AUSLEY & MCMULLEN

ATTORNEYS AND COUNSELORS AT LAW

227 SOUTH CALHOUN STREET
P.O. BOX 39| (ZIP 32302)
TALLAHASSEE, FLORIDA 3230]
(880) 224-2115 FAX (850) 222-7560

March 30, 2004

HAND DELIVERED

Ms. Blanca S. Bayo, Director
Division of Commission Clerk

and Administrative Services
Florida Public Service Commission
2540 Shumard Oak Boulevard
Tallahassee, FL 32399-0850

Re:  Application of Tampa Electric Company for authority to issue and sell securities
during the twelve months ending December 31, 2003, pursuant to Section 366.04,
F.S. and Chapter 25-8, F.A.C.; Docket No. 021012-EI
Dear Ms. Bayo:
Pursuant to Rule 25-8.009, Florida Administrative Code, and this Commission's Order
No. PSC-01-2275-FOF-EI issued November 19, 2001, we enclose an original and three copies of
Tampa Electric Company's Consummation Report regarding the issuance and sale of securities

during the fiscal year ended December 31, 2003.

Please acknowledge receipt and filing of the above by stamping the duplicate copy of this
letter and returning same to this writer.

Thank you for your assistance in connection with this matter.
Sincerely,

(s L,

James D. Beasley

JDB/pp
Enclosures
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BEFORE THE
FLORIDA PUBLIC SERVICE COMMISSION

INRE: APPLICATION OF TAMPA ELECTRIC DOCKET NO. 021012-EI
COMPANY FOR AUTHORITY TO ISSUE AND - FILED: 03/30/04
SELL SECURITIES PURSUANT TO SECTION
366.04, F.S., AND CHAPTER 25-8, F.A.C. DURING
THE TWELVE MONTHS ENDING
DECEMBER 31, 2003.

CONSUMMATION REPORT

The applicant, Tampa Electric Company (the “Company”). pursuant to Commission
Order No. PSC-02-1633-FOF-EI dated November 25, 2002 submits the following information.

1. Facts of Issues

On April 11, 2003, the Company issued $250,000,000 of 6.25% Notes Due 2016 (the
“2016 Notes”) for the purpose of repaying maturing long-term debt, commercial paper
and for general corporate purposes.

The Company issued commercial paper for terms up to 21 days. The commercial paper
was sold at a discount, including the underwriting discount of the commercial paper
dealer, at a rate comparable to interest rates being paid in the commercial paper market
by borrowers of similar creditworthiness.

In addition, a one-year $300 million bank credit facility was in place until November
2003. On November 7, 2003, this credit facility was replaced by a $125 million one-year
credit facility that matures in November 2004 and a $125 million three-year credit facility
that matures in November 2006. The Company currently utilizes its credit facilities for
its short-term borrowing needs.

Given the frequency of these short-term borrowing transactions, it is not practicable to
give the details of each transaction. However, the Company’s short term borrowing
activity can be summarized as follows:

Short Terim Borrowing Activity for the period beginning
January 1, 2003 and ending December 31, 2003
($ millions)

Minimum Outstanding: $ -0-
Maximum Outstanding: $138.5
Average Outstanding: $ 184

Weighted Average Yield: 1.78 %



Terms and Conditions

The 2016 Notes bear interest at 6.25% per annum. Interest on the 2016 Notes is payable
April 15 and October 15 of each year, commencing October 15, 2003.

Net Cash

2016 Notes:

$250,000,000 Note issue
1.625.000 Placement agent fee

$248,375,000 Net cash

Statement of Capitalization

Statements of capitalization, pretax interest coverage, debt interest requirements and
preferred stock dividend requirements for the Company as of and for the year ending
December 31, 2003 are as follows:

Capital Structure

Short-term debt S -0-

Long-term debt 1,596,981,000

Preferred stock -0-

Common equity 1.651,662.000

§$ 3,248.643.000

Pretax interest coverages

Including AFUDC 2.86 times

Excluding AFUDC 2.48 times
Debt interest requirements $108,181,000
Preferred stock dividends $ -0-

Expenses of the Issues

The 2016 Notes were placed by a placement agent with a group of insurance companies
who purchased the 2016 Notes for a purchase price equal to 100% of the face amount of
the 2016 Notes, as indicated below.

Amount Placement
Placed Agent Fee
SG Cowen Securities Corporation
1221 Avenue of the Americas
New York, NY 10020 $250,000,000 $1,625,000



Actual expenses incurred to date for this issuance are as follows:

2016 Notes:
Placement agent fee and expenses $1,634,325.00
Legal fees and expenses of placement agent counsel ~ 190,059.82
Legal fees and expenses of Company counsel 37,991.54
Legal fees and expenses of trustees counsel 58,238.00
Rating agency fees 22,500.00
Trustee fees 1.500.00
Total $1.944.614.36

The Company also submits the following exhibits:

See Exhibit List.

Respectfully submitted this
30th day of March 2004

TAMPA ELECTRIC COMPANY

. )
By: _—odaddi e {1 Toicam

D. A. Brown
Vice President-Regulatory Affairs



Exhibit List
to
Consummation Report

Exhibits related to the Notes:

Tampa Electric Company Note Purchase Agreement dated as of April 11, 2003
Opinion of Palmer & Dodge LLP dated as of April 11, 2003

Opinion of Sheila M. McDevitt dated as of April 11, 2003

Opinion of Freshfields Bruckhaus Deringer LLP dated as of April 11, 2003

Current Report on Form 8-K filed with the SEC on April 14, 2003, filing the Note Purchase
Agreement dated as of April 11, 2003

" Exhibit 10.1 already reflected as an exhibit to this filing



Exhibits related to the Notes

Securities and Exchange Filings
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Execution Copy

Dated as of April 11, 2003

TAMPA ELECTRIC COMPANY

$250,000,000

6.25% Senior Notes due April 11, 2016

NOTE PURCHASE AGREEMENT

FRESHFIELDS BRUCKHAUS DERINGER LLP

_—. -
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TAMPA ELECTRIC COMPANY
702 North Franklin Street
Tampa, Florida 33602

6.25% Senior Notes due April 11, 2016

As of April 11, 2003

TO THE PURCHASER WHOSE NAME
APPEARS IN THE ACCEPTANCE FORM
AT THE END HEREOF:

Ladies and Gentlemen:

Tampa Electric Company, a Flonida corporation (the "Company"), agrees with you as
follows:

1. AUTHORIZATION OF NOTES.

The Company will authorize the issue and sale of $250,000,000 aggregate principal amount
of its 6.25% Senior Notes due April 11, 2016 (the "Netes", such term to include any such notes
issued in substitution therefor pursuant to Section 13 of this Agreement or the Other Agreements (as
hereinafter defined)). The Notes shall be substantially in the form set out in Exhibit 1, with such
changes therefrom, if any, as may be approved by you and the Company. Certain capitalized terms
used in this Agreement are defined in Schedule B; references to a "Schedule” or an "Exhibit" are,
unless otherwise specified, to a Schedule or an Exhibit attached to this Agreement.

2. SALE AND PURCHASE OF NOTES.

Subject to the terms and conditions of this Agreement, the Company will issue and sell to
you and you will purchase from the Company, at the Closing provided for in Section 3, Notes in the
principal amount specified opposite your name in Schedule A at the purchase price of 100% of the
principal amount thereof. Contemporaneously with entering into this Agreement, the Company is
entering into separate Note Purchase Agreements (the "Other Agreements") identical with this
Agreement with each of the other purchasers named in Schedule A (the "Other Purchasers"),
providing for the sale at such Closing to each of the Other Purchasers of Notes in the principal
amount specified opposite its name in Schedule A. Your obligation hereunder and the obligations
of the Other Purchasers under the Other Agreements are several and not joint obligations and you
shall have no obligation under any Other Agreement and no liability to any Person for the
performance or non-performance by any Other Purchaser thereunder.

NY198838



3. CLOSING.

The sale and purchase of the Notes to be purchased by you and the Other Purchasers
shall occur at the offices of Freshfields Bruckhaus Deringer LLP, 520 Madison Avenue. 34" Floor.
New York, New York 10022, at 10:00 a.m., New York City time, at a closing (the "Closing") on
April 11, 2003, or on such other Business Day thereafter on or prior to April 30. 2003 as may be
agreed upon by the Company and you and the Other Purchasers. At the Closing the Company will
deliver to you the Notes to be purchased by you in the form of a single Note (or such greater
number of Notes in denominations of at least $100,000 as you may request) dated the date of the
Closing and registered in your name (or in the name of your nominee), aganst delivery by vou to
the Company or its order of immediately available funds in the amount of the purchase price
therefor by wire transfer of immediately available funds for the account of the Company to account
number 3750593592, ABA#: 111000012 at Bank of America. If at the Closing the Company shall
fail to tender such Notes to you as provided above in this Section 3, or any of the conditions
specified in Section 4 shall not have been fulfilled to your satisfaction, you shall, at your election. be
relieved of all further obligations under this Agreement, without thereby waiving any rights you
may have by reason of such failure or such nonfulfillment.

4. CONDITIONS TO CLOSING.

Your obligation to purchase and pay for the Notes to be sold to you at the Closing is subject
to the fulfillment to your satisfaction, prior to or at the Closing, of the following conditions:

4.1 Representations and Warranties.

The representations and warranties of the Company in this Agreement shall be correct when
made and at the time of the Closing.

4.2 Performance; No Default.

The Company shall have performed and complied with all agreements and conditions
contained in this Agreement required to be performed or complied with by 1t prior to or at the
Closing and after giving effect to the issue and sale of the Notes (and the application of the proceeds
thereof as contemplated by Schedule 5.14) no Default or Event of Default shall have occurred and
be continuing. Neither the Company nor any Subsidiary shall have entered into any transaction
since the date of the Memorandum that would have been prohibited by Section 10.1 or Section 10.3
hereof had such Section applied since such date.

4.3 Compliance Certificates.
(a) Officer's Certificate. The Company shall have delivered to you an Officer's Certificate,

dated the date of the Closing, certifying that the conditions specified in Sections 4.1, 4.2
and 4.9 have been fulfilled.

(b) Secretary's Certificate. The Company shall have delivered to you a certificate certifying
as to the resolutions attached thereto and other corporate proceedings relating to the
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authorization, execution and delivery of the Notes, this Agreement and the Other Agree-
ments.

4.4 Opinions of Counsel.

You shall have received opinions in form and substance satisfactory to yvou, dated the date of
the Closing (a) from each of Palmer & Dodge LLP, special counsel for the Company. and Sheila M.
McDevitt, Esquire, in-house counsel to the Company, covering the matters set forth in Exhibit
4.4(a) and covering such other matters incident to the transactions contemplated hereby as vou or
your counsel may reasonably request (and the Company hereby instructs its counsel to deliver such
opinion to you), and (b) from Freshfields Bruckhaus Deringer LLP, your special New York counsel
in connection with such transactions, substantially in the form set forth in Exhibit 4.4(b) and cov-
ering such other matters incident to such transactions as you may reasonably request.

4.5 Purchase Permitted By Applicable Law, etc.

On the date of the Closing your purchase of Notes shall (a) be permitted by the laws and
regulations of each jurisdiction to which you are subject, without recourse to provisions (such as
Section 1405(2)(8) of the New York Insurance Law) permitting limited investments by insurance
companies without restriction as to the character of the particular investment, (b) not violate any
applicable law or regulation (including, without limitation, Regulation U, T or X of the Board of
Governors of the Federal Reserve System), and (c) not subject you to any tax, penalty or liability
under or pursuant to any applicable law or regulation, which law or regulation was not in effect on
the date hereof. If requested by you, you shall have received an Officer's Certificate certifying as to
such matters of fact as you may reasonably specify to enable you to determine whether such
purchase is so permitted.

4.6 Sale of Other Notes.

Contemporaneously with the Closing the Company shall sell to the Other Purchasers and the
Other Purchasers shall purchase the Notes to be purchased by them at the Closing as specified in
Schedule A.

4.7  Payment of Special Counsel Fees.

Without limiting the provisions of Section 15.1, the Company shall have paid on or before
the Closing the fees, charges and disbursements of your special counsel referred to in Section 4.4 to
the extent reflected in a statement of such counsel rendered to the Company at least one Business
Day prior to the Closing.

4.8 Private Placement Number.
A Private Placement number issued by Standard & Poor's CUSIP Service Bureau (in

cooperation with the Securities Valuation Office of the National Association of Insurance Commis-
sioners) shall have been obtained for the Notes.
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4.9  Changes in Corporate Structure.

Except as specified in Schedule 4.9, the Company shall not have changed its jurisdiction of
incorporation or been a party to any merger or consolidation and shall not have succeeded to all or
any substantial part of the liabilities of any other entity, at any time following the date of the most
recent financial statements referred to in Schedule 3.5.

4.10 Proceedings and Documents.

All corporate and other proceedings in connection with the transactions contemplated by
this Agreement and all documents and instruments incident to such transactions shall be satisfactory
to you and your special counsel, and vou and your special counsel shall have received all such
counterpart originals or certified or other copies of such documents as you or they may reasonably
request.

5. REPRESENTATIONS AND WARRANTIES OF THE COMPANY.
The Company represents and warrants to you that:
5.1 Organization; Power and Authority.

The Company is a corporation duly organized, validly existing and in good standing under
the laws of its jurisdiction of incorporation, and is duly qualified as a foreign corporation and is in
good standing in each jurisdiction in which such qualification is required by law, other than those
jurisdictions as to which the failure to be so qualified or in good standing could not, individually or
in the aggregate, reasonably be expected to have a Material Adverse Effect. The Company has the
corporate power and authority to own or hold under lease the properties it purports to own or hold
under lease, to transact the business it transacts and proposes to transact, to execute and deliver this

Agreement and the Other Agreements and the Notes and to perform the provisions hereof and
thereof.

5.2 Authorization, etc.

This Agreement and the Other Agreements and the Notes have been duly authorized by all
necessary corporate action on the part of the Company, and this Agreement constitutes, and upon
execution and delivery thereof each Note will constitute, a legal, valid and binding obligation of the
Company enforceable against the Company in accordance with its terms, except as such
enforceability may be limited by (a) applicable bankruptcy, insolvency, reorganization, moratorium
or other similar laws affecting the enforcement of creditors' rights generally and (b) general

principles of equity (regardless of whether such enforceability is considered in a proceeding in
equity or at law).

5.3 Disclosure.

The Company, through its agent, SG Cowen Securities, has delivered to you and each Other
Purchaser a copy of a Private Placement Memorandum, dated April 3, 2003 (the "Memorandum"),
relating to the transactions contemplated hereby. The Memorandum fairly describes, in all material

NY198838 4
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respects, the general nature of the business and principal properties of the Company and its
Subsidiaries. Except as disclosed in Schedule 5.3, this Agreement, the Memorandum. the
documents, certificates or other writings delivered to you by or on behalf of the Company in
connection with the transactions contemplated hereby and the financial statements listed in Sched-
ule 5.5, taken as a whole, do not contain any untrue statement of a material fact or omit to state anv
material fact necessary to make the statements therein not misleading in light of the circumstances
under which they were made. Except as disclosed in the Memorandum or as expressly described in
Schedule 5.3, or in one of the documents, certificates or other writings identified therein. or in the
financial statements listed in Schedule 5.5, since December 31, 2002, there has been no change in
the financial condition, operations, business, properties or prospects of the Company or any
Subsidiary except changes that individually or in the aggregate could not reasonably be expected to
have a Material Adverse Effect. There is no fact known to the Company that could reasonably be
expected to have a Material Adverse Effect that has not been set forth herein or in the Memorandum
or in the other documents, certificates and other writings delivered 10 you by or on behalf of the
Company specifically for use in connection with the transactions contemplated hereby.

5.4  Organization and Ownership of Shares of Subsidiaries; Affiliates.

(a) Schedule 5.4 contains (except as noted therein) complete and correct lists (i) of the
Company's Subsidiaries, showing, as to each Subsidiary, the correct name thereof, the
jurisdiction of its organization, and the percentage of shares of each class of its capital
stock or similar equity interests outstanding owned by the Company and each other Sub-
sidiary, (ii) of the Company's Affiliates, other than Subsidiaries, and (iii) of the
Company's directors and senior officers.

(b) All of the outstanding shares of capital stock or similar equity interests of each Subsidiary
shown in Schedule 5.4 as being owned by the Company and its Subsidiaries have been
validly issued, are fully paid and nonassessable and are owned by the Company or
another Subsidiary free and clear of any Lien (except as otherwise disclosed in Schedule
5.4).

(c) Each Subsidiary identified in Schedule 5.4 is a corporation or other legal entity duly
organized, validly existing and in good standing under the laws of its jurisdiction of
organization, and is duly qualified as a foreign corporation or other legal entity and is in
good standing in each jursdiction in which such qualification is required by law, other
than those jurisdictions as to which the failure to be so qualified or in good standing
could not, individually or in the aggregate, reasonably be expected to have a Material
Adverse Effect. Each such Subsidiary has the corporate or other power and authority to
own or hold under lease the properties it purports to own or hold under lease and to
transact the business it transacts and proposes to transact.

(d) No Subsidiary is a party to, or otherwise subject to any legal restriction or any agreement
(other than this Agreement, the agreements listed on Schedule 5.4 and customary

limitations imposed by corporate law statutes) restricting the ability of such Subsidiary to
pay dividends out of profits or make any other similar distributions of profits to the

NY198838 5
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Company or any of its Subsidiaries that owns outstanding shares of capital stock or
similar equity interests of such Subsidiary.

5.5 Financial Statements.

The Company has delivered to each Purchaser copies of the financial statements of the
Company and its Subsidiaries listed on Schedule 5.5. All of said financial statements (including in
each case the related schedules and notes) fairly present in all material respects the consolidated
financial position of the Company and its Subsidiaries as of the respective dates specified in such
Schedule and the consolidated results of their operations and cash flows for the respective periods
so specified and have been prepared in accordance with GAAP consistently applied throughout the
periods involved except as set forth in the notes thereto (subject, in the case of any interim financial
statements, to normal year-end adjustments).

5.6  Compliance with Laws, Other Instruments, etc.

The execution, delivery and performance by the Company of this Agreement and the Notes
will not (a) contravene, result in any breach of, or constitute a default under, or result in the creation
of any Lien in respect of any property of the Company or any Subsidiary under, any indenture,
mortgage, deed of trust, loan, purchase or credit agreement, lease, corporate charter or by-laws, or
any other Material agreement or instrument to which the Company or any Subsidiary is bound or by
which the Company or any Subsidiary or any of their respective properties may be bound or
affected, (b) conflict with or result in a breach of any of the terms, conditions or provisions of any
order, judgment, decree, or ruling of any court, arbitrator or Governmental Authority applicable to
the Company or any Subsidiary or (¢) violate any provision of any statute or other rule or regulation
of any Governmental Authority applicable to the Company or any Subsidiary.

5.7 Governmental Authorizations, etc.

No consent, approval or authorization of, or registration, filing or declaration with, any
Governmental Authority, in each case that has not been obtained, is required in connection with the
execution, delivery or performance by the Company of this Agreement or the Notes.

5.8  Litigation; Observance of Agreements, Statutes and Orders.

(a) Except as disclosed in Schedule 5.8, there are no actions, suits or proceedings pending or,
to the knowledge of the Company, threatened against or affecting the Company or any
Subsidiary or any property of the Company or any Subsidiary in any court or before any
arbitrator of any kind or before or by any Governmental Authority that, individually or in
the aggregate, could reasonably be expected to have a Material Adverse Effect.

(b) Neither the Company nor any Subsidiary is in default under any term of any agreement or
instrument to which it is a party or by which it is bound, or any order, judgment, decree
or ruling of any court, arbitrator or Governmental Authority or is in violation of any
applicable law, ordinance, rule or regulation (including without limitation Environmental
Laws) of any Governmental Authority, which default or violation, individually or in the
aggregate, could reasonably be expected to have a Material Adverse Effect.

NY198838 6
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5.9 Taxes.

The Company and its Subsidiaries have filed all tax returns that are required to have been
filed in any jurisdiction, and have paid all taxes shown to be due and pavable on such returns and all
other taxes and assessments levied upon them or their properties. assets, income or franchises. to the
extent such taxes and assessments have become due and pavable and before they have become
delinquent, except for any taxes and assessments (a) the amount of which is not individually or in
the aggregate Material or (b) the amount, applicability or validity of which 1s currently being
contested in good faith by appropriate proceedings and with respect to which the Company or a
Subsidiary, as the case may be, has established adequate reserves in accordance with GAAP. The
Company knows of no basis for any other tax or assessment that could reasonably be expected 10
have a Material Adverse Effect. The charges, accruals and reserves on the books of the Company
and its Subsidiaries in respect of Federal, state or other taxes for all fiscal periods are adequate. The
Federal income tax liabilities of the Company and its Subsidiaries have been agreed to by the
Company and by the Internal Revenue Service and these liabilities have been paid for all fiscal
years up to and including the fiscal year ended December 31, 1997.

5.10 Title to Property; Leases.

The Company and its Subsidiaries have good and sufficient title to their respective
properties that individually or in the aggregate are Material, including all such properties reflected in
the most recent audited balance sheet referred to in Section 5.5 or purported to have been acquired
by the Company or any Subsidiary after said date (except as sold or otherwise disposed of in the
ordinary course of business), in each case free and clear of Liens prohibited by this Agreement. All
leases that the Company or any Subsidiary is party to as lessee and that individually or in the
aggregate are Material are valid and subsisting and are in full force and effect in all material
respects.

5.11 Licenses, Permits, etc.
Except as disclosed in Schedule 5.11,

(a) the Company and its Subsidiaries own or possess all licenses, permits, franchises,
authorizations, patents, copyrights, service marks, trademarks and trade names, or rights
thereto, that individually or in the aggregate are Material, without known conflict with
the rights of others;

(b) to the best knowledge of the Company, no product of the Company or any of its
Subsidiaries infringes in any Material respect any license, permit, {franchise,
authorization, patent, copyright, service mark, trademark, trade name or other right
owned by any other Person; and

(c) to the best knowledge of the Company, there is no Material violation by any Person of
any right of the Company or any of its Subsidiaries with respect to any patent, copyright,

service mark, trademark, trade name or other right owned or used by the Company or any
of its Subsidiaries.

NY198838 7
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5.12

(a)

(b)

(c)

(d)

(e)

NY198838

Compliance with ERISA.

The Company and each ERISA Affiliate have operated and administered each Plan in
compliance with all applicable laws except for such instances of noncompliance as have
not resulted in and could not reasonably be expected to result in a Material Adverse
Effect. Neither the Company nor any ERISA Affiliate has incurred any liability pursuant
to Title I or IV of ERISA or the penalty or excise tax provisions of the Code relating to
employee benefit plans (as defined in section 3 of ERISA), and no event. transaction or
condition has occurred or exists that could reasonably be expected to result in the
incurrence of any such liability by the Company or any ERISA Affiliate, or in the
imposition of any Lien on any of the rights, properties or assets of the Company or any
ERISA Affiliate, in either case pursuant to Title I or IV of ERISA or to such penalty or
excise tax provisions or to section 401(a)(29) or 412 of the Code, other than such liabili-
ties or Liens as would not be individually or in the aggregate Material.

The present value of the aggregate benefit liabilities under each of the Plans (other than
Multiemployer Plans), determined as of the end of such Plan's most recently ended plan
year on the basis of the actuarial assumptions specified for funding purposes in such
Plan's most recent actuarial valuation report, did not exceed the aggregate current value
of the assets of such Plan allocable to such benefit liabilities by more than $50,000,000 in
the aggregate for all Plans. The term "benefit liabilities" has the meaning specified in
section 4001 of ERISA and the terms "current value" and "present value" have the
meaning specified in section 3 of ERISA.

The Company and its ERISA Affiliates have not incurred withdrawal liabilities (and are
not subject to contingent withdrawal liabilities) under section 4201 or 4204 of ERISA in
respect of Multiemployer Plans that individually or in the aggregate are Material.

The expected postretirement benefit obligation (determined as of the last day of the
Company's most recently ended fiscal year in accordance with Financial Accounting
Standards Board Statement No. 106, without regard to liabilities attributable to
continuation coverage mandated by section 4980B of the Code) of the Company and its
Subsidiaries is as described in Schedule 5.12.

The execution and delivery of this Agreement and the issuance and sale of the Notes
hereunder will not involve any transaction that is subject to the prohibitions of sec-

tion 406 of ERISA or in connection with which a tax could be imposed pursuant to sec-

tion 4975(c)(1)(A)-(D) of the Code. The representation by the Company in the first

sentence of this Section 5.12(e) is made in reliance upon and subject to the accuracy of

your representation in Section 6.2 as to the sources of the funds used to pay the purchase

price of the Notes to be purchased by you.

