
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 201-6.

Item 17.1:
This permit authorizes the following regulated processes for the cited Emission Unit:

Emission Unit:  U-00015
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| Process: K07 Source Classification Code: 1-02-004-01
| Process Description: NO 6 FUEL OIL COMBUSTION IN PACKAGE BOILERS

Emission Source/Control: 031AC - Combustion
Emission Source/Control: 031AD - Combustion
Emission Source/Control: 031AE - Combustion
Emission Source/Control: 031AF - Combustion

Item 17.2:
This permit authorizes the following regulated processes for the cited Emission Unit:

Emission Unit:  U-00015
Process: K09 Source Classification Code: 1-02-002-06
Process Description: :

BITUMINOUS COAL COMBUSTION IN BUILT UP

BOILERS 13 AND 14

Emission Source/Control: 031AG - Combustion
Emission Source/Control: 031AH - Combustion

Emission Source/Control: 03104 - Control
Control Type: ELECTROSTATIC PRECIPITATOR

Item 17.3:
This permit authorizes the following regulated processes for the cited Emission Unit:

Emission Unit:  U-00015
Process: K10 Source Classification Code: 1-02-004-01
Process Description:

NO 6 FUEL OIL COMBUSTION IN BUILT UP

BOILERS 15 AND 16

Emission Source/Control: 031AK - Combustion
Emission Source/Control: 031AL - Combustion

Emission Source/Control: 03109 - Control
Control Type: ELECTROSTATIC PRECIPITATOR

Emission Source/Control: 03110 - Control
Control Type: ELECTROSTATIC PRECIPITATOR

Item 17.4:
This permit authorizes the following regulated processes for the cited Emission Unit:
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Emission Unit: U-00015
Process: K11 Source Classification Code: 1-02-002-03
Process Description: BITUMINOUS COAL COMBUSTION FOR BUILT UP BOILER #15

Emission Source/Control: 031AK - Combustion

i Emission Source/Control: 03110 - Control
Control Type: ELECTROSTATIC PRECIPITATOR

Item 17.5:
This permit authorizes the following regulated processes for the cited Emission Unit:

Emission Unit: U-00015
Process: K12 Source Classification Code: 1-02-004-01
Process Description:

NO 6 FUEL OIL COMBUSTION FOR BUILT UP

BOILERS 41, 42 AND 43

Emission Source/Control: 321AG - Combustion
Emission Source/Control: 321AH - Combustion
Emission Source/Control: 321AI - Combustion

Emission Source/Control: 32101 - Control
Control Type: ELECTROSTATIC PRECIPITATOR

Emission Source/Control: 32102 - Control
Control Type: ELECTROSTATIC PRECIPITATOR

Emission Source/Control: 32104 - Control
Control Type: ELECTROSTATIC PRECIPITATOR

Item 17.6:
This permit authorizes the following regulated processes for the cited Emission Unit:

Emission Unit:  U-00015
Process: K13 Source Classification Code: 1-02-002-03
Process Description:

BITUMINOUS COAL COMBUSTION FOR BUILT UP
BOILERS #41, 42 AND 43.

Emission Source/Control: 321AG - Combustion
Emission Source/Control: 321AH - Combustion
Emission Source/Control: 321AI - Combustion
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Emission Source/Control: 32101 - Control
Control Type: ELECTROSTATIC PRECIPITATOR

Emission Source/Control: 32102 - Control
Control Type: ELECTROSTATIC PRECIPITATOR

Emission Source/Control: 32104 - Control
Control Type: ELECTROSTATIC PRECIPITATOR

Item 17.7:
This permit authorizes the following regulated processes for the cited Emission Unit:

Emission Unit:  U-00015
Process: K14 Source Classification Code: 1-02-005-01
Process Description:

NO. 2 FUEL OIL COMBUSTION WITH NSPS

APPLICABILITY IN #44 BOILER.

Emission Source/Control: 321AJ - Combustion

Emission Source/Control: 32103 - Control
Control Type: ELECTROSTATIC PRECIPITATOR

Item 17.8:
This permit authorizes the following regulated processes for the cited Emission Unit:

Emission Unit:  U-00015
Process: K15 Source Classification Code: 1-02-002-02
Process Description:

BITUMINOUS LOW SULFUR COAL COMBUSTION WITH

NSPS APPLICABILITY, IN 44 BOILER

Emission Source/Control: 321AJ - Combustion

Emission Source/Control: 32103 - Control
Control Type: ELECTROSTATIC PRECIPITATOR

Item 17.9:
This permit authorizes the following regulated processes for the cited Emission Unit:

Emission Unit:  U-00035

Process: K16 Source Classification Code: 3-16-130-02
Process Description: NO. 2 FUEL OIL STORAGE

Emission Source/Control: 001AE - Process

Item 17.10:
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This permit authorizes the following regulated processes for the cited Emission Unit:
Emission Unit: U-00035
Process: K25 Source Classification Code: 3-16-130-02
Process Description: BOILER FEEDWATER ADDITIVE STORAGE
Emission Source/Control: 031AM - Process

Emission Source/Control: 321AK - Process

Item 17.11:
This permit authorizes the following regulated processes for the cited Emission Unit:

Emission Unit:  U-00051
Process: K18 Source Classification Code: 3-05-101-99
Process Description: COAL ASH STORAGE AND TRANSFER OPERATIONS

Emission Source/Control: 32106 - Control
Control Type: FABRIC FILTER

Emission Source/Control: 32111 - Control
Control Type: FABRIC FILTER

Emission Source/Control: M9001 - Control
Control Type: FABRIC FILTER

Emission Source/Control: 321AA - Process
Emission Source/Control: 321/3;D - Process
Emission Source/Control: 321AE - Process
Emission Source/Control: M90AA - Process

Condition 18:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 201-6.

Item 18.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Item 18.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
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Monitoring Description:
All records required by this permit must be kept at the
facility for the term of this permit, and must be made
available to the Department upon request.

The Department reserves the right to inspect this facility

as deemed necessary to determine compliance with this
permit. Such inspections may be performed without prior
notification. Routine inspections will be made during
reasonable business hours, however, NYSDEC reserves the
right to enter the facility at any time if there is cause

to believe that the facility is in non-compliance.

All copies of reports and notification required under this

section must be submitted to the NYSDEC Region 8 Office,

the NYSDEC Bureau of Enforcement and Regional Support and
the NYSDEC Bureau of Application Review and Permitting in
Albany. Unless stated otherwise, such reports or

notification shall be submitted within thirty days after

the end of each calendar year quarter. The addresses for

the above offices are as follows:

NYSDEC Region 8 Office
Attn: Air Quality Engineer
6274 East Avon Lima Road
Avon, NY 14414

NYSDEC

Bureau of Stationary Sources
Division of Air Resources
625 Broadway, 2nd Floor
Albany, NY 12233-3254

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 19:  Building 321 Boilers Maintenance Mode
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 201-6.5(f)

Item 19.1:
This Condition applies to  Emission Unit: U-00015

Item 19.2:
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Maintenance inspections and cleanouts for Emission Points 00003 and 00004 eccur approximately
twice every five years. During normal operations, Unit 41 is ducted to EP 00003 and Unit 43 is
ducted to EP 00004. During these maintenance activities, emissions from Units 41 and 43 (ES
321AG and 321AI) may be re-ducted to the alternate stack for a period of up to 10 days as
necessary to perform maintenance on the stack. Unit 42, ducted to EP 00003, and Unit 44,
ducted to EP 00004, will not be re-ducted during the maintenance procedure.

While emissions from ES 321AG or ES 321AlI are re-ducted during a maintenance mode, the
affected boilers shall continue to operate in accordance with all a;{plicable emission limits and
requirements. Continuous opacity monitors on EP 00003 and EP 00004 will be used to monitor
compliance with opacity limits during the maintenance mode.

TCSoR shall notify the Department at least 30 days prior to implementing the maintenance mode
which involves re-ducting emissions to the alternate stacks.

Condition 20:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement; 6NYCRR 202-1.

Item 20.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Item 20.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

All testing must be done in accordance with protocols

approved by the Department in advance of the testing.

Test protocols must be submitted for approval at least 60

days in advance of the scheduled test date. The

Department must be provided with at least 30 days advanced

notice of testing. Failure to notify or use approved

protocols is grounds for rejection of such tests.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 21:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 225-1.2(d)
Item 21.1:
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The Compliance Certification activity will be performed for:
Emission Unit: U-00015

Regulated Contaminant(s):
CAS No: 007704-34-9  SULFUR

Item 21.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: WORK PRACTICE INVOLVING SPECIFIC
OPERATIONS
Monitoring Description:
The maximum amount of sulfur in coal burned at the
facility shall not exceed 2.5 pounds of sulfur per million
BTU gross heat content.

Work Practice Type: PARAMETER OF PROCESS MATERIAL

Process Material: BITUMINOUS COAL

Parameter Monitored: SULFUR CONTENT

Upper Permit Limit: 2.5 pounds per million Btus

Monitoring Frequency: PER DELIVERY

Averaging Method: MAXIMUM - NOT TO BE EXCEEDED AT ANY
TIME (INSTANTANEOUS/DISCRETE OR GRAB)

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 22:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 225-1.2(d)

Item 22.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Regulated Contaminant(s):
CAS No: 007704-34-9  SULFUR

Item 22.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: WORK PRACTICE INVOLVING SPECIFIC
OPERATIONS
Monitoring Description:
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The sulfur content of the fuel oil burned at the facility
shall not exceed 1.5% by weight per 6 NYCRR Part
225-1.2(d), Table 2

Work Practice Type: PARAMETER OF PROCESS MATERIAL

Process Material: OIL (NOT ELSEWHERE CLASSIFIED)

Parameter Monitored: SULFUR CONTENT

Upper Permit Limit: 1.5 percent reduction by weight

Monitoring Frequency: PER DELIVERY

Averaging Method: MAXIMUM - NOT TO BE EXCEEDED AT ANY
TIME (INSTANTANEOUS/DISCRETE OR GRAB)

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 23:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 225-1.5(a)

Item 23.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Regulated Contaminant(s):
CAS No: 007446-09-5  SULFUR DIOXIDE

Item 23.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

For each calendar quarter, for each of boilers 15, 41,

42, and 43 (i.e. emission sources 031AK, AG, AH, and Al),

the following two step calculation procedure shall be

performed: '

Step 1: Calculate an allowable Sulfur Dioxide emission

limit by the equation

S-allowable = ((1.1)(A-allowable)(M) +
(2)(B-allowable)(T)) / (M+T)
Where S-allowable is the allowable quarterly average
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Sulfur Dioxide emissions rate in pounds per million
BTU :

A-allowable is the allowable quarterly sulfur in oil limit
from 6NYCRR, Part 225 (In this case, 1.5) in % Sulfur by
weight

M is the quarterly actual average of % of total heat input
from oil

B-allowable is the allowable quarterly Sulfur in coal
limit from 6NYCRR, part 225 (In this case 1.9) in pounds
per million BTU

T is the quarterly actual average of total heat input from
coal

Step 2: Calculate wether the allowable Sulfur Dioxide
emissions limit is being met by the equation

S-actual = ((1.1)(A-actual)(M) + (2)(B-actual)(T)) / (M +
T

Where S-actual is the actual quarterly average Sulfur
Dioxide emissions rate in pounds per million
BTU

A-actual is the actual quarterly sulfur in oil content, in
% Sulfur by weight

M is as defined above

B-actual is the actual quarterly sulfur in coal content,
in pounds per million BTU

T is as defined above

The calculations performed in this manner shall assure

that the actual QUARTERLY average Sulfur Dioxide emissions
rate shall not exceed the allowable QUARTERLY average
Sulfur Dioxide emissions rate.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.
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The initial report is due 7/30/2003.
Subsequent reports are due every 6 calendar month(s).

Condition 24:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 225-1.5(a)

Item 24.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Regulated Contaminant(s):
CAS No: 007446-09-5  SULFUR DIOXIDE

Item 24.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
For each calendar year, for each of boilers 15, 41, 42,
and 43 (i.e. emission sources 031 AK, AG, AH, and Al), the
following two step calculation procedure shall be
performed:

Step 1: Calculate an allowable Sulfur Dioxide emission
limit by the equation

S-allowable = ((1.1)(A-allowable)}(M) +
(2)(B-allowable)(T)) / (M+T)

Where S-allowable is the allowable annual average Sulfur
Dioxide emissions rate in pounds per million
BTU

A-allowable is the allowable annual sulfur in oil limit
from 6NYCRR, Part 225 (In this case, 1.5) in % Sulfur by
weight :

M is the annual actual average of % of total heat input
from oil

B-allowable is the allowable annual Sulfur in coal limit
from 6NYCRR, part 225 (In this case 1.7) in pounds per
million BTU
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T is the annual actual average of total heat input from
coal

Step 2: Calculate wether the allowable Sulfur Dioxide
emission limit is being met by the equation

S-actual = ((1.1)(A-actual)(M) + (2)(B-actual)(T)) / (M +
T)

Where S-actual is the annual average Sulfur Dioxide
emissions rate in pounds per million BTU

A-actual is the actual annual sulfur in oil content, in %
Sulfur by weight

M is as defined above

B-actual is the actual annual sulfur in coal content, in
pounds per million BTU

T is as defined above

The calculations performed in this manner shall assure

that the actual ANNUAL average Sulfur Dioxide emissions
rate shall not exceed the allowable ANNUAL average Sulfur
Dioxide emissions rate.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 25:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 225-1.7

Item 25.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Regulated Contaminant(s):
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CAS No: 007704-34-9  SULFUR

Item 25.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
All relevant emission and fuel sampling requirements of
Subparts 225-1.7 and 225-1.8 are applicable to the
facility. Fuel sampling and sulfur analysis shall be
conducted on site and results summarized and submitted to
the Department on a quarterly basis according to a Coal
Sampling and Analysis Procedure, subject to Department
approval. An updated Coal Sampling and Analysis Procedure
shall be submitted by December 20, 2001 for the
Department's review.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: QUARTERLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 26:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.3

Item 26.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Item 26.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
In order to comply with the requirements of the Order on
Consent D8-0001-98-03 Appendix 1 Opacity Reduction
Program, the Permittee shall prepare an Opacity Incident
Report (OIR) for each excess opacity event according to
the Opacity Compliance Program for each station. An
excess opacity emissions event consists of one or more six
minute periods in which the average opacity exceeds 20%,
which are caused by the same circumstances.
Each OIR shall include a description of the sequences of
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events, an explanation of the cause of the event, a

description of the corrective actions taken and proposed
preventive measures.

Permittee shall submit for Department review and approval
written reports of excess emissions for each calendar

quarter with the nature and cause of the excessive

emission in accordance with 6 NYCRR 227-1.4. Such reports
shall include a summary page providing: the total number

or exceedances; the number of exceedances reported to the
Department under Part 201-1.4 as potentially excused
exceedances; monitor downtime expressed as a percentage of
operating time; compliance rate, expressed (to the

hundredth) as a percentage of operating time.

A summary of the status and progress of the Permittee's
Opacity Reduction Program shail be included with each
quarterly opacity report required by 227-1.4. The summary
shall include the status of the improvement project

activities and any measurable effect on chimney opacity.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: QUARTERLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 27:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.3

Item 27.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Item 27.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

In order to comply with the requirements of the Order on

Consent D8-0001-98-03 Appendix 1 Opacity Reduction

Program, the Permittee shall investigate upgrades to the

opacity data logger systems and upgraded alarm functions

to provide improved root cause analysis relative to the

opacity incidents.
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Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar monthg(s).

Condition 28:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.3

Item 28.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Item 28.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES

Monitoring Description:
In order to comply with the requirements of the Order on
Consent D8-0001-98-03 Appendix 1 Opacity Reduction
Program, the Permittee shall provide annual one-day
opacity compliance awareness training to all operators
including: a review of opacity regulations and monitoring
requirements, a discussion of opacity monitoring
equipment, an explanation of the source of opacity and the
impact of changes to the plant equipment and operating
parameters upon opacity , and a discussion of reporting
requirements and corrective actions to be taken when
excessive opacity levels occur.

Monitoring Frequency: ANNUALLY

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 29:  Compliance Certification )
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.3

Item 29.1:
The Compliance Certification activity will be performed for:
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Emission Unit: U-00015

Item 29.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES

Monitoring Description:
In order to comply with the requirements of the Order on
Consent D8-0001-98-03 Appendix 1 Opacity Reduction
Program, the continuous opacity monitors shall be operated
and maintained in accordance with the requirements of 40
CFR Part 60, the manufacturer's recommendations, and the
Permittee's QA/QC program. The Permittee shall implement
a preventive maintenance program for the opacity monitors,
including daily system checks and quarterly and bi-annual
maintenance activities, documented on preventive
maintenance checklists.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 30:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.3

Item 30.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Item 30.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

In order to comply with the requirements of the Order on

Consent D8-0001-98-03 Appendix ! Opacity Reduction

Program, the Permittee shall:

Continue to evaluate the existing soot blowing practices

to determine if there is any correlation with elevated

opacity levels.
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Continue to determine if the sequence of the existing soot
blowing pattern has been optimized to reduce exit opacity
from the unit.

Continue to revise standard operating procedures as
appropriate, provide adequate operator training, and
adhere to revised procedures.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 31:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.3

Item 31.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Item 31.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES

Monitoring Description:
In order to comply with the requirements of the Order on
Consent D8-0001-98-03 Appendix 1 Opacity Reduction
Program, the Permittee shall implement the activities
designed to correct any unexcused exceedances identified
in the Opacity Reduction Effectiveness Report, dated
November 10, 1999. Those chimneys which after
implementation of the improvement projects, demonstrate
further unexcused opacity exceedances will also be subject
to further evaluation. This evaluation will go beyond the
initial general process optimization and shall include an
assessment of the technical and economic feasibility of
solutions which are specifically targeted at the
activities responsible for the remaining unexcused opacity
exceedances.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
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Reporting Requirements: SEMI-ANNUALLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 32:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.3

Item 32.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Item 32.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

In order to comply with the requirements of the Order on

Consent D8-0001-98-03 Appendix 1 Opacity Reduction

Program, the Permittee shall identify deficiencies which

cause opacity exceedances by means of root cause analysis.

At the beginning of each calendar year, the prior year's
Opacity Incident Reports (OIRs) shall be reviewed to
identify any consistent patterns for opacity exceedances.
Patterns that are found shall be investigated and
corrective actions (e.g., revised maintenance procedures,
equipment upgrades, and personnel training) shall be
implemented.

These reports shall be maintained for a period of 5 years
and shall be made available to the Department upon
request.

Where the Root Cause Analysis indicates that ESP
performance significantly contributes to unexcused opacity
excursions, Permittee shall submit a Control Feasibility
Study to the Department for review and approval by July 1
of that year.

Monitoring Frequency: ANNUALLY

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).
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Condition 33:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requircment: 6NYCRR 227-1.3

Item 33.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Item 33.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
In order to comply with the requirements of the Order on
Consent D8-0001-98-03 Appendix | Opacity Reduction
Program, the Permittee shall operate, maintain and monitor
its electrostatic precipitators (ESPs) in a manner
consistent with good air pollution control practice for
minimizing emissions and shall make appropriate changes to
the existing operating procedures, adequately train all
personnel, and adhere to revised procedures. ESP
cleaning, inspection, and adjustment shall be conducted in
accordance with the Precipitator Overhaul Procedure.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 34:  Stack Monitoring
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.4(c)

Item 34.1:
This Condition applies to  Emission Unit: U-00015

Item 34.2:

If the sum of the maximum heat input capacity of all furnaces, which are operated simultaneously and are
connected to a common air cleaning device and/or a common stack exceeds 250 million Btu per hour
maximum heat input capacity, stack monitoring shall be required for such combustion installation in
accordance with 6 NYCRR Part 227-1.4. The continuous stack monitoring and reporting requirements of
this section as they may pertain to existing stationary combustion installlations shall apply witihin one
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year after the effective date of this section, or by such later date as determined by an order of the
commissioner.

Condition 35:  Stack Monitoring
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.4(d)

Item 35.1:
This Condition applies to Emission Unit: U-00015

Item 35.2:

Upon written application by a source owner, the commissioner may except a source owner or operator
from the provisions of this section and set forth alternative stack monitoring and reporting requirements if
the source owner can demonstrate that:

t.commercially available continuous stack monitoring systems would not provide accurate
determinations of readings; or .

2.the installation of a continuous stack monitoring system would impose an extreme economic
burden on the source owner; or

3.existing stack monitoring equipment which does not conform to the criteria in appendix B of title
40, part 60 of the Code of Federal Regulations provides accurate and reliable data;

4.a continuous stack monitoring system cannot be installed due to physical limitations.

Condition 36:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.

Item 36.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Item 36.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

A summary of the emission limits and operating

restrictions for this permit must be posted in the

Building 31 and 321 control rooms and must be plainly

visible (without obstructions) to the operator of the

facility.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: SEMI-ANNUALLY (CALENDAR)
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Reports due 30 days after the reporting period.
The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 37:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.

Item 37.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 37.2:
Compliance Certification shall include the following monitoring;

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES

Monitoring Description:
All emission limits based on heat input correspond to the
Higher Heating Value (HHV) of the fuel burned. The limits
apply at all loads of operation, except during periods of
startup and shutdown (not to exceed three hours per
occurrence), malfunctions (as defined in 6 NYCRR Part
201-2(b)(22)), periods of low steam demand (weekend
turndown cycles), and periods of gas curtailment.
NOx limits during periods of low steam demand (low load)
shall be determined by a plot of NOx vs. load, percent gas
(or coal) vs. load, which were established following
completion of the reburn studies on Boilers 15,41, 42 and
43 and submitted to the Department on the following dates:
February 3, 1998 (Boiler 43), September 21, 1998 (Boiler
15), January 19, 1999 (Boiler 42), and June 28, 1999
(Boiler 41).
During periods of a natural gas curtailment, NOx emissions
shall be minimized according to the procedures of the
Natural Gas Curtailment Plan, subject to Department
approval.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).
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Condition 38:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008
Applicable Federal Requirement: 6NYCRR 227-2.

Item 38.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Item 38.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES

Monitoring Description:
Boilers 15, 41, 42 and 43 shall only fire natural gas,
residual oil or bituminous coal. Boilers 13 and 14 shall
fire only bituminous coal. Boilers 1,2,3,4 and 16
shall fire only residual oil. Boiler 44 shall fire only
distillate oil and bituminous coal.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 39:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.6

Item 39.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Regulated Contaminant(s):
CAS No: ONY210-00-0 . OXIDES OF NITROGEN

Item 39.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES

Monitoring Description:
Certified continuous monitoring and recording systems
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(CEM) to measure NOx and either CO2 or O2 in the exhaust
stack of Boilers 13, 14, 15, 16,41, 42, 43 and 44 are
required. These CEM systems shall be calibrated and
maintained and shall meet the requirements of 6 NYCRR
227-2.6. The Department shall be notified 30 days in
advance of the date upon which CEM system performance
demonstration are scheduled to commence.

A quarterly written CEM report shall be submitted to
NYSDEC for every calendar year quarter. All quarterly
reports shall be postmarked by the 30th day following the
end of each calendar quarter and shall include:

(i) A summary of excess emissions and CEMs downtime
reported in the format acceptable to the Department.

(ii) The results of the quarterly monitoring performance
audit, reported in the format of 40 CFR 60 Appendix F (or
equivalent).