14 -



5.13 Private Offering by the Company.

Neither the Company nor anyone acting on its behalf has offered the Notes or any similar
securities for sale to, or solicited any offer to buy any of the same from, or otherwise approached or
negotiated in respect thereof with, any person other than vou, the Other Purchasers and not more
than 4 other Institutional Investors, each of which has been offered the Notes at a private sale for
investment. Neither the Company nor anyone acting on its behalf has taken, or will take, any action
that would subject the issuance or sale of the Notes to the registration requirements of Section 5 of
the Securities Act.

5.14 Use of Proceeds; Margin Regulations.

The Company will apply the proceeds of the sale of the Notes for repayment of short-term
indebtedness and for general corporate purposes. No part of the proceeds from the sale of the Notes
hereunder will be used, directly or indirectly, for the purpose of buying or carrying any margin stock
within the meaning of Regulation U of the Board of Governors of the Federal Reserve System (12
CFR 221), or for the purpose of buying or carrying or trading in any securities under such
circumstances as to involve the Company in a violation of Regulation X of said Board (12 CFR
224) or to involve any broker or dealer in a violation of Regulation T of said Board (12 CFR 220).
Margin stock does not constitute more than 3% of the value of the consolidated assets of the
Company and its Subsidiaries and the Company does not have any present intention that margin
stock will constitute more than 3% of the value of such assets. As used in this Section, the terms
"margin stock" and "purpose of buying or carrying" shall have the meanings assigned to them in
said Regulation U.

5.15 Existing Indebtedness; Future Liens.

(a) Except as described therein, Schedule 5.15(a) sets forth a complete and correct list of all
outstanding unsecured Indebtedness of the Company and its Subsidiaries as of
December 31, 2002 and Schedule 5.15(b) sets forth a complete and correct list of all
outstanding secured Indebtedness of the Company and its Subsidiaries as of
December 31, 2002, since which date there has been no Material change in the amounts,
interest rates, sinking funds, installment payments or maturities of the Indebtedness of the
Company or its Subsidiaries. Neither the Company nor any Subsidiary is in default and
no waiver of default is currently in effect, in the payment of any principal or interest on
any Indebtedness of the Company or such Subsidiary and no event or condition exists
with respect to any Indebtedness of the Company or any Subsidiary that would permit (or
that with notice or the lapse of time, or both, would permit) one or more Persons to cause
such Indebtedness to become due and payable before its stated maturity or before its
regularly scheduled dates of payment.

(b) Except as disclosed in Schedule 5.15(b), neither the Company nor any Subsidiary has
agreed or consented to cause or permit in the future (upon the happening of a contingency
or otherwise) any of its property, whether now owned or hereafter acquired, to be subject
to a Lien. -
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5.16 Foreign Assets Control Regulations, etc.

Neither the sale of the Notes by the Company hereunder nor its use of the proceeds thereof
will violate (a) the Trading with the Enemy Act, as amended, (b) any of the foreign assets control
regulations of the United States Treasury Department (31 CFR, Subtitle B. Chapter V', as amended)
or any enabling legislation or executive order relating thereto or (c) Executive Order No. 13.224. 66
Fed Reg 49,079 (2001), issued by the President of the United States (Executive Order Blocking
Property and Prohibiting Transactions with Persons Who Commit, Threaten to Commit or Support
Terrorism).

5.17 Status under Certain Statutes.

Neither the Company nor any Subsidiary is subject to regulation under the Investment
Company Act of 1940, as amended or the Interstate Commerce Act, as amended. The Company
and its Subsidiaries are exempt from regulation under the Public Utility Holding Company Act of
1935, as amended.

5.18 Environmental Matters.

Neither the Company nor any Subsidiary has knowledge of any claim or has received any
notice of any claim, and no proceeding has been instituted raising any claim against the Company or
any of its Subsidiaries or any of their respective real properties now or formerly owned, leased or
operated by any of them or other assets, alleging any damage to the environment or violation of any
Environmental Laws, except, in each case, such as could not reasonably be expected to result in a
Material Adverse Effect. Except as otherwise disclosed to you in writing,

(a) neither the Company nor any Subsidiary has knowledge of any facts which would give
rise to any claim, public or private, of violation of Environmental Laws or damage to the
environment emanating from, occurring on or in any way related to real properties now
or formerly owned, leased or operated by any of them or to other assets or their use,
except, in each case, such as could not reasonably be expected to result in a Material
Adverse Effect;

(b) neither the Company nor any of its Subsidiaries has stored any Hazardous Materials on
real properties now or formerly owned, leased or operated by any of them and has not
disposed of any Hazardous Materials in a manner contrary to any Environmental Laws n
each case in any manner that could reasonably be expected to result in a Material
Adverse Effect; and

(c) all buildings on all real properties now owned, leased or operated by the Company or any
of its Subsidiaries are in compliance with applicable Environmental Laws, except where
failure to comply could not reasonably be expected to result in a Material Adverse Effect.

NY198838 10
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6.

6.1

REPRESENTATIONS OF THE PURCHASER.

Purchase for Investment.

You represent that you are purchasing the Notes for your own account or for one or more

separate accounts maintained by you or for the account of one or more pension or trust funds and
not with a view to the distribution thereof, provided that the disposition of vour or their property
shall at all times be within your or their control. You understand that the Notes have not been
registered under the Securities Act and may be resold only if registered pursuant to the provisions of
the Securities Act or if an exemption from registration is available, except under circumstances
where neither such registration nor such an exemption is required by law, and that the Company is
not required to register the Notes.

6.2

Source of Funds.

You represent that at least one of the following statements is an accurate representation as to

each source of funds (a "Source") to be used by you to pay the purchase price of the Notes to be
purchased by you hereunder:

(a)

(b)

(c)

(d

NY198838

the Source is an "insurance company general account” (as the term is defined in PTE 95-
60 (issued July 12, 1995)) in respect of which the reserves and liabilities (as defined by
the annual statement for life insurance companies approved by the National Association
of Insurance Commissioners (the "NAIC Annual Statement")) for the general account
contract(s) held by or on behalf of any employee benefit plan together with the amount of
the reserves and liabilities for the general account contract(s) held by or on behalf of any
other employee benefit plans maintained by the same employer (or affiliate thereof as
defined in PTE 95-60) or by the same employee organization in the general account do
not exceed 10% of the total reserves and liabilities of the general account (exclusive of
separate account liabilities) plus surplus as set forth in the NAIC Annual Statement filed
with your state of domicile; or

the Source is a separate account that is maintained solely in connection with your fixed
contractual obligations under which the amounts payable, or credited, to any employee
benefit plan (or its related trust) that has any interest in such separate account (or to any
participant or beneficiary of such plan (including any annuitant)) are not affected in any
manner by the investment performance of the separate account; or

the Source is either (i) an insurance company pooled separate account, within the
meaning of PTE 90-1 (issued January 29, 1990), or (ii) a bank collective investment fund,
within the meaning of the PTE 91-38 (issued July 12, 1991) and, except as you have
disclosed to the Company in writing pursuant to this paragraph (c), no employee benefit
plan or group of plans maintained by the same employer or employee organization
beneficially owns more than 10% of all assets allocated to such pooled separate account
or collective investment fund; or

the Source constitutes assets of an "investment fund" (within the meaning of Part V of the
QPAM Exemption) managed by a "qualified professional asset manager" or "QPAM"
1

17



(e)

()

(within the meaning of Part V of the QPAM Exemption), no employee benefit plan's
assets that are included in such investment fund, when combined with the assets of all
other employee benefit plans established or maintained by the same emplover or by an
affiliate (within the meaning of Section V(c)(1) of the QPAM Exemption) of such
employer or by the same employee organization and managed by such QPAM. exceed
20% of the total client assets managed by such QPAM, the conditions of Part I(¢) and (g)
of the QPAM Exemption are satisfied, neither the QPAM nor a person controlling or
controlled by the QPAM (applying the definition of "conzrol" in Section V(e) of the
QPAM Exemption) owns a 5% or more interest in the Company and (i) the identity of
such QPAM and (ii) the names of all employee benefit plans whose assets are included in
such investment fund have been disclosed to the Company in writing pursuant to this
paragraph (d); or

the Source constitutes assets of a "plan(s)" (within the meaning of Section IV of PTE 96-
23 (the "INHAM Exemprion")) managed by an "in-house asset manager" or "INHAM"
(within the meaning of Part IV of the INHAM Exemption), the conditions of Part I(a). (g)
and (h) of the INHAM Exemption are satisfied, neither the INHAM nor a person
controlling or controlled by the INHAM (applying the definition of "control" in Section
IV(h) of the INHAM Exemption) owns a 5% or more interest in the Company and (i) the
identity of such INHAM and (ii) the name(s) of the employee benefit plan(s) whose
assets constitute the Source have been disclosed to the Company in writing pursuant to
this paragraph (e); or

the Source is a governmental plan; or
the Source is one or more employee benefit plans, or a separate account or trust fund
comprised of one or more employee benefit plans, each of which has been identified to

the Company in writing pursuant to this paragraph (g); or

the Source does not include assets of any employee benefit plan, other than a plan exempt
from the coverage of ERISA.

As used in this Section 6.2, the terms "emplovee benefit plan™ and "separate account” shall have the
respective meanings assigned to such terms in Section 3 of ERISA.

7.

7.1

(a)

INFORMATION AS TO COMPANY.
Financial and Business Information.
The Company shall deliver to each holder of Notes that is an Institutional Investor:

Quarterly Statements. Within 60 days after the end of each quarterly fiscal period in each
fiscal year of the Company (other than the last quarterly fiscal period of each such fiscal
year), duplicate copies of (i) a consolidated balance sheet of the Company and its
Subsidiaries as at the end of such quarter, and (ii) consolidated statements of income,
changes in shareholders' equity and cash flows of the Company and its Subsidiaries, for
such quarter and (in the case of the second and third quarters) for the portion of the fiscal

NY198838 2
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(b)

(c)

NY198838

year ending with such quarter, setting forth in each case in comparative form the figures
for the corresponding periods in the previous fiscal vear, all in reasonable detail. prepared
in accordance with GAAP applicable to quarterly financial statements generally, and
certified by a Senior Financial Officer as fairly presenting. in all material respects, the
financial position of the companies being reported on and their results of operations and
cash flows, subject to changes resulting from year-end adjustments. provided that
delivery within the time period specified above of copies of the Company's Quarterly
Report on Form 10-Q prepared in compliance with the requirements therefor and filed
with the Securities and Exchange Commission shall be deemed to satisfv the
requirements of this Section 7.1(a);

Annual Statements. Within 105 days after the end of each fiscal year of the Company,
duplicate copies of (i) a consolidated balance sheet of the Company and its Subsidiaries,
as at the end of such year, and (ii) consolidated statements of income, changes in
shareholders' equity and cash flows of the Company and its Subsidiaries, for such year,
setting forth in each case in comparative form the figures for the previous fiscal vear, all
in reasonable detail, prepared in accordance with GAAP, and accompanied by (A) an
opinion thereon of independent certified public accountants of recognized national
standing, which opinion shall state that such financial statements present fairly, in all
material respects, the financial position of the companies being reported upon and their
results of operations and cash flows and have been prepared in conformity with GAAP,
and that the examination of such accountants in connection with such financial statements
has been made in accordance with generally accepted auditing standards, and that such
audit provides a reasonable basis for such opinion in the circumstances, and (B) a
certificate of such accountants stating that they have reviewed this Agreement and stating
further whether, in making their audit, they have become aware of any condition or event
that then constitutes a Default or an Event of Default, and, if they are aware that any such
condition or event then exists, specifying the nature and period of the existence thereof (it
being understood that such accountants shall not be liable, directly or indirectly, for any
failure to obtain knowledge of any Default or Event of Default unless such accountants
should have obtained knowledge thereof in making an audit in accordance with generally
accepted auditing standards or did not make such an audit), provided that the delivery
within the time period specified above of the Company's Annual Report on Form 10-K
for such fiscal year (together with the Company's annual report to shareholders, if any,
prepared pursuant to Rule 14a-3 under the Exchange Act) prepared in accordance with -
the requirements therefor and filed with the Securities and Exchange Commission,
together with the accountant's certificate described in clause (B) above, shall be deemed
to satisfy the requirements of this Section 7.1(b);

SEC and Other Reports. Promptly upon their becoming available, one copy of (i) each
financial statement, report, notice or proxy statement sent by the Company or any
Subsidiary to public securities holders generally, and (ii) each regular or periodic report,
each registration statement (without exhibits except as expressly requested by such
holder), and each prospectus and all amendments thereto filed by the Company or any
Subsidiary with the Securities and Exchange Commission and of all press releases and
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(d)

(e)

®

(g)

other statements made available generally by the Company or any Subsidiary to the
public concerning developments that are Material;

Notice of Default or Event of Default. Promptly, and in any event within five days after
a Responsible Officer becoming aware of the existence of anv Default or Event of
Default or that any Person has given any notice or taken any action with respect to a
claimed default hereunder or that any Person has given any notice or taken any action
with respect to a claimed default of the type referred to in Section 11(f). a written notice
specifying the nature and period of existence thereof and what action the Company is
taking or proposes to take with respect thereto;

ERISA Matters. Promptly, and in any event within five days after a Responsible Officer
becoming aware of any of the following, a written notice setting forth the nature thereof
and the action, if any, that the Company or an ERISA Affiliate proposes to take with re-
spect thereto:

(i) with respect to any Plan, any reportable event, as defined in section 4043(c) of
ERISA and the regulations thereunder, for which notice thereof has not been
waived pursuant to such regulations as in effect on the date hereof; or

(i) the taking by the PBGC of steps to institute, or the threatening by the PBGC of
the institution of, proceedings under section 4042 of ERISA for the termination
of, or the appointment of a trustee to administer, any Plan, or the receipt by the
Company or any ERISA Affiliate of a notice from a Multiemployer Plan that such
action has been taken by the PBGC with respect to such Multiemployer Plan; or

(i) any event, transaction or condition that could result in the incurrence of any
liability by the Company or any ERISA Affiliate pursuant to Title I or IV of
ERISA or the penalty or excise tax provisions of the Code relating to employee
benefit plans, or in the imposition of any Lien on any of the rights, properties or
assets of the Company or any ERISA Affiliate pursuant to Title I or IV of ERISA
or such penalty or excise tax provisions, if such liability or Lien, taken together
with any other such liabilities or Liens then existing, could reasonably be
expected to have a Material Adverse Effect;

Notices from Governmental Authority. Promptly, and in -any event within 30 days of
receipt thereof, copies of any notice to the Company or any Subsidiary from any Federal
or state Governmental Authority relating to any order, ruling, statute or other law or
regulation that could reasonably be expected to have a Material Adverse Effect; and

Requested Information. With reasonable promptness, such other data and information
relating to the business, operations, affairs, financial condition, assets or properties of the
Company or any of its Subsidiaries or relating to the ability of the Company to perform
its obligations hereunder and under the Notes as from time to time may be reasonably
requested by any such holder of Notes.
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7.2

Officer's Certificate.

Each set of financial statements delivered to a holder of Notes pursuant to Section 7.1(a) or

Section 7.1(b) hereof shall be accompanied by a certificate of a Senior Financial Officer setting

forth:

(a)

(b)

7.3

Covenant Compliance. The information (including detailed calculations) required in
order to establish whether the Company was in compliance with the requirements of
Sections 9.6 and 10.3 hereof during the quarterly or annual period covered by the
statements then being furnished (including with respect to each such Section, where
applicable, the calculations of the maximum or minimum amount, ratio or percentage. as
the case may be, permissible under the terms of such Sections, and the calculation of the
amount, ratio or percentage then in existence); and

Event of Default. The statement that such officer has reviewed the relevant terms hereof
and has made, or caused to be made, under his or her supervision, a review of the
transactions and conditions of the Company and its Subsidiaries from the beginning of
the quarterly or annual period covered by the statements then being furnished to the date
of the certificate and that such review shall not have disclosed the existence during such
period of any condition or event that constitutes a Default or an Event of Default or, if
any such condition or event existed or exists (including, without limitation, any such
event or condition resulting from the failure of the Company or any Subsidiary to comply
with any Environmental Law), specifying the nature and period of existence thereof and
what action the Company shall have taken or proposes to take with respect thereto.

Inspection.

The Company shall permit the representatives of each holder of Notes that is an Institutional

Investor:

(a)

(b)

No Default. If no Default or Event of Default then exists, at the expense of such holder
and upon reasonable prior notice to the Company, to visit the principal executive office
of the Company, to discuss the affairs, finances and accounts of the Company and its
Subsidiaries with the Company's officers, and (with the consent of the Company, which
consent will not be unreasonably withheld) its independent public accountants, and (with
the consent of the Company, which consent will not be unreasonably withheld) to visit
the other offices and properties of the Company and each Subsidiary, all at such
reasonable times and as often as may be reasonably requested in writing; and

Default. If a Default or Event of Default then exists, at the expense of the Company, to
visit and inspect any of the offices or properties of the Company or any Subsidiary, to
examine all their respective books of account, records, reports and other papers, to make
copies and extracts therefrom, and to discuss their respective affairs, finances and
accounts with their respective officers and independent public accountants (and by this
provision the Company authorizes said accountants to discuss the affairs, finances and
accounts of the Company and its Subsidiaries), all at such times and as often as may be
requested.
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8. PAYMENT OF THE NOTES.

8.1 Maturity; Prepayment.

As provided therein, the entire unpaid principal amount of the Notes shall be due and
payable on the Maturity Date.

On each of April 11, 2014, and April 11, 2015, the Company shall prepay $83.333.333
principal amount (or such lesser principal amount as shall then be outstanding) of the Notes at par
and without payment of the Make-Whole Amount or any premium, provided that upon any partial
prepayment of the Notes pursuant to Section 8.2 the principal amount of each required prepayment
of the Notes becoming due under this Section 8.1 on and after the date of such prepayment shall be
reduced in the same proportion as the aggregate unpaid principal amount of the Notes is reduced as
a result of such prepayment.

8.2 Optional Prepayments with Make-Whole Amount.

The Company may, at its option, upon notice as provided below, prepay at any time all, or
from time to time any part of, the Notes, in an amount not less than 5% of the aggregate principal
amount of the Notes then outstanding in the case of a partial prepayment, at 100% of the principal
amount so prepaid, plus the Make-Whole Amount determined for the prepayment date with respect
to such principal amount. The Company will give each holder of Notes written notice of each
optional prepayment under this Section 8.2 not less than 30 days and not more than 60 days prior to
the date fixed for such prepayment. Each such notice shall specify such date, the aggregate princi-
pal amount of the Notes to be prepaid on such date, the principal amount of each Note held by such
holder to be prepaid (determined in accordance with Section 8.3), and the interest to be paid on the
prepayment date with respect to such principal amount being prepaid, and shall be accompanied by
a certificate of a Senior Financial Officer as to the estimated Make-Whole Amount due in
connection with such prepayment (calculated as if the date of such notice were the date of the
prepayment), setting forth the details of such computation. Two Business Days prior to such
prepayment, the Company shall deliver to each holder of Notes a certificate of a Senior Financial

Officer specifying the calculation of such Make-Whole Amount as of the specified prepayment
date.

8.3 Allocation of Partial Prepayments.

In the case of each partial prepayment of the Notes, the principal amount of the Notes to be
prepaid shall be allocated among all of the Notes at the time outstanding in proportion, as nearly as
practicable, to the respective unpaid principal amounts thereof not theretofore called for
prepayment.

8.4 Maturity; Surrender, etc.

In the case of each prepayment of Notes pursuant to this Section 8, the principal amount of
each Note to be prepaid shall mature and become due and payable on the date fixed for such
prepayment, together with interest on such principal amount accrued to such date and the applicable
Make-Whole Amount, if any. From and after such date, unless the Company shall fail to pay such
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principal amount when so due and payable, together with the interest and Make-Whole Amount. if
any, as aforesaid, interest on such principal amount shall cease to accrue. Any Note paid or prepaid
in full shall be surrendered to the Company and cancelled and shall not be reissued, and no Note
shall be issued in lieu of any prepaid principal amount of any Note.

8.5 Purchase of Notes.

The Company will not and will not permit any Affiliate to purchase, redeem, prepay or
otherwise acquire, directly or indirectly, any of the outstanding Notes except upon the payment or
prepayment of the Notes in accordance with the terms of this Agreement and the Notes. The
Company will promptly cancel all Notes acquired by it or any Affiliate pursuant to any payment,
prepayment or purchase of Notes pursuant to any provision of this Agreement and no Notes may be
issued in substitution or exchange for any such Notes.

8.6 Make-Whole Amount.

The term "Make-Whole Amount" means, with respect to any Note, an amount equal to the
excess, if any, of the Discounted Value of the Remaining Scheduled Payments with respect to the
Called Principal of such Note over the amount of such Called Principal, provided that the Make-
Whole Amount may in no event be less than zero. For the purposes of determining the Make-
Whole Amount, the following terms have the following meanings:

"Called Principal" means, with respect to any Note, the principal of such Note that
is to be prepaid pursuant to Section 8.2 or has become or is declared to be immediately due
and payable pursuant to Section 12.1, as the context requires.

"Discounted Value" means, with respect to the Called Principal of any Note, the
amount obtained by discounting all Remaining Scheduled Payments with respect to such
Called Principal from their respective scheduled due dates to the Settlement Date with
respect to such Called Principal, in accordance with accepted financial practice and at a
discount factor (applied on the same periodic basis as that on which interest on the Notes 1s
payable) equal to the Reinvestment Yield with respect to such Called Principal.

"Reinvestment Yield"' means, with respect to the Called Principal of any Note, 0.50%
over the yield to maturity implied by (i) the yields reported, as of 10:00 A.M. (New York
City time) on the second Business Day preceding the Settlement Date with respect to such
Called Principal, on the display designated as "Page PX1" on Bloomberg Financial Markets
Service (or such other display as may replace Page PX1 on Bloomberg Financial Markets
Service) for actively traded U.S. Treasury securities having a maturity equal to the
Remaining Average Life of such Called Principal as of such Settlement Date, or (i1) if such
yields are not reported as of such time or the yields reported as of such time are not
ascertainable, the Treasury Constant Maturity Series Yields reported, for the latest day for
which such yields have been so reported as of the second Business Day preceding the
Settlement Date with respect to such Called Principal, in Federal Reserve Statistical Release
H.15 (519) (or any comparable successor publication) for actively traded U.S. Treasury
securities having a constant maturity equal to the Remaining Average Life of such Called

Principal as of such Settlement Date. Such implied yield will be determined, 1f necessary,
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8.7

(a)

(b)

©

(d)

by (a) converting U.S. Treasury bill quotations to bond-equivalent yields in accordance with
accepted financial practice and (b) interpolating linearly between (1) the actively traded U.S.
Treasury security with the maturity closest to and greater than the Remaining Average Life
and (2) the actively traded U.S. Treasury security with the maturity closest to and less than
the Remaining Average Life.

"Remaining Average Life" means, with respect to any Called Principal. the number
of years (calculated to the nearest one-twelfth year) obtained by dividing (1) such Called
Principal into (ii) the sum of the products obtained by multiplying (a) the principal
component of each Remaining Scheduled Payment with respect to such Called Principal by
(b) the number of years (calculated to the nearest one-twelfth year) that will elapse between
the Settlement Date with respect to such Called Principal and the scheduled due date of such
Remaining Scheduled Payment.

"Remaining Scheduled Payments" means, with respect to the Called Principal of any
Note, all payments of such Called Principal and interest thereon that would be due after the
Settlement Date with respect to such Called Principal if no payment of such Called Principal
were made prior to its scheduled due date, provided that if such Settlement Date is not a date
on which interest payments are due to be made under the terms of the Notes, then the
amount of the next succeeding scheduled interest payment will be reduced by the amount of
interest accrued to such Settlement Date and required to be paid on such Settlement Date
pursuant to Section 8.2 or 12.1.

"Settlement Date" means, with respect to the Called Principal of any Note, the
date on which such Called Principal is to be prepaid pursuant to Section 8.2 or has
become or is declared to be immediately due and payable pursuant to Section 12.1, as the
context requires.

Interest.

Until the Maturity Date, the unpaid principal amount of each Note shall accrue interest
for each day at the Applicable Rate.

Any overdue principal of any Note and, to the extent permitted by applicable law, any
interest payments thereon and any fees and other amounts in respect thereof not paid
when due shall thereafter bear interest (including post-petition interest in any proceeding
under the United States Bankruptcy Code or other applicable bankruptcy laws) for the
period from and including the due date to but excluding the date such amount is paid in
full at the Default Rate.

Interest accrued on the Notes shall be payable in arrears on each Interest Payment Date;
provided that (i) interest accrued pursuant to Section 8.7(b) shall be payable on demand,
and (ii) upon any prepayment of any portion of the Notes, interest accrued on the
principal amount prepaid shall be payable on the date of such prepayment.

All interest hereunder shall be computed on the basis of a year of 360 days comprising
twelve 30-day months.
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9. AFFIRMATIVE COVENANTS.
The Company covenants that so long as any of the Notes are outstanding:
9.1 Compliance with Law.

The Company will and will cause each of its Subsidianies to comply with all laws,
ordinances or governmental rules or regulations to which each of them is subject. including. without
limitation, Environmental Laws, and will obtain and maintain in effect all licenses, certificates,
permits, franchises and other governmental authorizations necessary to the ownership of their re-
spective properties or to the conduct of their respective businesses, in each case to the extent
necessary to ensure that non-compliance with such laws, ordinances or governmental rules or
regulations or failures to obtain or maintain in effect such licenses, certificates, permits, franchises
and other governmental authorizations could not, individually or in the aggregate, reasonably be
expected to have a Material Adverse Effect.

9.2 Insurance.

The Company will and will cause each of its Subsidiaries to maintain, with financially
sound and reputable insurers, insurance with respect to their respective properties and businesses
against such casualties and contingencies, of such types, on such terms and in such amounts (in-
cluding deductibles, co-insurance and self-insurance, if adequate reserves are maintained with
respect thereto) as is customary in the case of entities of established reputations engaged in the same
or a similar business and similarly situated.

9.3 Maintenance of Properties.

The Company will and will cause each of its Subsidiaries to maintain and keep, or cause to
be maintained and kept, their respective properties in good repair, working order and condition
(other than ordinary wear and tear), so that the business carried on in connection therewith may be
properly conducted at all times, provided that this Section shall not prevent the Company or any
Subsidiary from discontinuing the operation and the maintenance of any of its properties if such
discontinuance is desirable in the conduct of its business and the Company has concluded that such
discontinuance could not, individually or in the aggregate, reasonably be expected to have a
Material Adverse Effect.

9.4 Payment of Taxes and Claims.

The Company will and will cause each of its Subsidiaries to file all tax returns required to be
filed in any junisdiction and to pay and discharge all taxes shown to be due and payable on such
returns and all other taxes, assessments, governmental charges, or levies imposed on them or any of
their properties, assets, income or franchises, to the extent such taxes and assessments have become
due and payable and before they have become delinquent, and all claims for which sums have
become due and payable that have or might become a Lien on properties or assets of the Company
or any Subsidiary, provided that neither the Company nor any Subsidiary need pay any such tax or
assessment or claims if (a) the amount, applicability or validity thereof is contested by the Company
or such Subsidiary on a timely basis in good faith and in appropriate proceedings, and the Company
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or a Subsidiary has established adequate reserves therefor in accordance with GAAP on the books
of the Company or such Subsidiary, or (b) the nonpayment of all such taxes, assessments and claims
in the aggregate could not reasonably be expected to have a Material Adverse Effect.

9.5 Corporate Existence, etc.

Subject to Sections 10.2, the Company will at all times preserve and keep in full force and
effect its corporate existence, and the Company will at all times preserve and keep in full force and
effect the corporate existence of each of its Subsidiaries (unless merged into the Company or a Sub-
sidiary) and all rights and franchises of the Company and its Subsidiaries unless, in the good faith
judgment of the Company, the termination of or failure to preserve and keep in full force and effect
the corporate existence of any Subsidiary or any such right or franchise could not, individually or in
the aggregate, have a Material Adverse Effect.

9.6 Financial Covenant.

The Company shall maintain, as of the last day of each fiscal quarter, a ratio of Total
Debt to Capitalization, for the fiscal quarter then ended, of less than or equal to 0.60 to 1.00.

10. NEGATIVE COVENANTS.

The Company covenants that so long as any of the Notes are outstanding:

10.1 Transactions with Affiliates.

The Company will not and will not permit any Subsidiary to enter into directly or indirectly
any transaction or group of related transactions (including without limitation the purchase, lease,
sale or exchange of properties of any kind or the rendering of any service) with any Affiliate (other
than the Company or another Subsidiary), except (a) in the ordinary course and pursuant to the
reasonable requirements of the Company's or such Subsidiary's business and upon fair and rea-
sonable terms no less favorable to the Company or such Subsidiary than would be obtainable in a
comparable arm's-length transaction with a Person not an Affiliate, or (b) in accordance with
applicable Florida Public Service Commission requirements.

10.2 Merger, Consolidation, etc.

The Company shall not consolidate with or merge with any other corporation or convey,
transfer or lease substantially all of its assets in a single transaction or series of transactions to any
Person unless:

(a) the successor formed by such consolidation or the survivor of such merger or the Person
that acquires by conveyance, transfer or lease substantially all of the assets of the
Company as an entirety, as the case may be, shall be a solvent corporation organized and
existing under the laws of the United States or any State thereof (including the District of
Columbia) and, if the Company is not such corporation, (i) such corporation shall have
executed and delivered to each holder of any Notes its assumption of the due and punc-
tual performance and observance of each covenant and condition of this Agreement, the
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Other Agreements and the Notes and (i) the Company shall have caused to be delivered
to each holder of any Notes an opinion of nationally recognized independent counsel. or
other independent counsel reasonably satisfactory to the Required Holders, to the effect
that all agreements or instruments effecting such assumption are enforceable in
accordance with their terms and comply with the terms hereof; and

(b) immediately after giving effect to such transaction, no Default or Event of Default shall
have occurred and be continuing.

No such conveyance, transfer or lease of substantially all of the assets of the Company shall
have the effect of releasing the Company or any successor corporation that shall theretofore have

become such in the manner prescribed in this Section 10.2 from its liability under this Agreement or
the Notes.

10.3 Liens/Subsidiary Indebtedness.

The Company (a) will not, and will not permit any of its Subsidiaries to, directly or
indirectly create, incur, assume or permit to exist (upon the happening of a contingency or
otherwise) any Lien securing the Indebtedness of any Person on or with respect to any property or
asset (including, without limitation, any document or instrument in respect of goods or accounts
receivable) of the Company or any such Subsidiary, whether now owned or held or hereafter
acquired, or any income or profits therefrom or assign or otherwise convey any right to receive
income or profits (including accounts receivable) and (b) will not at any time permit any Subsidiary
to, directly or indirectly, create, incur, issue, assume, guarantee, have outstanding or otherwise
become or remain directly or indirectly liable with respect to, any Indebtedness or any Redeemable
Preferred Stock (unless, (i) in the case of clause (a) above with respect to a Lien on the property or
assets of the Company, it makes, or causes to be made, effective provision whereby the Notes will
be equally and ratably secured with any and all other obligations thereby secured, such security to
be pursuant to an agreement reasonably satisfactory to the Required Holders and, in any such case,
the Notes shall have the benefit of, to the fullest extent that, and with such priority as, the holders of
the Notes may be entitled under applicable law, a Lien on such property regardless of any inaction
of the Company to create such Lien, or (ii) in the case of clause (a) or (b) above, it makes, or causes
to be made, effective provision whereby the Notes are secured by First Mortgage Bonds having a
face value equal to the then outstanding principal amount of the Notes, pursuant to an agreement
creating and perfecting such security reasonably satisfactory to the Required Holders, which First
Mortgage Bonds in turn continue to be secured by substantially all of the property, plant and
equipment of the electric business of the Company and no material part of such electric business has
been transferred from the Company to a Subsidiary of the Company at any time after the date
hereof), except:

(D any Lien existing on property of a Person immediately prior to its being consolidated
with or merged into the Company or a Subsidiary or its becoming a Subsidiary or any Lien existing
on any property acquired by the Company or any Subsidiary at the time such property is so acquired
(whether or not the Indebtedness secured thereby shall have been assumed), provided that (A) no
such Lien shall have been created or assumed 1.1 contemplation of such consolidation or merger or
such Person's becoming a Subsidiary or such acquisition of property, (B) each such Lien shall
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extend solely to the item or items of property so acquired or so encumbered immediately prior to the
time of the merger or consolidation or so encumbered immediately prior to the time such Person
became a Subsidiary and, if required by the terms of the instrument originally creating such Lien,
other property which is an improvement to or is acquired for specific use in connection with such
acquired or encumbered property and (C) the principal amount of the obligations thereby secured by
such Liens are not increased after such time; or

(i1) (A) other Liens not otherwise permitted by paragraph (i) above securing
Indebtedness of the Company, its Subsidiaries or TECO, (B) Indebtedness of a Subsidiary of the
Company or (C) Redeemable Preferred Stock of a Subsidiary of the Company; provided that the
aggregate principal amount of Indebtedness plus the aggregate redemption value of all Redeemable
Preferred Stock referred to in clauses (A), (B) and (C) of this subparagraph (ii) does not at any time
exceed the greater of (x) $500,000,000 in aggregate plus existing secured Indebtedness outstanding
as of the Closing Date referred to under the subheading “Installment Contracts Payable (3)” under
the heading “(b) Existing Secured Indebtedness/Liens” in Schedule 5.15 to the extent such
Indebtedness remains secured and outstanding as Indebtedness of the Company and (y)
$700,000,000 in aggregate.

For purposes of this Section 10.3, any Person extending, renewing or refunding any
Indebtedness secured by any Lien shall be deemed to have created such Lien at the time of such
extension, renewal or refunding.

Any First Mortgage Bonds issued for the purposes of satisfying the requirements of
clause (ii) of the introductory paragraph to this Section 10.3 shall (a) be issued in a separate series to
a trustee or collateral agent selected by the Company with the approval of the Required
Noteholders, not to be unreasonably withheld or delayed, (b) have payment terms that mirror the
payment terms on the Notes (but without duplication), (¢) contain no additional new covenants, and
(d) otherwise include no other terms that apply to such First Mortgage Bonds and not to the First
Mortgage Bonds held by the existing holders of the First Mortgage Bonds.

11. EVENTS OF DEFAULT.

An Event of Default shall exist if any of the following conditions or events shall occur and
be continuing:

(a) the Company defaults in the payment of any principal or Make-Whole Amount, if any, on
any Note when the same becomes due and payable, whether at maturity or at a date fixed
for prepayment or by declaration or otherwise; or

(b) the Company defaults in the payment of any interest on any Note for more than five
Business Days after the same becomes due and payable; or

(c) the Company defaults in the performance of or compliance with any term contained in
Sections 9.6, 10.2 or 10.3; or

(d) the Company defaults in the performance of or compliance with any term contained
herein (other than those referred to in paragraphs (a), (b) and (c) of this Section 11) and
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(e)
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9]

(h)

NY198838

such default is not remedied within 30 days after the earlier of (i) a Responsible Officer
obtaining actual knowledge of such default and (i1) the Company receiving written notice
of such default from any holder of a Note (any such written notice to be identified as a
"notice of default” and to refer specifically to this paragraph (d) of Section 11); or

any representation or warranty made in writing by or on behalf of the Company or by any
officer of the Company in this Agreement or in any writing furnished in connection with
the transactions contemplated hereby proves to have been false or incorrect in any
material respect on the date as of which made; or

(i) the Company or any Subsidiary is in default (as principal or as guarantor or other sure-
ty) in the payment of any principal of or premium or make-whole amount or interest on
any Indebtedness that is outstanding in an aggregate principal amount of at least
$50,000,000 beyond any period of grace provided with respect thereto, or (ii) the
Company or any Subsidiary is in default in the performance of or compliance with any
term of any evidence of any Indebtedness in an aggregate outstanding principal amount
of at least $10,000,000 or of any mortgage, indenture or other agreement relating thereto
or any other condition exists, and as a consequence of such default or condition such
Indebtedness has become, or has been declared due and payable before its stated maturity
or before its regularly scheduled dates of payment, or (iii) as a consequence of the
occurrence or continuation of any event or condition (other than the passage of time or
the right of the holder of Indebtedness to convert such Indebtedness into equity interests),
the Company or any Subsidiary has become obligated to purchase or repay Indebtedness
before its regular maturity or before its regularly scheduled dates of payment in an
aggregate outstanding principal amount of at least $10,000,000; or

the Company or any Subsidiary (i)is generally not paying, or admits in writing its
inability to pay, its debts as they become due, (ii) files, or consents by answer or other-
wise to the filing against it of, a petition for relief or reorganization or arrangement or any
other petition in bankruptcy, for liquidation or to take advantage of any bankruptcy,
insolvency, reorganization, moratorium or other similar law of any junsdiction,
(iii) makes an assignment for the benefit of its creditors, (iv) consents to the appointment
of a custodian, receiver, trustee or other officer with similar powers with respect to it or
with respect to any substantial part of its property, (v) is adjudicated as insolvent or to be
liquidated, or (vi) takes corporate action for the purpose of any of the foregoing; or

a court or governmental authority of competent jurisdiction enters an order appointing,
without consent by the Company or any of its Subsidiaries, a custodian, receiver, trustee
or other officer with similar powers with respect to it or with respect to any substantial
part of its property, or constituting an order for relief or approving a petition for relief or
reorganization or any other petition in bankruptcy or for liquidation or to take advantage
of any bankruptcy or insolvency law of any jurisdiction, or ordering the dissolution,
winding-up or liquidation of the Company or any of its Subsidiaries, or any such petition
shall be filed against the Company or any of its Subsidiaries and such petition shall not be
dismissed within 60 days; or
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a final judgment or judgments for the payment of money aggregating in excess of
$50,000,000 are rendered against one or more of the Company and its Subsidiaries and
which judgments are not, within 60 days afier entry thereof. bonded, discharged or stayved
pending appeal, or are not discharged within 60 days after the expiration of such stay; or

if (i) any Plan shall fail to satisfy the minimum funding standards of ERISA or the Code
for any plan year or part thereof or a waiver of such standards or extension of any
amortization period is sought or granted under section 412 of the Code, (ii) a notice of
intent to terminate any Plan shall have been or is reasonably expected to be filed with the
PBGC or the PBGC shall have instituted proceedings under ERISA section 4042 to
terminate or appoint a trustee to administer any Plan or the PBGC shall have notified the
Company or any ERISA Affiliate that a Plan may become a subject of any such
proceedings, (iii) the aggregate "amount of unfunded benefit liabilities" (within the
meaning of section 4001(a)(18) of ERISA) under all Plans, determined in accordance
with Title IV of ERISA, shall exceed $50,000,000, (iv) the Company or any ERISA
Affiliate shall have incurred or is reasonably expected to incur any liability pursuant to
Title T or IV of ERISA or the penalty or excise tax provisions of the Code relating to
employee benefit plans, (v) the Company or any ERISA Affiliate withdraws from any
Multiemployer Plan, or (vi) the Company or any Subsidiary establishes or amends any
employee welfare benefit plan that provides post-employment welfare benefits in a
manner that would increase the liability of the Company or any Subsidiary thereunder;
and any such event or events described in clauses (i) through (vi) above, either
individually or together with any other such event or events, could reasonably be
expected to have a Material Adverse Effect.

As used in Section 11(j), the terms "employee benefit plan" and "employee welfare benefit plan"
shall have the respective meanings assigned to such terms in Section 3 of ERISA.

12.

12.1

(2)

(b)

(c)

NY198838

REMEDIES ON DEFAULT, ETC.
Acceleration.

If an Event of Default with respect to the Company described in paragraph (g) or (h) of
Section 11 (other than an Event of Default described in clause (i) of paragraph (g) or
described in clause (vi) of paragraph(g) by virtue of the fact that such clause
encompasses clause (i) of paragraph (g)) has occurred, all the Notes then outstanding
shall automatically become immediately due and payable.

If any other Event of Default has occurred and is continuing, the Required Holders may
at any time at its or their option, by notice or notices to the Company, declare all the
Notes then outstanding to be immediately due and payable.

If any Event of Default described in paragraph (a) or (b) of Section 11 has occurred and
is continuing, any holder or holders of Notes at the time outstanding affected by such
Event of Default may at any time, at its or their option, by notice or nntices to the
Company, declare all the Notes held by it or them to be immediately due and payable.
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Upon any Notes becoming due and payable under this Section 12.1, whether automatically
or by declaration, such Notes will forthwith mature and the entire unpaid principal amount of such
Notes, plus (x) all accrued and unpaid interest thereon and (v) the Make-Whole Amount determined
in respect of such principal amount (to the full extent permitted by applicable law), shall all be
immediately due and payable, in each and every case without presentment, demand. protest or
further notice, all of which are hereby waived. The Company acknowledges, and the parties hereto
agree, that each holder of a Note has the right to maintain its investment in the Notes free from
repayment by the Company (except as herein specifically provided for) and that the provision for
payment of a Make-Whole Amount by the Company in the event that the Notes are prepaid or are
accelerated as a result of an Event of Default, is intended to provide compensation for the depriva-
tion of such right under such circumstances.

12.2 Other Remedies.

If any Default or Event of Default has occurred and is continuing, and irrespective of
whether any Notes have become or have been declared immediately due and payable under Section
12.1, the holder of any Note at the time outstanding may proceed to protect and enforce the rights of
such holder by an action at law, suit in equity or other appropriate proceeding, whether for the
specific performance of any agreement contained herein or in any Note, or for an injunction against
a violation of any of the terms hereof or thereof, or in aid of the exercise of any power granted
hereby or thereby or by law or otherwise.

12.3 Rescission.

At any time after any Notes have been declared due and payable pursuant to paragraph (b)
or (c) of Section 12.1, the Required Holders, by written notice to the Company, may rescind and
annul any such declaration and its consequences if (a) the Company has paid all overdue interest on
the Notes, all principal of and Make-Whole Amount, if any, on any Notes that are due and payable
and are unpaid other than by reason of such declaration, and all interest on such overdue principal
and Make-Whole Amount, if any, and (to the extent permitted by applicable law) any overdue
interest in respect of the Notes, at the Default Rate, (b) all Events of Default and Defaults, other than
non-payment of amounts that have become due solely by reason of such declaration, have been
cured or have been waived pursuant to Section 17, and (c) no judgment or decree has been entered
for the payment of any monies due pursuant hereto or to the Notes. No rescission and annulment
under this Section 12.3 will extend to or affect any subsequent Event of Default or Default or impair
any right consequent thereon.

12.4 No Waivers or Election of Remedies, Expenses, etc.

No course of dealing and no delay on the part of any holder of any Note in exercising any
right, power or remedy shall operate as a waiver thereof or otherwise prejudice such holder's rights,
powers or remedies. No right, power or remedy conferred by this Agreement or by any Note upon
any holder thereof shall be exclusive of any other right, power or remedy referred to herein or
therein or now or hereafter available at law, in equity, by statute or otherwise. Without limiting the
obligations of the Company under Section 15, the Company will pay to the holder of each Note on
demand such further amount as shall be sufficient to cover all costs and expenses of such holder
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incurred in any enforcement or collection under this Section 12, including, without limitation.
reasonable attorneys' fees, expenses and disbursements.

13. REGISTRATION; EXCHANGE; SUBSTITUTION OF NOTES.

13.1 Registration of Notes.

The Company shall keep at The Bank of New York, in New York, New York a register for
the registration and registration of transfers of Notes. The name and address of each holder of one
or more Notes, each transfer thereof and the name and address of each transferee of one or more
Notes shall be registered in such register. Prior to due presentment for registration of transfer, the
Person in whose name any Note shall be registered shall be deemed and treated as the owner and
holder thereof for all purposes hereof, and the Company shall not be affected by any notice or
knowledge to the contrary. The Company shall give to any holder of a Note that is an Institutional

Investor promptly upon request therefor, a complete and correct copy of the names and addresses of
all registered holders of Notes.

13.2 Transfer and Exchange of Notes.

Upon surrender of any Note at the corporate trust office of The Bank of New York,
Attention: Tampa Electric Administrator—Corporate Trust Department, in New York, New York
for registration of transfer or exchange (and in the case of a surrender for registration of transfer,
duly endorsed or accompanied by a written instrument of transfer duly executed by the registered
holder of such Note or his attorney duly authorized in writing and accompanied by the address for
notices of each transferee of such Note or part thereof), the Company shall execute and deliver, at
the Company's expense (except as provided below), one or more new Notes (as requested by the
holder thereof) in exchange therefor, in an aggregate principal amount equal to the unpaid principal
amount of the surrendered Note. Each such new Note shall be payable to such Person as such
holder may request and shall be substantially in the form of Exhibit 1. Each such new Note shall be
dated and bear interest from the date to which interest shall have been paid on the surrendered Note
or dated the date of the surrendered Note if no interest shall have been paid thereon. The Company
may require payment of a sum sufficient to cover any stamp tax or governmental charge imposed in
respect of any such transfer of Notes. Notes shall not be transferred in denominations of less than
$100,000, provided that if necessary to enable the registration of transfer by a holder of its entire
holding of Notes, one Note may be in a denomination of less than $100,000. Any transferee, by its
acceptance of a Note registered in its name (or the name of its nominee), shall be deemed to have
made the representation set forth in Section 6.2.

13.3 Replacement of Notes.

Upon receipt by the Company of evidence reasonably satisfactory to it of the ownership of
and the loss, theft, destruction or mutilation of any Note (which evidence shall be, in the case of an
Institutional Investor, notice from such Institutional Investor of such ownership and such loss, theft,
destruction or mutilation), and (a) in the case of loss, theft or destruction, of indemnity reasonably
satisfactory to it (provide that if the holder of such Note is, or is a nominee for, an original
Purchaser or another holder of a Note with a minimum net worth of at least $10,000,000 in excess

of the outstanding principal amount of such Note, such Person's own unsecured agreement of
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indemnity shall be deemed to be satisfactory), or (b) in the case of mutilation, upon surrender and
cancellation thereof, the Company at its own expense shall execute and deliver, in lieu thereof. a
new Note, dated and bearing interest from the date to which interest shall have been paid on such
lost, stolen, destroyed or mutilated Note or dated the date of such lost, stolen, destroved or mutilated
Note if no interest shall have been paid thereon.

14. PAYMENTS ON NOTES.

14.1 Place of Payment.

Subject to Section 14.2, payments of principal, Make-Whole Amount, if any, and interest
becoming due and payable on the Notes shall be made in New York. New York at the principal
corporate trust office of The Bank of New York in such jurisdiction. The Company may at any
time, by notice to each holder of a Note, change the place of payment of the Notes so long as such
place of payment shall be either the principal office of the Company in such jurisdiction or the
principal office of a bank or trust company in such jurisdiction.

14.2 Home Office Payment.

So long as you or your nominee shall be the holder of any Note, and notwithstanding
anything contained in Section 14.1 or in such Note to the contrary, the Company will pay all sums
becoming due on such Note for principal, Make-Whole Amount, if any, and interest by the method
and at the address specified for such purpose below your name in Schedule A, or by such other
method or at such other address as you shall have from time to time specified to the Company in
writing for such purpose, without the presentation or surrender of such Note or the making of any
notation thereon, except that upon written request of the Company made concurrently with or
reasonably promptly after payment or prepayment in full of any Note, you shall surrender such Note
for cancellation, reasonably promptly after any such request, to the Company at its principal execu-
tive office or at the place of payment most recently designated by the Company pursuant to Section
14.1. Prior to any sale or other disposition of any Note held by you or your nominee you will, at
your election, either endorse thereon the amount of principal paid thereon and the last date to which
interest has been paid thereon or surrender such Note to the Company in exchange for a new Note
or Notes pursuant to Section 13.2. The Company will afford the benefits of this Section 14.2 to any
Institutional Investor that is the direct or indirect transferee of any Note purchased by you under this

Agreement and that has made the same agreement relating to such Note as you have made in this
Section 14.2.

15. EXPENSES, ETC.

15.1 Transaction Expenses.

Whether or not the transactions contemplated hereby are consummated, the Company will
pay all costs and expenses (including reasonable attorneys' fees of a special counsel and, if
reasonably required, local or other counsel) incurred by you and each Other Purchaser or holder of a
Note in connection with such transactions and in connection with any amendments, waivers or
consents under or in respect of this Agreement or the Notes (whether or not such amendment,
waiver or consent becomes effective), including, without limitation: (a) the costs and expenses
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incurred in enforcing or defending (or determining whether or how to enforce or defend) any rights
under this Agreement or the Notes or in responding to any subpoena or other legal process or
informal investigative demand issued in connection with this Agreement or the Notes. or by reason
of being a holder of any Note, and (b) the costs and expenses, including financial advisors' fees,
incurred in connection with the insolvency or bankruptcy of the Company or any Subsidiary or in
connection with any work-out or restructuring of the transactions contemplated hereby and by the
Notes. The Company will pay, and will save you and each other holder of a Note harmless from. all
claims in respect of any fees, costs or expenses if any, of brokers and finders (other than those
retained by you).

15.2 Survival.

The obligations of the Company under this Section 15 will survive the payment or transfer
of any Note, the enforcement, amendment or waiver of any provision of this Agreement or the
Notes, and the termination of this Agreement.

16. SURVIVAL OF REPRESENTATIONS AND WARRANTIES; ENTIRE
AGREEMENT.

All representations and warranties contained herein shall survive the execution and delivery
of this Agreement and the Notes, the purchase or transfer by you of any Note or portion thereof or
interest therein and the payment of any Note, and may be relied upon by any subsequent holder of a
Note, regardless of any investigation made at any time by or on behalf of you or any other holder of
a Note. All statements contained in any certificate or other instrument delivered by or on behalf of
the Company pursuant to this Agreement shall be deemed representations and warranties of the
Company under this Agreement. Subject to the preceding sentence, this Agreement and the Notes
embody the entire agreement and understanding between you and the Company and supersede all
prior agreements and understandings relating to the subject matter hereof.