(iii) Excess emissions shall be identified as any 24 hour
block period or 30 day average depending upon the time of
the year during which the average emissions of NOx, as
measured by the CEM system, exceeds the corresponding mass
or concentration emission limits set forth in Section

L

(iv) For the purposes of this permit, excess emissions
indicated by the CEM system for 24 hour or 30 day block,
depending upon the time of year, periods other than
startups, shutdowns and malfunctions (6 NYCRR 201.5(d))
may be considered violations of the applicable emission
limits.

A file of all measurements shall be maintained, including
CEM system performance evaluations; all CEM systems or
monitoring device calibration checks; adjustments and
maintenance performed on these systems or devices; and all
other information required by 40 CFR Part 60 recorded in a
permanent form suitable for inspection. Files of such
measurements, maintenance, reports, and records shall be
retained for at least five years.

Monitoring Frequency: CONTINUOUS

Reporting Requirements: QUARTERLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 40:  Compliance Certification

Effective between the dates of 02/20/2003 and 02/20/2008
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Applicable Federal Requirement: 6NYCRR 227-3.5

Item 40.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 40.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES

Monitoring Description:
This facility is allocated 3,547 tons per year of NOx
credits through the year 2002. After the year 2002, the
facility is allocated 1,714 tons per year of NOx credits
according to the NOx Budget provisions of 6 NYCRR Part
227-3.5.

Monitoring Frequency: CONTINUQUS

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 41:  Compliance Certification

Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.4(c)(1)(iv)

Item 41.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: KO7

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 41.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: WORK PRACTICE INVOLVING SPECIFIC
OPERATIONS
Monitoring Description:
In order to comply with Subpart 227-2 NOx RACT
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requirements, NOx emissions from each of the Package
Boilers 1, 2, 3 and 4 (ES 031AC, 031AD, 031AE, 031AF)
shall not exceed 0.57 1b/mmBtu and 56 1b/hr based on a one
hour average. These boilers are each limited to 200,000
gallons of residual oil use per year, on a twelve month
rolling basis. 'The amount of fuel burned in these units
must be recorded within £5% accuracy and shall be
incorporated into a 12 month rolling total.

Work Practice Type: PROCESS MATERIAL THRUPUT

Process Material: NUMBER 6 OIL

Upper Permit Limit: 200000 gallons per year

Monitoring Frequency: MONTHLY

Averaging Method: ANNUAL MAXIMUM ROLLED MONTHLY
Reporting Requirements: SEMI-ANNUALLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 42:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227.2(b)(1)

Item 42.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: KO7

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

Item 42.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
Particulate emissions from each of the Package Boilers 1,
2,3,and 4 (ES 031AC, 031AD, 031AE, 031AF) shall not
exceed 0.10 Ib/mmBtu. In order to ensure compliance with
the particulate limit, annual tune-ups shall be performed
on each boiler. Records of maintenance and tune-ups shall
be kept on site and made available to the Department upon
request.

Monitoring Frequency: ANNUALLY
Reporting Requirements: SEMI-ANNUALLY (CALENDAR)
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Reports due 30 days after the reporting period.
The initial report is due 7/30/2003.
Subsequent reports are due every 6 calendar month(s).

Condition 43:  Permits requirements.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-1.6

Item 43.1:
This Condition applies to  Emission Unit: U-00015
Process: K09

Ttem 43.2: The NOx authorized account representative of each NOx budget unit shall submit to the

Department a complete NOx Budget permit application (as defined under Section 204-3.3) by May 1,
2002.

Condition 44:  Content of reports and compliance certifications.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-4.1

Item 44.1:
This Condition applies to  Emission Unit: U-00015
Process: K09

Item 44.2: The NOx authorized account representative shall include in the compliance certification
report the following elements, in a format prescribed by the Administrator, concerning each unit at the
source and subject to the NOx Budget emissions limitation for the control period covered by the report:

(1) Identification of each NOx Budget unit; and

(2) In the compliance certification report the NOx authorized account representative shall certify, based
on reasonable inquiry of those persons with primary responsibility for operating the source and the NOx
Budget units at the source in compliance with the NOx Budget Trading Program, whether each NOx
Budget unit for which the compliance certification is submitted was operated during the calendar year
covered by the report in compliance with the requirements of the NOx Budget Trading Program
applicable to the unit, including: :

(i) Whether the unit was operated in compliance with the NOx Budget emissions limitation;

(i1) Whether the monitoring plan that governs the unit has been maintained to reflect the actual operation
and monitoring of the unit, and contains all information necessary to attribute NOx emissions to the unit,
in accordance with Subpart 204-8;

(iify Whether all the NOx emissions from the unit, or a group of units (including the unit) using a
common stack, were monitored or accounted for through the missing data procedures and reported in the
quarterly monitoring reports, including whether conditional data were reported in the quarterly reports in
accordance with Subpart 204-8. If conditional data were reported, the owner or operator shall indicate
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whether the status of all conditional data has been resolved and all necessary quarterly report
resubmissions has been made; .

(iv) Whether the facts that form the basis for certification under Subpart 204-8 of each monitor at the unit
or a group of units (including the unit) using a common stack, or for using an excepted monitoring method
or alternative monitoring method approved under Subpart 204-8, if any, has changed; and

(v) [fachange is required to be reported under item (iv) above, specify the nature of the change, the
reason for the change, when the change occurred, and how the unit's compliance status was determined
subsequent to the change, including what method was used to determine emissions when a change
mandated the need for monitor recertification.

Condition 45:  Submission of NOx allowance transfers.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-7.1

Item 45.1:
This Condition applies to  Emission Unit: U-00015
Process: K09

Item 45.2: The NOx authorized account representatives seeking recordation of a NOx allowance
transfer shall submit the transfer to the Administrator. To be considered correctly submitted, the NOx
allowance transfer shall include the following elements in a format specified by the Administrator:

(a) The numbers identifying both the transferor and transferee accounts;

(b) A specification by serial number of each NOx allowance to be transferred; and

(¢) The printed name and signature of the NOx authorized account representative of the transferor
account and the date signed.

Condition 46:  General provisions.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.1

Item 46.1:
This Condition applies to  Emission Unit: U-00015
Process: K09

Item 46.2: The owners and operators, and to the extent applicable, the NOx authorized account
representative of a NOx Budget unit, shall comply with the monitoring and reporting requirements as
provided in this Subpart and in Subpart H of 40 CFR Part 75. For purposes of complying with such
requirements, the definitions in Section 204-1.2 and in 40 CFR 72.2 shall apply, and the terms "affected
unit,” "designated representative,” and "continuous emission monitoring system" (or "CEMS") in 40 CFR
Part 75 shall be replaced by the terms "NOx Budget unit," "NOx authorized account representative,” and
"continuous emission monitoring system" (or "CEMS"), respectively, as defined in Section 204-1.2.

Condition 47:  Requirements for recertification of monitoring systems.

Effective between the dates of 02/20/2003 and 02/20/2008
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Applicable Federal Requirement: 6NYCRR 204-8.2

Item 47.1:
This Condition applies to  Emission Unit: U-00015
Process: K09

Item 47.2: Whenever the owner or operator makes a replacement, modification, or change in a certified
monitoring system that the Administrator or the Department determines significantly affects the ability of
the system to accurately measure or record NOx mass emissions or heat input or to meet the
requirements of 40 CFR 75.21 or Appendix B to 40 CFR Part 75, the owner or operator shall recertify
the monitoring system according to 40 CFR 75.20(b). Furthermore, whenever the owner or operator
makes a replacement, modification, or change to the flue gas handling system or the unit's operation that
the Administrator or the Department determines to significantly change the flow or concentration profile,
the owner or operator shall recertify the continuous emissions monitoring system according to 40 CFR
75.20(b). Examples of changes which require recertification include: replacement of the analyzer,
change in location or orientation of the sampling probe or site, or changing of flow rate monitor
polynomial coefficients.

Condition 48:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.2

Item 48.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K09

Item 48.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
The owner or operator of a NOx Budget unit under
paragraphs (b)(2) or (b)(3) of this section must
determine, record and report NOx mass, heat input (if
required for purposes of allocations) and any other values
required to determine NOx Mass (e.g. NOx emission rate and
heat input or NOx concentration and stack flow) using the
provisions of 40 CFR 75.70(g), from the date and hour that
the unit starts operating until all required certification
tests are successfully completed.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
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Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 49:  Out of control periods.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.3

Item 49.1:
This Condition applies to  Emission Unit: U-00015
Process: K09

Item 49.2: Whenever any monitoring system fails to meet the quality assurance requirements of
Appendix B of 40 CFR Part 75, data shall be substituted using the applicable procedures in Subpart D,
Appendix D, or Appendix E of 40 CFR Part 75.

Condition 50: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.4

Item 50.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K09

Item 50.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

The Authorized Account Representative for a NOx Budget

unit shall submit written notice to the Department and the

USEPA Administrator in accordance with the requirements of

this subpart as follows:

All monitoring plans or monitoring plan modifications;
compliance certifications, recertifications and quarterly
QA/QC reports; and, petitions for alternative monitoring,
shall be submitted to the USEPA Administrator (or his/her
representatives) as well as two copies to the Department (
one copy to the Regional Air Pollution Control Engineer
(RAPCES) in the regional office and one one copy to the
Bureau of Compliance Monitoring and Enforcement (BCME) in
the DEC central office. All Authorized Account
Representative changes shall be sent to the NYSDEC central
office.
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All quarterly emission data shall be electronically filed
with the USEPA Clean Air Markets Division with a copy
(disc or hard copy) to the NYSDEC offices.

The address for the USEPA Administrator is as
follows:

USEPA Clean Air Markets Division
401 M Street SW (620417)
Washington D.C. 20460

CEM Coordinator
USEPA-Region 2

2890 Woodbridge Avenue
Edison, N.J. 08837

The address for the BCME is as follows:

NYSDEC

Bureau of Compliance Monitoring and Enforcement
625 Broadway, 2nd Floor

Albany N.Y. 12233-3258

ACR changes should be sent to the attention of:
NYSDEC

Stationary Source Planning Section

Bureau of Air Quality Planning

625 Broadway, 2nd Floor

Albany NY 12233-3251

The address for the RAPCE is as follows:

6274 East Avon-Lima Road
Avon, NY 14414.9519

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 51:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.7
Item 51.1:
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The Compliance Certification activity will be performed for:

Emisston Unit: U-00015
Process: K09

Item 51.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
The owner or operator of a unit that elects to monitor
and report NOx Mass emissions using a NOx concentration
system and a flow system shall also monitor and report
heat input at the unit level using the procedures set
forth in 40 CFR Part 75.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 52:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.2(a)(4)

Item 52.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K09

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

Item 52.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: INTERMITTENT EMISSION TESTING
Monitoring Description:
In order to maintain compliance with 6 NYCRR Part
227-1.4(a)(4), particulate emissions from Boilers 13 (ES
031AGQG) and Boiler 14 (ES 031AH) shall not exceed 0.26
Ib/mmBtu, based on a maximum heat input capacity of 265
mmBtu/hr. To demonstrate compliance with the particulate
limit, a stack test shall be conducted once during the
term of the permit. The first such test shall be
conducted within 180 days of the initial issuance of the
Title V permit. A stack test protocol shall be submitted
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to the Department according to the procedures of 6 NYCRR
Part 202.

Upper Permit Limit: 0.26 pounds per million Btus

Reference Test Method: METHOD 5

Monitoring Frequency: ONCE DURING THE TERM OF THE PERMIT
Averaging Method: 1-HOUR AVERAGE

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 60 days after the reporting period.

The initial report is due 8/29/2003.

Subsequent reports are due every 6 calendar month(s).

Condition §3:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.4

Item 53.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K09

Regulated Contaminant(s):
CAS No: ONY210-00-0  OXIDES OF NITROGEN

Item 53.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: WORK PRACTICE INVOLVING SPECIFIC
OPERATIONS

Monitoring Description:
The total combined fuel use for Boilers 13 and 14 shall
not exceed 127,000 tons per year on a 12 month rolling
basis. The amount of coal burned in these units must be
recorded within £ 10% accuracy and incorporated into a
twelve month rolling total. The records must be kept on
site and made available to the Department upon request.

Work Practice Type: PROCESS MATERIAL THRUPUT

Process Material: BITUMINOUS COAL

Upper Permit Limit: 127,000 tons per year

Monitoring Frequency: MONTHLY

Averaging Method: ANNUAL MAXIMUM ROLLED MONTHLY
Reporting Requirements: SEMI-ANNUALLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).
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Condition 54:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.4(a)(2)

Item 54.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K09

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 54.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: CONTINUOUS EMISSION MONITORING (CEM)
Monitoring Description:
In order to comply with Part 227-2 NOx RACT requirements,
NOx emissions from each of Boilers 13 (ES 031AG) and
Boiler 14 (031 AH) shall not exceed 0.53 Ib/mmBtu and 141
Ib/hr.  Compliance with these limits will be demonstrated
through the use of a continuous monitoring system
according to the requirements of Part 227-2.6. Emission
limits are based on a 24 hour average during the ozone
season and a 30-day rolling average during the non-ozone
season.

Manufacturer Name/Model Number: TECO 42

Upper Permit Limit: 0.53 pounds per million Btus
Reference Test Method: METHOD 7E

Monitoring Frequency: CONTINUQUS

Averaging Method: 24-HOUR AVERAGE

Reporting Requirements: QUARTERLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 55:  Testing, monitoring, and reporting requirements for very
large boilers.
Effective between the dates of 02/20/2003 and 02/20/2008
Applicable Federal Requirement: 6NYCRR 227-2.6(a)(1)

Item 55.1:
This Condition applies to  Emission Unit: U-00015
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Process: K09

Item 55.2:
The owner/operator shall measure NOx emissions with a continuous emissions monitoring system
(CEMS) as described in 6NYCRR 227-2.6(b).

Condition 56:  Authorized Account Representatives (AARs)
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.12

Item 56.1:
This Condition applies to  Emission Unit: U-00015
Process: K09

Item 56.2: Each budget source must designate an AAR, and may designate an alternate AAR, for each
compliance account and compliance overdraft account. ’

Condition 57:  General provisions for emissions monitoring.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.13

Item 57.1:
This Condition applies to  Emission Unit: U-00015
Process: K09

Item 57.2: The owner and/or operator of each budget source subject to this Subpart must comply with
the following requirements, as applicable:

(1) NOx mass emissions from each budget source shall be monitored as specified in both this Section and
the Guidance Document, (The January 28, 1997 document issued by the Ozone Transport Commission
titled "Guidance for Implementation of Emission Monitoring Requirements for the NOx Budget Program"
as well as attendant and incorporated documents including the July 3, 1997 document issued by the OTC
titled "NOx Budget Program Monitoring Certification and Reporting Requirements" and the July 3, 1997
document issued by the Administrator titled "Electronic Data Reporting, Acid Rain Program/NOx Budget
Program."

(2) A monitoring plan for each existing budget source must be submitted to the Department in accordance
with the procedures, but not the deadlines, outlined in the Guidance Document. The monitoring plan must
be submitted within 30 days of the effective date of this Subpart.

(3) Emissions monitoring systems required by this Section shall be installed, operational and meet all of
the certification testing requirements in accordance with the procedures outlined in the Guidance
Document by May 1, 1999 or the first hour that the budget source is operating during a control period.

(4) Monitoring systems are subject to initial performance testing and periodic calibration, accuracy testing
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and quality assurance/quality control testing as specified in the Guidance Document.

(5) During a period when valid data are not being recorded by monitoring devices approved for use to
demonstrate compliance with this Subpart, missing or invalid data shall be replaced with representative
default data in accordance with the provisions 0f 40 CFR Part 75 and the Guidance Document.

(6) NOx emissions data shall be reported to the NETS in accordance with provisions of Section 227-
3.15.

(7) Budget sources that commence operation during the allocation period shall begin reporting data in the
first hour that the budget source is operating during a control period.

Condition 58:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.15

Item 58.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K09

Item 58.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

This budget source must submit to the Administrator, in a

format which meets the requirements of the Administrator's

Electronic Data Reporting convention, information

regarding emissions and operations during each calendar

quarter of each year in accordance with the procedures

specified in the Guidance Document.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: QUARTERLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 59: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.16
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Item 59.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K09

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 59.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES

Monitoring Description:
(a) Each year during the period extending from November
1 through the allowance transfer deadline, December 31,
this budget source may request the Administrator to deduct
a number of allowances from the budget source's compliance
account equal to the current year control period NOx
emissions from the budget source. The request must include
identification of the compliance account from which the
deductions should be made. The request may include the
serial numbers of the particular allowances to be
deducted. If no serial numbers are included, the
Administrator will first deduct allowances allocated for
the current year control period. If the Administrator
exhausts all allowances allocated for the current year
control period, the Administrator will next deduct banked
allowances in the compliance account in the order in which
they were deposited. The request may only involve
allowances placed in the budget source's compliance
account; allowances in a compliance overdraft account or
general account may not be deducted pursuant to the
request.

(b) If, by November 1 of the current year, the total
number of allowances in the budget source's compliance
account and compliance overdraft account, including
allowance transfer requests properly submitted to the
Administrator, is less than the current year control

period NOx emissions from the budget source, the budget
source must obtain additional allowances by the allowance
transfer deadline so that the total number of allowances

in the compliance account and compliance overdraft
account, including allowance transfer requests properly
submitted to the Administrator by the allowance transfer
deadline, at least equals the current year control period
NOx emissions rounded to the nearest whole ton. The
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Administrator will not consider for compliance purposes
allowances contained in any general account held by the
owner and/or operator of the budget source.

(c) If, by the allowance transfer deadline, this budget
source either makes no allowance deduction request or
makes a request that is insufficient to meet the
requirements of Subdivision 227-3.16(a), the Administrator
will deduct a number of allowances from the budget
source's compliance account and compliance overdraft
account that equals the current year control period NOx
emissions from the budget source. Under this Subdivision,
the Administrator will deduct allowances in the following
order:

(1) Current year allowances from the compliance account in
the order in which they were deposited.

(2) Banked allowances in the compliance account in the
order in which they were deposited.

(3) Current year allowances from the compliance overdraft
account in the order in which they were deposited.

(4) Banked allowances from the compliance overdraft
account in the order in which they were deposited.

(d) Any banked allowances deducted pursuant to this
Section shall be deducted in accordance with the
provisions of Section 227-3.9.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 60:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.17

Item 60.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K09

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 60.2:

Compliance Certification shall include the following monitoring:
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Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

(a) By December 31 of each year, this budget source

must submit a compliance certification to the Department

relating to the budget source's activities during the

current year.

(b) The compliance certification shall contain, at a
minimum:

(1) identification of the budget source, including address
of the budget source, name and address of the owner and/or
operator, account numbers of the relevant compliance
account and compliance overdraft account and the name of
the AAR;

(2) a statement indicating whether NOx emissions data have
been reported to the NETS in accordance with the
procedures set forth in Section 227-3.15 and any
additional procedures established by the

Administrator;

(3) a statement indicating whether the budget source has a
number of allowances in its compliance account or
compliance overdraft account equal to or greater than the
budget source's NOx emissions for the current year control
period,;

(4) a statement indicating whether the monitoring data
reflected the actual operation of the budget source;

(5) a statement indicating whether all NOx emissions from
the budget source were accounted for, either through the
relevant monitoring or application of the appropriate
missing data procedures; and

(6) a statement indicating whether there were any changes
in the method of operation of the budget source or the
method of monitoring the budget source during the current
year.

(c) The Department may verify compliance by whatever means
necessary, including, but not limited to, the

following:

(1) inspection of budget source operating records;

(2) examining information contained in the NATS (NOx
Allowance Tracking System) regarding allowance deductions
and transfers for the budget source;

(3) examining information contained in the NETS (NOx
Emission Tracking System) regarding NOx emissions from the
budget source;

(4) testing emission monitoring devices; and,

(5) testing conducted pursuant to 6 NYCRR Part 202.
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Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 61:  Permits requirements,
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-1.6

ftem 61.1:
This Condition applies to  Emission Unit: U-00015
Process: K10

Item 61.2: The NOx authorized account representative of each NOx budget unit shall submit to the
Department a complete NOx Budget permit application (as defined under Section 204-3.3) by May 1,
2002.

Condition 62:  Content of reports and compliance certifications.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-4.1

Item 62.1:
This Condition applies to  Emission Unit: U-00015
Process: K10

Ttem 62.2: The NOx authorized account representative shall include in the compliance certification
report the following elements, in a format prescribed by the Administrator, concerning each unit at the
source and subject to the NOx Budget emissions limitation for the control period covered by the report:

(1) Identification of each NOx Budget unit; and

(2) In the compliance certification report the NOx authorized account representative shall certify, based
on reasonable inquiry of those persons with primary responsibility for operating the source and the NOx
Budget units at the source in compliance with the NOx Budget Trading Program, whether each NOx
Budget unit for which the compliance certification is submitted was operated during the calendar year
covered by the report in compliance with the requirements of the NOx Budget Trading Program
applicable to the unit, including:

(i) Whether the unit was operated in compliance with the NOx Budget emissions limitation;

(ii) Whether the monitoring plan that governs the unit has been maintained to reflect the actual operation
and monitoring of the unit, and contains all information necessary to attribute NOx emissions to the unit,
in accordance with Subpart 204-8;

(iii) Whether all the NOx emissions from the unit, or a group of units (including the unit) using a
common stack, were monitored or accounted for through the missing data procedures and reported in the
quarterly monitoring reports, including whether conditional data were reported in the quarterly reports in
accordance with Subpart 204-8. If conditional data were reported, the owner or operator shall indicate
whether the status of all conditional data has been resolved and all necessary quarterly report
resubmissions has been made;
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(iv) Whether the facts that form the basis for certification under Subpart 204-8 of each monitor at the unit
or a group of units (including the unit) using a common stack, or for using an excepted monitoring method
or alternative monitoring method approved under Subpart 204-8, if any, has changed; and

(v) Ifa change is required to be reported under item (iv) above, specify the nature of the change, the
reason for the change, when the change occurred, and how the unit's compliance status was determined
subsequent to the change, including what method was used to determine emissions when a change
mandated the need for monitor recertification.

Condition 63:  Submission of NOx allowance transfers.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-7.1

ftem 63.1:
This Condition applies to  Emission Unit: U-00015
Process: K10

Item 63.2: The NOx authorized account representatives seeking recordation of a NOx allowance
transfer shall submit the transfer to the Administrator. To be considered correctly submitted, the NOx
allowance transfer shall include the following elements in a format specified by the Administrator:

(a) The numbers identifying both the transferor and transferee accounts;

(b) A specification by serial number of each NOx allowance to be transferred; and

(c¢) The printed name and signature of the NOx authorized account representative of the transferor
account and the date signed.

Condition 64:  General provisions.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.1

Item 64.1: .
This Condition applies to  Emission Unit: U-00015 !
Process: K10

Item 64.2: The owners and operators, and to the extent applicable, the NOx authorized account
representative of a NOx Budget unit, shall comply with the monitoring and reporting requirements as
provided in this Subpart and in Subpart H of 40 CFR Part 75. For purposes of complying with such
requirements, the definitions in Section 204-1.2 and in 40 CFR 72.2 shall apply, and the terms "affected
unit,” "designated representative," and "continuous emission monitoring system" (or "CEMS") in 40 CFR
Part 75 shall be replaced by the terms "NOx Budget unit," "NOx authorized account representative," and
"continuous emission monitoring system" (or "CEMS"), respectively, as defined in Section 204-1.2.

Condition 65:  Requirements for recertification of monitoring systems.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.2
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Item 65.1:

This Condition applies to  Emission Unit: U-00015
Process: K10

Item 65.2: Whenever the owner or operator makes a replacement, modification, or change in a certified
monitoring system that the Administrator or the Department determines si gnificantly affects the ability of
the system to accurately measure or record NOx mass emissions or heat input or to meet the
requirements of 40 CFR 75.21 or Appendix B to 40 CFR Part 75, the owner or operator shall recertify
the monitoring system according to 40 CFR 75.20(b). Furthermore, whenever the owner or operator
makes a replacement, modification, or change to the flue gas handling system or the unit's operation that
the Administrator or the Department determines to significantly change the flow or concentration profile,
the owner or operator shall recertify the continuous emissions monitoring system according to 40 CFR
75.20(b). Examples of changes which require recertification include: replacement of the analyzer,
change in location or orientation of the sampling probe or site, or changing of flow rate monitor
polynomial coefficients.

Condition 66:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.2

Item 66.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K10

Item 66.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
The owner or operator of a NOx Budget unit under
paragraphs (b)(2) or (b)(3) of this section must
determine, record and report NOx mass, heat input (if
required for purposes of allocations) and any other values
required to determine NOx Mass (e.g. NOx emission rate and
heat input or NOx concentration and stack flow) using the
provisions of 40 CFR 75.70(g), from the date and hour that
the unit starts operating until all required certification
tests are successfully completed.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION
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Condition 67:  Out of control periods.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.3

Item 67.1:
This Condition applies to  Emission Unit: U-00015
Process: K10

Item 67.2: Whenever any monitoring system fails to meet the quality assurance requirements of
Appendix B 0of 40 CFR Part 75, data shall be substituted using the applicable procedures in Subpart D,
Appendix D, or Appendix E of 40 CFR Part 75.

Condition 68:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.4

Item 68.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K10

Item 68.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
The Authorized Account Representative for a NOx Budget
unit shall submit written notice to the Department and the
USEPA Administrator in accordance with the requirements of
this subpart as follows:

All monitoring plans or monitoring plan modifications;
compliance certifications, recertifications and quarterly
QA/QC reports; and, petitions for alternative monitoring,
shall be submitted to the USEPA Administrator (or his/her
representatives) as well as two copies to the Department (
one copy to the Regional Air Pollution Control Engineer
(RAPCES) in the regional office and one one copy to the
Bureau of Compliance Monitoring and Enforcement (BCME) in
the DEC central office. All Authorized Account
Representative changes shall be sent to the NYSDEC central
office.

All quarterly emission data shall be electronically filed
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with the USEPA Clean Air Markets Division with a copy
(disc or hard copy) to the NYSDEC offices.

The address for the USEPA Administrator is as
follows:

USEPA Clean Air Markets Division
401 M Street SW (6204])
Washington D.C. 20460

CEM Coordinator
USEPA-Region 2

2890 Woodbridge Avenue
Edison, N.J. 08837

The address for the BCME is as follows:

NYSDEC

Bureau of Compliance Monitoring and Enforcement
625 Broadway, 2nd Floor

Albany N.Y. 12233-3258

ACR changes should be sent to the attention of:

NYSDEC

Stationary Source Planning Section
Bureau of Air Quality Planning
625 Broadway, 2nd Floor

Albany NY 12233-3251

The address for the RAPCE is as follows:

6274 East Avon-Lima Road
Avon, NY 14414-9519

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 69:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.7
Item 69.1:

The Compliance Certification activity will be performed for:
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Emission Unit: U-00015
Process: K10

Item 69.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
The owner or operator of a unit that elects to monitor
and report NOx Mass emissions using a NOx concentration
system and a flow system shall also monitor and report
heat input at the unit level using the procedures set
forth in 40 CFR Part 75.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 70:  Testing, monitoring, and reporting requirements for very
large boilers.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.6(a)(1)

Item 70.1;
This Condition applies to  Emission Unit: U-00015
Process: K10

Item 70.2:
The owner/operator shall measure NOx emissions with a continuous emissions monitoring system
(CEMS) as described in 6NYCRR 227-2.6(b).

Condition 71:  Authorized Account Representatives (AARs)
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.12
ftem 71.1:
This Condition applies to  Emission Unit: U-00015
Process: K10

Item 71.2: Each budget source must designate an AAR, and may designate an alternate AAR, for each
compliance account and compliance overdraft account.

Condition 72:  General provisions for emissions monitoring.
Effective between the dates of 02/20/2003 and 02/20/2008
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Applicable Federal Requirement: 6NYCRR 227-3.13

Item 72.1:
This Condition applies to  Emission Unit: U-00015
Process: K10

Item 72.2: The owner and/or operator of each budget source subject to this Subpart must comply with
the following requirements, as applicable:

(1) NOx mass emissions from each budget source shall be monitored as specified in both this Section and
the Guidance Document, (The January 28, 1997 document issued by the Ozone Transport Commission
litled "Guidance for Implementation of Emission Monitoring Requirements for the NOx Budget Program"
as well as attendant and incorporated documents including the July 3, 1997 document issued by the OTC
titled "NOx Budget Program Monitoring Certification and Reporting Requirements" and the July 3, 1997
document issued by the Administrator titled “Electronic Data Reporting, Acid Rain Program/NOx Budget
Program."

(2) A monitoring plan for each existing budget source must be submitted to the Department in accordance
with the procedures, but not the deadlines, outlined in the Guidance Document. The monitoring plan must
be submitted within 30 days of the effective date of this Subpart.

(3) Emissions monitoring systems required by this Section shall be installed, operational and meet all of
the certification testing requirements in accordance with the procedures outlined in the Guidance

Document by May 1, 1999 or the first hour that the budget source is operating during a control period.

(4) Monitoring systems are subject to initial performance testing and periodic calibration, accuracy testing
and quality assurance/quality control testing as specified in the Guidance Document.

(5) During a period when valid data are not being recorded by monitoring devices approved for use to
demonstrate compliance with this Subpart, missing or invalid data shall be replaced with representative

default data in accordance with the provisions of 40 CFR Part 75 and the Guidance Document.

(6) NOx emissions data shall be reported to the NETS in accordance with provisions of Section 227-
3.15.

(7) Budget sources that commence operation during the allocation period shall begin reporting data in the
first hour that the budget source is operating during a control period.

Condition 73:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.15

Item 73.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
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Process: K10

Item 73.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

This budget source must submit to the Administrator, in a

format which meets the requirements of the Administrator's

Electronic Data Reporting convention, information

regarding emissions and operations during each calendar

quarter of each year in accordance with the procedures

specified in the Guidance Document.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: QUARTERLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 74:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.16

Item 74.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K10

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 74.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
(a) Each year during the period extending from November
1 through the allowance transfer deadline, December 31,
this budget source may request the Administrator to deduct
a number of allowances from the budget source's compliance
account equal to the current year control period NOx
emissions from the budget source. The request must include
identification of the compliance account from which the
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deductions should be made. The request may include the
serial numbers of the particular allowances to be
deducted. If no serial numbers are included, the
Administrator will first deduct allowances allocated for
the current year control period. If the Administrator
exhausts all allowances allocated for the current year
control period, the Administrator will next deduct banked
allowances in the compliance account in the order in which
they were deposited. The request may only involve
allowances placed in the budget source's compliance
account; allowances in a compliance overdraft account or
general account may not be deducted pursuant to the
request.

(b) If, by November 1 of the current year, the total
number of allowances in the budget source's compliance
account and compliance overdraft account, including
allowance transfer requests properly submitted to the
Administrator, is less than the current year control

period NOx emissions from the budget source, the budget
source must obtain additional allowances by the allowance
transfer deadline so that the total number of allowances

in the compliance account and compliance overdraft
account, including allowance transfer requests properly
submitted to the Administrator by the allowance transfer
deadline, at least equals the current year control period
NOx emissions rounded to the nearest whole ton. The
Administrator will not consider for compliance purposes
allowances contained in any general account held by the
owner and/or operator of the budget source.

(c) If, by the allowance transfer deadline, this budget

source either makes no allowance deduction request or
makes a request that is insufficient to meet the
requirements of Subdivision 227-3.16(a), the Administrator
will deduct a number of allowances from the budget
source's compliance account and compliance overdraft
account that equals the current year control period NOx
emissions from the budget source. Under this Subdivision,
the Administrator will deduct allowances in the following
order:

(1) Current year allowances from the compliance account in
the order in which they were deposited.

(2) Banked allowances in the compliance account in the
order in which they were deposited.

(3) Current year allowances from the compliance overdraft
account in the order in which they were deposited.

(4) Banked allowances from the compliance overdraft
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account in the order in which they were deposited.

(d) Any banked allowances deducted pursuant to this
Section shall be deducted in accordance with the
provisions of Section 227-3.9.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 75:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.17

Item 75.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K10

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 75.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

(a) By December 31 of each year, this budget source

must submit a compliance certification to the Department

relating to the budget source's activities during the -

current year.

(b) The compliance certification shall contain, at a
minimum:

(1) identification of the budget source, including address
of the budget source, name and address of the owner and/or
operator, account numbers of the relevant compliance
account and compliance overdraft account and the name of
the AAR;

(2) a statement indicating whether NOx emissions data have
been reported to the NETS in accordance with the
procedures set forth in Section 227-3.15 and any

additional procedures established by the

Administrator;

(3) a statement indicating whether the budget source has a
number of allowances in its compliance account or
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compliance overdraft account equal to or greater than the
budget source's NOx emissions for the current year control
period;

(4) a statement indicating whether the monitoring data
reflected the actual operation of the budget source;

(5) a statement indicating whether all NOx emissions from
the budget source were accounted for, either through the
relevant monitoring or application of the appropriate
missing data procedures; and

(6) a statement indicating whether there were any changes
in the method of operation of the budget source or the
method of monitoring the budget source during the current
year.

(c) The Department may verify compliance by whatever means
necessary, including, but not limited to, the

following:

(1) inspection of budget source operating records;

(2) examining information contained in the NATS (NOx
Allowance Tracking System) regarding allowance deductions
and transfers for the budget source;

(3) examining information contained in the NETS (NOx
Emission Tracking System) regarding NOx emissions from the
budget source;

(4) testing emission monitoring devices; and,

(5) testing conducted pursuant to 6 NYCRR Part 202.

Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 76:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.2(a)(1)

Item 76.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K10 Emission Source: 031AK

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

Item 76.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: INTERMITTENT EMISSION TESTING
Monitoring Description:
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In order to maintain compliance with 6 NYCRR Part
227-1.2(a)(1), particulate emissions from Boiler 15 (ES
031AK) shall not exceed 0.10 Ib/mmBtu while burning No. 6
fuel oil. A Method 5 stack test to demonstrate

compliance with this limit shall be required at the

discretion of the Department.

Upper Permit Limit: 0.10 pounds per million Btus

Reference Test Method: METHOD 5

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Averaging Method: 1-HOUR AVERAGE

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 60 days after the reporting period.

The initial report is due 8/29/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 77:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.4(a)(1)

Item 77.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K10 Emission Source: 031 AK

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 77.2:
Compliance Certification shall include the following monitoring;

Monitoring Type: CONTINUOUS EMISSION MONITORING (CEM)
Monitoring Description:
This monitoring activity addresses the NOx limitation and
monitoring requirements for very large boilers. This very
large boiler is subject to the applicable requirements of
this subdivision: specifically paragraphs 227-2.6(b)(3)
and 227-2.6(b)(4).

Compliance with this emission limit shall be determined on
a 24-hour heat input weighted average during the ozone
season in accordance with the provisions of section
227-2.6(a)(1).
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From October 1st to April 30th, the non-ozone season, a
30-day rolling heat input weighted average may be used to
demonstrate compliance.

The firm shall submit a quarterly written CEMS report for
every calendar quarter. All quarterly reports shall be
postmarked by the 30th day following the end of each
calendar quarter. These quarterly audit reports shall

follow the guidance provided by the Department (Air Guide
34) and 40 CFR Part 60 Appendix F.

Parameter Monitored: OXIDES OF NITROGEN

Upper Permit Limit: .43 pounds per million Btus

Monitoring Frequency: CONTINUOUS

Averaging Method: AVERAGING METHOD - SEE MONITORING
DESCRIPTION

Reporting Requirements: QUARTERLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 78:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.2(a)(1)

Item 78.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K10 Emission Source: 031AL

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

Item 78.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: INTERMITTENT EMISSION TESTING

Monitoring Description:
In order to maintain compliance with 6 NYCRR Part 227-1,
particulate emissions from Boilers 16 (ES 031AL) shall not
exceed 0.1 Ib/mmBtu. In order to demonstrate compliance
with the particulate limit, a stack test shall be .
conducted once during the term of the permit. The first
such test shall be conducted within 180 days of the

Air Pollution Control Permit Conditions
Page 85 of 181 FINAL




New York State Department of Environmental Conservation '
Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

initial issuance of the Title V permit. A stack test
protocol shall be submitted to the Department according to
the procedures of 6 NYCRR Part 202,

Upper Permit Limit: 0.1 pounds per million Btus

Reference Test Method: METHOD §

Monitoring Frequency: ONCE DURING THE TERM OF THE PERMIT
Averaging Method: 1-HOUR AVERAGE

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 60 days after the reporting period.

The initial report is due 8/29/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 79:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.4(a)(1)

Item 79.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K10 Emission Source: 031AL

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 79.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: CONTINUOUS EMISSION MONITORING (CEM)
Monitoring Description:
In order to comply with Part 227-2 NOx RACT requirements,
NOx emissions from Boiler 16 (ES 031AL) shall not exceed
0.25 Ib/mmBtu and 136 lb/hr. Compliance with these limits
will be demonstrated through the use of a continuous
monitoring system according to the requirements of Part
227-2.6. Emission limits are based on a 24 hour average
during the ozone season and a 30-day rolling average
during the non-ozone season.

Manufacturer Name/Model Number: TECO 42

Upper Permit Limit: .25 pounds per million Btus

Reference Test Method: METHOD 7E

Monitoring Frequency: CONTINUOQUS

Averaging Method: 24-HOUR AVERAGE

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)
Reports due 30 days after the reporting period.
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The initial report is due 7/30/2003.
Subsequent reports are due every 6 calendar month(s).

Condition 80: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.4(a)(1)

Item 80.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K10 Emission Source: 031AL

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 80.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: CONTINUOUS EMISSION MONITORING (CEM)
Monitoring Description:
This monitoring activity addresses the NOx limitation and
monitoring requirements for very large boilers. This very
large boiler is subject to the applicable requirements of
this subdivision: specifically paragraphs 227-2.6(b)(3)
and 227-2.6(b)(4).

Compliance with this emission limit shall be determined on
a 24-hour heat input weighted average during the ozone
season in accordance with the provisions of section
227-2.6(a)(1).

From October 1st to April 30th, the non-ozone season, a
30-day rolling heat input weighted average may be used to
demonstrate compliance.

The firm shall submit a quarterly written CEMS report for
every calendar quarter. All quarterly reports shall be
postmarked by the 30th day following the end of each
calendar quarter. These quarterly audit reports shall

follow the guidance provided by the Department (Air Guide
34) and 40 CFR Part 60 Appendix F.

Parameter Monitored: OXIDES OF NITROGEN
Upper Permit Limit: .25 pounds per million Btus
Monitoring Frequency: CONTINUOUS
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Averaging Method: AVERAGING METHOD - SEE MONITORING
DESCRIPTION

Reporting Requirements: QUARTERLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 81:  Permits requirements.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-1.6

Item 81.1:
This Condition applies to  Emission Unit: U-00015
Process: K11

Item 81.2: The NOx authorized account representative of each NOx budget unit shall submit to the
Department a complete NOx Budget permit application (as defined under Section 204-3.3) by May 1,
2002.

Condition 82:  Content of reports and compliance certifications.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-4.1

Item 82.1:
This Condition applies to  Emission Unit: U-00015
Process: K11

Item 82.2: The NOx authorized account representative shall include in the compliance certification
report the following elements, in a format prescribed by the Administrator, concerning each unit at the
source and subject to the NOx Budget emissions limitation for the control period covered by the report:

(1) Identification of each NOx Budget unit; and

(2) In the compliance certification report the NOx authorized account representative shall certify, based
on reasonable inquiry of those persons with primary responsibility for operating the source and the NOx
Budget units at the source in compliance with the NOx Budget Trading Program, whether each NOx
Budget unit for which the compliance certification is submitted was operated during the calendar year
covered by the report in compliance with the requirements of the NOx Budget Trading Program
applicable to the unit, including:

(i) Whether the unit was operated in compliance with the NOx Budget emissions limitation;

(i1) Whether the monitoring plan that governs the unit has been maintained to reflect the actual operation
and monitoring of the unit, and contains all information necessary to attribute NOx emissions to the unit,
in accordance with Subpart 204-8;

(iii) Whether all the NOx emissions from the unit, or a group of units (including the unit) using a
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common stack, were monitored or accounted for through the missing data procedures and reported in the
quarterly monitoring reports, including whether conditional data were reported in the quarterly reports in
accordance with Subpart 204-8. If conditional data were reported, the owner or operator shall indicate
whether the status of all conditional data has been resolved and all necessary quarterly report
resubmissions has been made;

(iv) Whether the facts that form the basis for certification under Subpart 204-8 of each monitor at the unit
or a group of units (including the unit) using a common stack, or for using an excepted monitoring method
or alternative monitoring method approved under Subpart 204-8, if any, has changed; and

(v) Ifa change is required to be reported under item (iv) above, specify the nature of the change, the
reason for the change, when the change occurred, and how the unit's compliance status was determined
subsequent to the change, including what method was used to determine emissions when a change
mandated the need for monitor recertification.

Condition 83:  Submission of NOx allowance transfers.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-7.1

Item 83.1:
This Condition applies to  Emission Unit: U-00015
Process: K11

Item 83.2: The NOx authorized account representatives seeking recordation of a NOx allowance
transfer shall submit the transfer to the Administrator. To be considered correctly submitted, the NOx
allowance transfer shall include the following elements in a format specified by the Administrator:

(a) The numbers identifying both the transferor and transferee accounts;

(b) A specification by serial number of each NOx allowance to be transferred; and

(c) The printed name and signature of the NOx authorized account representative of the transferor
account and the date signed.

Condition 84:  General provisions.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.1

Item 84.1:
This Condition applies to  Emission Unit: U-00015
Process: K11

Item 84.2: The owners and operators, and to the extent applicable, the NOx authorized account
representative of a NOx Budget unit, shall comply with the monitoring and reporting requirements as
provided in this Subpart and in Subpart H of 40 CFR Part 75. For purposes of complying with such
requirements, the definitions in Section 204-1.2 and in 40 CFR 72.2 shall apply, and the terms "affected
unit," "designated representative,” and "continuous emission monitoring system" (or "CEMS") in 40 CFR
Part 75 shall be replaced by the terms "NOx Budget unit,” "NOx authorized account representative,” and
"continuous emission monitoring system" (or "CEMS"), respectively, as defined in Section 204-1.2.
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Condition 85:  Requirements for recertification of monitoring systems.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.2

Item 85.1:
This Condition applies to  Emission Unit: U-00015
Process: K11

Item 85.2: Whenever the owner or operator makes a replacement, modification, or change in a certified
monitoring system that the Administrator or the Department determines significantly affects the ability of
the system to accurately measure or record NOx mass emissions or heat input or to meet the
requirements of 40 CFR 75.21 or Appendix B to 40 CFR Part 75, the owner or operator shall recertify
the monitoring system according to 40 CFR 75.20(b). Furthermore, whenever the owner or operator
makes a replacement, modification, or change to the flue gas handling system or the unit's operation that
the Administrator or the Department determines to significantly change the flow or concentration profile,
the owner or operator shall recertify the continuous emissions monitoring system according to 40 CFR
75.20(b). Examples of changes which require recertification include: replacement of the analyzer,
change in location or orientation of the sampling probe or site, or changing of flow rate monitor
polynomial coefficients.

Condition 86: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.2

Item 86.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K11

Item 86.2:
Compliance Certification shall include the following monitoring;

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
The owner or operator of a NOx Budget unit under
paragraphs (b)(2) or (b)(3) of this section must
determine, record and report NOx mass, heat input (if
required for purposes of allocations) and any other values
required to determine NOx Mass (e.g. NOx emission rate and
heat input or NOx concentration and stack flow) using the
provisions of 40 CFR 75.70(g), from the date and hour that
the unit starts operating until all required certification
tests are successfully completed.
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Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 87:  Out of control periods.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.3

Item 87.1:
This Condition applies to  Emission Unit: U-00015
Process: K11

Item 87.2: Whenever any monitoring system fails to meet the quality assurance requirements of
Appendix B of 40 CFR Part 75, data shall be substituted using the applicable procedures in Subpart D,
Appendix D, or Appendix E of 40 CFR Part 75.

Condition 88: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.4

Item 88.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K11

Item 88.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
The Authorized Account Representative for a NOx Budget
unit shall submit written notice to the Department and the
USEPA Administrator in accordance with the requirements of
this subpart as follows:

All monitoring plans or monitoring plan modifications;
compliance certifications, recertifications and quarterly

QA/QC reports; and, petitions for alternative monitoring,

shall be submitted to the USEPA Administrator (or his/her
representatives) as well as two copies to the Department (

one copy to the Regional Air Pollution Control Engineer
(RAPCES) in the regional office and one one copy to the
Bureau of Compliance Monitoring and Enforcement (BCME) in
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the DEC central office. All Authorized Account
Representative changes shall be sent to the NYSDEC central
office.

All quarterly emission data shall be electronically filed
with the USEPA Clean Air Markets Division with a copy
(disc or hard copy) to the NYSDEC offices.

The address for the USEPA Administrator is as
follows:

USEPA Clean Air Markets Division
401 M Street SW (6204))
Washington D.C. 20460

CEM Coordinator
USEPA-Region 2

2890 Woodbridge Avenue
Edison, N.J. 08837

The address for the BCME is as follows:

NYSDEC

Bureau of Compliance Monitoring and Enforcement
625 Broadway, 2nd Floor

Albany N.Y. 12233-3258

ACR changes should be sent to the attention of:

NYSDEC

Stationary Source Planning Section
Bureau of Air Quality Planning
625 Broadway, 2nd Floor

Albany NY 12233-3251

The address for the RAPCE is as follows:

6274 East Avon-Lima Road
Avon, NY 14414-9519

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 89:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008
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Applicable Federal Requirement: 6NYCRR 204-8.7

Item 89.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K11

Item 89.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
The owner or operator of a unit that elects to monitor
and report NOx Mass emissions using a NOx concentration
system and a flow system shall also monitor and report
heat input at the unit level using the procedures set
forth in 40 CFR Part 75.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 90:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.2(a)(4)

Item 90.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K11

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

Item 90.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: INTERMITTENT EMISSION TESTING
Monitoring Description:
In order to maintain compliance with 6 NYCRR Part
227-1.2(a)(4), particulate emissions from Boilers 15 (ES
031AK) shall not exceed 0.26 1b/mmBtu, based on a maximum
heat input capacity of 478 mmBtuwhr. In order to
demonstrate compliance with the particulate limit, a stack
test shall be conducted once during the term of the
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permit. The first such test shall be conducted within 180
days of the initial issuance of the Title V permit. A
stack test protocol shall be submitted to the Department
according to the procedures of 6 NYCRR Part 202.

Upper Permit Limit: 0.26 pounds per million Btus

Reference Test Method: METHOD 5

Monitoring Frequency: ONCE DURING THE TERM OF THE PERMIT
Averaging Method: 1-HOUR AVERAGE

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 60 days after the reporting period.