17. AMENDMENT AND WAIVER.
17.1 Requirements.

This Agreement and the Notes may be amended, and the observance of any term hereof or
of the Notes may be waived (either retroactively or prospectively), with (and only with) the written
consent of the Company and the Required Holders, except that (a) no amendment or waiver of any
of the provisions of Section 1, 2, 3,4, 5, 6 or 21 hereof, or any defined term (as it is used therein),
will be effective as to you unless consented to by you in writing, and (b) no such amendment or
waiver may, without the written consent of the holder of each Note at the time outstanding affected
thereby, (1) subject to the provisions of Section 12 relating to acceleration or rescission, change the
amount or time of any prepayment or payment of principal of, or reduce the rate or change the time
of payment or method of computation of interest or of the Make-Whole Amount on, the Notes,

(i1) change the percentage of the principal amount of the Notes the holders of which are required to
consent to any such amendment or waiver, or (1ii) amend any of Sections 8, 11(a), 11(b), 12, 17 or
20.
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17.2 Solicitation of Holders of Notes.

(a) Solicitation. The Company will provide each holder of the Notes (irrespective of the
amount of Notes then owned by it) with sufficient information, sufficiently far in advance
of the date a decision is required, to enable such holder to make an informed and
considered decision with respect to any proposed amendment. waiver or consent in
respect of any of the provisions hereof or of the Notes. The Company will deliver
executed or true and correct copies of each amendment, waiver or consent effected pur-
suant to the provisions of this Section 17 to each holder of outstanding Notes promptly
following the date on which it is executed and delivered by, or receives the consent or ap-
proval of, the requisite holders of Notes.

(b) Payment. The Company will not directly or indirectly pay or cause to be paid any
remuneration, whether by way of supplemental or additional interest, fee or otherwise, or
grant any security, to any holder of Notes as consideration for or as an inducement to the
entering into by any holder of Notes of any waiver or amendment of any of the terms and
provisions hereof unless such remuneration is concurrently paid, or security is
concurrently granted, on the same terms, ratably to each holder of Notes then outstanding
even if such holder did not consent to such waiver or amendment.

17.3 Binding Effect, etc.

Any amendment or waiver consented to as provided in this Section 17 applies equally to all
holders of Notes and is binding upon them and upon each future holder of any Note and upon the
Company without regard to whether such Note has been marked to indicate such amendment or
waiver. No such amendment or waiver will extend to or affect any obligation, covenant, agreement,
Default or Event of Default not expressly amended or waived or impair any right consequent
thereon. No course of dealing between the Company and the holder of any Note nor any delay in
exercising any rights hereunder or under any Note shall operate as a waiver of any rights of any
holder of such Note. As used herein, the term "this Agreement" and references thereto shall mean
this Agreement as it may from time to time be amended or supplemented.

17.4 Notes held by Company, etc.

Solely for the purpose of determining whether the holders of the requisite percentage of the
aggregate principal amount of Notes then outstanding approved or consented to any amendment,
waiver or consent to be given under this Agreement or the Notes, or have directed the taking of any
action provided herein or in the Notes to be taken upon the direction of the holders of a specified
percentage of the aggregate principal amount of Notes then outstanding, Notes directly or indirectly
owned by the Company or any of its Affiliates shall be deemed not to be outstanding.

18.  NOTICES.

All notices and communications provided for hereunder shall be in writing and sent (a) by
telecopy if the sender on the same day sends a confirming copy of such notice by a recognized
overnight delivery service (charges prepaid), or (b) by registered or certified mail with return receipt
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requested (postage prepaid), or (c) by a recognized overnight delivery service (with charges pre-
paid). Any such notice must be sent:

(1) if to you or your nominee, to you or it at the address specified for such com-
munications in Schedule A, or at such other address as vou or it shall have speci-
fied to the Company in writing,

(11) 1f to any other holder of any Note, to such holder at such address as such other
holder shall have specified to the Company in writing, or

(i) if to the Company, to the Company at its address set forth at the beginning hereof
to the attention of the Corporate Secretary, or at such other address as the
Company shall have specified to the holder of each Note in writing.

Notices under this Section 18 will be deemed given only when actually received.

19. REPRODUCTION OF DOCUMENTS.

This Agreement and all documents relating thereto, including, without limitation,
(a) consents, waivers and modifications that may hereafter be executed, (b) documents received by
you at the Closing (except the Notes themselves), and (c) financial statements, certificates and other
information previously or hereafter furnished to you, may be reproduced by you by any
photographic, photostatic, microfilm, microcard, miniature photographic or other similar process
and you may destroy any original document so reproduced. The Company agrees and stipulates
that, to the extent permitted by applicable law, any such reproduction shall be admissible in
evidence as the original itself in any judicial or administrative proceeding (whether or not the
original is in existence and whether or not such reproduction was made by you in the regular course
of business) and any enlargement, facsimile or further reproduction of such reproduction shall
likewise be admissible in evidence. This Section 19 shall not prohibit the Company or any other
holder of Notes from contesting any such reproduction to the same extent that it could contest the
original, or from introducing evidence to demonstrate the inaccuracy of any such reproduction.

20. CONFIDENTIAL INFORMATION.

For the purposes of this Section 20, "Confidential Information" means information delivered
to you by or on behalf of the Company or any Subsidiary in connection with the transactions
contemplated by or otherwise pursuant to this Agreement that is proprietary in nature and that was
clearly marked or labeled or otherwise adequately identified when received by you as being
confidential information of the Company or such Subsidiary, provided that such term does not
include information that (a) was publicly known or otherwise known to you prior to the time of such
disclosure, (b) subsequently becomes publicly known through no act or omission by you or any
person acting on your behalf, (c) otherwise becomes known to you other than through disclosure by
the Company or any Subsidiary or (d) constitutes financial statements delivered to you under
Section 7.1 that are otherwise publicly available. You will maintain the confidentiality of such
Confidential Information in accordance with procedures adopted by you in good faith to protect
confidential information of third parties delivered to you, provided that you may deliver or disclose
Confidential Information to (i) your directors, officers, employees, agents, attorneys and affiliates
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(to the extent such disclosure reasonably relates to the administration of the investment represented
by your Notes), (ii) your financial advisors and other professional advisors who agree to hold
confidential the Confidential Information substantially in accordance with the terms of this Section
20, (iii) any other holder of any Note, (iv) any Institutional Investor to which vou sell or offer to sell
such Note or any part thereof or any participation therein (if such Person has agreed in writing prior
to its receipt of such Confidential Information to be bound by the provisions of this Section 20).

(v) any Person from which you offer to purchase any security of the Company (if such Person has
agreed in writing prior to its receipt of such Confidential Information to be bound by the provisions
of this Section 20), (vi) any federal or state regulatory authority having jurisdiction over vou,

(vii) the National Association of Insurance Commissioners or any similar organization. or any
nationally recognized rating agency that requires access to information about your investment port-
folio or (viii) any other Person to which such delivery or disclosure may be necessary or appropriate
(w) to effect compliance with any law, rule, regulation or order applicable to you, (x) in response to
any subpoena or other legal process, (y) in connection with any litigation to which you are a party or
(z) if an Event of Default has occurred and is continuing, to the extent you may reasonably
determine such delivery and disclosure to be necessary or appropriate in the enforcement or for the
protection of the rights and remedies under your Notes or this Agreement. Each holder of a Note,
by its acceptance of a Note, will be deemed to have agreed to be bound by and to be entitled to the
benefits of this Section 20 as though it were a party to this Agreement. On reasonable request by
the Company in connection with the delivery to any holder of a Note of information required to be
delivered to such holder under this Agreement or requested by such holder (other than a holder that
is a party to this Agreement or its nominee), such holder will enter into an agreement with the
Company embodying the provisions of this Section 20.

21. SUBSTITUTION OF PURCHASER.

You shall have the right to substitute any one of your Affiliates as the purchaser of the Notes
that you have agreed to purchase hereunder, by written notice to the Company, which notice shall
be signed by both you and such Affiliate, shall contain such Affiliate's agreement to be bound by
this Agreement and shall contain a confirmation by such Affiliate of the accuracy with respect to it
of the representations set forth in Section 6. Upon receipt of such notice, wherever the word "you"
is used in this Agreement (other than in this Section 21), such word shall be deemed to refer to such
Affiliate in lieu of you. In the event that such Affiliate is so substituted as a purchaser hereunder
and such Affiliate thereafter transfers to you all of the Notes then held by such Affiliate, upon
receipt by the Company of notice of such transfer, wherever the word "you" is used in this
Agreement (other than in this Section 21), such word shall no longer be deemed to refer to such
Affiliate, but shall refer to you, and you shall have all the rights of an original holder of the Notes
under this Agreement.

22. MISCELLANEOUS.
22.1 Successors and Assigns.

All covenants and other agreements contained in this Agreement by or on behalf of any of
the parties hereto bind and inure to the benefit of their respective successors and assigns (including,
without limitation, any subsequent holder of a Note) whether so expressed or not.
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22.2 Payments Due on Non-Business Days.

Anything in this Agreement or the Notes to the contrary notwithstanding. any payment of
principal of or Make-whole Amount or interest on any Note that is due on a date other than a
Business Day shall be made on the next succeeding Business Day without including the additional
days elapsed in the computation of the interest payable on such next succeeding Business Day.

22.3 Severability.

Any provision of this Agreement that is prohibited or unenforceable in any jurisdiction shall,
as to such jurisdiction, be ineffective to the extent of such prohibition or unenforceability without
invalidating the remaining provisions hereof, and any such prohibition or unenforceability in any
jurisdiction shall (to the full extent permitted by law) not invalidate or render unenforceable such
provision in any other jurisdiction.

22.4 Construction.

Each covenant contained herein shall be construed (absent express provision to the contrary)
as being independent of each other covenant contained herein, so that compliance with any one
covenant shall not (absent such an express contrary provision) be deemed to excuse compliance
with any other covenant. Where any provision herein refers to action to be taken by any Person, or
which such Person is prohibited from taking, such provision shall be applicable whether such action
is taken directly or indirectly by such Person.

22.5 Counterparts.

This Agreement may be executed in any number of counterparts, each of which shall be an
original but all of which together shall constitute one instrument. Each counterpart may consist of a
number of copies hereof, each signed by less than all, but together signed by all, of the parties
hereto.

22.6 Governing Law.

This Agreement shall be construed and enforced in accordance with, and the rights of the
parties shall be governed by, the law of the State of New York excluding choice-of-law principles of
the law of such State that would require the application of the laws of a jurisdiction other than such
State.

22.7 Jurisdiction

With respect to any suit, action or proceedings relating to this Agreement (Proceedings), the
Company irrevocably:

(a) submits to the non-exclusive jurisdiction of the Supreme Court of the State of New York
sitting in the Borough of Manhattan and of the United States District Court for the
Southern District of New York, and any appellate court therefrom; and
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(b) waives any objection which it may have at any time to the laying of venue of any
Proceedings brought in anv such court, waives any claim that such Proceedings have
been brought in an inconvenient forum and further waives the nght to object, with respect
to such Proceedings, that such court does not have any jurisdiction over the Company.

Nothing in this Agreement precludes any holder of a Note from bringing Proceedings in any
other jurisdiction, nor will the bringing of Proceedings by the holder of a Note in any one or
more jurisdictions preclude the bringing of Proceedings by such holder in any other jurisdiction.
The Company hereby agrees that a final judgment in any such Proceedings shall be conclusive
and may be enforced in other jurisdictions otherwise having jurisdiction over the Company by
suit on such final judgment or in any other manner provided by law.
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If you are in agreement with the foregoing, please sign the form of agreement on the
accompanying counterpart of this Agreement and return it to the Company, whereupon the
foregoing shall become a binding agreement between you and the Company.

Very truly yours,

TAMPA ELECTRIC COMPANY

By: /s/ Sandra W. Callahan
Title: Treasurer and Assistant Secretary

Note Purchase Agreement Signature Page
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The foregoing is hereby
agreed to as of the
date thereof.

AMERICAN GENERAL LIFE INSURANCE COMPANY
By:  AIG Global Investment Corp., investment advisor
By: /s/ John Henry Pollock

Name: John Henry Pollock
Title: Vice President

Note Purchase Agreement Signature Page
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The foregoing is hereby
agreed to as of the
date thereof.

AMERICAN INTERNATIONAL LIFE ASSURANCE COMPANY OF NEW YORK
By:  AIG Global Investment Corp., investment advisor
By_/s/ John Henrv Pollock

Name: John Henry Pollock
Title: Vice President

Note Purchase Agreement Signature Page
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The foregoing is hereby
agreed to as of the
date thereof.

THE VARIABLE ANNUITY LIFE INSURANCE COMPANY
By:  AIG Global Investment Corp., investment advisor
By /s/ John Henry Pollock

Name: John Henry Pollock
Title: Vice President

Note Purchase Agreement Signatire Page
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The foregoing is hereby
agreed to as of the
date thereof.

TEACHERS INSURANCE AND ANNUITY ASSOCIATION OF AMERICA
By /s/ Marietta Moshiashvili

Name; Marietta Moshiashvili
Title: Associate Director

Note Purchase Agreement Signature Page
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The foregoing is hereby
agreed to as of the
date thereof.

TIAA-CREF LIFE INSURANCE COMPANY
By:  Teachers Insurance and Annuity Association of America, as Investment Manager

By /s/ Marietta Moshiashvili
Name: Marietta Moshiashvili
Title: Associate Director

Note Purchase Agreement Signature Page
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The foregoing is hereby
agreed to as of the
date thereof.

JEFFERSON-PILOT LIFE INSURANCE COMPANY
By /s/ James E. McDonald. Jr.

Name: James E. McDonald, Jr.
Title: Vice President

Note Purchase Agreement Signature Page
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The foregoing is hereby
agreed to as of the
date thereof.

JEFFERSON PILOT FINANCIAL INSURANCE COMPANY
By /s/ James E. McDonald. Jr.

Name: James E. McDonald, Jr.
Title: Vice President

Note Purchase Agreement Signature Page
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The foregoing is hereby
agreed to as of the
date thereof.

NEW YORK LIFE INSURANCE COMPANY
By /s/ Grant H. Davis

Name: Grant H. Davis
Title: Investment Vice President

Note Purchase Agreement Signature Page
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The foregoing is hereby
agreed to as of the
date thereof.

NEW YORK LIFE INSURANCE AND ANNUITY CORPORATION
By: New York Life Investment Management LLC, Its Investment Manager

By /s/ Grant H. Davis
Name: Grant H. Davis
Title: Director

Note Purchase Agreement Signature Page
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The foregoing is hereby
agreed to as of the
date thereof.

NEW YORK LIFE INSURANCE AND ANNUITY CORPORATION
INSTITUTIONALLY OWNED LIFE INSURANCE SEPARATE ACCOUNT
By: New York Life Investment Management LLC, Its Investment Manager

By /s/ Grant H. Davis
Name: Grant H. Davis
Title: Director

Note Purchase Agreement Signature Page
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The foregoing is hereby
agreed to as of the
date thereof.

METROPOLITAN LIFE INSURANCE COMPANY

By /s/ Timothy L. Powell
Name: Timothy L. Powell
Title: Director

Note Purchase Agreement Signature Page
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The foregoing is hereby
agreed to as of the
date thereof.

JOHN HANCOCK LIFE INSURANCE COMPANY

By /s/ John C.S. Anderson
Name: John C.S. Anderson
Title: Managing Director

Note Purchase Agreement Signature Page
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The foregoing is hereby
agreed to as of the
date thereof.

JOHN HANCOCK VARIABLE LIFE INSURANCE COMPANY

By /s/John C.S. Anderson
Name: John C.S. Anderson
Title: Authorizing Signatory

Note Purchase Agreement Signature Page
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SCHEDULE A

INFORMATION RELATING TO PURCHASER

Name and Address of Purchaser

AMERICAN GENERAL LIFE INSURANCE COMPANY

ey

(2)

()

NY 198838

All payments by wire transfer

of immediately available

funds, with sufficient information
to identify the source and
application of such funds, to:

ABA# 011000028

State Street Bank and Trust Company

Boston, MA 02101

Re: American General Life Insurance Company
A/C: 0125-880-5

OBI = PPN # and description of payment

Fund Number PA 40

All notices of payments and
written confirmations of such
wire transfers:

American General Life Insurance Company and PA 40
c/o State Street Bank Corporation

Insurance Services

801 Pennsylvania

Kansas City, MO 64105

Fax: (816) 691-3619

All other communications and duplicate payment notices to:

American General Life Insurance Company and PA 40
c/o AIG Global Investment Corporation

Attn: Private Placement Department, A36-04

P.O. Box 3247

Houston, Texas 77253-3247

Overnight Mail Address:

S4

" Principal Amount of
Notes 10 be Purchased

$25.000.000
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2929 Allen Parkway, A36-04
Houston, TX 77019-2155
Fax: (713) 831-1072

With copy to:

AIG Global Investment Corporation

Legal Department — Investment Management
2929 Allen Parkway, Suite A36-01

Houston, TX 77019-2155

Fax: (713) 831-2328

Tax I.D. Number: 25-0598210

Physical Delivery Instructions:

DTC /New York Window

55 Water Street

New York, N.Y. 10041

Attention: Robert Mendez

Account: State Street

Fund Name: AMERICAN GENERAL LIFE INSURANCE COMPANY
Fund Number: PA 40

Depositary Trust Company Instructions:

DTC Participant # 0997

Agent Bank ID # 20997

Institution ID # 39456

Fund Name: AMERICAN GENERAL LIFE INSURANCE COMPANY
Fund Number: PA 40
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SCHEDULE A

INFORMATION RELATING TO PURCHASER

Principal Amount of

Name and Address of Purchaser Notes to be Purchased
AMERICAN INTERNATIONAL LIFE ASSURANCE COMPANY $10.000.000
OF NEW YORK

(1)  All payments by wire transfer

(3)

NY 198838

of immediately available

funds, with sufficient information
to identify the source and
application of such funds, to:

ABA# 011001234/ BOS SAFE DEPO

Federal Reserve Bank of Boston

Boston, MA

DDA # 169064

Cost Center 1178

Account Name: AI LIFE ASSURANCE COMPANY OF NEW YORK
Account Number: AGIFLNY0012

OBI=PPN # and description of payment

P$ 18

All notices of payments and
written confirmations of such
wire transfers:

AIG Global Investment Group

ATTN: Jennifer Lee / Kathleen Cosgrove
160 Water Street, 15th Floor

New York, NY 10038

Tel: 212-820-4899 / 4913

Fax: 212-820-4925

All other communications and duplicate payment notices to:

American International Life Assurance Company of New York
c/o AIG Global Investment Corporation

Attn: Private Placement Department, A36-04

P.O. Box 3247

Houston, Texas 77253-3247
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Overnight Mail Address:

2929 Allen Parkway, A36-04
Houston, TX 77019-2155
Fax: (713)831-1072

With copy to:

AIG Global Investment Corporation

Legal Department — Investment Management
2929 Allen Parkway, Suite A36-01

Houston, TX 77019-2155

Fax (713) 831-2328

(4) Tax I.D.Number: 13-6101875

(5)  Physical Delivery Instructions:

Mellon Bank

Mellon Bank Securities Trust

120 Broadway - 13th Floor

New York, NY 10271

Attn: Sue Klein

Account Name: Al LIFE ASSURANCE COMPANY OF NEW YORK
Account Number: AGIFLNY0012

Depositary Trust Company Instructions:

Depository Trust Company (DTC) Instructions:

DTC Participation # 0954

Agent Bank ID # 26017

Institution ID # 30012

Account Name: Al LIFE ASSURANCE COMPANY OF NEW YORK
Account Number: AGIFLNY0012
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SCHEDULE A

INFORMATION RELATING TO PURCHASER

Name and Address of Purchaser

THE VARIABLE ANNUITY LIFE INSURANCE COMPANY

(b

)

3)

NY198838

All payments by wire transfer

of immediately available

funds, with sufficient information
to identify the source and
application of such funds, to:

ABA # 011000028

State Street Bank and Trust Company

Boston, MA 02101

Re: The Variable Annuity Life Insurance Company
A/C: 0125-821-9

OBI = PPN # and description of payment

Fund Number PA 54

All notices of payments and
written confirmations of such
wire transfers:

The Variable Annuity Life Insurance Company and PA 54
c/o State Street Bank Corporation

Insurance Services

801 Pennsylvania

Kansas City, MO 64105

Fax: (816) 691-3619

All other communications and duplicate payment notices to:

The Variable Annuity Life Insurance Company and PA 54
c/o AIG Global Investment Corporation

Attn: Private Placement Department, A36-04

P.O. Box 3247

Houston, Texas 77253-3247

Overnight Mail Address:

58

Principal Amount of
Notes to be Purchased

$24.000.000



2929 Allen Parkway, A36-04
Houston, Texas 77019-2155
Fax: (713) 831-1072

With copy to:

AIG Global Investments Corporation

Legal Department — Investment Management
2929 Allen Parkway, Suite A36-01

Houston, TX 77019-2155

Fax: (713) 831-2328

(4) Tax L.D. Number: 74-1625348

(5)  Physical Delivery Instructions:

DTC /New York Window
55 Water Street

New York, N.Y. 10041
Attention: Robert Mendez
Account: State Street

Fund Name: THE VARIABLE ANNUITY LIFE INSURANCE COMPANY
Fund Number: PA 54:

Depository Trust Company (DTC) Instructions:
DTC Participant # 0997
Agent Bank ID # 20997

Institution ID # 39456

Fund Name: THE VARIABLE ANNUITY LIFE INSURANCE COMPANY
Fund Number; PA 54
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SCHEDULE A

INFORMATION RELATING TO PURCHASER

Principal Amount of

Name and Address of Purchaser Notes to be Purchased
TEACHERS INSURANCE AND ANNUITY ASSOCIATION $62.000.000
OF AMERICA

(1)  All payments by wire transfer

(2)

NY198838

of immediately available

funds, with sufficient information
to identify the source and
application of such funds, to:

Chase Manhattan Bank

ABA#021000021

New York, New York

For deposit to the account of:

Teachers Insurance and Annuity Association of America
Account No. 900-9-000200

For Further Credit to TIAA Account Number: GO7040
Reference: PPN #/Issuer/Mat. Date/Coupon Rate/P&I Breakdown

All notices of payments and
written confirmations of such
wire transfers:

Contemporaneous with the electronic funds transfer, mail or fax the following information
setting forth: (1) the full name, private placement number, interest rate and maturity date of
the Notes, (2) the allocation of payment between principal, interest, premium and any
special payment; and (3) the name and address of Bank (or Trustee) from which such
transfer was sent, to:

Teachers Insurance and Annuity Association of America
730 Third Ave.

New York, New York 10017

Attn: Securities Accounting Division

Telephone:  (212) 916-6004

Telecopy No. (212) 916-6955

With a copy to:
Teachers Insurance and Annuity Association of America
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3)

(4)
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730 Third Ave.
New York, New York 10017
Attn: Marietta Moshiashvili
Securities Division—Private Placements
Telephone:  (212) 916-4530
Telecopy No. (212) 916-6901

All other communications and duplicate payment notices to:

Teachers Insurance and Annuity Association of America
730 Third Ave.

New York, New York 10017

Attn: Securities Division, Private Placements

Telecopy No. (212) 490-9000

Tax ID No. 13-1624203
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SCHEDULE A

INFORMATION RELATING TO PURCHASER

Principal Amount of

Name and Address of Purchaser Notes to be Purchased
TIAA-CREF LIFE INSURANCE COMPANY $2.000.000
(1) All payments by wire transfer

()

NY198838

of immediately available

funds, with sufficient information
to identify the source and
application of such funds, to:

Chase Manhattan Bank

ABA#021000021

New York, New York

For deposit to the account of:

TIAA-CREF Life Insurance Company

Account No. 900-9-000200

For Further Credit to Account Number: GO8956

Account Name: TC Life Insurance—Private Placements
Reference: PPN #/Issuer/Mat. Date/Coupon Rate/P&I Breakdown

All notices of payments and
written confirmations of such
wire transfers:

Contemporaneous with the electronic funds transfer, mail or fax the following information
setting forth: (1) the full name, private placement number, interest rate and maturity date of
the Notes, (2) the allocation of payment between principal, interest, premium and any
special payment; and (3) the name and address of Bank (or Trustee) from which such
transfer was sent, to:

TIAA-CREF Life Insurance Company

c/o Teachers Insurance and Annuity Association of America
730 Third Ave.

New York, New York 10017

Attn: Securities Accounting Division

Telephone:  (212) 916-6004

Telecopy No. (212) 916-6955
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€)

(4)

NY198838

With a copy to:
TIAA-CREF Life Insurance Company
c/o Teachers Insurance and Annuity Association of America
730 Third Ave.
New York, New York 10017
Attn: Marietta Moshiashvili
Securities Division—Private Placements
Telephone:  (212) 916-4530
Telecopy No. (212) 916-6901

All other communications and duplicate payment notices to:

TIAA-CREF Life Insurance Company

c/o Teachers Insurance and Annuity Association of America
730 Third Ave.