The initial report is due 8/29/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 91:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.4(a)(2)

Item 91.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K11

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 91.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: CONTINUOUS EMISSION MONITORING (CEM)
Monitoring Description:

In order to comply with Part 227-2 NOx

RACT requirements, NOx emissions from

each of Boilers 15 (ES 031 AK) shall not

exceed the limits in the table below:

During the ozone season (to be calculated
as a 24-hour average):

Boiler Load (ibs steam/hr) Emission Limit
(Ib/mmBtu) Emission Limit (Ib/hr)
<350,000
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Condition 92:

Item 92.1:

Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

1.00
418
350,000 to < 360,000
0.90
388
360,000 to < 370,000
0.80
354
370,000 to < 380,000
0.72
328
380,000 to < 390,000
0.65
304
390,000 to < 400,000
0.62
297
400,000 to 440,000
0.60
316

During the non-ozone season (to be
calculated as a 30-day rolling average):
0.72 1b/mmBtu

Compliance with these limits will be
demonstrated through the use of a
continuous monitoring system according to
the requirements of Part 227-2.6.

Manufacturer Name/Model Number: TECO 42

Upper Permit Limit: 0.72 pounds per million Btus
Reference Test Method: METHOD 7E

Monitoring Frequency: CONTINUQUS

Averaging Method: 30-DAY ROLLING AVERAGE
Reporting Requirements: QUARTERLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Testing, monitoring, and reporting requirements for very

large boilers.

Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.6(a)(1)

This Condition applies to  Emission Unit: U-00015
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Process: K11 Emission Source: 031 AK

Item 92.2:
The owner/operator shall measure NOx emissions with a continuous emissions monitoring system
(CEMS) as described in 6NYCRR 227-2.6(b).

Condition 93:  Authorized Account Representatives (AARs)
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.12

Item 93.1:
This Condition applies to  Emission Unit: U-00015
Process: K11 Emission Source: 031 AK

Item 93.2: Each budget source must designate an AAR, and may designate an alternate AAR, for each
compliance account and compliance overdraft account.

Condition 94:  General provisions for emissions monitoring.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.13

Item 94.1:
This Condition applies to Emission Unit: U-00015
Process: K11 Emission Source: 031AK

Item 94.2: The owner and/or operator of each budget source subject to this Subpart must comply with
the following requirements, as applicable:

(1) NOx mass emissions from each budget source shall be monitored as specified in both this Section and .
the Guidance Document, (The January 28, 1997 document issued by the Ozone Transport Commission
titled "Guidance for Implementation of Emission Monitoring Requirements for the NOx Budget Program™
as well as attendant and incorporated documents including the July 3, 1997 document issued by the OTC
titled "NOx Budget Program Monitoring Certification and Reporting Requirements” and the July 3, 1997
document issued by the Administrator titled "Electronic Data Reporting, Acid Rain Program/NOx Budget
Program."

(2) A monitoring plan for each existing budget source must be submitted to the Department in accordance
with the procedures, but not the deadlines, outlined in the Guidance Document. The monitoring plan must
be submitted within 30 days of the effective date of this Subpart.

(3) Emissions monitoring systems required by this Section shall be installed, operational and meet all of
the certification testing requirements in accordance with the procedures outlined in the Guidance

Document by May 1, 1999 or the first hour that the budget source is operating during a control period.

(4) Monitoring systems are subject to initial performance testing and periodic calibration, accuracy testing
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and quality assurance/quality control testing as specified in the Guidance Document.

(5) During a period when valid data are not being recorded by monitoring devices approved for use to
demonstrate compliance with this Subpart, missing or invalid data shall be replaced with representative
default data in accordance with the provisions of 40 CFR Part 75 and the Guidance Document.

(6) NOx emissions data shall be reported to the NETS in accordance with provisions of Section 227-
3.15.

(7) Budget sources that commence operation during the allocation period shall begin reporting data in the
first hour that the budget source is operating during a control period.

Condition 95:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.15

Item 95.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K11 Emission Source: 031AK

Item 95.2: .
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

This budget source must submit to the Administrator, in a

format which meets the requirements of the Administrator's

Electronic Data Reporting convention, information

regarding emissions and operations during each calendar

quarter of each year in accordance with the procedures

specified in the Guidance Document.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: QUARTERLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 96:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.16
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Item 96.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: Ki1 Emission Source: 031AK

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 96.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES

Monitoring Description:
(a) Each year during the period extending from November
| through the allowance transfer deadline, December 31,
this budget source may request the Administrator to deduct
a number of allowances from the budget source's compliance
account equal to the current year control period NOx
emissions from the budget source. The request must include
identification of the compliance account from which the
deductions should be made. The request may include the
serial numbers of the particular allowances to be
deducted. If no serial numbers are included, the
Administrator will first deduct allowances allocated for
the current year control period. If the Administrator
exhausts all allowances allocated for the current year
control period, the Administrator will next deduct banked
allowances in the compliance account in the order in which
they were deposited. The request may only involve
allowances placed in the budget source's compliance
account; allowances in a compliance overdraft account or
general account may not be deducted pursuant to the
request.

(b) If, by November 1 of the current year, the total
number of allowances in the budget source's compliance
account and compliance overdraft account, including
allowance transfer requests properly submitted to the
Administrator, is less than the current year control

period NOx emissions from the budget source, the budget
source must obtain additional allowances by the allowance
transfer deadline so that the total number of allowances

in the compliance account and compliance overdraft
account, including allowance transfer requests properly
submitted to the Administrator by the allowance transfer
deadline, at least equals the current year control period
NOx emissions rounded to the nearest whole ton. The
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Administrator will not consider for compliance purposes
allowances contained in any general account held by the
owner and/or operator of the budget source.

(c) If, by the allowance transfer deadline, this budget
source either makes no allowance deduction request or
makes a request that is insufficient to meet the
requirements of Subdivision 227-3.16(a), the Administrator
will deduct a number of allowances from the budget
source's compliance account and compliance overdraft
account that equals the current year control period NOx
emissions from the budget source. Under this Subdivision,
the Administrator will deduct allowances in the following
order:

(1) Current year allowances from the compliance account in
the order in which they were deposited.

(2) Banked allowances in the compliance account in the
order in which they were deposited.

(3) Current year allowances from the compliance overdraft
account in the order in which they were deposited.

(4) Banked allowances from the compliance overdraft
account in the order in which they were deposited.

(d) Any banked allowances deducted pursuant to this
Section shall be deducted in accordance with the
provisions of Section 227-3.9.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 97:  Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.17

Item 97.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K11 Emission Source: 031AK

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 97.2:
Compliance Certification shall include the following monitoring:
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Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

(a) By December 31 of each year, this budget source

must submit a compliance certification to the Department

relating to the budget source's activities during the

current year.

(b) The compliance certification shall contain, at a
minimum:

(1) identification of the budget source, including address
of the budget source, name and address of the owner and/or
operator, account numbers of the relevant compliance
account and compliance overdraft account and the name of
the AAR,;

(2) a statement indicating whether NOx emissions data have
been reported to the NETS in accordance with the
procedures set forth in Section 227-3.15 and any
additional procedures established by the

Administrator;

(3) a statement indicating whether the budget source has a
number of allowances in its compliance account or
compliance overdraft account equal to or greater than the
budget source's NOx emissions for the current year control
period,;

(4) a statement indicating whether the monitoring data
reflected the actual operation of the budget source;

(5) a statement indicating whether all NOx emissions from
the budget source were accounted for, either through the
relevant monitoring or application of the appropriate
missing data procedures; and

(6) a statement indicating whether there were any changes
in the method of operation of the budget source or the
method of monitoring the budget source during the current
year.

(c) The Department may verify compliance by whatever means
necessary, including, but not limited to, the

following:

(1) inspection of budget source operating records;

(2) examining information contained in the NATS (NOx
Allowance Tracking System) regarding allowance deductions
and transfers for the budget source;

(3) examining information contained in the NETS (NOx
Emission Tracking System) regarding NOx emissions from the
budget source;

(4) testing emission monitoring devices; and,

(5) testing conducted pursuant to 6 NYCRR Part 202.
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Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 98:  Permits requirements.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-1.6

Item 98.1:
This Condition applies to  Emission Unit: U-00015
Process: K12

Item 98.2: The NOx authorized account representative of each NOx budget unit shall submit to the
Department a complete NOx Budget permit application (as defined under Section 204-3.3) by May 1,
2002.

Condition 99:  Content of reports and compliance certifications.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-4.1

Item 99.1:
This Condition applies to  Emission Unit: U-00015
Process: K12

Item 99.2: The NOx authorized account representative shall include in the compliance certification
report the following elements, in a format prescribed by the Administrator, concerning each unit at the
source and subject to the NOx Budget emissions limitation for the control period covered by the report:

(1) Identification of each NOx Budget unit; and

(2) In the compliance certification report the NOx authorized account representative shall certify, based
on reasonable inquiry of those persons with primary responsibility for operating the source and the NOx
Budget units at the source in compliance with the NOx Budget Trading Program, whether each NOx
Budget unit for which the compliance certification is submitted was operated during the calendar year
covered by the report in compliance with the requirements of the NOx Budget Trading Program
applicable to the unit, including:

(i) Whether the unit was operated in compliance with the NOx Budget emissions limitation;

(i1) Whether the monitoring plan that governs the unit has been maintained to reflect the actual operation
and monitoring of the unit, and contains all information necessary to attribute NOx emissions to the unit,
in accordance with Subpart 204-8;

(iii) Whether all the NOx emissions from the unit, or a group of units (including the unit) using a
common stack, were monitored or accounted for through the missing data procedures and reported in the
quarterly monitoring reports, including whether conditional data were reported in the quarterly reports in
accordance with Subpart 204-8. If conditional data were reported, the owner or operator shall indicate
whether the status of all conditional data has been resolved and all necessary quarterly report
resubmissions has been made;
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(iv) Whether the facts that form the basis for certification under Subpart 204-8 of each monitor at the unit
or a group of units (including the unit) using a common stack, or for using an excepted monitoring method
or alternative monitoring method approved under Subpart 204-8, if any, has changed; and

(v) Ifachange is required to be reported under item (iv) above, specify the nature of the change, the
reason for the change, when the change occurred, and how the unit's compliance status was determined
subsequent to the change, including what method was used to determine emissions when a change
mandated the need for monitor recertification.

Condition 100: Submission of NOx allowance transfers.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-7.1

Item 100.1:
This Condition applies to  Emission Unit: U-00015
Process: K12

Item 100.2: The NOx authorized account representatives seeking recordation of a NOx allowance
transfer shall submit the transfer to the Administrator. To be considered correctly submitted, the NOx
allowance transfer shall include the following elements in a format specified by the Administrator:

(a) The numbers identifying both the transferor and transferee accounts;

(b) A specification by serial number of each NOx allowance to be transferred; and

(c) The printed name and signature of the NOx authorized account representative of the transferor
account and the date signed.

Condition 101: General provisions.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.1

Item 101.1:
This Condition applies to  Emission Unit: U-00015
Process: K12

Item 101.2: The owners and operators, and to the extent applicable, the NOx authorized account
representative of a NOx Budget unit, shall comply with the monitoring and reporting requirements as
provided in this Subpart and in Subpart H of 40 CFR Part 75. For purposes of complying with such
requirements, the definitions in Section 204-1.2 and in 40 CFR 72.2 shall apply, and the terms "affected
unit," "designated representative,” and "continuous emission monitoring system" (or "CEMS") in 40 CFR
Part 75 shall be replaced by the terms "NOx Budget unit," "NOx authorized account representative," and
"continuous emission monitoring system" (or "CEMS"), respectively, as defined in Section 204-1.2.

Condition 102: Requirements for recertification of monitoring systems.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.2
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Item 102.1:

This Condition applies to  Emission Unit: U-00015
Process: K12

Item 102.2: Whenever the owner or operator makes a replacement, modification, or change in a certified
monitoring system that the Administrator or the Department determines significantly affects the ability of
the system to accurately measure or record NOx mass emissions or heat input or to meet the
requirements of 40 CFR 75.21 or Appendix B to 40 CFR Part 75, the owner or operator shall recertify
the monitoring system according to 40 CFR 75.20(b). Furthermore, whenever the owner or operator
makes a replacement, modification, or change to the flue gas handling system or the unit's operation that
the Administrator or the Department determines to significantly change the flow or concentration profile,
the owner or operator shall recertify the continuous emissions monitoring system according to 40 CFR
75.20(b). Examples of changes which require recertification include: replacement of the analyzer,
change in location or orientation of the sampling probe or site, or changing of flow rate monitor
polynomial coefficients.

Condition 103: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.2

Item 103.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K12

Item 103.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
The owner or operator of a NOx Budget unit under
paragraphs (b}(2) or (b)(3) of this section must
determine, record and report NOx mass, heat input (if
required for purposes of allocations) and any other values
required to determine NOx Mass (e.g. NOx emission rate and
heat input or NOx concentration and stack flow) using the
provisions of 40 CFR 75.70(g), from the date and hour that
the unit starts operating until all required certification
tests are successfully completed. '

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION
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Condition 104: Out of control periods.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.3

Item 104.1:
This Condition applies to  Emission Unit: U-00015
Process: K12

Item 104.2: Whenever any monitoring system fails to meet the quality assurance requirements of
Appendix B of 40 CFR Part 75, data shall be substituted using the applicable procedures in Subpart D,
Appendix D, or Appendix E of 40 CFR Part 75.

Condition 105: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.4

Item 105.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K12

Item 105.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

The Authorized Account Representative for a NOx Budget

unit shall submit written notice to the Department and the

USEPA Administrator in accordance with the requirements of

this subpart as follows:

All monitoring plans or monitoring plan modifications;
compliance certifications, recertifications and quarterly
QA/QC reports; and, petitions for alternative monitoring,
shall be submitted to the USEPA Administrator (or his/her
representatives) as well as two copies to the Department (
one copy to the Regional Air Pollution Control Engineer
(RAPCES) in the regional office and one one copy to the
Bureau of Compliance Monitoring and Enforcement (BCME) in
the DEC central office. All Authorized Account
Representative changes shall be sent to the NYSDEC central
office.

All quarterly emission data shall be electronically filed
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with the USEPA Clean Air Markets Division with a copy
(disc or hard copy) to the NYSDEC offices.

The address for the USEPA Administrator is as
follows:

|

| USEPA Clean Air Markets Division
401 M Street SW (6204])
Washington D.C. 20460
CEM Coordinator
USEPA-Region 2

2890 Woodbridge Avenue
Edison, N.J. 08837

The address for the BCME is as follows:

NYSDEC

Bureau of Compliance Monitoring and Enforcement’
625 Broadway, 2nd Floor

Albany N.Y. 12233-3258

ACR changes should be sent to the attention of;

NYSDEC

Stationary Source Planning Section
Bureau of Air Quality Planning
625 Broadway, 2nd Floor

Albany NY 12233-3251

The address for the RAPCE is as follows:

6274 East Avon-Lima Road
Avon, NY 14414-9519

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 106: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.7
Item 106.1:

The Compliance Certification activity will be performed for:
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Emission Unit: U-00015
Process: K12

Item 106.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
The owner or operator of a unit that elects to monitor
and report NOx Mass emissions using a NOx concentration
system and a flow system shall also monitor and report
heat input at the unit level using the procedures set
forth in 40 CFR Part 75.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 107: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.2(a)(1)

Item 107.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K12

Regulated Contaminant(s): .
CAS No: ONY075-00-0 PARTICULATES

Item 107.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: INTERMITTENT EMISSION TESTING

Monitoring Description:
In order to maintain compliance with 6 NYCRR Part
227-1.2(a)(1), particulate emissions from Boilers 41, 42,
and 43 are limited to 0.10 Ib/mmBtu while burning No. 6
fuel oil. A Method 5 stack test to demonstrate compliance
with this limit shall be required at the Department's
discretion.
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Upper Permit Limit: 0.10 pounds per million Btus

Reference Test Method: METHOD §

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Averaging Method: 1-HOUR AVERAGE

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 60 days after the reporting period.

The initial report is due 8/29/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 108: Testing, monitoring, and reporting requirements for very
large boilers.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirentent: 6NYCRR 227-2.6(a)(1)

Item 108.1:
This Condition applies to  Emission Unit: U-00015
Process: K12

Item 108.2:
The owner/operator shall measure NOx emissions with a continuous emissions monitoring system
(CEMS) as described in 6NYCRR 227-2.6(b).

Condition 109: Authorized Account Representatives (AARs)
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.12
Item 109.1:
This Condition applies to  Emission Unit: U-00015
Process: K12

Item 109.2: Each budget source must designate an AAR, and may designate an alternate AAR, for each
compliance account and compliance overdraft account.

Condition 110: General provisions for emissions monitoring.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.13
Item 110.1:
This Condition applies to  Emission Unit: U-00015
Process: K12
Item 110.2: The owner and/or operator of each budget source subject to this Subpart must comply with

the following requirements, as applicable:
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(1) NOx mass emissions from each budget source shall be monitored as specified in both this Section and
the Guidance Document, (The January 28, 1997 document issued by the Ozone Transport Commission
titled "Guidance for Implementation of Emission Monitoring Requirements for the NOx Budget Program"
as well as attendant and incorporated documents including the July 3, 1997 document issued by the OTC
titled "NOx Budget Program Monitoring Certification and Reporting Requirements” and the July 3, 1997
document issued by the Administrator titled "Electronic Data Reporting, Acid Rain Program/NOx Budget
Program.”

(2) A monitoring plan for each existing budget source must be submitted to the Department in accordance
with the procedures, but not the deadlines, outlined in the Guidance Document. The monitoring plan must
be submitted within 30 days of the effective date of this Subpart.

(3) Emissions monitoring systems required by this Section shall be installed, operational and meet all of
the certification testing requirements in accordance with the procedures outlined in the Guidance
Document by May 1, 1999 or the first hour that the budget source is operating during a control period.

(4) Monitoring systems are subject to initial performance testing and periodic calibration, accuracy testing
and quality assurance/quality control testing as specified in the Guidance Document.

(5) During a period when valid data are not being recorded by monitoring devices approved for use to
demonstrate compliance with this Subpart, missing or invalid data shall be replaced with representative
default data in accordance with the provisions of 40 CFR Part 75 and the Guidance Document.

(6) NOx emissions data shall be reported to the NETS in accordance with provisions of Section 227-
3.15.

(7) Budget sources that commence operation during the allocation period shall begin reporting data in the
first hour that the budget source is operating during a control period.

Condition 111: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.15

Item 111.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K12

Item 111.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

This budget source must submit to the Administrator, in a

format which meets the requirements of the Administrator's
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Electronic Data Reporting convention, information
regarding emissions and operations during each calendar
quarter of each year in accordance with the procedures
specified in the Guidance Document.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: QUARTERLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 112: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.16

Item 112.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K12

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

[tem 112.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES

Monitoring Description:
(a) Each year during the period extending from November
1 through the allowance transfer deadline, December 31,
this budget source may request the Administrator to deduct
a number of allowances from the budget source's compliance
account equal to the current year control period NOx
emissions from the budget source. The request must include
identification of the compliance account from which the
deductions should be made. The request may include the
serial numbers of the particular allowances to be
deducted. If no serial numbers are included, the
Administrator will first deduct allowances allocated for
the current year control period. If the Administrator
exhausts all allowances allocated for the current year
control period, the Administrator will next deduct banked
allowances in the compliance account in the order in which
they were deposited. The request may only involve

Air Pollution Control Permit Conditions
Page 109 of 18I FINAL




New York State Department of Environmental Conservation
Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

()

allowances placed in the budget source's compliance
account; allowances in a compliance overdraft account or
general account may not be deducted pursuant to the
request.

(b) If, by November 1 of the current year, the total
number of allowances in the budget source's compliance
account and compliance overdraft account, including
allowance transfer requests properly submitted to the
Administrator, is less than the current year control

period NOx emissions from the budget source, the budget
source must obtain additional allowances by the allowance
transfer deadline so that the total number of allowances

in the compliance account and compliance overdraft’
account, including allowance transfer requests properly
submitted to the Administrator by the allowance transfer
deadline, at least equals the current year control period
NOx emissions rounded to the nearest whole ton. The
Administrator will not consider for compliance purposes
allowances contained in any general account held by the
owner and/or operator of the budget source.

(c) If, by the allowance transfer deadline, this budget

source either makes no allowance deduction request or
makes a request that is insufficient to meet the
requirements of Subdivision 227-3.16(a), the Administrator
will deduct a number of allowances from the budget
source's compliance account and compliance overdraft
account that equals the current year control period NOx
emissions from the budget source. Under this Subdivision,
the Administrator will deduct allowances in the following
order:

(1) Current year allowances from the compliance account in
the order in which they were deposited.

(2) Banked allowances in the compliance account in the
order in which they were deposited.

(3) Current year allowances from the compliance overdraft
account in the order in which they were deposited.

(4) Banked allowances from the compliance overdraft
account in the order in which they were deposited.

(d) Any banked allowances deducted pursuant to this
Section shall be deducted in accordance with the
provisions of Section 227-3.9.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION
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Condition 113: Compliance Certification )
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.17

Item 113.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K12

Regulated Contaminant(s):
CAS No: ONY210-00-0  OXIDES OF NITROGEN

Item 113.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

(a) By December 31 of each year, this budget source

must submit a compliance certification to the Department

relating to the budget source's activities during the

current year.

(b) The compliance certification shall contain, at a
minimum: '

(1) identification of the budget source, including address
of the budget source, name and address of the owner and/or
operator, account numbers of the relevant compliance
account and compliance overdraft account and the name of
the AAR;

(2) a statement indicating whether NOx emissions data have
been reported to the NETS in accordance with the
procedures set forth in Section 227-3.15 and any
additional procedures established by the

Administrator;

(3) a statement indicating whether the budget source has a
number of allowances in its compliance account or
compliance overdraft account equal to or greater than the
budget source's NOx emissions for the current year control
period;

(4) a statement indicating whether the monitoring data
reflected the actual operation of the budget source;

(5) a statement indicating whether all NOx emissions from
the budget source were accounted for, either through the
relevant monitoring or application of the appropriate
missing data procedures; and
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(6) a statement indicating whether there were any changes
in the method of operation of the budget source or the
method of monitoring the budget source during the current
year.

(c) The Department may verify compliance by whatever means
necessary, including, but not limited to, the

following:

(1) inspection of budget source operating records;

(2) examining information contained in the NATS (NOx
Allowance Tracking System) regarding allowance deductions
and transfers for the budget source;

(3) examining information contained in the NETS (NOx
Emission Tracking System) regarding NOx emissions from the
budget source;

(4) testing emission monitoring devices; and,

(5) testing conducted pursuant to 6 NYCRR Part 202.

Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 114: Permits requirements.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-1.6

Item 114.1:
This Condition applies to  Emission Unit: U-00015
Process: K13

Ttem 114.2: The NOx authorized account representative of each NOx budget unit shall submit to the
Department a complete NOx Budget permit application (as defined under Section 204-3.3) by May 1,
2002.

Condition 115: Content of reports and compliance certifications.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-4.1
Item 115.1:
This Condition applies to  Emission Unit: U-00015

Process: K13

Item 115.2: The NOx authorized account representative shall include in the compliance certification
report the following elements, in a format prescribed by the Administrator, concerning each unit at the
source and subject to the NOx Budget emissions limitation for the control period covered by the report:
(1) Identification of each NOx Budget unit; and
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(2) In the compliance certification report the NOx authorized account representative shall certify, based
on reasonable inquiry of those persons with primary responsibility for operating the source and the NOx
Budget units at the source in compliance with the NOx Budget Trading Program, whether each NOx
Budget unit for which the compliance certification is submitted was operated during the calendar year
covered by the report in compliance with the requirements of the NOx Budget Trading Program
applicable to the unit, including:

(i) Whether the unit was operated in compliance with the NOx Budget emissions limitation;

(ii) Whether the monitoring plan that governs the unit has been maintained to reflect the actual operation
and monitoring of the unit, and contains all information necessary to attribute NOx emissions to the unit,
in accordance with Subpart 204-8;

(iii) Whether all the NOx emissions from the unit, or a group of units (including the unit) using a
common stack, were monitored or accounted for through the missing data procedures and reported in the
quarterly monitoring reports, including whether conditional data were reported in the quarterly reports in
accordance with Subpart 204-8. If conditional data were reported, the owner or operator shall indicate
whether the status of all conditional data has been resolved and all necessary quarterly report
resubmissions has been made;

(iv) Whether the facts that form the basis for certification under Subpart 204-8 of each monitor at the unit
or a group of units (including the unit) using a common stack, or for using an excepted monitoring méthod
or alternative monitoring method approved under Subpart 204-8, if any, has changed; and

(v) Ifa change is required to be reported under item (iv) above, specify the nature of the change, the
reason for the change, when the change occurred, and how the unit's compliance status was determined
subsequent to the change, including what method was used to determine emissions when a change
mandated the need for monitor recertification.

Condition 116: Submission of NOx allowance transfers.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-7.1

Item 116.1:
This Condition applies to  Emission Unit: U-00015
Process: K13
Item 116.2: The NOx authorized account representatives seeking recordation of a NOx allowance

transfer shall submit the transfer to the Administrator. To be considered correctly submitted, the NOx
allowance transfer shall include the following elements in a format specified by the Administrator:

(a) The numbers identifying both the transferor and transferee accounts;

(b) A specification by serial number of each NOx allowance to be transferred; and

(c) The printed name and signature of the NOx authorized account representative of the transferor
account and the date signed.

Condition 117: General provisions.
Effective between the dates of 02/20/2003 and 02/20/2008
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Applicable Federal Requirement: 6NYCRR 204-8.1

Item 117.1:
This Condition applies to Emission Unit: U-00015
Process: K13

Item 117.2: The owners and operators, and to the extent applicable, the NOx authorized account
representative of a NOx Budget unit, shall comply with the monitoring and reporting requirements as
provided in this Subpart and in Subpart H of 40 CFR Part 75. For purposes of complying with such
requirements, the definitions in Section 204-1.2 and in 40 CFR 72.2 shall apply, and the terms "affected
unit,” "designated representative,” and "continuous emission monitoring system" (or "CEMS") in 40 CFR
Part 75 shall be replaced by the terms "NOx Budget unit," "NOx authorized account representative,” and
"continuous emission monitoring system" (or "CEMS"), respectively, as defined in Section 204-1.2.

Condition 118: Requirements for recertification of monitoring systems.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.2

Item 118.1:
This Condition applies to  Emission Unit: U-00015
Process: K13

item 118.2: Whenever the owner or operator makes a replacement, modification, or change in a certified
monitoring system that the Administrator or the Department determines significantly affects the ability of
the system to accurately measure or record NOx mass emissions or heat input or to meet the
requirements of 40 CFR 75.21 or Appendix B to 40 CFR Part 75, the owner or operator shall recertify
the monitoring system according to 40 CFR 75.20(b). Furthermore, whenever the owner or operator
makes a replacement, modification, or change to the flue gas handling system or the unit's operation that
the Administrator or the Department determines to significantly change the flow or concentration profile,
the owner or operator shall recertify the continuous emissions monitoring system according to 40 CFR
75.20(b). Examples of changes which require recertification include: replacement of the analyzer,
change in location or orientation of the sampling probe or site, or changing of flow rate monitor
polynomial coefficients.

Condition 119: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.2

Item 119.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K13

Item 119.2:
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Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
The owner or operator of a NOx Budget unit under
paragraphs (b)(2) or (b)(3) of this section must
determine, record and report NOx mass, heat input (if
required for purposes of allocations) and any other values
required to determine NOx Mass (e.g. NOx emission rate and
heat input or NOx concentration and stack flow) using the
provisions of 40 CFR 75.70(g), from the date and hour that
the unit starts operating until all required certification
tests are successfully completed.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 120: Out of control periods.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.3

Item 120.1:
This Condition applies to  Emission Unit: U-00015
Process: K13

Item 120.2: Whenever any monitoring system fails to meet the quality assurance requirements of
Appendix B of 40 CFR Part 75, data shall be substituted using the applicable procedures in Subpart D
Appendix D, or Appendix E of 40 CFR Part 75.

Condition 121: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.4

Item 121.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K13

Item 121.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES

Monitoring Description:
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The Authorized Account Representative for a NOx Budget
unit shall submit written notice to the Department and the
USEPA Administrator in accordance with the requirements of
this subpart as follows:

All monitoring plans or monitoring plan modifications;
compliance certifications, recertifications and quarterly
QA/QC reports; and, petitions for alternative monitoring,
shall be submitted to the USEPA Administrator (or his/her
representatives) as well as two copies to the Department (
one copy to the Regional Air Pollution Control Engineer
(RAPCES) in the regional office and one one copy to the
Bureau of Compliance Monitoring and Enforcement (BCME) in
the DEC central office. All Authorized Account
Representative changes shall be sent to the NYSDEC central
office.

All quarterly emission data shall be electronically filed
with the USEPA Clean Air Markets Division with a copy
(disc or hard copy) to the NYSDEC offices.

The address for the USEPA Administrator is as
follows:

USEPA Clean Air Markets Division
401 M Street SW (6204J)
Washington D.C. 20460

CEM Coordinator
USEPA-Region 2

2890 Woodbridge Avenue
Edison, N.J. 08837

The address for the BCME is as follows:

NYSDEC

Bureau of Compliance Monitoring and Enforcement
625 Broadway, 2nd Floor

Albany N.Y. 12233-3258

ACR changes should be sent to the attention of:

NYSDEC

Stationary Source Planning Section
Bureau of Air Quality Planning
625 Broadway, 2nd Floor

Albany NY 12233-3251
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The address for the RAPCE is as follows:

6274 East Avon-Lima Road
Avon, NY 14414-9519

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 122: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.7

Item 122.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K13

Item 122.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
The owner or operator of a unit that elects to monitor
and report NOx Mass emissions using a NOX concentration
system and a flow system shall also monitor and report
heat input at the unit level using the procedures set
forth in 40 CFR Part 75.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 123: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.4(a)(2)

Item 123.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K13

Regulated Contaminant(s):
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CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 123.2:
Compliance Certification shall include the following monitoring;

Monitoring Type: CONTINUOUS EMISSION MONITORING (CEM)
Monitoring Description:

In order to comply with Subpart Part 227-2 NOx RACT

requirements, NOx emissions from Boilers 41, 42, and 43

are limited as follows:

Boiler 41 (ES 031AG): 0.6 Ib/mmBtu and 300 Ib/hr

Boiler 42 (ES 031AH): 0.6 Ib/mmBtu and 300 Ib/hr

Boiler 43 (ES 031Al): 0.6 Ib/mmBtu and 384

Ib/hr

Compliance with these limits will be demonstrated through
the use of a continuous monitoring system according to the
requirements of Part 227-2.6. Emission limits are based
on a 24 hour average during the ozone season and a 30-day
rolling average during the non-ozone season.

Manufacturer Name/Model Number: TECO 42

Upper Permit Limit: 0.6 pounds per million Btus
Reference Test Method: METHOD 7E

Monitoring Frequency: CONTINUOUS

Averaging Method: 24-HOUR AVERAGE

Reporting Requirements: QUARTERLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 124: Testing, monitoring, and reporting requirements for very
large boilers.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.6(a)(1)

Item 124.1:
This Condition applies to  Emission Unit: U-00015
Process: K13

Item 124.2:
The owner/operator shall measure NOx emissions with a continuous emissions monitoring system
(CEMS) as described in 6NYCRR 227-2.6(b).

Condition 125: Authorized Account Representatives (AARs)
Effective between the dates of 02/20/2003 and 02/20/2008
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Applicable Federal Requirement: 6NYCRR 227-3.12

Item 125.1:
This Condition applies to  Emission Unit: U-00015
Process: K13

Item 125.2: Each budget source must designate an AAR, and may designate an alternate AAR, for each
compliance account and compliance overdraft account.

Condition 126: General provisions for emissions monitoring.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.13

Item 126.1:
This Condition applies to  Emission Unit: U-00015
Process: K13

Item 126.2: The owner and/or operator of each budget source subject to this Subpart must comply with
the following requirements, as applicable:

(1) NOx mass emissions from each budget source shall be monitored as specified in both this Section and
the Guidance Document, (The January 28, 1997 document issued by the Ozone Transport Commission
titled "Guidance for Implementation of Emission Monitoring Requirements for the NOx Budget Program"
as well as attendant and incorporated documents including the July 3, 1997 document issued by the OTC
titled "NOx Budget Program Monitoring Certification and Reporting Requirements" and the July 3, 1997
document issued by the Administrator titled "Electronic Data Reporting, Acid Rain Program/NOx Budget
Program."

(2) A monitoring plan for each existing budget source must be submitted to the Department in accordance
with the procedures, but not the deadlines, outlined in the Guidance Document. The monitoring plan must
be submitted within 30 days of the effective date of this Subpart.

(3) Emissions monitoring systems required by this Section shall be installed, operational and meet all of
the certification testing requirements in accordance with the procedures outlined in the Guidance
Document by May 1, 1999 or the first hour that the budget source is operating during a control period.

(4) Monitoring systems are subject to initial performance testing and periodic calibration, accuracy testing
and quality assurance/quality control testing as specified in the Guidance Document.

(5) During a period when valid data are not being recorded by monitoring devices approved for use to
demonstrate compliance with this Subpart, missing or invalid data shall be replaced with representative
default data in accordance with the provisions of 40 CFR Part 75 and the Guidance Document.

(6) NOx emissions data shall be reported to the NETS in accordance with provisions of Section 227-
3.15.
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(7) Budget sources that commence operation during the allocation period shall begin reporting data in the
first hour that the budget source is operating during a control period.

Condition 127: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.15

Item 127.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K13

Item 127.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

This budget source must submit to the Administrator, in a

format which meets the requirements of the Administrator's

Electronic Data Reporting convention, information

regarding emissions and operations during each calendar

quarter of each year in accordance with the procedures

specified in the Guidance Document.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: QUARTERLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 128: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.16

Item 128.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K13

Regulated Contaminant(s):

CAS No: ONY210-00-0 OXIDES OF NITROGEN
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Item 128.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES

Monitoring Description:
(a) Each year during the period extending from November
I through the allowance transfer deadline, December 31,
this budget source may request the Administrator to deduct
a number of allowances from the budget source's compliance
account equal to the current year control period NOx
emissions from the budget source. The request must include
identification of the compliance account from which the
deductions should be made. The request may include the
serial numbers of the particular allowances to be
deducted. If no serial numbers are included, the
Administrator will first deduct allowances allocated for
the current year control period. If the Administrator
exhausts all allowances allocated for the current year
control period, the Administrator will next deduct banked
allowances in the compliance account in the order in which
they were deposited. The request may only involve
allowances placed in the budget source's compliance
account; allowances in a compliance overdraft account or
general account may not be deducted pursuant to the
request.

(b) If, by November | of the current year, the total
number of allowances in the budget source's compliance
account and compliance overdraft account, including
allowance transfer requests properly submitted to the .
Administrator, is less than the current year control

period NOx emissions from the budget source, the budget
source must obtain additional allowances by the allowance
transfer deadline so that the total number of allowances

in the compliance account and compliance overdraft
account, including allowance transfer requests properly
submitted to the Administrator by the allowance transfer
deadline, at least equals the current year control period
NOx emissions rounded to the nearest whole ton. The
Administrator will not consider for compliance purposes
allowances contained in any general account held by the
owner and/or operator of the budget source.

(c) If, by the allowance transfer deadline, this budget

source either makes no allowance deduction request or
makes a request that is insufficient to meet the
requirements of Subdivision 227-3.16(a), the Administrator
will deduct a number of allowances from the budget
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source's compliance account and compliance overdraft
account that equals the current year control period NOx
emissions from the budget source. Under this Subdivision,
the Administrator will deduct allowances in the following
order:

(1) Current year allowances from the compliance account in
the order in which they were deposited.

(2) Banked allowances in the compliance account in the
order in which they were deposited.

(3) Current year allowances from the compliance overdraft
account in the order in which they were deposited.

(4) Banked allowances from the compliance overdraft
account in the order in which they were deposited.

(d) Any banked allowances deducted pursuant to this
Section shall be deducted in accordance with the
provisions of Section 227-3.9.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 129: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.17

Item 129.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K13

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 129.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

(a) By December 31 of each year, this budget source

must submit a compliance certification to the Department

relating to the budget source's activities during the

current year.

(b) The compliance certification shall contain, at a
minimum;
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(1) identification of the budget source, including address
of the budget source, name and address of the owner and/or
operator, account numbers of the relevant compliance
account and compliance overdraft account and the name of
the AAR;

(2) a statement indicating whether NOx emissions data have
been reported to the NETS in accordance with the
procedures set forth in Section 227-3.15 and any
additional procedures established by the

Administrator;

(3) a statement indicating whether the budget source has a
number of allowances in its compliance account or
compliance overdraft account equal to or greater than the
budget source’s NOx emissions for the current year control
period,;

(4) a statement indicating whether the monitoring data
reflected the actual operation of the budget source;

(5) a statement indicating whether all NOx emissions from
the budget source were accounted for, either through the
relevant monitoring or application of the appropriate
missing data procedures; and

(6) a statement indicating whether there were any changes
in the method of operation of the budget source or the
method of monitoring the budget source during the current
year.

(c) The Department may verify compliance by whatever means
necessary, including, but not limited to, the

following:

(1) inspection of budget source operating records;

(2) examining information contained in the NATS (NOx
Allowance Tracking System) regarding allowance deductions
and transfers for the budget source;

(3) examining information contained in the NETS (NOx
Emission Tracking System) regarding NOX emissions from the
budget source;

(4) testing emission monitoring devices; and,

(5) testing conducted pursuant to 6 NYCRR Part 202.

Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 130: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.2(a)(4)

Item 130.1:
The Compliance Certification activity will be performed for:
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Emission Unit; U-00015
Process: K13 Emission Source: 321AG

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

Item 130.2:
Compliance Certiftcation shall include the following monitoring:

Monitoring Type: INTERMITTENT EMISSION TESTING
Monitoring Description:
In order to maintain compliance with 6 NYCRR Part
227-1.2(a)(4), particulate emissions from Boiler 41 are
limited to 0.26 Ib/mmBtu, based on a maximum heat input
capacity of 500 mmBtu/hr. To demonstrate compliance with
the particulate limit, a stack test shall be conducted
once during the term of the permit. The first such test
shall be conducted within 180 days of the initial issuance
of the Title V permit. A stack test protocol shall be
submitted to the Department according to the procedures of
6 NYCRR Part 202.

Upper Permit Limit: 0.26 pounds per million Btus

Reference Test Method: METHOD 5

Monitoring Frequency: ONCE DURING THE TERM OF THE PERMIT
Averaging Method: 1-HOUR AVERAGE

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 60 days after the reporting period.

The initial report is due 8/29/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 131: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.2(a)(4)

Item 131.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K13 Emission Source: 321AH

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

Air Pollution Control Permit Conditions
Page 124 of 18! FINAL




New York State Department of Environmental Conservation
Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

Item 131.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: INTERMITTENT EMISSION TESTING .
Monitoring Description:
In order to maintain compliance with 6 NYCRR Part
227-1.2(a)(4), particulate emissions from Boiler 42 are
limited to 0.26 1b/mmBtu, based on a maximum heat input
capacity of 500 mmBtwhr. To demonstrate compliance with
the particulate limit, a stack test shall be conducted
once during the term of the permit. The first such test
shall be conducted within 180 days of the initial issuance
of the Title V permit. A stack test protocol shall be
submitted to the Department according to the procedures of
6 NYCRR Part 202.

Upper Permit Limit: 0.26 pounds per million Btus

Reference Test Method: METHOD §

Monitoring Frequency: ONCE DURING THE TERM OF THE PERMIT
Averaging Method: 1-HOUR AVERAGE

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 60 days after the reporting period.

The initial report is due 8/29/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 132: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.2(a)(4)

Item 132.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K13 Emission Source: 321AI

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

Item 132.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: INTERMITTENT EMISSION TESTING
Monitoring Description:
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In order to maintain compliance with 6 NYCRR Part
227-1.2(a)(4), particulate emissions from Boiler 43 are
limited to 0.24 Ib/mmBtu, based on a maximum heat input
capacity of 640 mmBtwhr. To demonstrate compliance with
the particulate limit, a stack test shall be conducted

once during the term of the permit. The first such test

shall be conducted within 180 days of the initial issuance

of the Title V permit. A stack test protocol shall be
submitted to the Department according to the procedures of
6 NYCRR Part 202.

Upper Permit Limit: 0.24 pounds per million Btus

Reference Test Method: METHOD 5

Monitoring Frequency: ONCE DURING THE TERM OF THE PERMIT
Averaging Method: 1-HOUR AVERAGE :

Reporting Requirements: SEMI-ANNUALLY (CALENDAR

Reports due 60 days after the reporting period.

The initial report is due 8/29/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 133: Permits requirements.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-1.6

Item 133.1:
This Condition applies to  Emission Unit: U-00015
Process: K14

Item 133.2: The NOx authorized account representative of each NOx budget unit shall submit to the
Department a complete NOx Budget permit application (as defined under Section 204-3.3) by May 1,
2002.

Condition 134: Content of reports and compliance certifications.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-4.1
Item 134.1:
This Condition applies to  Emission Unit: U-00015
Process: K14
Item 134.2: The NOx authorized account representative shall include in the compliance certification

report the following elements, in a format prescribed by the Administrator, concerning each unit at the
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source and subject to the NOx Budget emissions limitation for the control period covered by the report:
(1) Identification of each NOx Budget unit; and

(2) In the compliance certification report the NOx authorized account representative shall certify, based
on reasonable inquiry of those persons with primary responsibility for operating the source and the NOx
Budget units at the source in compliance with the NOx Budget Trading Program, whether each NOx
Budget unit for which the compliance certification is submitted was operated during the calendar year
covered by the report in compliance with the requirements of the NOx Budget Trading Program
applicable to the unit, including:

(i) Whether the unit was operated in compliance with the NOx Budget emissions limitation;

(if) Whether the monitoring plan that governs the unit has been maintained to reflect the actual operation
and monitoring of the unit, and contains all information necessary to attribute NOx emissions to the unit,
in accordance with Subpart 204-8;

(iti) Whether all the NOx emissions from the unit, or a group of units (including the unit) using a
common stack, were monitored or accounted for through the missing data procedures and reported in the
quarterly monitoring reports, including whether conditional data were reported in the quarterly reports in
accordance with Subpart 204-8. If conditional data were reported, the owner or operator shall indicate
whether the status of all conditional data has been resolved and all necessary quarterly report
resubmissions has been made;

(iv) Whether the facts that form the basis for certification under Subpart 204-8 of each monitor at the unit
or a group of units (including the unit) using a common stack, or for using an excepted monitoring method
or alternative monitoring method approved under Subpart 204-8, if any, has changed; and

(v) ifachange is required to be reported under item (iv) above, specify the nature of the change, the
reason for the change, when the change occurred, and how the unit's compliance status was determined
subsequent to the change, including what method was used to determine emissions when a change
mandated the need for monitor recertification.

Condition 135: Submission of NOx allowance transfers.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-7.1

Item 135.1:
This Condition applies to  Emission Unit: U-00015
Process: K14

Item 135.2: The NOx authorized account representatives seeking recordation of a NOx allowance
transfer shall submit the transfer to the Administrator. To be considered correctly submitted, the NOx
allowance transfer shall include the following elements in a format specified by the Administrator:

(a) The numbers identifying both the transferor and transferee accounts;

(b) A specification by serial number of each NOx allowance to be transferred; and

(c) The printed name and signature of the NOx authorized account representative of the transferor
account and the date signed.
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Condition 136: General provisions.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.1

Item 136.1:
This Condition applies to  Emission Unit: U-00015
Process: K14

Item 136.2: The owners and operators, and to the extent applicable, the NOx authorized account
representative of a NOx Budget unit, shall comply with the monitoring and reporting requirements as
provided in this Subpart and in Subpart H of 40 CFR Part 75. For purposes of complying with such
requirements, the definitions in Section 204-1.2 and in 40 CFR 72.2 shall apply, and the terms "affected
unit," "designated representative," and "continuous emission monitoring system" (or "CEMS") in 40 CFR
Part 75 shall be replaced by the terms "NOx Budget unit," "NOx authorized account representative," and
"continuous emission monitoring system" (or "CEMS"), respectively, as defined in Section 204-1.2.

Condition 137: Requirements for recertification of monitoring systems.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.2

Item 137.1:
This Condition applies to  Emission Unit: U-00015
Process: K14

Item 137.2: Whenever the owner or operator makes a replacement, modification, or change in a certified
monitoring system that the Administrator or the Department determines significantly affects the ability of
the system to accurately measure or record NOx mass emissions or heat input or to meet the
requirements of 40 CFR 75.21 or Appendix B to 40 CFR Part 75, the owner or operator shall recertify
the monitoring system according to 40 CFR 75.20(b). Furthermore, whenever the owner or operator
makes a replacement, modification, or change to the flue gas handling system or the unit's operation that
the Administrator or the Department determines to significantly change the flow or concentration profile,
the owner or operator shall recertify the continuous emissions monitoring system according to 40 CFR
75.20(b). Examples of changes which require recertification include: replacement of the analyzer,
change in location or orientation of the sampling probe or site, or changing of flow rate monitor
polynomial coefficients.

Condition 138: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.2

Item 138.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
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Process: K14

Item 138.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
The owner or operator of a NOx Budget unit under
paragraphs (b)(2) or (b)(3) of this section must
determine, record and report NOx mass, heat input (if
required for purposes of allocations) and any other values
required to determine NOx Mass (e.g. NOx emission rate and
heat input or NOx concentration and stack flow) using the
provisions of 40 CFR 75.70(g), from the date and hour that
the unit starts operating until all required certification
tests are successfully completed.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 139: Out of control periods.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.3
Item 139.1:
This Condition applies to  Emission Unit: U-00015
Process: K14
Item 139.2: Whenever any monitoring system fails to meet the quality assurance requirements of

Appendix B of 40 CFR Part 75, data shall be substituted using the apphcable procedures in Subpart D,
Appendix D, or Appendix E of 40 CFR Part 75.

Condition 140: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.4

Item 140.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K14

Item 140.2:
Compliance Certification shall include the following monitoring:
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Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

The Authorized Account Representative for a NOx Budget

unit shall submit written notice to the Department and the

USEPA Administrator in accordance with the requirements of

|
| .
this subpart as follows:
All monitoring plans or monitoring plan modifications;

compliance certifications, recertifications and quarterly

QA/QC reports; and, petitions for alternative monitoring,

shall be submitted to the USEPA Administrator (or his/her
representatives) as well as two copies to the Department ( .

one copy to the Regional Air Pollution Control Engineer
(RAPCES) in the regional office and one one copy to the
Bureau of Compliance Monitoring and Enforcement (BCME) in
the DEC central office. All Authorized Account

Representative changes shall be sent to the NYSDEC central
office.