New York, New York 10017

Attn: Securities Division, Private Placements

Telecopy No. (212) 490-9000

Tax ID No. 13-3917848
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SCHEDULE A

INFORMATION RELATING TO PURCHASER

‘Principal Amount of

Name and Address of Purchaser Notes 1o be Purchased
JEFFERSON-PILOT LIFE INSURANCE COMPANY $10.000.000
(1)  All payments by wire transfer of immediately available funds, to:

()

A)

NY 198838

Jefferson-Pilot Life Insurance Company
¢/o The Bank of New York

ABA 021000018 BNF: IOC566
Custody Account 186100

Attention: P&I Department

Such wire transfer shall identify the issue to which the
payment relates and shall identify the amount of principal
interest and premium.

All notices to:

Jefferson-Pilot Life Insurance Company
Post Office Box 20407

Greensboro, North Carolina 27420
Attention: Securities Administration
FAX: (336) 691-3025

For hand delivery:

100 North Greene Street
Greensboro, North Carolina 27401
Attention; Securities Administration

All bank correspondence to::

Jefferson-Pilot Life Insurance Company
c/o The Bank of New York

Attention: P&I Department

Post Office Box 19266

Newark, New Jersey 07195
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With copy to Purchaser at address for all notices above.

(4) Tax LD. Number: 56-0359860

(5)  Physical Delivery Instructions:

Bank of New York
One Wall Street
* 3™ Floor Window A
For Jefferson-Pilot Life Account # 186100
New York, New York 10286

With copy to Purchaser at address for all notices above.
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SCHEDULE A

INFORMATION RELATING TO PURCHASER

Principal Amount of

Name and Address of Purchaser Notes to be Purchased
JEFFERSON PILOT FINANCIAL INSURANCE COMPANY $10.000.000
(1)  All payments by wire transfer of immediately available funds, to:

2)

)

NY 198838

Jefferson Pilot Financial Insurance Company
c/o The Bank of New York

ABA 021000018 BNF: I0C566

FURTHER CREDIT ACCT 060352
Attention: P&I Department

Such wire transfer shall identify the issue to which the
payment relates and shall identify the amount of principal
interest and premium.

All notices to:

Jefferson Pilot Financial Insurance Company
Post Office Box 20407
Greensboro, North Carolina 27420

Attention: Securities Administration
FAX: (336) 691-3025

For hand delivery:

100 North Greene Street
Greensboro, North Carolina 27401
Attention: Securities Administration

All bank correspondence to::

Jefferson Pilot Financial Insurance Company
c/o The Bank of New York

Attention: P&I Department

Post Office Box 19266

Newark, New Jersey 07195
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With copy to Purchaser at address for all notices above.

(4) Tax I.D. Number: 62-0395665

(5) Physical Delivery Instructions:

Bank of New York

One Wall Street

3" Floor Window A

For Jefferson Pilot Financial Account # 060352
New York, New York 10286

With copy to Purchaser at address for all notices above.
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SCHEDULE A

INFORMATION RELATING TO PURCHASER

Principal Amount of

Name and Address of Purchaser Notes to be Purchased
NEW YORK LIFE INSURANCE COMPANY $25.500.000
(1)  All payments by wire transfer

2

3

NY 198838

of immediately available
funds to:

Chase Manhattan Bank

New York, New York 10019

ABA No. 021-000-021

Credit: New York Life Insurance Company
General Account No. 008-9-00687

with sufficient information (including issuer, PPN number, interest rate, maturity and
whether payment is of principal, premium, or interest) to identify the source and application
of such funds.

All notices of payments and
written confirmations of such
wire transfers:

New York Life Insurance Company

c/o New York Life Investment Management LLC
51 Madison Avenue

New York, New York 10010-1603

Attention: Financial Management and Operations Group
Securities Operations
2nd Floor
Fax #: (212) 447-4160

All other communications to:

New York Life Insurance Company

c/o New York Life Investment Management LLC
51 Madison Avenue

New York, New York 10010
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Attention: Securities Investment Group
Private Finance
2nd Floor
Fax #: (212) 447-4122

With a copy of any notices regarding defaults or Events of Default under the operative
documents to:

New York Life Insurance Company

c/o New York Life Investment Management LLC
51 Madison Avenue

New York, New York 10010

Attention: Office of General Counsel
Investment Section, Room 1107
Fax #: (212) 576-8340

(4) Tax LD. Number: 13-5582869
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SCHEDULE A

INFORMATION RELATING TO PURCHASER

Principal Amount of

Name and Address of Purchaser Notes 1o be Purchased
NEW YORK LIFE INSURANCE AND ANNUITY CORPORATION $8.000,000
(1)  All payments by wire transfer

()

3)

NY198838

of immediately available
funds to:

Chase Manhattan Bank

New York, New York 10019

ABA No. 021-000-021

Credit: New York Life Insurance and Annuity Corporation
General Account No. 323-8-47382

with sufficient information (including issuer, PPN number, interest rate, maturity and

whether payment is of principal, premium, or interest) to identify the source and application
of such funds.

All notices of payments and
written confirmations of such
wire transfers:

New York Life Insurance and Annuity Corporation
c/o New York Life Investment Management LLC
51 Madison Avenue

New York, New York 10010-1603

Attention: Financial Management and Operations Group
Securities Operations
2nd Floor
Fax #: (212) 447-4160

All other communications to:

New York Life Insurance and Annuity Corporation
c/o New York Life Investment Management LLC
51 Madison Avenue

New York, New York 10010-1603



Attention: Securities Investment Group
Private Finance
2nd Floor
Fax #:(212) 447-4122

With a copy of any notices regarding defaults or Events of Default under the operative
documents to:

New York Life Insurance Company

c/o New York Life Investment Management LLC
51 Madison Avenue

New York, New York 10010

Attention: Office of General Counsel
Investment Section, Room 1107
Fax #: (212) 576-8340

(4) Tax L.D. Number: 13-3044743
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SCHEDULE A

INFORMATION RELATING TO PURCHASER

'~ Principal Amount of

Name and Address of Purchaser Notes to be Purchased

NEW YORK LIFE INSURANCE AND ANNUITY CORPORATION §500.000
INSTITUTIONALLY OWNED LIFE INSURANCE SEPARATE ACCOUNT

(1)

2)

€)
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All payments by wire transfer
of immediately available
funds to:

Chase Manhattan Bank

New York, New York 10019

ABA No. 021-000-021

Credit: NYLIAC SEPARATE BOLI 3 BROAD FIXED
General Account No. 323-8-39002

with sufficient information (including issuer, PPN number, interest rate, maturity and
whether payment is of principal, premium, or interest) to identify the source and application
of such funds.

All notices of payments and
written confirmations of such
wire transfers:

New York Life Insurance and Annuity Corporation
Institutionally Owned Life Insurance Separate Account
c/o New York Life Investment Management LLC

51 Madison Avenue

New York, New York 10010-1603

Attention: Financial Management and Operations Group
Securities Operations
2nd Floor
Fax #: (212) 447-4160

All other communications to:

New York Life Insurance and Annuity Corporation
Institutionally Owned Life Insurance Separate Account
c/o New York Life Investment Management LLC
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51 Madison Avenue
New York, New York 10010-1603

Attention: Securities Investment Group
Private Finance
2nd Floor
Fax #:(212) 447-4122

With a copy of any notices regarding defaults or Events of Default under the operative
documents to:

New York Life Insurance Company
c/o New York Life Investment Management LLC

51 Madison Avenue
New York, New York 10010

Attention; Office of General Counsel
Investment Section, Room 1107
Fax #: (212) 576-8340

(4) TaxI.D.Number: 13-3044743
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SCHEDULE A

INFORMATION RELATING TO PURCHASER

Principal Amount of

Name and Address of Purchaser Notes to be Purchased

METROPOLITAN LIFE INSURANCE COMPANY $49.000.000

(1)

All payments by wire transfer
of immediately available
funds to:

JPMorgan Chase Bank

ABA No. 021-000-021

Account No.: 002-2-410591

Account Name: Metropolitan Life Insurance Company

Ref: Tampa Electric Company Senior Unsecured Notes due 4/10/16

with sufficient information to identify the source and application of such funds, including
issuer, PPN#, interest rate, maturity and whether payment is of principal, interest, make

"~ whole amount or otherwise.

)

NY 158838

For all payments other than scheduled payments of principal and interest, the Company shall
seek instructions from the holder, and in the absence of instructions to the contrary, will
make such payments to the account and in the manner set forth above.

All notices and communications to:

Metropolitan Life Insurance Company
Investments, Private Placements

10 Park Avenue

Morristown, New Jersey 07962-1902
Attention: Director

Facsimile (973) 355-4250

With a copy other than with respect to deliveries of financial statements to:

Metropolitan Life Insurance Company

10 Park Avenue

Morristown, New Jersey 07962-1902

Attention: Chief Counsel-Securities Investments (PRIV)
Facsimile (973) 355-4338
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€)
(4)
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Tax I.D. Number: 13-5581829

Physical Delivery Instructions:

Metropolitan Life Insurance Company
Securities Investments, Law Department
10 Park Avenue

Morristown, New Jersey 07962-1902
Attention: Sandip Khosla, Esq.



SCHEDULE A

INFORMATION RELATING TO PURCHASER

Principal Amount of

Name and Address of Purchaser Notes to be Purchased
JOHN HANCOCK LIFE INSURANCE COMPANY §19.500,000
(1)  All payments by wire transfer

(2)

NY 198838

of immediately available
funds to:

Fleet Boston

ABA No. 011000390

Boston, Massachusetts 02110

Account of: John Hancock Life Insurance Co. Private Placement Collection Acct.
Account Number: 541-55417

On Order of: Tampa Electric Company, 875127 B# 8

Full Name, interest rate and maturity date of Notes or other obligations

Wire Deadline: 12 noon, Boston time

All payments on account of the Notes or other obligations in accordance with the provisions
thereof shall be made by bank wire or transfer of immediately available funds for credit by
12 noon, Boston time.

All notices and communications regarding scheduled payments, unscheduled prepayments
and notice of maturity to:

John Hancock Life Insurance Company
200 Clarendon Street

Boston, MA 02117

Attn: Investment Accounting Division, B-3
Fax: (617) 572-0628

And

John Hancock Life Insurance Company
200 Clarendon Street

Boston, MA 02117

Attn: H. Paganis/K. Boyce, T-57

Fax: (617) 572-5495



Include:

(a) full name, interest rate and maturity date of the Notes or other obligations
(b) allocation of payment between principal and interest and any special payment
(c) name and address of Bank (or Trustee) from which the wire transfer was sent

(3) All notices and communications regarding financial statements and certificates of compliance
with financial covenants to:

John Hancock Life Insurance Company

200 Clarendon Street

Boston, MA 02117

Attn: Bond and Corporate Finance Group, T-57
Fax: (617) 572-1605

(4)  All notices and communications regarding change in Issuer's name, address or principal
place of business, change of location of collateral or copy of legal opinions to:

John Hancock Life Insurance Company
200 Clarendon Street

Boston, MA 02117

Attn; Investment Law Division, T-30
Fax: (617) 572-9269

(5) Tax LD.Number: 04-1414660

(6) Physical Delivery Instructions:
All securities are to be sent for receipt the day after the closing to:

John Hancock Life Insurance Company
200 Clarendon Street, T-30

Boston, MA 02117

Attn: General Counsel

(7)  Promptly after the closing (but no later than one week thereafter), one (1) fully executed
original counterparty of the principal agreement (Note Purchase Agreement, Participation
Agreement, etc.) and promptly after the closing (but no later than 2 months thereafter), one
set of original closing documents and 5 sets of bound, conformed copies of the principal
operative documents are to be sent to:

John Hancock Life Insurance Company
200 Clarendon Street

Boston, MA 02117

Attn: Investment Law Paralegal, Unit, T-30
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SCHEDULE A

INFORMATION RELATING TO PURCHASER

Principal Amount of

Name and Address of Purchaser ) Notes to be Purchased
JOHN HANCOCK VARIABLE LIFE INSURANCE COMPANY $4.500.000
(1)  All payments by wire transfer

()
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of immediately available
funds to:

Fleet Boston

ABA No. 011000390

Boston, Massachusetts 02110

Account of: John Hancock Life Insurance Co. Private Placement Collection Acct.
Account Number: 541-55417

On Order of: Tampa Electric Company, 875127 B# 8

Full Name, interest rate and maturity date of Notes or other obligations

Wire Deadline: 12 noon, Boston time

All payments on account of the Notes or other obligations in accordance with the provisions
thereof shall be made by bank wire or transfer of immediately available funds for credit by
12 noon, Boston time.

All notices and communications regarding scheduled payments, unscheduled prepayments
and notice of maturity to:

John Hancock Variable Life Insurance Company
200 Clarendon Street

Boston, MA 02117

Attn: Investment Accounting Division, B-3
Fax: (617)572-0628

And

John Hancock Life Insurance Company
200 Clarendon Street

Boston, MA 02117

Attn: H. Paganis/K. Boyce, T-57

Fax: (617) 572-5495
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Include:

(a) full name, interest rate and maturity date of the Notes or other obligations
(b) allocation of payment between principal and interest and any special payment
(c) name and address of Bank (or Trustee) from which the wire transfer was sent

(3) All notices and communications regarding financial statements and certificates of compliance
with financial covenants to:

John Hancock Life Insurance Company

200 Clarendon Street

Boston, MA 02117

Attn: Bond and Corporate Finance Group, T-57
Fax: (617) 572-1605

(4)  All notices and communications regarding change in Issuer's name, address or principal
place of business, change of location of collateral or copy of legal opinions to:

John Hancock Life Insurance Company
200 Clarendon Street

Boston, MA 02117

Attn: Investment Law Division, T-30
Fax: (617) 572-9269

(5) Tax L.D. Number: 04-2664016

(6)  Physical Delivery Instructions:
All securities are to be sent for receipt the day after the closing to:

John Hancock Life Insurance Company
200 Clarendon Street, T-30

Boston, MA 02117

Attn: General Counsel

(7)  Promptly after the closing (but no later than one week thereafter), one (1) fully executed
original counterparty of the principal agreement (Note Purchase Agreement, Participation
Agreement, etc.) and promptly after the closing (but no later than 2 months thereafter), one
set of original closing documents and 5 sets of bound, conformed copies of the principal
operative documents are to be sent to:

John Hancock Life Insurance Company
200 Clarendon Street

Boston, MA 02117

Attn: Investment Law Paralegal, Unit, T-30
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SCHEDULE B
DEFINED TERMS

As used herein, the following terms have the respective meanings set forth below or set forth
in the Section hereof following such term:

"Affiliate" means, at any time, and with respect to any Person, (a) any other Person that
at such time directly or indirectly through one or more intermediaries Controls, or is
Controlled by, or is under common Control with, such first Person, and (b) anv Person
beneficially owning or holding, directly or indirectly, 10% or more of any class of voting or
equity interests of the Company or any Subsidiary or any corporation of which the Company
and its Subsidiaries beneficially own or hold, in the aggregate, directly or indirectly, 10% or
more of any class of voting or equity interests. As used in this definition, "Control" means
the possession, directly or indirectly, of the power to direct or cause the direction of the man-
agement and policies of a Person, whether through the ownership of voting securities, by
contract or otherwise. Unless the context otherwise clearly requires, any reference to an
"Affiliate" is a reference to an Affiliate of the Company.

"Applicable Rate" means 6.25% per annum, provided that if, and so long as, either the
rating of S&P shall fall below BBB- or of Moody’s shall fall below Baa3 with respect to the
Company’s long-term unsecured indebtedness, then "Applicable Rate” shall mean 7.50%.

"Business Day" means any day other than a Saturday, a Sunday or a day on which
commercial banks in New York City are required or authorized to be closed.

"Capital Lease" means, at any time, a lease with respect to which the lessee is required
concurrently to recognize the acquisition of an asset and the incurrence of a liability in
accordance with GAAP.

“Capitalized Lease Obligations” means, as to any Person, all rental obligations as lessee
which, under GAAP, are or will be required to be capitalized on the books of such Person, in
each case taken at the amount thereof accounted for as indebtedness in accordance with
GAAP.

"Capitalization" means, as to the Company, the sum of Total Debt and Consolidated
Shareholders Equity, in each case, as of the date of any determination thereof.

"Closing" is defined in Section 3.

"Code" means the Internal Revenue Code of 1986, as amended from time to time, and the
rules and regulations promulgated thereunder from time to time.

"Company" means Tampa Electric Company, a Florida corporation, or any successor
thereto that shall have become such in the manner prescribed in Section 10.2.

"Confidential Information" is defined in Section 20.
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"Consolidated Shareholders Equity" means, as of the date of any determination, the
consolidated tangible net worth of the Company and its Subsidiaries, and including amounts
attributable to (2) junior subordinated debentures, provided that such junior subordinated
debentures have subordination and deferral features substantially similar to those in the
TECO Subordinated Debentures; and (b) preferred stock to the extent excluded from Total
Debt, minus the value of minority interests in any of Company’s subsidiaries, and
disregarding unearmed compensation associated with Company’s employee stock ownership
plan or other benefit plans, foreign currency translation adjustments and other comprehensive
income adjustments, all determined in accordance with GAAP.

“Contingent Obligation” means, as to any Person, any obligation of such Person
guaranteeing any Indebtedness or lease obligation (each a “primary obligation”) of any other
Person (the “primary obligor”) in any manner, whether directly or indirectly, including any
obligation of such Person, whether or not contingent, (a) to purchase any such primary
obligation or any property constituting direct or indirect security therefor, (b) to advance or
supply funds (i) for the purchase or payment of any such primary obligation or (ii) to maintain
working capital or equity capital of the primary obligor or otherwise to maintain the net worth or
solvency of the primary obligor or (c) otherwise to assure or hold harmless the holder of such
primary obligation against loss in respect thereof, provided, however, that the term Contingent
Obligation shall not include endorsements of instruments for deposit or collection in the
ordinary course of business. The amount of any Contingent Obligation shall be deemed to be
the maximum probable liability in respect thereof (assuming such Person is required to perform
thereunder) as determined in good faith by Borrower in accordance with GAAP.

"Default" means an event or condition the occurrence or existence of which would, with
the lapse of time or the giving of notice or both, become an Event of Default.

"Default Rate" means that rate of interest that is 2% per annum above the Applicable
Rate.

"Environmental Laws" means any and all Federal, state, local, and foreign statutes, laws,
regulations, ordinances, rules, judgments, orders, decrees, permits, concessions, grants,
franchises, licenses, agreements or governmental restrictions relating to pollution and the
protection of the environment or the release of any materials into the environment, including
but not limited to those related to hazardous substances or wastes, air emissions and dis- .
charges to waste or public systems.

"ERISA" means the Employee Retirement Income Security Act of 1974, as amended

from time to time, and the rules and regulations promulgated thereunder from time to time in
effect.

"ERISA Affiliate" means any trade or business (whether or not incorporated) that is
treated as a single employer together with the Company under section 414 of the Code.

"Fvent of Default" is defined in Section 11.

"Exchange Act" means the Securities Exchange Act of 1934, as amended.
NY198838

81



"First Mortgage Bonds" means the first mortgage bonds of the Company issued under an
Indenture of Mortgage dated as of August 1, 1946 as supplemented and amended.

"GAAP" means generally accepted accounting principles as in effect from time to time
in the United States of America.

"Governmental Authority" means (a) the government of (i) the United States of
America or any State or other political subdivision thereof, or (ii) any jurisdiction in
which the Company or any Subsidiary conducts all or any part of its business, or which
asserts jurisdiction over any properties of the Company or any Subsidiary, or (b) any entity
exercising executive, legislative, judicial, regulatory or administrative functions of, or
pertaining to, any such government (including the Florida Public Service Commission and any
successor thereto).

"Guaranty" means, with respect to any Person, any obligation (except the endorsement
in the ordinary course of business of negotiable instruments for deposit or collection) of such
Person guaranteeing or in effect guaranteeing any indebtedness, dividend or other obligation
of any other Person in any manner, whether directly or indirectly, including (without
limitation) obligations incurred through an agreement, contingent or otherwise, by such
Person:

(a) to purchase such indebtedness or obligation or any property constituting security
therefor;

(b) to advance or supply funds (i) for the purchase or payment of such indebtedness
or obligation, or (i1) to maintain any working capital or other balance sheet condition or any
income statement condition of any other Person or otherwise to advance or make available
funds for the purchase or payment of such indebtedness or obligation;

(c) to lease properties or to purchase properties or services primarily for the purpose
of assuring the owner of such indebtedness or obligation of the ability of any other Person to
make payment of the indebtedness or obligation; or

(d) otherwise to assure the owner of such indebtedness or obligation against loss in
respect thereof.

In any computation of the indebtedness or other liabilities of the obligor under any
Guaranty, the indebtedness or other obligations that are the subject of such Guaranty shall be
assumed to be direct obligations of such obligor.

“Hazardous Material' means any and all pollutants, toxic or hazardous wastes or any
other substances that might pose a hazard to health or safety, the removal of which may be
required or the generation, manufacture, refining, production, processing, treatment, storage,
handling, transportation, transfer, use, disposal, release, discharge, spillage, seepage, or
filtration of which is or shall be restricted, prohibited or penalized by any applicable law
(including, without limitation, asbestos, urea formaldehyde foam insulation and
polychlorinated biphenyls).
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“Hedge Transactions” means transactions under any interest swap agreements. caps.
collars or other interest rate hedging mechanisms.

"holder" means, with respect to any Note, the Person in whose name such Note is
registered in the register maintained by the Company pursuant to Section 13.1.

"Indebtedness" with respect to any Person means, at any time, without duplication. (a) all
indebtedness of such Person for borrowed money, (b) the deferred purchase price of assets or
services which in accordance with GAAP would be shown on the liability side of the balance
sheet of such Person, (c) the face amount of all letters of credit issued for the account of such
Person (other than letters of credit issued to secure a financial obligation of such Person to
the extent such obligation is not outstanding at the time) and all unreimbursed drafts drawn
thereunder, (d) all Indebtedness of another Person secured by any Lien on any property
owned by such Person, whether or not such Indebtedness has been assumed by such Person,
(e) all Capitalized Lease Obligations of such Person, (f) all obligations of such Person under
any subscription or similar agreement, (g) the discounted present value of all obligations of
such Person (other than the Borrower) payable under agreements for the payment of a
specified purchase price for the purchase and resale of power whether or not delivered or
accepted, i.e., take-or-pay and similar obligations, (h) any unfunded or underfunded
obligation subject to the minimum funding standards of Section 412 of the Code of such
Person to any “‘employee pension benefit plan” (as defined in Section 3(2) of ERISA)
maintained at any time, or contributed to, by such Person or any other Person which is under
common control (within the meaning of Section 414(b) or (¢) of the Code) with such Person,
(i) all Contingent Obligations of such Person and (j) all obligations of such Person in respect
of Hedge Transactions; provided, however, that Indebtedness shall specifically exclude
accounts payable arising in the ordinary course of business.

"Institutional Investor" means (a) any original purchaser of a Note, (b) any holder of a
Note holding more than 5% of the aggregate principal amount of the Notes then outstanding,
and (c) any bank, trust company, savings and loan association or other financial institution,
any pension plan, any investment company, any insurance company, any broker or dealer, or
any other similar financial institution or entity, regardless of legal form.

"Interest Payment Date" means (1) each April 15 and October 15, of each calendar year
commencing on October 15, 2003 and (ii) the Maturity Date, or, in each such case, if such
day is not a Business Day, then the next succeeding Business Day.

"Lien" means, with respect to any Person, any mortgage, lien, pledge, charge, security
interest or other encumbrance, or any interest or title of any vendor, lessor, lender or other
secured party to or of such Person under any conditional sale or other title retention
agreement or Capital Lease, upon or with respect to any property or asset of such Person
(including in the case of stock, stockholder agreements, voting trust agreements and all
similar arrangements).

"Make-Whole Amount” is defined in Section 8.6.
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"Material" means material in relation to the business, operations, affairs, financial con-
dition, assets, properties, or prospects of the Company and its Subsidiaries taken as a whole.

"Material Adverse Effect’ means a material adverse effect on (a) the business.
operations, affairs, financial condition, assets or properties of the Company and its Subsid-
iaries taken as a whole, or (b) the ability of the Company to perform its obligations under this
Agreement and the Notes, or (¢) the validity or enforceability of this Agreement or the Notes.

"Maturity Date" means April 11, 2016.
"Memorandum" is defined in Section 5.3.
"Moody's" means Moody's Investor Service, Inc. or any successor thereto.

"Multiemployer Plan" means any Plan that is a "multiemployer plan” (as such term 1s
defined in section 4001(a)(3) of ERISA).

"Non-Recourse Indebtedness" means Indebtedness which is not an obligation of. and is
otherwise without recourse to, the assets or revenues of the Company or any Subsidiary of
the Company.

"Notes" is defined in Section 1.