All quarterly emission data shall be electronically filed
with the USEPA Clean Air Markets Division with a copy
(disc or hard copy) to the NYSDEC offices.

The address for the USEPA Administrator is as
follows:

USEPA Clean Air Markets Division
401 M Street SW (6204))
Washington D.C. 20460

CEM Coordinator
USEPA-Region 2

2890 Woodbridge Avenue
Edison, N.J. 08837

The address for the BCME is as follows:

NYSDEC

Bureau of Compliance Monitoring and Enforcement
625 Broadway, 2nd Floor

Albany N.Y. 12233-3258

ACR changes should be sent to the attention of:
NYSDEC

Stationary Source Planning Section
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Bureau of Air Quality Planning
625 Broadway, 2nd Floor
Albany NY 12233-3251

The address for the RAPCE is as follows:

6274 East Avon-Lima Road
Avon, NY 14414-9519

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 141: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.7

Item 141.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K14

Item 141.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
The owner or operator of a unit that elects to monitor
and report NOx Mass emissions using a NOx concentration
system and a flow system shall also monitor and report
heat input at the unit level using the procedures set
forth in 40 CFR Part 75.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 142: Testing, monitoring, and reporting requirements for very
large boilers.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.6(a)(1)
Item 142.1:
This Condition applies to  Emission Unit: U-00015
Process: K14
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Item 142.2:
The owner/operator shall measure NOx emissions with a continuous emissions monitoring system
(CEMS) as described in 6NYCRR 227-2.6(b).

Condition 143: Authorized Account Representatives (AARs)
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.12

Item 143.1:
This Condition applies to  Emission Unit: U-00015
Process: K14

Item 143.2: Each budget source must designate an AAR, and may designate an alternate AAR, for each
compliance account and compliance overdraft account.

Condition 144: General provisions for emissions monitoring.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.13

Item 144.1:
This Condition applies to  Emission Unit: U-00015
Process: K14

Item 144.2: The owner and/or operator of each budget source subject to this Subpart must comply with
the following requirements, as applicable:

(1) NOx mass emissions from each budget source shall be monitored as specified in both this Section and
the Guidance Document, (The January 28, 1997 document issued by the Ozone Transport Commission
titled "Guidance for Implementation of Emission Monitoring Requirements for the NOx Budget Program"
as well as attendant and incorporated documents including the July 3, 1997 document issued by the OTC
titled "NOx Budget Program Monitoring Certification and Reporting Requirements” and the July 3, 1997
document issued by the Administrator titled "Electronic Data Reporting, Acid Rain Program/NOx Budget
Program."

(2) A monitoring plan for each existing budget source must be submitted to the Department in accordance
with the procedures, but not the deadlines, outlined in the Guidance Document. The monitoring plan must
be submitted within 30 days of the effective date of this Subpart.

(3) Emissions monitoring systems required by this Section shall be installed, operational and meet all of
the certification testing requirements in accordance with the procedures outlined in the Guidance
Document by May 1, 1999 or the first hour that the budget source is operating during a control period.

(4) Monitoring systems are subject to initial performance testing and periodic calibration, accuracy testing

and quality assurance/quality control testing as specified in the Guidance Document.
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(5) During a period when valid data are not being recorded by monitoring devices approved for use to
demonstrate compliance with this Subpart, missing or invalid data shall be replaced with representative
default data in accordance with the provisions 0f40 CFR Part 75 and the Guidance Document.

(6) NOx emissions data shall be reported to the NETS in accordance with provisions of Section 227-
3.15.

(7) Budget sources that commence operation during the allocation period shall begin reporting data in the
first hour that the budget source is operating during a control period.

Condition 145: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.15

Item 145.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K14

Item 145.2;
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

This budget source must submit to the Administrator, in a

format which meets the requirements of the Administrator's

Electronic Data Reporting convention, information

regarding emissions and operations during each calendar

quarter of each year in accordance with the procedures

specified in the Guidance Document.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: QUARTERLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar monthg(s).

Condition 146: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.16

Item 146.1:

Air Pollution Control Permit Conditions
Page 133 of 181 FINAL




New York State Department of Environmental Conservation
Permit 1D: 8-2614-00205/01827 Facility DEC ID: 8261400205

A
P
-

The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K14

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 146.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES

Monitoring Description:
(a) Each year during the period extending from November
| through the allowance transfer deadline, December 31,
this budget source may request the Administrator to deduct
a number of allowances from the budget source's compliance
account equal to the current year control period NOx
emissions from the budget source. The request must include
identification of the compliance account from which the
deductions should be made. The request may include the
serial numbers of the particular allowances to be
deducted. If no serial numbers are included, the
Administrator will first deduct allowances allocated for
the current year control period. If the Administrator
exhausts all allowances allocated for the current year
control period, the Administrator will next deduct banked
allowances in the compliance account in the order in which
they were deposited. The request may only involve
allowances placed in the budget source's compliance
account; allowances in a compliance overdraft account or
general account may not be deducted pursuant to the
request.

(b) If, by November 1 of the current year, the total
number of allowances in the budget source's compliance
account and compliance overdraft account, including
allowance transfer requests properly submitted to the
Administrator, is less than the current year control

period NOx emissions from the budget source, the budget
source must obtain additional allowances by the allowance
transfer deadline so that the total number of allowances

in the compliance account and compliance overdraft
account, including allowance transfer requests properly
submitted to the Administrator by the allowance transfer
deadline, at least equals the current year control period
NOx emissions rounded to the nearest whole ton. The
Administrator will not consider for compliance purposes
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allowances contained in any general account held by the
owner and/or operator of the budget source.

(c) If, by the allowance transfer deadline, this budget

source either makes no allowance deduction request or
makes a request that is insufficient to meet the
requirements of Subdivision 227-3.16(a), the Administrator
will deduct a number of allowances from the budget
source's compliance account and compliance overdraft
account that equals the current year control period NOx
emissions from the budget source. Under this Subdivision,
the Administrator will deduct allowances in the following
order:

(1) Current year allowances from the compliance account in
the order in which they were deposited.

(2) Banked allowances in the compliance account in the
order in which they were deposited.

(3) Current year allowances from the compliance overdraft
account in the order in which they were deposited.

(4) Banked allowances from the compliance overdraft
account in the order in which they were deposited.

(d) Any banked allowances deducted pursuant to this
Section shall be deducted in accordance with the
provisions of Section 227-3.9.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 147: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.17

Item 147.1:
The Compliance Certification activity will be performed for:

Emission Unit; U-00015
Process: K14

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 147.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
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Monitoring Description:
(a) By December 31 of each year, this budget source
must submit a compliance certification to the Department
relating to the budget source's activities during the
current year.

(b) The compliance certification shall contain, at a
minimum:

(1) identification of the budget source, including address
of the budget source, name and address of the owner and/or
operator, account numbers of the relevant compliance
account and compliance overdraft account and the name of
the AAR; '

(2) a statement indicating whether NOx emissions data have
been reported to the NETS in accordance with the
procedures set forth in Section 227-3.15 and any
additional procedures established by the

Administrator;

(3) a statement indicating whether the budget source has a
number of allowances in its compliance account or
compliance overdraft account equal to or greater than the
budget source's NOx emissions for the current year control
period;

(4) a statement indicating whether the monitoring data
reflected the actual operation of the budget source;

(5) a statement indicating whether all NOx emissions from
the budget source were accounted for, either through the
relevant monitoring or application of the appropriate
missing data procedures; and )

(6) a statement indicating whether there were any changes
in the method of operation of the budget source or the
method of monitoring the budget source during the current
year.

(¢) The Department may verify compliance by whatever means
necessary, including, but not limited to, the

following:

(1) inspection of budget source operating records;

(2) examining information contained in the NATS (NOx
Allowance Tracking System) regarding allowance deductions
and transfers for the budget source;

(3) examining information contained in the NETS (NOx
Emission Tracking System) regarding NOx emissions from the
budget source;

(4) testing emission monitoring devices; and,

(5) testing conducted pursuant to 6 NYCRR Part 202.

Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION
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Condition 148: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 52.21, Subpart A

Item 148.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K14

Regulated Contaminant(s);
CAS No: 000630-08-0 CARBON MONOXIDE

Item 148.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
In order to demonstrate compliance with 40 CFR 52.21
Prevention of Significant Deterioration (PSD), carbon
monoxide emissions from Boiler 44 (ES 321A1J) shall not
exceed 0.03 Ib/mmBtu, as determined by applying emission
factors to the heat input of the unit.

Monitoring Frequency: CONTINUOUS

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 149: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 52.21, Subpart A

Item 149.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K14

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

Item 149.2:
Compliance Certification shall include the following monitoring;
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Monitoring Type: INTERMITTENT EMISSION TESTING
Mouitoring Description:
In order to maintain compliance with 40 CFR 52.21
Prevention of Significant Deterioration (PSD) and Part
227-1.2(a)(1), particulate emissions from Boiler 44 (ES
321AJ) shall not exceed 0.035 Ib/mmBtu (as established in
the initial PSD permit for this boiler). To demonstrate
compliance with the particulate limit, a stack test shall
be conducted once during the term of the permit. The
first such test shall be conducted within 180 days of the
initial issuance of the Title V permit. A stack test
protocol shall be submitted to the Department according to
the procedures of 6 NYCRR Part 202.

Upper Permit Limit: 0.035 pounds per million Btus

Reference Test Method: METHOD §

Monitoring Frequency: ONCE DURING THE TERM OF THE PERMIT
Averaging Method: 1-HOUR AVERAGE

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 60 days after the reporting period.

The initial report is due 8/29/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 150: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 60.42(a)(1), NSPS Subpart D

Item 150.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K14

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

Item 150.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: INTERMITTENT EMISSION TESTING
Monitoring Description:

Air Pollution Control Permit Conditions
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On or after the date on which the performance test

required to be conducted by 40 CFR 60.8 is completed, no
owner or operator subject to the provisions of Subpart D
shall caused to be discharged into the atmosphere from any
affected facility any gases which contain particulate

matter in excess of 0.10 pounds per million BTU heat input
derived from fossil fuel or fossit fuel and wood residue.

Parameter Monitored: PARTICULATES

Upper Permit Limit: 0.10 pounds per million Btus

Reference Test Method: Method 5

Monitoring Frequency: ONCE DURING THE TERM OF THE PERMIT

Averaging Method: 1| HOUR MAXIMUM - NOT TO BE EXCEEDED AT
ANY TIME

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 151: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 60.42(a)(2), NSPS Subpart D

Item 151.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K14

Item 151.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: CONTINUOUS EMISSION MONITORING (CEM)
Monitoring Description:
On or after the date on which the performance test
required to be conducted by 40 CFR 60.8 is completed, no
owner or operator subject to the provisions of Subpart D
shall caused to be discharged into the atmosphere from any
affected facility any gases which exhibit greater than 20%
opacity except for one six-minute period per hour of not
more than 27% opacity.

Parameter Monitored: OPACITY

Upper Permit Limit: 20 percent

Monitoring Frequency: CONTINUOUS

Averaging Method: 6 MINUTE AVERAGE

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)
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Reports due 30 days after the reporting period.
The initial report is due 7/30/2003.
Subsequent reports are due every 6 calendar month(s).

Condition 152: Standard for sulfur dioxide.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 60.43(a)(1), NSPS Subpart D

Item 152.1:
This Condition applies to  Emission Unit: U-00015
Process: K14

Item 152.2:
Sulfur dioxide emissions while firing liquid fossil fuel or liquid fossil fuel and wood residue shall not
exceed 0.80 Ib/mmBtu.

Condition 153: Standard for nitrogen oxides.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 60.44(a)(2), NSPS Subpart D

Item 153.1:
This Condition applies to  Emission Unit: U-00015
Process: K14

Item 153.2:
Nitrogen oxide emissions while firing liquid fossil fuel, liquid fossil fuel and wood residue, or gaseous
fossil fuel and wood residue shall not exceed 0.30 lb/mmBtu.

Condition 154: Continuous monitoring requirements.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 60.45(a), NSPS Subpart D
Item 154.1:
This Condition applies to  Emission Unit: U-00015
Process: K14
Item 154.2:
The owner or operator of this fossil fuel burning equipment shall install, calibrate, maintain, and operate

CEM s for nitrogen oxides, sulfur dioxide, opacity, and either oxygen or carbon dioxide.

Condition 155: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 60.45(g), NSPS Subpart D

Air Pollution Control Permit Conditions
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Item 155.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K14

Item 155.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
Excess emission and monitoring system performance reports
shall be submitted to the Administrator semiannually for
each six-month period in the calendar year. All semiannual
reports shall be postmarked by the 30th day following the
end of each six-month period. Each excess emission and MSP
report shall include the information required in §
60.7(c). Periods of excess emissions and monitoring
systems (MS) downtime that shall be reported are defined
as follows:

(1) Opacity. Excess emissions are defined as any
six-minute period during which the average opacity of
emissions exceeds 20 percent opacity, except that orie
six-minute average per hour of up to 27 percent opacity
need not be reported.

(i) For sources subject to the opacity standard of §
60.42(b)(1), excess emissions are defined as any
six-minute period during which the average opacity of
emissions exceeds 35 percent opacity, except that one
six-minute average per hour of up to 42 percent opacity
need not be reported.

(ii) For sources subject to the opacity standard of §
60.42(b)(2), excess emissions are defined as any
six-minute period during which the average opacity of
emissions exceeds 32 percent opacity, except that one
six-minute average per hour of up to 39 percent opacity
need not be reported.

(2) Sulfur dioxide. Excess emissions for affected
facilities are defined as:

(i) Any three-hour period during which the average
emissions (arithmetic average of three contiguous one-hour
periods) of sulfur dioxide as measured by a continuous
monitoring system exceed the applicable standard under §
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60.43.

(3) Nitrogen oxides. Excess emissions for affected
facilities using a continuous monitoring system for
measuring nitrogen oxides are defined as any three-hour
period during which the average emissions (arithmetic
average of three contiguous one-hour periods) exceed the
applicable standards under § 60.44.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 156: Permits requirements.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-1.6

Item 156.1:
This Condition applies to  Emission Unit: U-00015
Process: K15

Item 156.2: The NOx authorized account representative of each NOx budget unit shall submit to the
Department a complete NOx Budget permit application (as defined under Section 204-3.3) by May 1,
2002.

Condition 157: Content of reports and compliance certifications.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-4.1

Item 157.1:
This Condition applies to  Emission Unit: U-00015
Process: K15

Item 157.2: The NOx authorized account representative shall include in the compliance certification
report the following elements, in a format prescribed by the Administrator, concerning each unit at the
source and subject to the NOx Budget emissions limitation for the control period covered by the report:

(1) ldentification of each NOx Budget unit; and
(2) Inthe compliance certification report the NOx authorized account representative shall certify, based

on reasonable inquiry of those persons with primary responsibility for operating the source and the NOx
Budget units at the source in compliance with the NOx Budget Trading Program, whether each NOx
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Budget unit for which the compliance certification is submitted was operated during the calendar year
covered by the report in compliance with the requirements of the NOx Budget Trading Program
applicable to the unit, including:

(i) Whether the unit was operated in compliance with the NOx Budget emissions limitation;

(ii) Whether the monitoring plan that governs the unit has been maintained to reflect the actual operation
and monitoring of the unit, and contains all information necessary to attribute NOx emissions to the unit,
in accordance with Subpart 204-8;

(iii) Whether all the NOx emissions from the unit, or a group of units (including the unit) using a
common stack, were monitored or accounted for through the missing data procedures and reported in the
quarterly monitoring reports, including whether conditional data were reported in the quarterly reports in
accordance with Subpart 204-8. If conditional data were reported, the owner or operator shall indicate
whether the status of all conditional data has been resolved and all necessary quarterly report
resubmissions has been made;

(iv) Whether the facts that form the basis for certification under Subpart 204-8 of each monitor at the unit
or a group of units (including the unit) using a common stack, or for using an excepted monitoring method
or alternative monitoring method approved under Subpart 204-8, if any, has changed; and

(v) Ifachange is required to be reported under item (iv) above, specify the nature of the change, the
reason for the change, when the change occurred, and how the unit's compliance status was determined
subsequent to the change, including what method was used to determine emissions when a change
mandated the need for monitor recertification.

Condition 158: Submission of NOx allowance transfers.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement;: 6NYCRR 204-7.1

Item 158.1:
This Condition applies to  Emission Unit: U-00015
Process: K15

Item 158.2: The NOx authorized account representatives seeking recordation of a NOx allowance
transfer shall submit the transfer to the Administrator. To be considered correctly submitted, the NOx
allowance transfer shall include the following elements in a format specified by the Administrator:

(a) The numbers identifying both the transferor and transferee accounts;

(b) A specification by serial number of each NOx allowance to be transferred; and

(c) The printed name and signature of the NOx authorized account representative of the transferor
account and the date signed.

Condition 159: General provisions.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.1
Item 159.1:

This Condition applies to  Emission Unit: U-00015

Air Pollution Control Permit Conditions
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Process: K15

Item 159.2: The owners and operators, and to the extent applicable, the NOx authorized account
representative of a NOx Budget unit, shall comply with the monitoring and reporting requirements as
provided in this Subpart and in Subpart H of 40 CFR Part 75. For purposes of complying with such
requirements, the definitions in Section 204-1.2 and in 40 CFR 72.2 shall apply, and the terms "affected
unit," "designated representative," and "continuous emission monitoring system" (or "CEMS") in 40 CFR
Part 75 shall be replaced by the terms "NOx Budget unit,” "NOx authorized account representative,” and
"continuous emission monitoring system" (or "CEMS"), respectively, as defined in Section 204-1.2.

Condition 160: Requirements for recertification of monitoring systems.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.2

Item 160.1:
This Condition applies to  Emission Unit: U-00015
Process: K15

Item 160.2: Whenever the owner or operator makes a replacement, modification, or change in a certified
monitoring system that the Administrator or the Department determines significantly affects the ability of
the system to accurately measure or record NOx mass emissions or heat input or to meet the
requirements of 40 CFR 75.21 or Appendix B to 40 CFR Part 75, the owner or operator shall recertify
the monitoring system according to 40 CFR 75.20(b). Furthermore, whenever the owner or operator
makes a replacement, modification, or change to the flue gas handling system or the unit's operation that
the Administrator or the Department determines to significantly change the flow or concentration profile,
the owner or operator shall recertify the continuous emissions monitoring system according to 40 CFR
75.20(b). Examples of changes which require recertification include: replacement of the analyzer,
change in location or orientation of the sampling probe or site, or changing of flow rate monitor
polynomial coefficients.

Condition 161: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.2

Item 161.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K15

Item 161.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
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The owner or operator of a NOx Budget unit under
paragraphs (b)(2) or (b)(3) of this section must

determine, record and report NOx mass, heat input (if
required for purposes of allocations) and any other values
required to determine NOx Mass (e.g. NOx emission rate and
heat input or NOx concentration and stack flow) using the
provisions of 40 CFR 75.70(g), from the date and hour that
the unit starts operating until all required certification

tests are successfully completed.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 162: Out of control periods.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.3

Item 162.1:
This Condition applies to  Emission Unit: U-00015
Process: K15

Item 162.2: Whenever any monitoring system fails to meet the quality assurance requirements of
Appendix B of 40 CFR Part 75, data shall be substituted using the applicable procedures in Subpart D,
Appendix D, or Appendix E of 40 CFR Part 75.

Condition 163: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 204-8.4

Item 163.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K15

Item 163.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

The Authorized Account Representative for a NOx Budget

unit shall submit written notice to the Department and the

USEPA Administrator in accordance with the requirements of

this subpart as follows:

Air Pollution Control Permit Conditions
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All monitoring plans or monitoring plan modifications;
compliance certifications, recertifications and quarterly
QA/QC reports; and, petitions for alternative monitoring,
shall be submitted to the USEPA Administrator (or his/her
representatives) as well as two copies to the Department (
one copy to the Regional Air Pollution Control Engineer
(RAPCES) in the regional office and one one copy to the
Bureau of Compliance Monitoring and Enforcement (BCME) in
the DEC central office. All Authorized Account
Representative changes shall be sent to the NYSDEC centrat
office.

All quarterly emission data shall be electronically filed
with the USEPA Clean Air Markets Division with a copy
(disc or hard copy) to the NYSDEC offices.

The address for the USEPA Administrator is as
follows:

USEPA Clean Air Markets Division
401 M Street SW (62041])
Washington D.C. 20460

CEM Coordinator
USEPA-Region 2

2890 Woodbridge Avenue
Edison, N.J. 08837

The address for the BCME is as follows:

NYSDEC

Bureau of Compliance Monitoring and Enforcement
625 Broadway, 2nd Floor

Albany N.Y. 12233-3258

ACR changes should be sent to the attention of:
NYSDEC

Stationary Source Planning Section

Bureau of Air Quality Planning

625 Broadway, 2nd Floor

Albany NY 12233-3251

The address for the RAPCE is as follows:
6274 East Avon-Lima Road

Air Pollution Control Permit Conditions
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Avon,NY 14414-9519

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 164: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal R'equircment: 6NYCRR 204-8.7

Item 164.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K15

Item 164.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
The owner or operator of a unit that elects to monitor
and report NOx Mass emissions using a NOx concentration
system and a flow system shall also monitor and report
heat input at the unit level using the procedures set
forth in 40 CFR Part 75.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 165: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.4(a)(1)

Item 165.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K15

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 165.2:
Compliance Certification shall include the following monitoring:
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Monitoring Type: CONTINUOUS EMISSION MONITORING (CEM)
Monitoring Description:
In order to comply with Subpart Part 227-2 NOx RACT
requirements, NOx emissions from Boiler 44 (ES 321AlJ)
shall not exceed 0.42 Ib/mmBtu and 282 Ib/hr. Compliance
with these limits will be demonstrated through the use of
a continuous monitoring system according to the
requirements of Part 227-2.6. Emission limits are based
on a 24 hour average during the ozone season and a 30-day
rolling average during the non-ozone season.

Manufacturer Name/Model Number: TECO 42

Upper Permit Limit: 0.42 pounds per million Btus
Reference Test Method: METHOD 7E '
Monitoring Frequency: CONTINUOUS

Averaging Method: 24-HOUR AVERAGE

Reporting Requirements: QUARTERLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar monthg(s).

Condition 166: Testing, monitoring, and reporting requirements for very
large boilers.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-2.6(a)(1)

Item 166.1:
This Condition applies to  Emission Unit: U-00015
Process: K15

Item 166.2:
The owner/operator shall measure NOx emissions with a continuous emissions monitoring system
(CEMS) as described in 6NYCRR 227-2.6(b).

Condition 167: Authorized Account Representatives (AARs)
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.12
Item 167.1:
This Condition applies to  Emission Unit: U-00015
Process: K15
Item 167.2: Each budget source must designate an AAR, and may designate an alternate AAR, for each

compliance account and compliance overdraft account.

Air Pollution Control Permit Conditions
Page 148 of 181 FINAL




New York State Department of Environmental Conservation
Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

Condition 168: General provisions for emissions monitoring.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.13

Item 168.1:
This Condition applies to  Emission Unit: U-00015
Process: K15

Item 168.2: The owner and/or operator of each budget source subject to this Subpart must comply with
the following requirements, as applicable:

(1) NOx mass emissions from each budget source shall be monitored as specified in both this Section and
the Guidance Document, (The January 28, 1997 document issued by the Ozone Transport Commission
titled "Guidance for Implementation of Emission Monitoring Requirements for the NOx Budget Program"
as well as attendant and incorporated documents including the July 3, 1997 document issued by the OTC
titled "NOx Budget Program Monitoring Certification and Reporting Requirements" and the July 3, 1997
document issued by the Administrator titled "Electronic Data Reporting, Acid Rain Program/NOx Budget
Program."