"Officer's Certificate" means a certificate of a Senior Financial Officer or of any other
officer of the Company whose responsibilities extend to the subject matter of such certificate.

"Other Agreements" is defined in Section 2.
"Other Purchasers" is defined in Section 2.

"PBGC" means the Pension Benefit Guaranty Corporation referred to and defined in
ERISA or any successor thereto.

"Person" means an individual, partnership, corporation, limited liability company,
association, trust, unincorporated organization, or a government or agency or political
subdivision thereof.

"Plan" means an "employee benefit plan" (as defined in section 3(3) of ERISA) that 1s or,
within the preceding five years, has been established or maintained, or to which contributions
are or, within the preceding five years, have been made or required to be made, by the
Company or any ERISA Affiliate or with respect to which the Company or any ERISA
Affiliate may have any liability.

"Preferred Stock" means any class of capital stock of a corporation that is preferred over
any other class of capital stock of such corporation as to the payment of dividends or the
payment of any amount upon liquidation or dissolutinn of such corporation.
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"property" or "properties" means, unless otherwise specifically limited, real or personal
property of any kind, tangible or intangible, choate or inchoate.

"PTE" means a Prohibited Transaction Exemption issued by the Department of Labor.

"QPAM Exemption" means Prohibited Transaction Class Exemption 84-14 issued by the
United States Department of Labor.

"Redeemable Preferred Stock" means, with respect to the Preferred Stock of any Person.
each share of such Persons' Preferred Stock that is:

(a) redeemable, payable or required to be purchased or otherwise retired or
extinguished, or convertible into Indebtedness of such Person (i) at a fixed or determinable
date, whether by operation of sinking fund or otherwise, (i1) at the option of any Person other
than such Person, or (iii) upon the occurrence of a condition not solely within the control of
such Person; or

(b) convertible into other Redeemable Preferred Stock.

"Required Holders" means, at any time, the holders of at least 51% in principal amount
of the Notes at the time outstanding (exclusive of Notes then owned by the Company or any
of its Affiliates).

"Responsible Officer" means any Senior Financial Officer and any other officer of the
Company with responsibility for the administration of the relevant portion of this agreement.

"S&P" means Standard and Poor's Rating Services, a division of the McGraw-Hill
Companies, Inc., or any successor thereto.

"Securities Act" means the Securities Act of 1933, as amended from time to time.

"Senior Financial Officer' means the chief financial officer, principal accounting
officer, treasurer or comptroller of the Company.

"Subsidiary" means, as to any Person, any corporation, association or other business
entity in which such Person or one or more of its Subsidiaries or such Person and one or
more of its Subsidiaries owns sufficient equity or voting interests to enable it or them (as a
group) ordinarily, in the absence of contingencies, to elect a majority of the directors (or
Persons performing similar functions) of such entity, and any partnership or joint venture if
more than a 50% interest in the profits or capital thereof is owned by such Person or one or
more of its Subsidiaries or such Person and one or more of its Subsidianes (unless such part-
nership or joint venture can and does ordinarily take major business actions without the prior
approval of such Person or one or more of its Subsidiaries). Unless the context otherwise
clearly requires, any reference to a "Subsidiary" is a reference to a Subsidiary of the
Company.

"TECO" means TECO Energy, Inc., a Florida corporation.
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"TECO Subordinated Debentures" means the 8.50% Junior Subordinate Notes due 2041,
issued by TECO on December 20, 2000, in the original principal amount of $206.200.000.

"Total Debt" means, without duplication, Indebtedness of the Company and its
Subsidiaries determined on a consolidated basis outstanding at the date of any determination
thereof, but expressly excluding (a) Non-Recourse Indebtedness of the Company and its
Subsidiaries, and (b)junior subordinated debentures issued by the Company and its
Subsidiaries, provided that such junior subordinated debentures have subordination and
deferral features substantially similar to those in the TECO Subordinated Debentures, and
(c) preferred stock of Company and its Subsidiaries in an amount not to exceed 10% of the
Company’s Capitalization on such date.

"Wholly-Owned Subsidiary" means, at any time, any Subsidiary one hundred percent
(100%) of all of the equity interests (except directors' qualifying shares) and voting interests

of which are owned by any one or more of the Company and the Company's other Wholly-
Owned Subsidiaries at such time.
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SCHEDULE 4.9

CHANGES IN CORPORATE STRUCTURE

None.
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SCHEDULE 5.3

DISCLOSURE MATERIALS

None.
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SCHEDULE 5.4

SUBSIDIARIES OF THE COMPANY AND OWNERSHIP OF SUBSIDIARY STOCK

Officers and Directors
Tampa Electric Company

Directors

D. Ausley

S. L. Baldwin
R. D. Fagan

J. L. Ferman, Jr.
L. Guinot, Jr.

I. D. Hall

S. W. Hudson
T. L. Rankin
W. D. Rockford
W.P. Sovey

J. T. Touchton
J. A. Urquhart
J. O. Welch, Jr.

Officers
. D. Fagan
B.

o)

o

Ramil

=

. N. Cantrell
. L. Gillette
L. Barringer

U0

@)

. E. Childress
. W. Hopkins
. W. Callahan
. M. McDevitt
. E.
AL

(/JUJé

o

Schwartz
Myers

w2

Tampa Electric Division Officers

C.R. Black

M. N. Dominguez

T. L. Hernandez
H. W. Smith

W. T. Whale
NY198838

Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director
Director

Chairman of the Board and Chief Executive Officer

President

President-Peoples Gas System

Senior Vice President-Finance and Chief Financial Officer

Vice President-Controller (Principal Accounting Officer)
and Assistant Secretary

Vice President-Human Resources

Vice President-Corporate Communications

Treasurer and Assistant Secretary

General Counsel

Secretary

Tax Officer

Vice President-Energy Supply, Engineering and
Construction

Vice President-Chief Information Officer

Vice President-Energy Delivery

Vice President-Energy Supply, Trading and Services
Vice President-Energy Supply, Operations
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K. M. Mincey

Peoples Gas Svystem Division Officers

W. N. Cantrell
M. J. Pennino
F.J. Sivard

Subsidiaries of the Company

President
Vice President-Operations
Vice President-Accounting and Regulatory

Assistant Vice President-Information Technology

NAME/HEADQUARTER'’S

|
MAILING ADDRESS JURISDICTION |\ PERCENTAGE OWNED \
| |
TERMCO, Inc. Florida | 100
702 N. Franklin Street by Tampa Electric Company
Tampa, FL 33602
| Power Engineering & Florida 100

|

Construction, Inc.
702 N. Franklin Street
Tampa, FL 33602

by Tampa Electric Company

See attached chart for a list of the Company’s other Affiliates
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SCHEDULE 5.5

FINANCIAL STATEMENTS

The Company’s consolidated financial statements for the three fiscal vears ended December 31.
2002 audited by PricewaterhouseCoopers, LLP contained in the Tampa Electric Company and
TECO Energy, Inc. combined Annual Report on Form 10-K filed with the Securities and
Exchange Commission, beginning on page 104 of such report.
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SCHEDULE 5.8

CERTAIN LITIGATION

None.
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SCHEDULE 5.11

PATENTS, ETC.

None.
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SCHEDULE 5.12

ERISA PLAN OBLIGATIONS

The post retirement net benefit obligation for the Company and its subsidiaries is described in
Footnote H to the audited financial statements for the year ended December 31. 2002. The
annual payments associated with other postretirement benefit obligations of the Company and its

Subsidiaries are not Material. The Company has the right to terminate or modify the plans in
whole or in part at any time.
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SCHEDULE 5.15

EXISTING INDEBTEDNESS AND LIENS

(a) Existing Unsecured Indebtedness

Tampa Electric Company

(millions)

Unsecured Indebtedness outstanding as of Dec. 31, 2002

Tampa Electric
Instaliment contracts payable (1):

5.1% Refunding bonds (effective rate of 5.78%) (2)
5.5% Refunding bonds (effective rate of 6.35%) (2)

Notes: 6.875% (effective rate of 6.98%) (3)
Notes: 6.375% (effective rate of 7.34%) (3)
Notes: 5.375% (effective rate of 5.58%) (3)

Peoples Gas System
Senior Notes (4)

10.35% (5)

10.33% (6)

10.3% (7)

9.93% (8)

8.0% (9)
Notes: 6.875% (effective rate of 6.98%) (3)
Notes: 6.375% (effective rate of 7.34%) (3)
Notes: 5.375% (effective rate of 5.58%) (3)

Long-term debt

Short-term debt
Commercial paper (10)

Other
Letters of credit

1) Tax exempt securities.

Due

10/1/2013
10/1/2023
6/15/2012
8/15/2012
8/15/2007

7/2/2007
7/2/2008
7/2/2009
/2/2010
7/2/2012
6/15/2012
8/15/2012
§/18/2007

Amount

QOutstanding

S 60.7
86.4

210.0

330.0

125.0

812.1

4.2
5.6
7.2
7.4
25.4
40.0
70.0
25.0

184.8
b 996.9

S 10.5

2) Proceeds of these bonds were used to refund bonds with interest rates of 5.75%—8%.

3) These notes are subject to redemption in whole or in part, at any time, at the option of the

company.
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4) These long-term debt agreements contain various restrictive covenants, including provisions
related 1o interest coverage, maximum levels of debt to total capitalization and limitations
on dividends.

5) Required prepayment of $0.8 million annually due July 2. 2003, July 2, 2004, July 2. 2005,
July 2, 2006 and $1.0 million July 2, 2007.

6) Required prepayment of $0.8 million due July 2, 2003, July 2, 2004, and $1.0 million
annually July 2, 2005, July 2, 2006, July 2, 2007, July 2, 2008.

7) Required prepayment of $0.8 million due July 2, 2003, Julv 2, 2004, July 2, 2005 , and $1.0
million annually July 2, 2006, July 2, 2007, July 2, 2008 and S1.8 million July 2, 2009.

8) Required prepayment of $0.8 million due July 2, 2003, July 2, 2004, July 2, 2005, and S1.0
million annually July 2, 2006, July 2, 2007, July 2, 2008, July 2, 2009, July 2, 2010.

9) Required prepayment of $2.1 million due July 2, 2003, July 2, 2004, July 2, 2005, July 2,
2006, July 2, 2007, and $2.7 million annually July 2, 2008, July 2. 2009, July 2, 2010,
and $3.4 million annually July 2, 2011, July 2, 2012.

10) The Company has an undrawn bank credit facility of $300 million with a maturity date of
November 2003. On April &, 2003 the Company’s commercial paper balance was $138.5
million.

(b) Existing Secured Indebtedness / Liens

Substantially all of the property, plant and equipment of electric division of the Company is
pledged as collateral to secure its first mortgage bonds, issued under the Indenture of Mortgage
dated as of August 1, 1946, as supplemented and amended.

The installment contracts payable identified below are secured by the equipment and other
project assets financed or refinanced with the proceeds of such installment contracts:

(millions) Amount
Secured Indebtedness outstanding as of Dec. 31, 2002 Due Outstanding
Tampa Electric
First mortgage bonds (issuable in series):
7.75% (effective rate of 7.96%) (1) 11/1/2022 § 75.0
6.125% (effective rate of 6.61%) 5/1/2003 75.0
Installment contracts payable (3):
6.25% Refunding bonds (effective rate of 6.81%) (4) 12/1/2034 86.0
5.85% (effective rate of 5.88%) 12/1/2030 75.0
4% for 2002 (effective rate of 4.21%) and variable rate of 1.45%
for 2001 (2) (5) 9/1/2025 51.6
4% for 2002 (effective rate of 4.16%) and variable rate of 1.47%
for 2001 (2) (5) . 5/15/2018 54.2
4.25% for 2002 (effective rate of 4.43%) and variable rate of 11/1/2020
NY198838

96



(millions) Amount

Secured Indebtedness outstanding as of Dec. 31, 2002 Due Outstanding
1.52% for 2001 (2) (5) 20.0
Long-term debt S 436.8

1) Required Sinking Fund Payments of $SO.8 million are due by October 31 of each vear. All
such sinking fund payments may be satisfied by the substitution of property in lieu of cash

payments.

2) Composite year-end interest rate.
3) Tax exempt securities.

4) Proceeds of these bonds were used to refund bonds with an interest rate of 9.9% in February
1995. For accounting purposes, interest expense has been recorded using a blended rate
of 6.52% on the original and refunding bonds, consistent with regulatory treatment.

5) The interest rate on these bonds was fixed for a five-year term on Aug. 5, 2002.

NY 198838
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EXHIBIT 1

FORM OF NOTE
TAMPA ELECTRIC COMPANY

6.25% SENIOR NOTE DUE APRIL 11, 2016

No. | ] I
9 | PPN: 875127 B#8

FOR VALUE RECEIVED, the undersigned, TAMPA ELECTRIC COMPANY
(herein called the "Company"), a corporation organized and existing under the laws of the State of
Florida, hereby promises to pay to | ], or registered assigns, the principal sum of |
] DOLLARS (or so much thereof as shall not have been prepaid) on April 11, 2016, with interest
(computed on the basis of a 360-day year of twelve 30-day months) (a) on the unpaid balance
thereof at the Applicable Rate (as defined in the Note Purchase Agreements referred to below),
payable semiannually, on the 15th day of April and October in each year and on the Maturity Date
(as defined in the Note Purchase Agreements referred to below), commencing with the 15" day of
October next succeeding the date hereof, until the principal hereof shall have become due and
payable, and (b) to the extent permitted by law, on any overdue payment (including any overdue
prepayment) of principal, any overdue payment of interest and any overdue payment of any Make-
Whole Amount (as defined in the Note Purchase Agreements referred to below), payable as afore-
said (or, at the option of the registered holder hereof, on demand), at a rate per annum from time to
time equal to the Default Rate (as defined in the Note Purchase Agreements referred to below).

Payments of principal of, interest on and any Make-Whole Amount with respect to
this Note are to be made in lawful money of the United States of America at the principal corporate
trust office of The Bank of New York in New York, New York or at such other place as the
Company shall have designated by written notice to the holder of this Note as provided in the Note
Purchase Agreements referred to below.

This Note is one of a series of Senior Notes (herein called the "Notes") issued
pursuant to separate Note Purchase Agreements, dated as of April 11, 2003 (as from time to time
amended, the "Note Purchase Agreements"), between the Company and the respective Purchasers
named therein and is entitled to the benefits thereof. Each holder of this Note will be deemed, by its
acceptance hereof, (1) to have agreed to the confidentiality provisions set forth in Section 20 of the

Note Purchase Agreements and (ii) to have made the representation set forth in Section 6.2 of the
Note Purchase Agreements.

This Note is a registered Note and, as provided in the Note Purchase Agreements,
upon surrender of this Note for registration of transfer, duly endorsed, or accompanied by a written

NY1983838
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instrument of transfer duly executed, by the registered holder hereof or such holder's attornev duly
authorized in writing, a new Note for a like principal amount will be issued to, and registered in the
name of, the transferee. Prior to due presentment for registration of transfer. the Company may treat
the person in whose name this Note is registered as the owner hereof for the purpose of receiving

payment and for all other purposes, and the Company will not be affected by any notice to the
contrary.

The Company will make required prepayments of principal on the dates and in the
amounts specified in the Note Purchase Agreements. This Note is also subject to optional pre-
payment, in whole or from time to time in part, at the times and on the terms specified in the Note
Purchase Agreements, but not otherwise.

If an Event of Default, as defined in the Note Purchase Agreements, occurs and is
continuing, the principal of this Note may be declared or otherwise become due and payable in the
manner, at the price (including any applicable Make-Whole Amount) and with the effect provided
in the Note Purchase Agreements.

NY198838
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This Note shall be construed and enforced in accordance with the laws of the State

of New York.
TAMPA ELECTRIC COMPANY
By
Title:
NY198838
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EXHIBIT 4.4(a)

FORM OF OPINION OF SPECIAL COUNSEL
TO THE COMPANY
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EXHIBIT 4.4(b)

FORM OF OPINION OF SPECIAL COUNSEL
TO THE PURCHASERS



SE

PALMER ~xDODGE1LLP

111 HUNTINGTON AVENUE AT PRUDENTIAL CENTER
BOSTON, MA 02199-7613

April 11, 2003

To the Purchasers Named on
the Attached Schedule [

Re:  6.25% Senior Notes Due April 11, 2016 of Tampa Electric Company
Ladies and Gentlemen:

We are furnishing this opinion to you pursuant to Section 4.4 of the Note Purchase
Agreements (the “Purchase Agreements”) dated April 11, 2003, between Tampa Electric
Company (the “Company”) and you, as a purchaser (the “Purchaser”), relating to the sale by the
Company of $250,000,000 aggregate principal amount of its 6.25% Senior Notes due April 11,
2016 (the “Notes™). Capitalized terms not otherwise defined in this opinion have the meanings
assigned to them in the Purchase Agreement.

We have examined the Notes and the Purchase Agreements (together, the “Transaction
Documents™). We have also examined such other documents and certificates as we consider
necessary to render this opinion. As to various questions of fact material to our opinion, we have
relied upon the representations made in or pursuant to the Purchase Agreements and upon
certificates and other inquiries of officers of the Company. We are also relying upon the
certificates of public officials. We have assumed the genuineness of all signatures, the
authenticity of all documents submitted to us as originals and the conformity to original
documents of all documents submitted to us as copies.

Our opinion in paragraph 2 below is subject to bankruptcy, insolvency, fraudulent
conveyance, reorganization, moratorium and similar laws of general applicability relating to or
affecting creditors’ rights and remedies and to general equity principles (whether considered in a
proceeding in equity or at law). We express no opinion with respect to any provision of the
Transaction Documents to the extent that such provision purports to exculpate any person
thereby or grants rights of indemnification which may violate public policy, and insofar as
enforceability of such provision may be limited under state securities laws.

In giving this opinion, we have relied as to matters of Florida law on the opinion of
Sheila M. McDevitt, Senior Vice President - General Counsel to the Company, being delivered
10 you today. We have examined such opinion, and in our opinion both you and we are justified
Inrelying thereon.

The opinions rendered herein arc limited to the laws of the Commonwealth of
Massachusetts, the federal laws of the United States and, insofar as we have relied upon the
foregoing opinion of Sheila M. McDevitt, the law of the State of Florida. For purposes of our

MAIN 617.239.0100 FAX 617.227.4420 www.palmerdodge.com
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purchasers Named on Schedule I
april 11, 2003

Page 2

opinion as to the enforceability of the Transaction Documents, we are rendering such opinion as
though the laws of Massachusetts governed, notwithstanding the recitations in such instruments
that the laws of another jurisdiction govem.

References in this opinion to matters known to us mean the actual knowledge of the
lawyers in this firm responsible for preparing this opinion and who were primarily responsible
for the representation of the Company in connection with the Transaction Documents and the
rransaction contemplated thereby after consultation with such other lawyers in the firm and
review of such documents in our possession as they considered appropriate.

Based on the foregoing, we are of opinion that:

1. The Company has been duly incorporated and is a validly existing corporation in good
standing under the laws of the State of Florida and has corporate power and authority to issue
and to sell the Notes and to enter into and perform its obligations under the Transaction
Documents.

2. The Transaction Documents have been duly authorized, executed and delivered by the
Company, and such Transaction Documents constitute its valid and binding obligations
enforceable against it in accordance with their terms.

3. No filing, registration, or qualification with, or authorization, approval, consent, license,
order or decree of, any court or governmental agency or body (including the Florida Public
Service Commission) is necessary or required in connection with the due authorization,

execution and delivery of the Purchase Agreements, for the offering, issuance, sale or delivery of
the Notes by the Company or the performance by the Company of its obligations under the
Transaction Documents, except such as have been obtained or made, or may be required under
state securities laws as to which we express no opinion and assuming the accuracy of the
Purchaser’s representations set forth in Section 6 of the Purchase Agreement with respect to any
resale of the Notes in conformity with such representations.

4. The execution and delivery by the Company of the Transaction Documents and the
performance by the Company of its obligations under the Transaction Documents do not and will
not (i) violate, constitute a breach of, or default under or require any prepayment of any
indebtedness pursuant to the terms of any agreement or instrument that is listed as an exhibit to
the Company's Form 10-K for the year ended December 31, 2002 or any of the Company’s
Forms 8-K filed'thereafter but on or prior to the date hereof, or (ii) violate (x) the charter or by-
laws of the Company, (y) any applicable federal law, statute, rule or regulation (including,
Without limitation, Regulations T, U or X of the Board of Governors of the Federal Reserve
System), or (z) any judgment, order, arbitral award, writ or decree known to us of any
§overnment, government instrumentality, court or arbitral proceeding.
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purchasers Named on Schedule I
April 11, 2003

Pageé 3

5 Neither the Company nor any Subsidiary is an "investment company" as such term is
defined in the Investment Company Act of 1940, as amended. The Company and its
Subsidiaries are exempt from regulation under the Public Utility Holding Company Act of 1935,
as amended, except for Section 9(a) thereto relating to the acquisition of securities of other
public utility companies.

6. To our knowledge, no action, suit or proceeding to which the Company is a party is
pending or overtly threatened in writing that questions the validity of the Transaction
Documents.

7. It is not necessary in connection with the offer, sale and delivery of the Notes by the
Company to the Purchasers pursuant to the Purchase Agreements to register the Notes under the
Securities Act or to qualify an indenture in respect thereof under the Trust Indenture Act of 1939,
as amended, assuming the accuracy of the Purchaser’s representations set forth in Section 6 of

the Purchase Agreement including with respect to the resale of the Notes in conformity with such
representations.

At the request of our client, this opinion is furnished to you in connection with the
transaction described above and may not be relied on without our prior written consent for any
other purpose or by anyone else except that permitted purchasers of the Notes, the Securities
Valuation Office of the National Association of Insurance Commissioners (or any successor to
the duties thereof) or any other governmental authority that regulates the holders of the Notes

may rely on this opinion for any purpose.
/Very truly yours, _
) ) ,
-~ .

PALMER & DODGE LLP



Schedule 1

american General Life Insurance Company
American International Life Assurance Company of New York
The Variable Annuity Life Insurance Company
Teachers Insurance and Annuity Association of America
TIAA-CREF Life Insurance Company
Jefferson-Pilot Life Insurance Company
Jefferson Pilot Financial Insurance Company
New York Life Insurance Company
= New York Life Insurance and Annuity Corporation
% |  New York Life Insurance and Annuity Corporation
£ Institutionally Owned Life Insurance Separate Account
x Metropolitan Life Insurance Company
John Hancock Life Insurance Company

John Hancock Vanable Life Insurance Company
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TAMPA ELECTRIC Apnl 11, 2003

To the Purchasers Named
on the Attached Schedule I

Ladies and Gentlemen:

As General Counsel of Tampa Electric Company, a Florida corporation (the
“Company”), I have acted as counsel to the Company in connection with the sale by the
Company of $250,000,000 aggregate principal amount of its 6.25% Senior Notes due April 11,
2016 (the “Notes™). This opinion is being delivered pursuant to Section 4.4 of the Purchase
= Agreements (the “Purchase Agreements”) dated April 11, 2003 (together with the Notes, the |
“Transaction Documents”), among the Company, and you, as a purchaser of the Notes (the
“Purchaser”).

In my examination I have assumed the genuineness of all signatures (other than
signatures made on behalf of the Company), including endorsements, the legal capacity of
natural persons, the authenticity of all documents submitted to me as originals, the conformity to
original documents of all documents submitted to me as certified or photostatic copies and the
authenticity of the originals of such copies. As to facts material to this opinion which I did not
independently establish or verify, I have relied upon statements and representations of officers of
the Company and other representatives and public officials. Also, with your approval, I have
relied as to certain legal matters on advice of other lawyers employed by the Company who are
more familiar with such matters.

1
¥y

»z

&
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In rendering the opinions set forth herein, I, or attorneys under my supervision, have
examined and relied on originals or copies of the Transaction Documents and have also
Rt examined the governing documents and corporate records, agreements, certificates of public
E officials, orders, writs, judgments, awards, and decrees that affect or purport to affect the
Company and such other documents and matters of law as I have deemed necessary or
appropriate as a basis for the opinions set forth below.

Capitalized terms not otherwise defined in this opinion have the meanings assigned to
them in the Purchase Agreements. When used in this opinion, the phrase “to the best of my
knowledge” or equivalent words with respect to a matter means that nothing has come to my
attention in the course of my representation of the Company which would lead me to question
such matter but that, except as expressly stated, I have not made any special investigation with
respect thereto.

. I'amamember of The Florida Bar, and I express no opinion as to the laws of any
Junisdiction other than the applicable laws of the State of Florida.

TAMPA ELECTRIC COMPANY

R o Box 111 TAMPA, FL 33601-0111 (813) 228-4111
AN CUSTOMER SERVICE:
HY EQUAL DPPORTUNITY COMPANY HILLSBOROUGH COUNTY (B13) 223-0800

TRI//WWW.TAMPAELECTRIC.COM OUTSIDE HILLSEBOROUGH COUNTY.} (888) 223-0800
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purchasers Named on Schedule I

April 11,2003
Page 2

I express no opinion with respect to any provision of the Transaction Documents to the
extent that such provision purports to exculpate any person thereby or grants rights of
indemnification which may violate public policy, and insofar as enforceability of such provision
may be limited under state securities laws.

Based upon and subject to the foregoing and subject to the limitations, qualifications,
exceptions and assumptions set forth herein, I am of the opinion that:

1. The Company has been duly incorporated and is a validly existing corporation in
good standing under the laws of the State of Florida and has corporate power and authority to
issue and to sell the Notes and to enter into and perform its obligations under the Transaction

Documents.

2. The Transaction Documents have been duly authorized, executed and delivered
by the Company.
3. No filing with, or authorization, approval, consent, license, order, registration,

qualification or decree of any governmental authority (including the Florida Public Service
Commission) is necessary or required in connection with the due authorization, execution or
delivery of the Transaction Documents by the Company or the performance by the Company of
its obligations under the Transaction Documents, except such as have been already obtained or
made and except as may be required under such state securities laws as to which I express no
opinion.

4, The execution and delivery by the Company of the Transaction Documents and
the performance by the Company of its obligations under the Transaction Documents do not and
will not whether with or without the giving of notice or lapse of time or both (i) violate,
constitute a breach of, or default under, require any prepayment of any indebtedness pursuant to
the terms of, or result in the creation or imposition of any lien, charge or encumbrance upon any
property or assets of the Company pursuant to any agreement or instrument that is listed as an
exhibit to the Company’s Form 10-K for the year ended December 31, 2002 or any of the
Company’s Forms filed thereafter but on or prior to the date of this opinion, or (ii) violate (x) the
charter or by-laws of the Company, (y) any applicable law, statute, rule or regulation, or (z) any
judgment, order, arbitral award, writ or decree known to me of any government, government
instrumentality, court or arbitral proceeding,

' 5. To my knowledge, no action, suit or proceeding to which the Company is a party
Is pending or overtly threatened in writing that, if adversely determined, could reasonably be
€xpected to negate the validity of the Transaction Documents.
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ﬂ purchasers Named on Schedule I
april 11, 2003

page 3

- This opinion is furnished to you as Purchasers and is solely for your benefit, except that
(i) Palmer & Dodge LLP may rely on this opinion in rendering their opinions to you pursuant to
the Purchase Agreements, and (ii) permitted purchasers of the Notes, the Securities Valuation
Office of the National Association of Insurance Commissioners (or any successor to the duties
- thereof) or any other governmental authority that regulates the holders of the Notes may rely on
= this opinion for any purpose.

Very truly yours, -

SOV gL TSI
‘Sheila M. McDevitt
Rk General Counsel
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@ FRESHFIELDS BRUCKHAUS DERINGER LLP

NEW YORK
520 Madison Avenue
34th Floor
To the Purchasers listed on Annex 1 hereto New York, NY 10022

T +1212 277 4000

F +1212 277 4001

W freshfields.com

DOC ID NY198948/14

OUR REF TBD/LMO

YOUR REF

CLIENT MATTER NO 088890-0023

April 11,2003

Tampa Electric Company: 6.25% Senior Notes due April 11, 2016
Ladies and Gentlemen:

We have acted as your special New York counsel in connection with the issuance by Tampa
Electric Company (the Company) of its 6.25% Senior Notes due April 11, 2016 in the aggregate
principal amount of U.S.8250,000,000 (collectively, the Notes), and the purchase by you (each a
Purchaser), pursuant to the several Note Purchase Agreements made by you with the Company
(the Note Purchase Agreements), of Notes in the aggregate principal amounts set forth in
Schedule A to the Note Purchase Agreements. All capitalized terms used but not defined in this
opinion letter have the respective meanings given to such terms in each Note Purchase
Agreement. This opinion letter is delivered to you pursuant to Section 4.4(b) of the Note
Purchase Agreements.

In rendering the opinions expressed below, we have examined the following documents:
(a) each Note Purchase Agreement; and
(b)  the Notes being purchased by you today.

In our examination, we have assumed the genuineness of all signatures, the authenticity of all
documents submitted to us as originals and the conformity with authentic originals of all
documents submitted to us as copies. When relevant facts were not independently established,
we have relied upon the representations made in or pursuant to each Note Purchase Agreement.

The Freshficlds Bruckhaus Deringer LLP partners include members of the Bars of the State of New York and the District of
Columbia, Solicitors of the Supreme Court of England and Wales and Rechtsanwilte of Germany

Amsterdam Bangkok Barcelona Beijing Berlin Bratislava Brussels Budapest Cologne Dasseldorf Frankfurt am Main
Hamburg Hanoi Ho Chi Minh City Hong Kong London Madrid Milan Moscow Munich New York Paris Rome
Shanghai Singapore Tokyo Vienna Washington
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In rendering the opinions expressed below, we have assumed, to the extent relevant with respect
to the documents referred to in this opinion letter, that:

(1) such documents have been duly authorized by, have been duly executed and
delivered by, and (except to the extent expressly set forth in the opinions
expressed in paragraphs 1 and 2 below) constitute legal, valid, binding and
enforceable obligations of, all of the parties to such documents;

(i1) all signatories to such documents have been duly authorized;

(ii1) all of the parties to such documents are duly organized or formed and validly
existing and have the power and authority (corporate, partnership, limited
liability company or other) to execute, deliver and perform such documents; and

(iv) all of the parties to such documents have obtained all approvals, authorizations,
consents and licenses (including any foreign exchange licenses), and have made
all filings and registrations with all governmental or regulatory authorities or
agencies, required for the execution or delivery of, or for the incurrence or
performance of any obligations under, any of such documents, and the incurrence
and performance by the Company of its obligations under each document to
which the Company is a party do not violate the law of any jurisdiction where
such obligations are to be incurred or performed.

Based upon and subject to the foregoing and subject also to the comments and qualifications set
forth below, and having considered such questions of law as we have deemed necessary as a
basis for the opinions expressed below, we are of the opinion that:

1. Each Note Purchase Agreement constitutes the legal, valid and binding obligation of the
Company, enforceable against the Company in accordance with its terms, except as may be
limited by (a) bankruptcy, insolvency, reorganization, moratorium, fraudulent conveyance or
transfer or other similar laws relating to or affecting the rights of creditors generally (and by the
possible judicial application of foreign laws or governmental action affecting the rights of
creditors generally) and (b) the application of general principles of equity (regardless of whether
considered in a proceeding in equity or at law), including, without limitation, (i) the possible
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unavailability of specific performance, injunctive relief or any other equitable remedy and
(ii) concepts of materiality, reasonableness, good faith and fair dealing.

2. Each of the Notes being purchased by you today constitutes the legal, valid and binding
obligation of the Company, enforceable against the Company in accordance with its respective
terms, except as may be limited by (a) bankruptcy, insolvency, reorganization, moratorium,
fraudulent conveyance or transfer or other similar laws relating to or affecting the rights of
creditors generally (and by the possible judicial application of foreign laws or governmental
action affecting the rights of creditors generally) and (b) the application of general principles of
equity (regardless of whether considered in a proceeding in equity or at law), including, without
limitation, (i) the possible unavailability of specific performance, injunctive relief or any other
equitable remedy and (1) concepts of materiality, reasonableness, good faith and fair dealing.

3. The execution and delivery by the Company of, and performance by the Company of its
obligations under, the Note Purchase Agreements do not and will not violate any applicable law,
rule or regulation of the State of New York.

4. It is not necessary in connection with the offer, sale and delivery of said Notes under the
circumstances contemplated by the Note Purchase Agreements to register said Notes under the

Securities Act or to qualify an indenture in respect of said Notes under the Trust Indenture Act
of 1939, as amended (the Trust Indenture Act).

The foregoing opinions are subject to the following comments and qualifications:

(A)  The enforceability of provisions in each Note Purchase Agreement to the effect that

terms may not be waived or modified except in writing may be limited under certain
circumstances.

(B)  We express no opinion as to (i) the effect of the laws of any jurisdiction in which any
Purchaser or the Company is located (other than the State of New York) that limit the interest,
fees or other charges a lender may impose for the loan or use of money or other credit;
(11) whether a court outside the State of New York will honor the choice of New York law to
govern each Note Purchase Agreement or the Notes; (iii) Section 22.7(a) of the Note Purchase
Agreements, insofar as such provision relates to the subject matter jurisdiction of the United
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States District Court for the Southemn District of New York to adjudicate any controversy
related to the Note Purchase Agreements; and (iv) the waiver of inconvenient forum set forth in
Section 22.7(b) of the Note Purchase Agreements with respect to proceedings in the United
States District Court for the Southern District of New York.

(C)  We express no opinion as to whether, if any Purchaser should resell any of the Notes,
registration of the Notes under the Securities Act, qualification of an indenture with respect to
the Notes under the Trust Indenture Act, qualification or registration under the securities laws of
any State of the United States of America, any filing to perfect any exemption from any such
qualification or registration, or any other consent, approval, authorization, registration,
qualification or filing, would be required in connection with such resale. Except as expressly set
forth in our opinion in paragraph 4 above, we express no opinion as to any Federal securities
laws or regulations or any state "Blue Sky" laws or regulations.

(D)  We express no opinion as to any consent, approval, authorization, registration or filing
that may be required under any applicable law or regulation relating to the conduct of the
business of insurance by any Purchaser.

We are members of the Bar of the State of New York and the foregoing opinions are limited to
matters involving the Federal law of the United States of America and the law of the State of
New York, and we do not express any opinion as to the law of any other jurisdiction.

At your request, this opinion letter is provided to you by us in our capacity as counsel to the
purchasers under the Note Purchase Agreements, and this opinion letter may not be relied upon
by any Person other than you or for any purpose other than in connection with the transactions
contemplated by the Note Purchase Agreements without, in each instance, our prior written
consent. The Securities Valuation Office of the National Association of Insurance
Commissioners (or any successor to the duties thereof) may receive a copy of this opinion, but
may not rely on this opinion without our prior written consent. At your request, we hereby
consent to reliance hereon by any future transferees of the Notes purchased by you that is an
Institutional Investor; provided that such person accepts that this opinion speaks only as of the
date hereof and to its addressees and that we have no responsibility or obligation to update this
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ANNEX 1
PURCHASERS

AMERICAN GENERAL LIFE INSURANCE COMPANY

AMERICAN INTERNATIONAL LIFE ASSURANCE COMPANY OF NEW YORK
JEFFERSON-PILOT LIFE INSURANCE COMPANY

JEFFERSON PILOT FINANCIAL INSURANCE COMPANY

JOHN HANCOCK LIFE INSURANCE COMPANY

JOHN HANCOCK VARIABLE LIFE INSURANCE COMPANY

METROPOLITAN LIFE INSURANCE COMPANY

NEW YORK LIFE INSURANCE COMPANY

NEW YORK LIFE INSURANCE AND ANNUITY CORPORATION

NEW YORK LIFE INSURANCE AND ANNUITY CORPORATION
INSTITUTIONALLY OWNED LIFE INSURANCE SEPARATE ACCOUNT

TEACHERS INSURANCE AND ANNUITY ASSOCIATION OF AMERICA
TIAA-CREF LIFE INSURANCE COMPANY

THE VARIABLE ANNUITY LIFE INSURANCE COMPANY
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State or other jurisdiction of
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No.

TECO Energy, Inc.

Florida
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Item 5. Other

On April 11, 2003, Tampa Electric Company sold $250.000.000 principal amount of 6.25%
Senior Notes due April 11, 2016 (the “Notes™) pursuant to Note Purchase Agreements between Tampa
Electric Company and each of the Purchasers of the Notes. The Note Purchase Agreement between

Tampa Electric Company and each of the Purchasers whose names appear in the acceptance forms at the
end thereof is filed as Exhibit 10.1.

Item 7. Exhibits.

10.1  Note Purchase Agreement dated as of April 11, 2003, between Tampa Electric
Company and each of the Purchasers whose names appear in the acceptance
forms at the end thereof.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrants have duly

caused this report to be signed on their behalf by the undersigned hereunto duly authorized.

Date: April 11. 2003 TAMPA ELECTRIC COMPANY

By: /s/ P.H. Barringer
P.H. Barringer
Vice President - Controlier

Date: April 11, 2003 TECO ENERGY, INC.

By: /s/ S. A. Mvers
S. A. Myers
Vice President — Corporate Accounting
and Tax
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EXHIBIT INDEX
Exhibit No. Description

10.1 Note Purchase Agreement dated as of April 11, 2003, between Tampa Electric

Company and each of the Purchasers whose names appear in the acceptance
forms at the end thereof.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-K

X Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31. 2003 .
OR
. Transition Report Pursuant to Section 13 or 15(d) of the Securiues Exchange Act of 1934
For the transition period from to
Exact name of each Registrant as specified in I.R.S. Employer
Commission its charter. state of incorporation. address of Identification
File No. principal executive offices. telephone number Number
1-8180 TECO ENERGY. INC. 59-2052286
(a Florida corporation)
TECO Plaza
702 N. Franklin Street
Tampa. Florida 33602
(813)228-4111
1-53007 TAMPA ELECTRIC COMPANY 59-0475140
(a Florida corporation)
TECO Plaza
702 N. Franklin Street
Tampa. Florida 33602
(813)228-4111
Securities registered pursuant to Section 12(b) of the Act:
Name of each exchange on
Title of each class which registered
TECO Energy, Inc.
Common Stock, $1.00 par value New York Stock Exchange
Common Stock Purchase Rights New York Stock Exchange
Equiry Security Units New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: NONE

Indicate by check mark whether the registrants (1) have filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such
reports). and (2) have been subject to such filing requirements for the past 90 days.

YES [X] NO [ ]

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not
be contained, to the best of registrants’ knowledge, in definitive proxy or information statements incorporated by reference in Part

I11 of this Form 10-K or any amendments to this Form 10-K. [ ]

Indicate by check mark whether TECO Energy. Inc. is an accelerated filer (as defined in Exchange Act Rule 12b-2).
YES [X] NO [ ]

Indicate by check mark whether Tampa Electric Company is an accelerated filer (as defined in Exchange Act
Rule 12b-2). YES [ ] NO [X]

The aggregate market value of TECO Energy. Inc.’s common stock held by nonaffiliates of the registrant as of June 30, 2003 was
$2.117.879.345.

(continued)
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The aggregate market value of Tampa Electric Company 's common stock held by nonaffiliates of the registrant as of June 30, 2003
Was zero.

The number of shares of TECO Energy. Inc.’s common stock outstanding as of February 29, 2004 was 188.175.920. As of Februan

29, 2004. there were 10 shares of Tampa Electric Company’'s common stock issued and outstanding. all of which were held.
beneficially and of record. by TECO Energy. Inc.

DOCUMENTS INCORPORATED BY REFERENCE
Portions of TECO Energy. Inc.’'s 2003 Annual Report are incorporated by reference into Parts Ii and 1V,

Portions of the Definitive Proxy Statement relating to the 2004 Annual Meeting of Shareholders of TECO Energy. Inc. are
mcorporated by reference into Part I11.

Tampa Electric Company meets the conditions set forth in General Instruction (I) (1) (a) and (b) of Form 10-K and is therefore filing

this form with the reduced disclosure format.

This combined Form 10-K represents separate filings by TECO Energy. Inc. and Tampa Electric Company. Informauon contained
herein relating to an individual registrant is filed by that registrant on its own behalf. Tampa Electric Company makes no
representations as to the information relating to TECO Energy, Inc.’s other operations.

Page 1 of 68
Index to Exhibits begins on page 63
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PART I
Item 1. BUSINESS.

TECO ENERGY

TECO Energy. Inc. (TECO Energy) was incorporated in Florida in 1981 as part of a restructuring in which it became the
parent corporation of Tampa Electric Company. TECO Energy and 1ts subsidiaries had 5,753 employvees as of Dec. 31, 2003.

TECO Energy’s Corporate Governance Guidelines. the charter of each committee of the Board of Directors. and the code of
ethics applicable to all directors. officers and emplovees. the Standards of Integriry. are available on the Investor Relations page of
TECO Energy’s website. www.tecoenergy.com. or in print free of charge to any shareholder who requests the information. TECO
Energy also makes its Securities and Exchange Commission (SEC) (www_sec.cov) filings available free of charge on the Investor
Relations page of TECO Energy's web site.

TECO Energy currently owns no operating assets but holds all of the common stock of Tampa Electric Company and
directly. or through its subsidiary TECO Diversified. Inc.. the other subsidiaries listed below. Unless otherwise indicated by the
context, “TECO Energy” means the holding company. TECO Energy. Inc.. and its subsidiaries. and references 1o individual
subsidiaries of TECO Energy. Inc. refer to that company and its respective subsidiaries. TECO Energy is a public utility holding
company exempt from registration under the Public Utility Holding Company Act of 1933,

TECO Energy is a holding company for regulated utilities and other unregulated businesses. TECO Energy’s significant
business segments are identified below.

Tampa Electric Company. a Florida corporation and TECO Energy’s largest subsidiary. through its Tampa Electric
division (Tampa Electric) provides retail electric service to more than 612,000 customers in West Central Florida with a net system
generating capability of 3.256 megawatts (MW). OnJan. 15, 2004, Tampa Electric commissioned Bayside 2 (rated at 1.022 MW)
for a combined capacity of 4.278 MW. Peoples Gas System (PGS). a division of Tampa Electric Company. is engaged in the
purchase, distribution and marketing of natural gas for residential. commercial. industrial and electric power generation customers in
Florida. With more than 299.000 customers. PGS has operations in Florida's major metropolitan areas. Annual natural gas
throughput (the amount of gas delivered to its customers. including transportation-only service) in 2003 was 1.2 billion therms.

TECO Transport Corporation. a Florida corporation. owns no operating assets but owns all of the common stock of four
subsidiaries which provide waterborne transportation. storage and transfer services of coal and other dry-bulk commodities.

TECO Coal Corporation. a Kentucky corporation. owns no operating assets but owns all of the common stock of nine
subsidiaries which own mineral rights. and own or operate surface and underground mines. synthetic fuel production facilities. and
coal processing and loading facilities in eastern Kentucky. Tennessee and southwestern Virginia.

TECO Wholesale Generation, Inc. (TWG) (formerly TECO Power Services Corporation), a Florida corporation, has
subsidiaries that have interests in independent power projects in Florida. Virginia. Hawaii, Arkansas. Mississippi. Texas, Arizona
and Guatemala, and has investments in unconsolidated affiliates that participate in independent power projects and electric
distribution in other parts of the United States (U.S.) and Guatemala. As part of its renewed focus on core utility operations. TECO
Energy revised its internal reporting information used for evaluating. measuring and making decisions with respect to the
components which previously comprised the TECO Power Services (TPS) operating segment. The revised operating segment, TWG
Merchant. is comprised of all merchant operations which include the results of operations for the Frontera, Commonwealth
Chesapeake. Dell and McAdams power plants, as well as the equity investment in other U.S. plants. and TECO EnergySource, Inc.
(TES). the energy marketing operation for the merchant plants. The non-merchant assets that were formerly reported with TPS
include the company's interests in Florida, Hawaii and Guatemala and are now reported with Other Unregulated Companies.

TECO Energy’s other unregulated companies with continuing operations include the non-merchant operations of TECO
Wholesale Generation as described above. TECO Solutions. Inc. (TECO Solutions). TECO Properties. Inc. (TECO Properties), and
TECO Investments, Inc. The TECO Solutions’ subsidiaries provide mechanical contracting, air conditioning, electrical and
plumbing systems and repair and maintenance services in Florida.

Revenues for TECO Energy’s significant business segments for the vears indicated follow. For additional financial
information regarding TECO Energy’s significant business segments. see Note 19 to the TECO Energy Consolidated Financial
Statements.

Revenues from Continuing Operations

(millions) 2003 2002 2001
Tampa Electric S 1.586.1 S 15832 S 14127
Peoples Gas System 408.4 318.1 352.9
Tortal regulated businesses 1.994.5 1.901.3 1,765.6
TECO Wholesale Generation 95.9 111.1 81.8
TECO Transport 260.6 2546 2749
TECO Coal 296.3 317.1 303.5
Other unregulated businesses 263.5 297.7 298.8
2,910.8 2,881.8 2.724.6
Other and eliminations (170.8) (216.9) (241.3)
S 2.740.0 S 2.664.9 S 24833

122



TWG’s interest in the Union and Gila River Project Companies, which own merchant generation plants in Arkansas and
Arizona. respectively. is held by an indirect wholly owned subsidiary of TWG, TECO-Panda Generating Company, L.P. (TPGC).
TPGC was part of the TWG Merchant operating segment until designated as assets held for sale in December 2003. As of Dec. 31.
2003. TECO Energy management was committed to a plan to sell TECO Energy’s indirect ownership of the equity or net assets of’
TPGC through a purchase and sale or other agreement. and expects to complete the wansaction in 2004, TPGC's results are
accounted for as discontinued operations for all periods reported. Revenues from the discontinued operations of TPGC in 2003 were
$319.4 million.

TECO Energy’s other unregulated companies completed several dispositions in 2003 and 2002, including the sale of
Hardee Power Partners, Ltd. (HPP) in 2003 (part of the non-merchant operations of TWG) and the sale of TECO Coalbed Methane
in 2002. Additionally in 2003, TECO Energy was commirted to a plan to sell Prior Energy and TECO BGA (formerly a component
of TECO Energy Services) as of Dec. 31, 2003. These sales were completed in early 2004, (See Note 23 to the TECO Energy
Consolidated Financial Statements.) The company also completed the sale of substantially all of the net assets of TECO Gas
Services in 2003. Results for TECO Coalbed Methane. Prior Energy and TECO Gas Services have been accounted for as
discontinued operations for all periods reported. HPP is accounted for in continuing operations because of the continuing
involvement of Tampa Electric through a pre-existing agreement to purchase power from HPP. In January 2004. TECO Energy
completed the sale of its general and limited parmership interests in Heritage Propane Partners, L.P. as a part of a larger transaction
that involved the merging of privately held Energy Transfer Company with Heritage Propane Partners. Revenues from the
discontinued operations of other unregulated companies were $21.6 million. $531.5 million and $60.1 million for the years ended Dec.
31,2003, 2002 and 2001, respectively.

TAMPA ELECTRIC--Electric Operations

Tampa Electric Company was incorporated in Florida in 1899 and was reincorporated in 1949. Tampa Electric Company is
a public utility operating within the state of Florida. Through its Tampa Electric division. it is engaged in the generation, purchase.
rransmission. distribution and sale of electric energy. The retail territory served comprises an area of about 2.000 square miles in
West Central Florida. including Hillsborough County and parts of Polk. Pasco and Pinellas Counties, and has an estimated
population of over one million. The principal communities served are Tampa. Winter Haven. Plant City and Dade City. In addition.
Tampa Electric engages in wholesale sales to utilities and other resellers of electricity. It has two electric generating stations in or
near Tampa. one electric generating station in southwestern Polk County, Florida and two electric generating stations (one of which
is on long-term standby) located near Sebring, a city located in Highlands County in South Central Florida.

Tampa Electric had 2,434 employees as of Dec. 31, 2003, of which 905 were represented by the International Brotherhood
of Electrical Workers and 250 were represented by the Office and Professional Employees International Union.

In 2003, approximately 48 percent of Tampa Electric’s total operating revenue was derived from residential sales, 29
percent from commercial sales. 10 percent from industrial sales and 13 percent from other sales, inciuding bulk power sales for
resale. The sources of operating revenue and megawatt-hour sales for the vears indicated were as follows:

Operating Revenue

(millions) 2003 2002 2001
Residential S 7674 S 7539 S 6598
Commercial 460.1 459.6 409.7
Industrial — Phosphate 65.3 74.3 57.0
Industrial — Other 88.5 83.8 71.8
Other retail sales of electricity 124.9 117.4 103.0
Total retail 1.506.2 1.489.0 1,301.3
Sales for resale 41.6 67.7 82.4
Other 38.3 26.5 29.0

S 1.586.1 S 1.583.2 S 1.412.7

Megawatt-hour Sales

(millions) 2003 2002 2001
Residential 8.265 8,046 7.594
Commercial 5.860 5.832 5.685
Industrial 2,579 2.612 2.329
Other retail sales of electricity 1.538 1.435 1.368
Total retail : 18.242 17,925 16,976
Sales for resale 691 1,084 1.499
Total energy sold 18.933 16.009 18.475
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No significant part of Tampa Electric’s business is dependent upon a single customer or a few customers. the loss of any
one or more of whom would have a significant adverse effect on Tampa Electric. IMC-Agrico. a large phosphate producer. 1s Tampa
Electric’s largest customer and represents less than 3 percent of Tampa Electric’s 2003 base revenues.

Tampa Electric’s business is not highly seasonal. but winter peak loads are experienced due 10 electric heating. fewer
daylight hours and colder temperatures. and summer peak loads are experienced due to the use of air conditioning and other cooling
equipment.