(2) A monitoring plan for each existing budget source must be submitted to the Department in accordance
with the procedures, but not the deadlines, outlined in the Guidance Document. The monitoring plan must
be submitted within 30 days of the effective date of this Subpart.

(3) Emissions monitoring systems required by this Section shall be installed, operational and meet all of
the certification testing requirements in accordance with the procedures outlined in the Guidance
Document by May 1, 1999 or the first hour that the budget source is operating during a control period.

(4) Monitoring systems are subject to initial performance testing and periodic calibration, accuracy testing
and quality assurance/quality control testing as specified in the Guidance Document.

(5) During a period when valid data are not being recorded by monitoring devices approved for use to
demonstrate compliance with this Subpart, missing or invalid data shall be replaced with representative

default data in accordance with the provisions of 40 CFR Part 75 and the Guidance Document.

(6) NOx emissions data shall be reported to the NETS in accordance with provisions of Section 227-
3.15.

(7) Budget sources that commence operation during the allocation period shall begin reporting data in the
first hour that the budget source is operating during a control period.

Condition 169: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.15
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Item 169.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K15

Item 169.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

This budget source must submit to the Administrator, in a

format which meets the requirements of the Administrator's

Electronic Data Reporting convention, information

regarding emissions and operations during each calendar

quarter of each year in accordance with the procedures

specified in the Guidance Document.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION '

Reporting Requirements: QUARTERLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 170: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.16

Item 170.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K15

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 170.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description: .

(a) Each year during the period extending from November

I through the allowance transfer deadline, December 31,

this budget source may request the Administrator to deduct
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a number of allowances from the budget source's compliance
account equal to the current year control period NOx
emissions from the budget source. The request must include
identification of the compliance account from which the
deductions should be made. The request may include the
serial numbers of the particular allowances to be

deducted. If no serial numbers are included, the
Administrator will first deduct allowances allocated for

the current year control period. If the Administrator
exhausts all allowances allocated for the current year
control period, the Administrator will next deduct banked
allowances in the compliance account in the order in which
they were deposited. The request may only involve
allowances placed in the budget source's compliance
account; allowances in a compliance overdraft account or
general account may not be deducted pursuant to the
request.

(b) If, by November 1 of the current year, the total
number of allowances in the budget source's compliance
account and compliance overdraft account, including
allowance transfer requests properly submitted to the
Administrator, is less than the current year control

period NOx emissions from the budget source, the budget
source must obtain additional allowances by the allowance
transfer deadline so that the total number of allowances

in the compliance account and compliance overdraft
account, including allowance transfer requests properly
submitted to the Administrator by the allowance transfer
deadline, at least equals the current year control period
NOx emissions rounded to the nearest whole ton. The
Administrator will not consider for compliance purposes
allowances contained in any general account held by the
owner and/or operator of the budget source. )

(c) If, by the allowance transfer deadline, this budget

source either makes no allowance deduction request or
makes a request that is insufficient to meet the
requirements of Subdivision 227-3.16(a), the Administrator
will deduct a number of allowances from the budget
source's compliance account and compliance overdraft
account that equals the current year control period NOx
emissions from the budget source. Under this Subdivision,
the Administrator will deduct allowances in the following
order:

(1) Current year allowances from the compliance account in
the order in which they were deposited.

(2) Banked allowances in the compliance account in the
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order in which they were deposited.

(3) Current year allowances from the compliance overdraft
account in the order in which they were deposited.

(4) Banked allowances from the compliance overdraft
account in the order in which they were deposited.

(d) Any banked allowances deducted pursuant to this
Section shall be deducted in accordance with the
provisions of Section 227-3.9.

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 171: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-3.17

Item 171.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K15

Regulated Contaminant(s):
CAS No: ONY210-00-0 OXIDES OF NITROGEN

Item 171.2: ]
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

(a) By December 31 of each year, this budget source

must submit a compliance certification to the Department

relating to the budget source's activities during the

current year.

(b) The compliance certification shall contain, at a
minimum;:

(1) identification of the budget source, including address

of the budget source, name and address of the owner and/or
operator, account numbers of the relevant compliance
account and compliance overdraft account and the name of
the AAR;

(2) a statement indicating whether NOx emissions data have
been reported to the NETS in accordance with the
procedures set forth in Section 227-3.15 and any
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additional procedures established by the

Administrator;

(3) a statement indicating whether the budget source has a
number of allowances in its compliance account or
compliance overdraft account equal to or greater than the
budget source's NOx emissions for the current year control
period;

(4) a statement indicating whether the monitoring data
reflected the actual operation of the budget source;

(5) a statement indicating whether all NOx emissions from
the budget source were accounted for, either through the
relevant monitoring or application of the appropriate
missing data procedures; and

(6) a statement indicating whether there were any changes
in the method of operation of the budget source or the
method of monitoring the budget source during the current
year.

(c) The Department may verify compliance by whatever means
necessary, including, but not limited to, the

following:

(1) inspection of budget source operating records;

(2) examining information contained in the NATS (NOx
Allowance Tracking System) regarding allowance deductions
and transfers for the budget source;

(3) examining information contained in the NETS (NOx
Emission Tracking System) regarding NOxX emissions from the
budget source;

(4) testing emission monitoring devices; and,

(5) testing conducted pursuant to 6 NYCRR Part 202.

Reporting Requirements: AS REQUIRED - SEE MONITORING DESCRIPTION

Condition 172: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 52.21, Subpart A

Item 172.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K15

Regulated Contaminant(s):
CAS No: 000630-08-0  CARBON MONOXIDE

Item 172.2:
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Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:
In order to demonstrate compliance with 40 CFR 52.21
Prevention of Significant Deterioration (PSD), carbon
monoxide emissions from Boiler 44 (ES 321AJ) shall not
exceed 0.03 Ib/mmBtu, as determined by applying emission
factors to the heat input of the unit.

Monitoring Frequency: CONTINUOUS

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 173: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 52.21, Subpart A

Item 173.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K15

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

Item 173.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: INTERMITTENT EMISSION TESTING
Monitoring Description:
In order to maintain compliance with 40 CFR 52.21
Prevention of Significant Deterioration (PSD) and Part
227-1.2(a)(3), particulate emissions from Boiler 44 (ES
321AJ) shall not exceed 0.035 Ib/mmBtu (as established in
the initial PSD permit for this boiler). To demonstrate
compliance with the particulate limit, a stack test shall
be conducted once during the term of the permit. The
first such test shall be conducted within 180 days of the
initial issuance of the Title V permit. A stack test
protocol shall be submitted to the Department according to
the procedures of 6 NYCRR Part 202.
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Upper Permit Limit: 0.035 pounds per million Btus

Reference Test Method: METHOD 5

Monitoring Frequency: ONCE DURING THE TERM OF THE PERMIT
Averaging Method: 1-HOUR AVERAGE

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 60 days after the reporting period.

The initial report is due 8/29/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 174: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 60.42(5)(1), NSPS Subpart D

Item 174.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K15

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

Item 174.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: INTERMITTENT EMISSION TESTING
Monitoring Description:
On or after the date on which the performance test
required to be conducted by 40 CFR 60.8 is completed, no
owner or operator subject to the provisions of Subpart D
shall caused to be discharged into the atmosphere from any
affected facility any gases which contain particulate
matter in excess of 0.10 pounds per million BTU heat input
derived from fossil fuel or fossil fuel and wood residue.

Parameter Monitored: PARTICULATES

Upper Permit Limit: 0.10 pounds per million Btus

Reference Test Method: Method 5

Monitoring Frequency: ONCE DURING THE TERM OF THE PERMIT

Averaging Method: 1 HOUR MAXIMUM - NOT TO BE EXCEEDED AT
ANY TIME

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.
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Subsequent reports are due every 6 calendar month(s).

Condition 175: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 60.42(a)(2), NSPS Subpart D

Item 175.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K15

Item 175.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: CONTINUOUS EMISSION MONITORING (CEM)
Monitoring Description:
On or after the date on which the performance test
required to be conducted by 40 CFR 60.8 is completed, no
owner or operator subject to the provisions of Subpart D
shall caused to be discharged into the atmosphere from any
affected facility any gases which exhibit greater than 20%
opacity except for one six-minute period per hour of not
more than 27% opacity.

Parameter Monitored: OPACITY

Upper Permit Limit: 20 percent

Monitoring Frequency: CONTINUOUS

Averaging Method: 6 MINUTE AVERAGE

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 176: Sulfur dioxide standard.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 60.43(a)(2), NSPS Subpart D

Item 176.1:
This Condition applies to  Emission Unit: U-00015
Process: K15

Item 176.2:
Sulfur dioxide emissions while firing solid fossil fuel or solid fossil fuel and wood residue shall not
exceed 1.2 Ib/mmBtu.
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Condition 177: Standard for nitrogen oxides.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 60.44(a)(3), NSPS Subpart D
Item 177.1:
This Condition applies to  Emission Unit: U-00015
Process: K15
Item 177.2:
Nitrogen oxide emissions while firing solid fossil fuel or solid fossil fuel and wood residue shall not

exceed 0.70 Ib/mmBtu.

Condition 178: Continuous monitoring requirements.
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 60.45(a), NSPS Subpart D

Item 178.1:
This Condition applies to  Emission Unit: U-00015
Process: K15

Item 178.2:

The owner or operator of this fossil fuel burning equipment shall install, calibrate, maintain, and operate

CEMs for nitrogen oxides, sulfur dioxide, opacity, and either oxygen or carbon dioxide.

Condition 179: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 60.45(g), NSPS Subpart D

Item 179.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015
Process: K15

Item 179.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

Excess emission and monitoring system performance reports

shall be submitted to the Administrator semiannually for

each six-month period in the calendar year. All semiannual

reports shall be postmarked by the 30th day following the

end of each six-month period. Each excess emission and MSP

report shall include the information required in §
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60.7(c). Periods of excess emissions and monitoring
systems (MS) downtime that shall be reported are defined
as follows:

(1) Opacity. Excess emissions are defined as any
six-minute period during which the average opacity of
emissions exceeds 20 percent opacity, except that one
six-minute average per hour of up to 27 percent opacity
need not be reported.

(i) For sources subject to the opacity standard of §
60.42(b)(1), excess emissions are defined as any
six-minute period during which the average opacity of
emissions exceeds 35 percent opacity, except that one
six-minute average per hour of up to 42 percent opacity
need not be reported.

(ii) For sources subject to the opacity standard of §
60.42(b)(2), excess emissions are defined as any
six-minute period during which the average opacity of
emissions exceeds 32 percent opacity, except that one
six-minute average per hour of up to 39 percent opacity
need not be reported.

(2) Sulfur dioxide. Excess emissions for affected
facilities are defined as:

(1) Any three-hour period during which the average
emissions (arithmetic average of three contiguous one-hour
periods) of sulfur dioxide as measured by a continuous
monitoring system exceed the applicable standard under §
60.43.

(3) Nitrogen oxides. Excess emissions for affected
facilities using a continuous monitoring system for
measuring nitrogen oxides are defined as any three-hour
period during which the average emissions (arithmetic
average of three contiguous one-hour periods) exceed the
applicable standards under § 60.44,

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 180: Compliance Certification
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Effective between the dates of 02/20/2003 and 02/20/2008
Applicable Federal Requirement: 6NYCRR 227-1.3(a)

Item 180.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015 Emission Point: 00001

Regulated Contaminant(s):
CAS No: ONY(75-00-0 PARTICULATES

Item 180.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: MONITORING OF PROCESS OR CONTROL
DEVICE PARAMETERS AS SURROGATE
Monitoring Description: )
No owner or operator of a combustion installation shall
emit greater than 20 percent opacity (on a six minute
block period) except for one six minute block period per
hour, not to exceed 27 percent, based upon the six minute
average in reference test method 9 in Appendix A of 40 CFR
60.

Operators of air contamination sources that are not exempt
from permitting and where a continuous opacity monitor is
not utilized for measuring smoke emissions, shall be
required to perform the following:

1) Observe the stack(s) or vent(s) once per day for
visible emissions. This observation(s) must be conducted
during daylight hours except during adverse weather
conditions (fog, rain, or snow).

2) The results of each observation must be recorded in a
bound logbook or other format acceptable to the
Department. The following data must be recorded for each
stack:

- weather condition
- was a plume observed?

This logbook must be retained at the facility for five (5)
years after the date of the last entry.

3) If the operator observes an anomalous visible plume,
other than a steam plume, for two consecutive days, then
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an EPA Method 9-like analysis shall be performed within
two (2) business days of the occurrence. The results of

the method 9-like analysis shall be recorded in the

logbook, and the authorized representative of TCSoR must
notify the Regional Air Pollution Control Engineer (RAPCE)
within one (1) business day of completing the method

9-like analysis if the opacity standard is contravened:

Upon notification, any corrective actions or future
compliance schedules shall be presented to the Department
for acceptance.

Parameter Monitored: OPACITY

Upper Permit Limit: 27 percent

Reference Test Method: Method 9

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Averaging Method: 6 MINUTE AVERAGE

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 181: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.4(b)

Item 181.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015  Emission Point: 00001

Item 181.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

The owner or operator of a stationary combustion

installation which utilizes a continuous opacity

monitoring system (COMS) shall include the following in

their quarterly excess emission reports:

1) Magnitude, date, and time of each exceedence;
2) For each period of excess emissions, specific

identification of the cause and corrective action
taken;
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3) Date, time, and duration of each period of COMS
downtime, and the corrective action for each period of
downtime;

4) Total time the COMS is required to record data during
the reporting period;

5) The total number of exceedences and the duration of
exceedences expressed as a percentage of the total time in
which the COMS are required to record data; and

6) Such other requirements as the Department may deem
necessary in order to enforce Article 19 of the
Environmental Conservation Law (ECL).

Monitoring Frequency: CONTINUOUS

Reporting Requirements: QUARTERLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 182: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.3(a)

Item 182.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015  Emission Point: 00002

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

Item 182.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: MONITORING OF PROCESS OR CONTROL
DEVICE PARAMETERS AS SURROGATE
Monitoring Description:
No owner or operator of a combustion installation shall
emit greater than 20 percent opacity (on a six minute
block period) except for one six minute block period per
hour, not to exceed 27 percent, based upon the six minute
average in reference test method 9 in Appendix A of40 CFR
60.

Operators of air contamination sources that are not exempt
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from permitting and where a continuous opacity monitor is
not utilized for measuring smoke emissions, shall be
required to perform the following:

1) Observe the stack(s) or vent(s) once per day for
visible emissions. This observation(s) must be conducted
during daylight hours except during adverse weather
conditions (fog, rain, or snow).

2) The results of each observation must be recorded in a
bound logbook or other format acceptable to the
Department. The following data must be recorded for each
stack:

- weather condition
- was a plume observed?

This logbook must be retained at the facility for five (5)
years after the date of the last entry.

3) If the operator observes an anomalous visible plume,
other than a steam plume, for two consecutive days, then
an EPA Method 9-like analysis shall be performed within
two (2) business days of the occurrence. The results of

the method 9-like analysis shall be recorded in the
logbook, and the authorized representative of TCSoR must
notify the Regional Air Pollution Control Engineer (RAPCE)
within one (1) business day of completing the method
9-like analysis if the opacity standard is contravened.

Upon notification, any corrective actions or future
compliance schedules shall be presented to the Department
for acceptance.

Parameter Monitored: OPACITY

Upper Permit Limit: 27 percent

Reference Test Method: Method 9

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Averaging Method: 6 MINUTE AVERAGE

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 183: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.4(b)
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Item 183.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015  Emission Point: 00002

Item 183.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

The owner or operator of a stationary combustion

installation which utilizes a continuous opacity

monitoring system (COMS) shall include the following in

their quarterly excess emission reports:

1) Magnitude, date, and time of each exceedence;

2) For each period of excess emissions, specific
identification of the cause and corrective action
taken;

3) Date, time, and duration of each period of COMS
downtime, and the corrective action for each period of
downtime;

4) Total time the COMS is required to record data during
the reporting period;

5) The total number of exceedences and the duration of
exceedences expressed as a percentage of the total time in
which the COMS are required to record data; and

6) Such other requirements as the Department may deem
necessary in order to enforce Article 19 of the
Environmental Conservation Law (ECL).

Monitoring Frequency: CONTINUOQUS

Reporting Requirements: QUARTERLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 184: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.3(a)
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Item 184.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015  Emission Point: 00003

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

Item 184.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: MONITORING OF PROCESS OR CONTROL
DEVICE PARAMETERS AS SURROGATE -
Monitoring Description:
No owner or operator of a combustion installation shall
emit greater than 20 percent opacity (on a six minute
block period) except for one six minute block period per
hour, not to exceed 27 percent, based upon the six minute

average in reference test method 9 in Appendix A of 40 CFR

60.

Operators of air contamination sources that are not exempt
from permitting and where a continuous opacity monitor is
not utilized for measuring smoke emissions, shall be
required to perform the following:

1) Observe the stack(s) or vent(s) once per day for
visible emissions. This observation(s) must be conducted
during daylight hours except during adverse weather
conditions (fog, rain, or snow).

2) The results of each observation must be recorded in a
bound logbook or other format acceptable to the
Department. The following data must be recorded for each
stack:

- weather condition
- was a plume observed?

This logbook must be retained at the facility for five (5)
years after the date of the last entry.

3) If the operator observes an anomalous visible plume,
other than a steam plume, for two consecutive days, then
an EPA Method 9-like analysis shall be performed within
two (2) business days of the occurrence. The results of
the method 9-like analysis shall be recorded in the
logbook, and the authorized representative of TCSoR must
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notify the Regional Air Pollution Control Engineer (RAPCE)
within one (1) business day of completing the method

9-like analysis if the opacity standard is contravened.

Upon notification, any corrective actions or future
compliance schedules shall be presented to the Department
for acceptance.

Parameter Monitored: OPACITY

Upper Permit Limit: 27 percent

Reference Test Method: Method 9

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Averaging Method: 6 MINUTE AVERAGE

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 185: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.4(b)

Item 185.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015  Emission Point: 00003

Item 185.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

The owner or operator of a stationary combustion

installation which utilizes a continuous opacity

monitoring system (COMS) shall include the following in

their quarterly excess emission reports:

1) Magnitude, date, and time of each exceedence;

2) For each period of excess emissions, specific
identification of the cause and corrective action
taken;

3) Date, time, and duration of each period of COMS
downtime, and the corrective action for each period of
downtime;
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4) Total time the COMS is required to record data during
the reporting period,

5) The total number of exceedences and the duration of
exceedences expressed as a percentage of the total time in
which the COMS are required to record data; and

6) Such other requirements as the Department may deem
necessary in order to enforce Article 19 of the
Environmental Conservation Law (ECL).

Monitoring Frequency: CONTINUOUS

Reporting Requirements: QUARTERLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 186: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.3(a)

Item 186.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00015  Emission Point: 00004

Regulated Contaminant(s):
CAS No: ONY(075-00-0 PARTICULATES

Item 186.2:
Compliance Certification shall include the following monitoririg:

Monitoring Type: MONITORING OF PROCESS OR CONTROL
DEVICE PARAMETERS AS SURROGATE
Monitoring Description: .
No owner or operator of a combustion installation shall
emit greater than 20 percent opacity (on a six minute
block period) except for one six minute block period per
hour, not to exceed 27 percent, based upon the six minute
average in reference test method 9 in Appendix A of 40 CFR
60.

Operators of air contamination sources that are not exempt
from permitting and where a continuous opacity monitor is
not utilized for measuring smoke emissions, shall be
required to perform the following;:
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1) Observe the stack(s) or vent(s) once per day for
visible emissions. This observation(s) must be conducted
'. during daylight hours except during adverse weather:
' conditions (fog, rain, or snow).

2) The results of each observation must be recorded in a
bound logbook or other format acceptable to the
Department. The following data must be recorded for each
stack:

- weather condition
- was a plume observed?

This logbook must be retained at the facility for five (5)
years after the date of the last entry.

other than a steam plume, for two consecutive days, then
an EPA Method 9-like analysis shall be performed within
two (2) business days of the occurrence. The results of

the method 9-like analysis shall be recorded in the
logbook, and the authorized representative of TCSoR must
notify the Regional Air Pollution Control Engineer (RAPCE)
within one (1) business day of completing the method
9-like analysis if the opacity standard is contravened.

Upon notification, any corrective actions or future
compliance schedules shall be presented to the Department
for acceptance.

:
!
|
‘ 3) If the operator observes an anomalous visible plume,

Parameter Monitored: OPACITY
Upper Permit Limit: 27 percent
Reference Test Method: Method 9
Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION
Averaging Method: 6 MINUTE AVERAGE
| Reporting Requirements: SEMI-ANNUALLY (CALENDAR)
Reports due 30 days after the reporting period.
The initial report is due 7/30/2003.
Subsequent reports are due every 6 calendar month(s).

| Condition 187: Compliance Certification
| Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 227-1.4(b)
Item 187.1:

1 The Compliance Certification activity will be performed for:
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Emission Unit: U-00015  Emission Point: 00004

Item 187.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

The owner or operator of a stationary combustion

installation which utilizes a continuous opacity

monitoring system (COMS) shall include the following in

their quarterly excess emission reports:

1) Magnitude, date, and time of each exceedence;

2) For each period of excess emissions, specific
identification of the cause and corrective action
taken;

3) Date, time, and duration of each period of COMS
downtime, and the corrective action for each period of
downtime;

4) Total time the COMS is required to record data during
the reporting period;

5) The total number of exceedences and the duration of
exceedences expressed as a percentage of the total time in
which the COMS are required to record data; and

6) Such other requirements as the Department may deem
necessary in order to enforce Article 19 of the
Environmental Conservation Law (ECL).

Monitoring Frequency: CONTINUOUS

Reporting Requirements: QUARTERLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 188: Applicability and designation of affected facility
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 60.110b(c), NSPS Subpart Kb
Item 188.1:

This Condition applies to  Emission Unit: U-00035
Process: K16
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Item 188.2:

Except as specified in paragraphs (a) and (b) of § 60.116b, vessels either with a capacity greater than or
equal to 151 m3 storing a liquid with a maximum true vapor pressure less than 3.5 kPa or with a capacity
greater than or equal to 75 m3 but less than 151 m 3 storing a liquid with a maximum true vapor

pressure less than 15.0 kPa are exempt from the General Provisions (part 60, subpart A) and from the
provisions of this subpart.

Condition 189: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 46CFR 60.116b(a), NSPS Subpart Kb

Item 189.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00035
Process: K16

Item 189.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description:

The owner or operator shall keep copies of all records

required by this section, except for the record required

by paragraph (b) of this section, for at least 5 years.

The record required by paragraph (b) of this section will

be kept for the life of the source

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 190: VOL storage tanks less than 10000 gallons
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement; 6NYCRR 229.3(e)(2)(v)

Item 190.1:

This Condition applies to  Emission Unit: U-00035
Process: K25

Item 190.2:

Volatile organic liquid tanks with a capacity of less than 10,000 gallons must be equipped with a
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conservation vent.

Condition 191: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requircment: 6NYCRR 229.5(d)

Item 191.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00035
Process: K25

Regulated Contaminant(s):
CAS No: ONY998-00-0 VOC

Item 191.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: RECORD KEEPING/MAINTENANCE PROCEDURES
Monitoring Description: .

The owner or operator of a volatile organic liquid

storage tank that is subject to 6NYCRR Part 229 must

maintain a record of the capacity (in gallons) of the

volatile organic liquid storage tank at the facility.

Monitoring Frequency: SINGLE OCCURRENCE
Reporting Requirements: UPON REQUEST BY REGULATORY AGENCY

Condition 192: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 212.6(a)

Item 192.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00051
Process: K18

Item 192.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: MONITORING OF PROCESS OR CONTROL
DEVICE PARAMETERS AS SURROGATE |
Monitoring Description:
No person will cause or allow emissions having an average
opacity during any six consecutive minutes of 20 percent
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or greater from any process emission source, except only

the emission of uncombined water. The Department reserves
the right to perform or require the performance of a

Method 9 opacity evaluation at any time during facility
operation.

Parameter Monitored: OPACITY

Upper Permit Limit: 20 percent

Reference Test Method: Method 9

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Averaging Method: 6-MINUTE AVERAGE (METHOD 9)

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 193: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 212.4(c)

Item 193.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00051  Emission Point: 32102
Process: K18 Emission Source: 32111

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

[tem 193.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: MONITORING OF PROCESS OR CONTROL
DEVICE PARAMETERS AS SURROGATE
Monitoring Description:
To ensure compliance witht the .05 gr/dscf particulate
standard in 6NYCRR, Part 212 .4(c), a pressure drop of
-0.2 to 5 inches of water shall be maintained across the
baghouse.

Parameter Monitored: PRESSURE CHANGE

Lower Permit Limit; -0.2 inches of water

Upper Permit Limit: 5 inches of water

Monitoring Frequency: PER SHIFT

Averaging Method: RANGE - NOT TO FALL OUTSIDE OF STATED
RANGE AT ANY TIME
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Reporting Requirements: SEMI-ANNUALLY (ANNIVERSARY)
Initial Report Due: 09/18/2003 for the period 02/20/2003 through 08/19/2003

Condition 194: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 40CFR 52.21, Subpart A

Ttem 194.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00051  Emission Point; 32102
Process: K18 Emission Source: 32111

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

ftem 194.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: MONITORING OF PROCESS OR CONTROL
DEVICE PARAMETERS AS SURROGATE
Monitoring Description:
Particulate emissions from this emission source are
limited to .005 gr/dscf. To ensure that this limit is
met, the pressure drop across the bags shall be
maintained at -0.2 to 5 inches of water.

Parameter Monitored: PRESSURE CHANGE

Lower Permit Limit: -0.2 inches of water

Upper Permit Limit: 5 inches of water

Monitoring Frequency: AS REQUIRED - SEE MONITORING
DESCRIPTION

Averaging Method: RANGE - NOT TO FALL OUTSIDE OF STATED
RANGE AT ANY TIME

Reporting Requirements: SEMI-ANNUALLY (CALENDAR)

Reports due 30 days after the reporting period.

The initial report is due 7/30/2003.

Subsequent reports are due every 6 calendar month(s).

Condition 195: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 212.4(c)
Item 195.1:

The Compliance Certification activity will be performed for:
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Emission Unit: U-00051  Emission Point: 32107
Process: K18 Emission Source: 32106

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

Item 195.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: MONITORING OF PROCESS OR CONTROL
DEVICE PARAMETERS AS SURROGATE -
Monitoring Description:
To ensure compliance with the .05 gr/dscf particulate
standard in 6NYCRR, Part 212.4(c), a pressure drop of
minus 5 to 5 inches of water shall be maintained across
the baghouse.

Parameter Monitored: PRESSURE CHANGE
Lower Permit Limit: -5 inches of water
Upper Permit Limit: 5 inches of water
Monitoring Frequency: CONTINUQUS
Averaging Method: RANGE - NOT TO FALL OUTSIDE OF STATED
- RANGE AT ANY TIME
Reporting Requirements: SEMI-ANNUALLY (ANNIVERSARY)
Initial Report Due: 09/18/2003 for the period 02/20/2003 through 08/19/2003

Condition 196: Compliance Certification
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable Federal Requirement: 6NYCRR 212.4(c)

Item 196.1:
The Compliance Certification activity will be performed for:

Emission Unit: U-00051  Emission Point: M9001
Process: K18 Emission Source: M9001

Regulated Contaminant(s):
CAS No: ONY075-00-0 PARTICULATES

Item 196.2:
Compliance Certification shall include the following monitoring:

Monitoring Type: MONITORING OF PROCESS OR CONTROL
DEVICE PARAMETERS AS SURROGATE
Monitoring Description:
To ensure compliance with the .05 gr/dscf particulate
standard in 6NYCRR, Part 212.4(c), a pressure drop of
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minus 2 to plus 8 inches of water shall be maintained
across the baghouse.

Parameter Monitored: PRESSURE CHANGE

Lower Permit Limit: -2 inches of water

Upper Permit Limit: 8 inches of water

Monitoring Frequency: CONTINUOUS

Averaging Method: RANGE - NOT TO FALL OUTSIDE OF STATED
RANGE AT ANY TIME

Reporting Requirements: SEMI-ANNUALLY (ANNIVERSARY)

Initial Report Due: 09/18/2003 for the period 02/20/2003 through 08/19/2003
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STATE ONLY ENFORCEABLE CONDITIONS
**%* Facility Leve] ****

NOTIFICATION OF GENERAL PERMITTEE OBLIGATIONS

A
oy
—_—

This section contains terms and conditions which are not federally enforceable. Permittees may also

have other obligations under regulations of general applicability

Item A: General Provisions for State Enforceable Permit Terms and
Condition - 6 NYCRR Part 201-5
Any person who owns and/or operates stationary sources
shall operate and maintain all emission units and any
required emission control devices in compliance with all
applicable Parts of this Chapter and existing laws, and
shall operate the facility in accordance with all
criteria, emission limits, terms, conditions, and
standards in this permit. Failure of such person to
properly operate and maintain the effectiveness of such
emission units and emission control devices may be
sufficient reason for the Department to revoke or deny a
permit.

The owner or operator of the permitted facility must
maintain all required records on-site for a period of five
years and make them available to representatives of the
Department upon request. Department representatives must
be granted access to any facility regulated by this

Subpart, during normal operating hours, for the purpose of
determining compliance with this and any other state and
federal air pollution control requirements, regulations or
law.

STATE ONLY APPLICABLE REQUIREMENTS

The following conditions are state only enforceable and are not subject to annual

compliance certification requirements for Title V permits.
Condition 197: Contaminant List
Effective between the dates of 02/20/2003 and 02/20/2008
Applicable State Requirement: ECL 19-0301.

Item 197.1:

Emissions of the following contaminants are subject to contaminant specific requirements in this

permit(emission limits, control requirements or compliance monitoring conditions).
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CAS No: 000630-08-0
Name: CARBON MONOXIDE

CAS No: ONY210-00-0
Name: OXIDES OF NITROGEN

CAS No: ONY075-00-0
Name: PARTICULATES

CAS No: 007704-34-9
Name: SULFUR

CAS No: 007446-09-5
Name: SULFUR DIOXIDE

CAS No: ONY998-00-0
Name: VOC

Condition 198: Unavoidable noncompliance and violations
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable State Requirement: 6NYCRR 201-14

Item 198.1:

At the discretion of the commissioner a violation of any applicable emission standard for necessary

scheduled equipment maintenance, start-up/shutdown conditions and malfunctions or upsets may be
excused if such violations are unavoidable. The following actions and recordkeeping and reporting

requirements must be adhered to in such circumstances.

(a) The facility owner and/or operator shall compile and maintain records of all equipment
maintenance or start-up/shutdown activities when they can be expected to result in an exceedance of any
applicable emission standard, and shall submit a report of such activities to the commissioner's
representative when requested to do so in writing or when so required by a condition of a permit issued
for the corresponding air contamination source except where conditions elsewhere in this permit which
contain more stringent reporting and notification provisions for an applicable requirement, in which case
they supercede those stated here. Such reports shall describe why the violation was unavoidable and shall
include the time, frequency and duration of the maintenance and/or start-up/shutdown activities and the
identification of air contaminants, and the estimated emission rates. If a facility owner and/or operator is
subject to continuous stack monitoring and quarterly reporting requirements, he need not submit reports
for equipment maintenance or start-up/shutdown for the facility to the commissioner's representative.

(b) In the event that emissions of air contaminants in excess of any emission standard in 6 NYCRR
Chapter 11l Subchapter A occur due to a malfunction, the facility owner and/or operator shall report such
malfunction by telephone to the commissioner's representative as soon as possible during normal working
hours, but in any event not later than two working days after becoming aware that the malfunction
occurred. Within 30 days thereafter, when requested in writing by the commissioner's representative, the
facility owner and/or operator shall submit a written report to the commissioner's representative
describing the malfunction, the corrective action taken, identification of air contaminants, and an estimate
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of the emission rates. These reporting requirements are superceded by conditions elsewhere in this
permit which contain reporting and notification provisions for applicable requirements more stringent
than those above.

(c) The Department may also require the owner and/or operator to include in reports described
under (a) and (b) above an estimate of the maximum ground level concentration of each air contaminant
emitted and the effect of such emissions depending on the deviation of the malfunction and the air
contaminants emitted.

(d) In the event of maintenance, start-up/shutdown or malfunction conditions which result in
emissions exceeding any applicable emission standard, the facility owner and/or operator shall take
appropriate action to prevent emissions which will result in contravention of any applicable ambient air
quality standard. Reasonably available control technology, as determined by the commissioner,. shall be
applied during any maintenance, start-up/shutdown or malfunction condition subject to this paragraph.

(¢)  Inorder to have a violation of a federal regulation (such as a new source performance standard or
national emissions standard for hazardous air pollutants) excused, the specific federal regulation must
provide for an affirmative defense during start-up, shutdowns, malfunctions or upsets.

Condition 199: Air pollution prohibited
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable State Requirement: 6NYCRR 211.2

Item 199.1:

No person shall cause or allow emissions of air contaminants to the outdoor atmosphere of such quantity,
characteristic or duration which are injurious to human, plant or animal life or to property, or which
unreasonably interfere with the comfortable enjoyment of life or property. Notwithstanding the existence
of specific air quality standards or emission limits, this prohibition applies, but is not limited to, any
particulate, fume, gas, mist, odor, smoke, vapor, pollen, toxic or deleterious emission, either alone or in
combination with others.

**%% Emission Unit Level ****

Condition 200: Compliance Demonstration
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable State Requirement: 6NYCRR 227-1.4(a)

Item 200.1:
The Compliance Demonstration activity will be performed for:

Emission Unit: U-00015  Emission Point: 00001

Item 200.2:
Compliance Demonstration shall include the following monitoring:
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Monitoring Type: MONITORING OF PROCESS OR CONTROL
DEVICE PARAMETERS AS SURROGATE

Monitoring Description:
Any person who owns a stationary combustion installation
(excluding gas turbines), with a total maximum heat input
capacity exceeding 250 million Btu per hour shall install,
operate in accordance with manufacturet's instructions,
and properly maintain, accurate instruments satisfying the
criteria in appendix B of'title 40, part 60 of the Code of
Federal Regulations, or approved by the commissioner on an
individual case basis, for continuously monitoring and
recording opacity, and when sulfur dioxide continuous
monitoring is required by Part 225 of this Title, for
continuously monitoring and recording either the percent
oxygen or carbon dioxide in the flue gases from such
installations at all times that the combustion
installation is in service. Where gas is the only fuel
burned, monitoring and recording of opacity is not
required.

Parameter Monitored: OPACITY

Upper Permit Limit: 20 percent

Reference Test Method: Apendix B, 40 CFR 60
Monitoring Frequency: CONTINUOUS

Averaging Method: 6 MINUTE AVERAGE

Reporting Requirements: QUARTERLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 201: Compliance Demonstration
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable State Requirement: 6NYCRR 227-1.4(a)

Item 201.1:
The Compliance Demonstration activity will be performed for:

Emission Unit: U-00015  Emission Point: 00002

Item 201.2:
Compliance Demonstration shall include the following monitoring:

Monitoring Type: MONITORING OF PROCESS OR CONTROL
DEVICE PARAMETERS AS SURROGATE
Monitoring Description:
Any person who owns a stationary combustion installation
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(excluding gas turbines), with a total maximum heat input
capacity exceeding 250 million Btu per hour shall install,
operate in accordance with manufacturer's instructions,
and properly maintain, accurate instruments satisfying the
criteria in appendix B of title 40, part 60 of the Code of
Federal Regulations, or approved by the commissioner on an
individual case basis, for continuously monitoring and
recording opacity, and when sulfur dioxide continuous
monitoring is required by Part 225 of this Title, for
continuously monitoring and recording either the percent
oxygen or carbon dioxide in the flue gases from such
installations at all times that the combustion

installation is in service. Where gas is the only fuel
burned, monitoring and recording of opacity is not
required.

Parameter Monitored: OPACITY

Upper Permit Limit: 20 percent

Reference Test Method: Apendix B, 40 CFR 60
Monitoring Frequency: CONTINUOUS

Averaging Method: 6 MINUTE AVERAGE

Reporting Requirements: QUARTERLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 202: Compliance Demonstration
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable State Requirement: 6NYCRR 227-1.4(a)

Item 202.1:
The Compliance Demonstration activity will be performed for:

Emission Unit: U-00015  Emission Point: 00003

Item 202.2:
Compliance Demonstration shall include the following monitoring:

Monitoring Type: MONITORING OF PROCESS OR CONTROL
DEVICE PARAMETERS AS SURROGATE

Monitoring Description:
Any person who owns a stationary combustion installation
(excluding gas turbines), with a total maximum heat input
capacity exceeding 250 million Btu per hour shall install,
operate in accordance with manufacturer's instructions,
and properly maintain, accurate instruments satisfying the
criteria in appendix B of title 40, part 60 of the Code of
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Federal Regulations, or approved by the commissioner on an
individual case basis, for continuously monitoring and
recording opacity, and when sulfur dioxide continuous
monitoring is required by Part 225 of this Title, for
continuously monitoring and recording either the percent
oxygen or carbon dioxide in the flue gases from such
installations at all times that the combustion

installation is in service. Where gas is the only fuel

burned, monitoring and recording of opacity is not

required.

Parameter Monitored: OPACITY

Upper Permit Limit: 20 percent

Reference Test Method: Apendix B, 40 CFR 60
Monitoring Frequency: CONTINUOUS

Averaging Method: 6 MINUTE AVERAGE

Reporting Requirements: QUARTERLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 203: Compliance Demonstration
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable State Requirement: 6NYCRR 227-1.4(a)

Item 203.1:
The Compliance Demonstration activity will be performed for:

Emission Unit: U-00015 Emission Point: 00004

Item 203.2:
Compliance Demonstration shall include the following monitoring:

Monitoring Type: MONITORING OF PROCESS OR CONTROL
DEVICE PARAMETERS AS SURROGATE

Monitoring Description:
Any person who owns a stationary combustion installation
(excluding gas turbines), with a total maximum heat input
capacity exceeding 250 million Btu per hour shall install,
operate in accordance with manufacturer's instructions,
and properly maintain, accurate instruments satisfying the
criteria in appendix B of title 40, part 60 of the Code of
Federal Regulations, or approved by the commissioner on an
individual case basis, for continuously monitoring and
recording opacity, and when sulfur dioxide continuous
monitoring is required by Part 225 of this Title, for
continuously monitoring and recording either the percent

Air Pollution Control Permit Conditions
Page 180 of 181 FINAL

A
Hhwys!
-—




New York State Department of Environmental Conservation -
Permit ID: 8-2614-00205/01827 Facility DEC ID: 8261400205

oxygen or carbon dioxide in the flue gases from such
installations at all times that the combustion
installation is in service. Where gas is the only fuel
burned, monitoring and recording of opacity is not
required.

Parameter Monitored: OPACITY

Upper Permit Limit: 20 percent

Reference Test Method: Apendix B, 40 CFR 60
Monitoring Frequency: CONTINUOUS

Averaging Method: 6 MINUTE AVERAGE

Reporting Requirements: QUARTERLY (CALENDAR)
Reports due 30 days after the reporting period.

The initial report is due 4/30/2003.

Subsequent reports are due every 3 calendar month(s).

Condition 204: Emissions from new emission sources and/or modifications
Effective between the dates of 02/20/2003 and 02/20/2008

Applicable State Requirement: 6NYCRR 212:4(a)

Item 204.1:
This Condition applies to Emission Unit: U-00051 Emission Point: 32106

Item 204.2:

No person shall cause or allow emissions that exceed the applicable permissible emission rate as
determined from Table 2, Table 3, or Table 4 of 6 NYCRR Part 212 for the environmental rating issued
by the commissioner.
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Compliance With Local Municipal Requirements

Sections 68 and 81 of the Public Service Law provide, inter alia, that Eastman
Kodak Company (“Kodak™) must file a verified statement of Kodak’s president and secretary
showing that Kodak has received the required consent of the proper municipal authorities.
Although the statute does not further define the nature or scope of the “consent”, the courts
have indicated that the required consent consists of municipal grants of franchise rights or
privileges to install and operate utility fixtures in public streets or highways. See e.g. Penn-
York Natural Gas Corp. v. Maltbie, 164 Misc. 569, 573 (N.Y. Sup. Ct., Albany Cnty. 1937).

Attached hereto is the verified statement of Antonio M. Perez, President of
Eastman Kodak Company, and James M. Quinn, Secretary of Eastman Kodak Company, that
establishes that Kodak has received the required consent of the proper municipal authorities
to install and operate utility fixtures in the public streets that traverse Kodak Park.

In addition to the above-referenced requirements regarding authorizations to
place utility fixtures in public streets, both the City of Rochester and the County of Monroe
establish additional requirements for Kodak. Section 7-29 of the Rochester City Code
requires Kodak to obtain a franchise to distribute water in those portions of Kodak Park that
fall within city limits. Moreover, section C5-3 of the Monroe County Charter provides that
the County Director of Planning and Development must approve the “construction, creation
or authorization” of public utility fixtures in any public way or street. Kodak believes that its
current utility distribution operations are not subject to these requirements. However,
Kodak’s expectation is that once its utility operations become subject to regulation under the
Public Service Law, Kodak’s distribution of utility service may become subject to these
municipal requirements. Accordingly, Kodak therefore has applied or will apply for the
requisite authorizations from the City of Rochester as well as the County of Monroe. When
such authorizations are granted, Kodak will submit a compliance filing in this docket
establishing its compliance with the referenced obligations.




VERIFICATION

STATE OF NEW YORK }
} $S.:
COUNTY OF MONROE }

Antonio M. Perez, being duly sworn, deposes and says that deponent is the
President of Eastman Kodak Company (“Kodak™); and that on information and belief Kodak
has received all required consents from the proper municipal authorities to install and operate
Kodak’s utility fixtures in the public streets that traverse Kodak Park.

James M. Quinn, being duly sworn, deposes and says that deponent is the
Secretary of Eastman Kodak Company (“Kodak™); and that on information and belief Kodak
has received all required consents from the proper municipal authorities to install and operate
Kodak’s utility fixtures in the public streets that traverse Kodak Park.

The grounds of deponents’ beliefs as to all matters not stated upon deponents’
knowledge are as follows: that at all times Kodak has striven to comply with local municipal
requirements for constructing, installing, and operating utility distribution fixtures and
associated structures in public ways and streets and that deponents know of no facts or
circumstances which would cause deponents to question Kodak’s compliance with local
municipal requirements regarding requirements that Kodak obtain municipal authorizations
or approvals to construct, install and/or operate Kodak’s utility fixtures in public ways or
streets.

el | o

Antoni@ M. Perez / ks M. Quinn
President Secretary

and Chief Operating Officer Eastman Kodak Company
Eastman Kodak Company
Sworn to me this 5

day of March, 2004.

%MW

Notary Public

MARK R. WRIGHT
JADATA\Client3\1 142 1\Exhibit 6.doc Notary Public, State of New York
Monroe County
Commussion Expires September 11, ‘_2.905
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Names, Addresses and Types of Utility Service
That Are Or Will Be Providing To Parties Located In Kodak Park
Per 16 NYCRR § 58.2(a)(2,3)

L. Relationship: Tenant
Party: Genecor International, Inc.
Address: 1700 Lexington Avenue
Rochester, New York 14606

Utility services by type, amount and duration:

Building 610 — full requirements for electric, steam and water service; and
Building 611 - full requirements for electric, steam and water service.

II. Relationship: Tenant
Party: Ortho-Clinical Diagnostics, Inc.
Address: 100 Indigo Creek Drive
Rochester, New York 14626

Utility services by type, amount and duration:

Building 59 — full requirements for electric, steam and water service;
Building 313 - full requirements for electric, gas, steam and water service; and
Building 642 - full requirements for electric, steam and water service.

III..  Relationship: Tenant
Party: XPEDX
Address: 1059 West Ridge Road
Rochester, New York 14615

Utility services by type, amount and duration:

Building 211 — full requirements for electric, steam and water service.

IV.  Relationship: Tenant
Party: NexPress Solutions, LLC
1447 Saint Paul Street
Rochester, New York 14653

Utility services by type, amount and duration:

Building 59 - full requirements for electric, steam and water service;
Building 82 — full requirements for electric, steam and water service;
Building 308 — full requirements for electric, steam and water service; and
Building 349 - full requirements for electric, steam and water service.




VL

VIL

VIIL

Relationship: Future Tenant(s)
Party: To be determined
Address Within Kodak Park

Utility service by type, amount and duration:
Full requirements on a tenant-specific bases for electric, gas, steam or water
service for as long as needed by the future tenant(s) for operations at a future
tenant’s site in Kodak Park.

Relationship: Current Tenant — Potential Purchaser
Party: Khuri Enterprises, LLC '
Address 2615 Culver Road

Rochester, New York 14609

Utility service by type, amount and duration:
Building 507 — full requirements for electric, steam and water service.

Relationship: Future Tenant - Potential Purchaser
Party: ITT Industries, Inc. (or an affiliate)
Address 1919 West Cook Road

Fort Wayne, Indiana 46801

Utility service by type, amount and duration:
Building 601 — full requirements for electric, steam and water service.

Relationship: Future Purchaser(s)
Party: To be determined
Address: Within Kodak Park

Utility service by type, amount and duration:
Full requirements on a purchaser-specific basis for electric, gas, steam or
water service for as long as needed by the future purchaser(s) for operations at
a future purchaser’s site in Kodak Park.
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CERTIFICATE OF SERVICE

In accordance with the requirements of Section 3.5(g)(2)(ii) of the
Commission’s regulations, I hereby certify that the foregoing “Petition for a Certificate that
Authorizes EASTMAN KODAK COMPANY to Provide Utility Service” has been served
upon the following:

Rochester Gas & Electric Cofnpany
89 East Avenue
Rochester, New York 14649
Monroe County Water Authority
475 Norris Drive
Rochester, New York 14610
City of Rochester Water Department
10 Felix Street
Rochester, New York 14608
by depositing true and correct copies of the original of the same, properly enclosed in a
postage-paid wrapper in the official depository maintained and exclusively controlled by the
United States Post Office at 540 Broadway, Albany, Ner York, directed to said parties at
said addresses mentioned above, that being the addresses within the State where the above
then resided or kept offices, according to the best information which can be conveniently

obtained.

Dated at Albany, New York, this 25th day of March, 2004.

DEANNE M. HITT %’%

Notary Public, State of New York
Quiified in Alban Coel:l”:ltyo Morgan E(.Parke’ Esq.
No. 01HI6013478 Couch White, LLP
Compission Expires Sept. 14, 2004 540 Broadway
W P.O. Box 22222
Loane TN Albany, New York 12201

(518) 426-4600
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