Regulation

The retail operations of Tampa Electric are regulated by the Florida Public Service Commission (FPSC). which has
jurisdiction over retail rates, quality of service and reliability, issuances of securities. planning. siting and construction of facilities.
accounting and depreciation practices. and other matters.

In general. the FPSC's pricing objective is to set rates at a level that allows the utility to collect total revenues (revenue
requirements) equal to its cost of providing service. plus a reasonable return on invested capital.

The costs of owning. operating and maintaining the utility svstem. other than fuel, purchased power. conservation and
certain environmental costs, are recovered through base rates. These costs include operation and maintenance expenses. depreciation
and taxes. as well as a return on Tampa Electric’s investment in assets used and useful in providing electric service (rate base). The
rate of return on rate base, which is intended to approximate Tampa Electric's weighted cost of capital, primarily includes its costs
for debt. deferred income taxes at a zero cost rate and an allowed return on common equity. Base rates are determined in FPSC rate
setting hearings which occur at irregular intervals at the initiative of Tampa Electric. the FPSC or other parties. See the discussion of
the FPSC-approved agreements covering 1995 through 1999 in the Regulation — Tampa Electric Rate Strategy section of
Management’s Discussion & Analysis of Financial Condition & Results of Operations (MD&A).

Tampa Electric’s rates and allowed return on equity (ROE) range of 10.75 percent to 12.75 percent with a midpoint of 11.75
percent are in effect until such time as changes are occasioned by an agreement approved by the FPSC or other FPSC actions as a
result of rate or other proceedings initiated by Tampa Electric. FPSC staff or other interested parties. Tampa Electric expects to
continue earning within its allowed ROE range without a base rate increase, even with the rate base additions associated with the
repowering of the Bayside Power Station.

Fuel, purchased power. conservation and certain environmental costs are recovered through levelized monthly charges
established pursuant to the FPSC’s cost recovery clauses. These charges. which are reset annually in an FPSC proceeding, are based
on estimated costs of fuel. environmental compliance. conservation programs and purchased power and estimated customer usage for
a specific recovery period, with a true-up adjustment to reflect the variance of actual costs from the projected charges. The FPSC
may disallow recovery of any costs that it considers imprudently incurred.

In September 2003. Tampa Electric filed with the FPSC for approval of fuel and purchased power. capacity, environmental
and conservation cost recovery rates for the period January through December 2004. In November. the FPSC approved Tampa
Electric’s requested changes except for the lower coal transportation rate driven by a new contract with TECO Transport described
below. The resulting rates include the impacts of the increased use of natural gas at the Bayside Power Station and the collection of
$91 million for under-recovery of fuel expense for 2002 and 2003. The filing also included estimated waterborne transportation rates
for coal transportation services. The FPSC did not allow the recovery of $8.4 million it characterized as savings from shutting down
the Gannon Station earlier than originally planned which the FPSC deemed generated operations and maintenance savings. Tampa
Electric filed its objection to the disallowance of the recovery of the $8.4 million and a motion asking FPSC to reconsider its
decision because all facts and law were not taken into account. The motion was filed on Jan. 6, 2004, and a decision on this matter is
expected in the first quarter of 2004. See Regulation — Cost Recovery Clauses section of MD&A.

Tampa Electric is also subject to regulation by the Federal Energy Regulatory Commission (FERC) in various respects,
including wholesale power sales. certain wholesale power purchases. transmission services, and accounting and depreciation
practices. See the Regulation — Transmission Rates and Regional Transmission Organization (RTO) sections of MD&A.

Federal. state and local environmental laws and regulations cover air quality, water quality, land use, power plant.
substation and transmission line siting, noise and aesthetics, solid waste and other environmental matters. See Environmental
Matters on pages 7 and 8.

The transactions between Tampa Electric and its affiliates and the prices paid by Tampa Electric are subject to regulation by
the FPSC and FERC., and any charges deemed to be imprudently incurred may be disallowed for recovery from Tampa Electric’s
customers. TECO Transport sells transportation services to Tampa Electric and other third parties. Tampa Electric’s contract for
coal transportation and storage services with TECO Transport expired on Dec. 31, 2003. In June 2003, Tampa Electric issued a
Request For Proposal (RFP) to potential providers requesting services for the next five years. The results of the RFP process was the
execution of a new contract between Tampa Electric and TECO Transport. effective Jan. 1, 2004, with market rates supported by the
results of the RFP and an independent expert in maritime transportation matters. The prudence of the RFP process and final contract
scheduled to be reviewed by the FPSC in the course of the normal fuel cost recovery hearings in November was deferred due to
protests from other parties seeking more time to evaluate the contract information. The matter is scheduled to be heard by the FPSC
in May with a decision expected in July. In the meantime, Tampa Electric is recovering fuel transportation costs at the rates from the
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now expired contract, which are slightly higher than those in the contract effective Jan. 1, 2004. See the Regulation — Coal
Transportation Contract section of MD&A. Except for transportation services performed by TECO Transport under the U.S. bulk
cargo preference program. the prices charged by TECQO Transport to third-party customers are not subject to regulatory oversight.

Competition

Tampa Electric’s retail electric business is substantially free from direct competition with other electric uulities,
municipalities and public agencies. At the present time. the principal form of competition at the retail level consists of self-
generation available to larger users of electric energy. Such users may seek 10 expand their alternatives through various initiatives.
including legislative and/or regulatory changes that would permit competition at the retail level. Tampa Electric intends to retain and
expand its retail business by managing costs and providing high-quality service to retail customers.

In 1999. the FERC approved a market-based sales tariff for Tampa Electric. which allows Tampa Electric to sell excess
power at market prices within Florida. The FERC had already approved market-based prices for interstate sales for Tampa Electric
and the other investor-owned utilittes (IOUs) operating in the state: however, Tampa Electric is the only IOU in the state with
intrastate market-based sales authority.

There is presently competition in Florida’s wholesale power markets, increasing largely as a result of the Energy Policy Act
of 1992 and related federal initiatives. However, the state’s Power Plant Siting Act, which sets the state’s electric energy and
environmental policy and governs the building of new generation involving steam capacity of 75 megawatts or more, requires that
applicants demonstrate that a plant is needed prior to receiving construction and operating permits. In 2003. the FPSC implemented
rules that modified rules from 1994 that required investor-owned electric utilities (10Us) to issue RFP’s prior to filing a petition for
Determination of Need for construction of a power plant with a steam cycle greater than 75 megawatts. The new rules became
effective for requests for proposal for applicable capacity additions, prospectively. See Regulation — Utility Competition-Electric
section of MD&A.

FERC requires transmission system owners to operate an Open Access Non-discriminatory Transmission, Standard Costs,
Same-time Information System (OASIS) providing. via the Internet. access to transmission service information (including price and
availability) and to rely exclusively on their own OASIS system for such information for purposes of their own wholesale power
transactions. This rule works to open access for wholesale power flows on transmission systems and requires utilities such as Tampa
Electric, which own transmission facilities, to provide services to wholesale transmission customers comparable to those they
provide to themselves on comparable terms and conditions. including price. Among other things, the rules require transmission
services to be unbundled from power sales and owners of transmission svstems to take transmission service under their own
transmission tariffs. To facilitate compliance. owners must maintain Standards of Conduct to ensure that personnel involved in
marketing wholesale power are functionally separated from personnel involved in transmission services and reliability functions.
Tampa Electric, together with other utilities, has an OASIS system and believes it is in compliance with the Standards of Conduct.
See Regulation — Transmission Rates section of MD&A.

In December 1999, the FERC issued Order No. 2000, dealing with FERC’s continuing effort to affect open access to
transmission facilities in large regional markets. In response, the peninsular Florida [OUs agreed to form an RTO to be known as
GridFlorida LLC which would independently control the transmission assets of the filing utilities, as well as other utilities in the
region that chose to join. In March 2001, the FERC conditionally approved GridFlorida. In May 2001, the FPSC questioned the
prudence of the three filing utilities joining GridFlorida. After an October 2001 hearing. the FPSC found that the companies were
prudent in forming GridFlorida, but ordered the companies to modify their proposal to develop a non-transmission owning RTO
model. In August 2002, the FPSC voted to approve many of the compliance changes submitted, but set an October 2002 hearing on
the market design changes proposed in the updated filing.

In October 2002, the process was delayed when the OPC filed an appeal with the Florida Supreme Court asserting that the
FPSC could not relinquish its jurisdictional responsibility to regulate the IOUs and, by approving GridFlorida. they were doing just
that. Oral arguments occurred in May 2003, and the Florida Supreme Court dismissed the OPC appeal citing that it was premature
because certain portions of the FPSC GridFlorida order are not final. In September 2003, a joint meeting of the FERC and FPSC
took place to discuss wholesale market and RTO issues related to GridFlorida and in particular, federal/state interactions. The FPSC
has scheduled a series of collaborative meetings with all interested parties and, upon their conclusion, will set items for hearing and a
hearing schedule. This is expected to occur throughout 2004.

Fuel

Approximately 78 percent of Tampa Electric’s generation of electricity for 2003 was coal-fired. with natural gas
representing approximately 21 percent and oil representing approximately 1 percent. Tampa Electric used its generating units to
meet approximately 81 percent of the system load requirements, with the remaining 19 percent coming from purchased power. A
lower level of coal generation as a percentage of total generation is anticipated for 2004 as a result of Gannon'’s repowering to the
natural gas fueled Bayside Power Station.

Tampa Electric’s average delivered fuel cost per million Btu and average delivered cost per ton of coal burned have been as
follows:
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Average cost per million Bru: 2003 2002 2001 2000 1999

Coal S 202 S 1.93 S 206 S 19 s 2.00
Oil § 642 § 533 § 579 § 533 S 3.09
Gas (Natural) S 645 S 5.86 S 4.84 S 3549 —

Composite S 283 S 211 s 219 s 207 S 2.03
Average cost per ton of coal burned $ 4832 S 45.04 S 47353 S 4436 $ 44.63

Tampa Electric’s generating stations burmn fuels as follows: Bayside 1. which went into commercial operation in Aprii of
2003. and Bayside 2. which went into commercial operation in January of 2004, burn narral gas: Big Bend Station. which has
sulfur dioxide scrubber capabilities. bums a combination of high-sulfur coal. petroleum coke and No. 2 fuel oil: Polk Power Station
burns a blend of low-sulfur coal. high-sulfur coal. and petroleum coke which is gasified and subject to sulfur and particulate matter
removal prior to combustion, natural gas and oil: and Phillips Station burns residual fuel oil.

Coal. Tampa Electric used approximately 5.7 million tons of coal during 2003 and estimates that its fuel consumption will
be about 5.0 million tons for 2004. During 2003. Tampa Electric purchased approximately 76 percent of its coal under long-term
contracts with seven suppliers, and approximately 24 percent of its coal and petroleum coke in the spot market. Tampa Electric
expects to obtain approximately 70 percent of its coal requirements in 2004 under long-term contracts with six suppliers and the
remaining 30 percent in the spot market. The temporary change in the balance of long-term versus spot contracts is due to declining
coal needs at Gannon Station in connection with the repowering to the Bayside Power Station. Tampa Electric’s remaining long-
term contracts provide for revisions in the base price 1o reflect changes in a wide range of cost factors and for suspension or
reduction of deliveries if environmental regulations should prevent Tampa Electric from burning the coal supplied. provided that a
good faith effort has been made to continue burning such coal. For information concerning transportation services by affiliated
companies to Tampa Electric. see the TECO Transport section of Business.

In 2003, approximately 56 percent of Tampa Electric’s coal supply was deep-mined, approximately 37 percent was
surface-mined and the remainder was a processed oil by-product known as petroleum coke. Federal surface-mining laws and
regulations have not had any material adverse impact on Tampa Electric’s coal supply or results of its operations. Tampa Electric,
however, cannot predict the effect of any future mining laws and regulations.

Natural Gas. In 2003, Tampa Electric contracted for 80 percent of winter 2003-2004 expected gas needs and 40 percent
for the 2004 summer period. In the spring of 2004, Tampa Electric expects to contract for an additional 20-40 percent of the 2004
summer and 40 percent of the winter 2004-2005 requirements. Additional volumes are expected to be procured on the short-term
spot market.

Oil. Tampa Electric is in the process of finalizing supply agreements for No. 2 fuel oil for its Polk and Big Bend Stations at
prices based on Gulf Coast Cargo spot indices. No. 6 fuel oil is purchased on the spot market for its Phillips Station.

Franchises and Other Rights

Tampa Electric holds franchises and other rights that. together with its charter powers, give it the right to carry on its retail
business in the localities it serves. The franchises give Tampa Electric rights 1o the use of rights of way and other public property to
place its facilities, and are irrevocable and not subject to amendment without the consent of Tampa Electric, although, in certain
events, they are subject to forfeiture.

Florida municipalities are prohibited from granting any franchise for a term exceeding 30 years. All of the municipalities,
except for the cities of Tampa and Winter Haven, have reserved the right to purchase Tampa Electric’s property used in the exercise
of its franchise if the franchise is not renewed; otherwise, based on judicial precedent, Tampa Electric is able to keep its facilities in
place subject to reasonable rules and regulations imposed by the municipalities.

Tampa Electric has franchise agreements with 13 incorporated municipalities within its retail service area. These
agreements have various expiration dates ranging from November 2005 to March 2021.

Franchise fees payable by Tampa Electric, which totaled $27.6 million in 2003, are calculated using a formula based
primarily on electric revenues and are collected on customers’ bills.

Utility operations in Hillsborough. Pasco, Pinellas and Polk Counties outside of incorporated municipalities are conducted
in each case under one or more permits to use state or county rights-of-way granted by the Florida Department of Transportation or
the county commissioners of such counties, There is no law limiting the time for which such permits may be granted by counties.
There are no fixed expiration dates for the Hillsborough County and Pinellas County agreements. The agreements covering electric
operations in Polk and Pasco counties expire in 2004 and 2023, resnectively. Tampa Electric expects to reach a renewal agreement
for the Polk agreement.
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Environmental Matters

Consent Decree

Tampa Electric Company. in cooperation with the Environmental Protection Agency (EPA) and the U.S. Department of
Justice, signed a Consent Decree which became effective October 3. 2000, and a Consent Final Judgment with the Florida
Department of Environmental Protection (FDEP). effective December 7, 1999. Pursuant to these agreements. allegations of
violations of New Source Review requirements of the Clean Air Act were resolved. provision was made for environmental controls
and pollution reductions. and Tampa Electric began implementing a comprehensive program that will dramatically decrease
emissions from the company’s power plants.

The emission reduction requirements included specific detail with respect to the availability of flue gas desulfurization
systems (scrubbers) to help reduce sulfur dioxide (SO2). projects for nitrogen oxide (NOx) reduction efforts on Big Bend Units |
through 4, and the repowering of the coal-fired Gannon Station to natural gas. The commercial operation dates for the two
repowered Bayside units were on Apr. 24, 2003 and Jan. 15. 2004. The completed station has total station capacity of about 1.800
megawatts (nominal) of natural gas-fueled electric generation. By May 1. 2005, Tampa Electric must decide whether to install NOx
controls. repower, or shutdown Big Bend Unit 4. and it must implement the chosen solution by June 1, 2007. By May 1, 2007.
Tampa Electric will decide whether to install NOx controls. repower, or shutdown Big Bend Units 1. 2 and 3 and it must implement
the chosen methodology beginning in 2008. Tampa Electric’s capital investment forecast includes amounts in the 2006 through 2008
period for compliance with the NOx. SO2 and particulate matter reduction requirements.

Emission Reductions

Since 1998, Tampa Electric has reduced annual SO2, NOx. and particulate matter (PM) emissions from its facilities by
129.430 tons. 27.630 tons. and 2.865 tons, respectively. Reductions in SO2 emissions were accomplished through the instaliation of
scrubber systems on Big Bend Units 1 and 2 in 1999. Big Bend Unit 4 was originally constructed with a scrubber. The Big Bend
Unit 4 scrubber system was modified in 1994 to allow it to scrub emissions from Big Bend Unit 3. Currently. the scrubbers at Big
Bend Station remove more than 95 percent of the SO2 emissions from the flue gas streams.

In addition, the Consent Decree and Consent Final Judgment related projects will result in significant reductions in
emissions. Reductions have already resulted from the completion of the repowering of Gannon Station to Bayside Power Station in
April 2003 (Bayside Unit 1) and January 2004 (Bayside Unit 2). Should Tampa Electric decide to continue to burn coal, the
installation of additional NOx emissions controls on all Big Bend Units will result in the further reduction of emissions. By 2010,
these projects are expected to result in the additional phased reduction of SO2 by 156,501 tons per year, NOx by 61,549 tons per
vear. and PM by 3.626 tons per year from 1998 levels. In total. Tampa Electric’s emission reduction initiatives will result in the
reduction of SO2. NOx and PM emissions by 90 percent. 89 percent. and 70 percent, respectively, below 1998 levels. With these
improvements in place, Tampa Electric’s facilities will meet the same standards required of new power generating facilities and help
to significantly enhance the quality of the air in the community.

Due to pollution control co-benefits from the Consent Decree and Consent Final Judgment. reductions in mercury emissions
have occurred due to the re-powering of Gannon Station to Bayside Station. At Bayside, where mercury levels have decreased 44
percent below 1998 levels, there are virtually zero mercury emissions. Additional mercury reductions are also anticipated from the
installation of NOx controls at Big Bend Station. which would lead to a mercury removal efficiency of approximately 70 percent.
Depending on the NOx control technology selected for Big Bend. the mercury reductions may vary and lead to lower than
anticipated mercury removal efficiencies.

The repowering of Gannon Station to Bayside Station will also lead to a significant reduction in carbon dioxide (CO2)
emissions. It is expected that by 2005, the repowering will bring an approximate 5.2 million ton decrease in CO2 emissions below
1998 levels. This reduction will result in the Tampa Electric system CO2 emissions being in line with its 1990 CO2 emission levels.

Superfund and Former Manufactured Gas Plant Sites

Tampa Electric Company, through its Tampa Electric and Peoples Gas divisions, is a potentially responsible party for
certain superfund sites and, through its Peoples Gas division. for certain former manufactured gas plant sites. While the joint and
several liability associated with these sites presents the potential for significant response costs, as of Dec. 31, 2003, Tampa Electric
Company has estimated its ultimate financial liability to be approximately $20 million, and this amount has been reflected in the
consolidated financial statements. The environmental remediation costs associated with these sites. which are expected to be paid
over many years, are not expected to have a significant impact on customer prices.

The estimated amounts represent only the estimated portion of the cleanup costs attributable to Tampa Electric Company.
The estimates to perform the work are based on actual estimates obtained from contractors or Tampa Electric Company’s experience
with similar work adjusted for site specific conditions and agreements with the respective governmental agencies. The estimates are
made in current dollars, are not discounted and do not assume any insurance r2coveries.

Allocation of the responsibility for remediation costs among Tampa Electric Company and other potentially responsible
parties (PRPs) is based on each parties’ relative ownership interest in or usage of a site. Accordingly, Tampa Electric Company’s

share of remediation costs varies with each site. In virtually all instances where other PRPs are involved, those PRPs are considered
creditworthy.

7
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Factors that could impact these estimates include the ability of other PRPs to pay their pro rata portion of the cleanup costs.
additional testing and investigation which could expand the scope of the cleanup activities. additional liability that might anse from
the cleanup activities themselves or changes in laws or regulations that could require additional remediauon. These costs are
recoverable through customer rates established in subsequent base rate proceedings.

Capital Expenditures

During the five years ended Dec. 31, 2003. Tampa Electric spent $116.4 million. excluding the Gannon repowering. on
capital additions to meet environmental requirements. A significant portion of the $83 million project for the Big Bend Units land 2
scrubbers is included in the five-year total. A new scrubber system was installed at Big Bend Units | and 2 to meet Phase 2 S02
emission reduction requirements under the Clean Air Act Amendments of 1990.

In total, Tampa Electric spent an estimated S11.7 million in 2003 on environmental projects. Environmental expenditures
are estimated at $18.2 million for 2004 and an additional $324 million in total for 2005 through 2008. These totals include the
expenditures required to comply with the EPA Consent Decree, which are discussed below,

1n2003, Tampa Electric spent approximately $3.6 million for compliance with the EPA consent decree requirements at Big
Bend station for reduction of NOx and PM emissions and to improve the scrubber systems to reduce S02 emissions. Should Tampa
Electric choose to continue to burn coal at Big Bend station. further NOx emission reductions would require expenditures in 2004
estimated at $3.7 million and as much as $221 million being spent during 2005 through 2008. Estimated expenditures for the
continued improvement of electrostatic precipitators for PM emissions reductions will be $1.5 million in 2004 and an additional $6.3
million during 2005 through 2008. Tampa Electric has also spent $658 million, excluding allowance for funds used during
construction (AFUDC) and dismantlement. on Bayside Power Station. the repowering of the company s coal-fired Gannon Station
1o use natural gas. to meet the EPA Consent Decree condition of eliminating coal-firing at Gannon Station.

PEOPLES GAS SYSTENMI - Gas Operations

Peoples Gas System (PGS) operates as the Peoples Gas System division of Tampa Electric Company. PGS is engaged in the
purchase. distribution and sale of natural gas for residential. commercial, industrial and electric power generation customers in the
State of Florida.

PGS uses three interstate pipelines to receive gas for sale or other delivery to customers connected to its distribution system.
PGS does not engage in the exploration for or production of natural gas. PGS operates a natural gas distribution system that serves
over 299,000 customers. The system includes approximately 9,500 miles of mains and over 5,500 miles of service lines. (See PGS®
Franchise section of Business.)

In 2003. the total throughput for PGS was 1.2 billion therms. Of this total throughput, 13 percent was gas purchased and
resold to retail customers by PGS. 72 percent was third party supplied gas delivered for retail transportation only customers, and 15
percent was gas sold off-system. Industrial and power generation customers consumed approximately 65 percent of PGS’ annual
therm volume. commercial customers used approximately 30 percent and the balance was consumed by residential customers.

While the residential market represents only a small percentage of total therm volume, residential operations generally
comprise 25 percent of total revenues. New residential construction including natural gas and conversions of existing residences to
gas have steadily increased since the late 1980’s.

Natural gas has historically been used in many traditional industrial and commercial operations throughout Florida.
including production of products such as steel, glass, ceramic tile and food products. Within the PGS operating territory, large
cogeneration facilities utilize gas-fired technology in the production of electric power and steam.

Revenues and therms for PGS for the years ended Dec. 31. are as follows:

Revenues Therms

(millions) 2003 2002 2001 2003 2002 2001
Residential S 105.6 S 76.6 S 88.2 64.2 60.2 58.8
Commercial 143.6 122.3 163.6 354.8 3276 308.9
Industrial 114.8 80.3 50.7 406.2 423.8 346.5
Power Generation 10.1 11.4 11.3 363.7 492.6 403.5
Other revenues 34.0 27. 39.1 — — —

Total $408.4 $ 318.1 $3529 1.138.9 1.304.2 1.117.7

PGS had 565 employees as of Dec. 31, 2003. A total of 94 employees in six of PGS’ 15 operating divisions are represented
by various union organizations.
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Regulation

The operations of PGS are regulated by the FPSC separate from the regulation of Tampa Electric’s electnc operations. The
FPSC has jurisdiction over rates, service. issuance of securities. safety. accounting and depreciation practices and other matters. In
general, the FPSC sets rates at a level that allows a utility such as PGS to collect total revenues (revenue requirements) equal 1o its
cost of providing service. plus a reasonable return on invested capital.

The basic costs of providing natural gas service. other than the costs of purchased gas and interstate pipeline capacity. are
recovered through base rates. Base rates are designed to recover the costs of owning. operating and maintaining the utility system.
The rate of rerurn on rate base. which is intended to approximate PGS weighted cost of capital, primarily includes its cost for debt.
deferred income taxes at a zero cost rate. and an allowed return on common equity. Base rates are determined in FPSC proceedings
which occur at irregular intervals at the initiative of PGS. the FPSC or other parties. For a description of recent proceeding activity.,
see the Regulation — Peoples Gas Rate Proceeding section of MD&A.

PGS recovers the costs it pays for gas supply and interstate transportation for system supply through the Purchased Gas
Adjustment (PGA) clause. This charge is designed to recover the costs incurred by PGS for purchased gas. and for holding and using
interstate pipeline capacity for the transportation of gas it sells to its customers. These charges are adjusted monthly based on a cap
approved annually in an FPSC hearing. The cap is based on estimated costs of purchased gas and pipeline capacity. and estimated
customer usage for a specific recovery period, with a true-up adjustment to reflect the variance of actual costs and usage from the
projected charges for prior periods. Fora description of the most recent adjustment. see the Regulation — Cost Recovery Clauses -
Peoples Gas section of MD&A.

In addition to its base rates and purchased gas adjustment clause charges for system supplv customers. PGS customers
{except interruptibie customers) also pay a per-therm charge for all gas consumed to recover the costs incurred by PGS in developing
and implementing energy conservation programs, which are mandated by Florida law and approved and supervised by the FPSC.
PGS is permitted to recover. on a dollar-for-doliar basis, expenditures made in connection with these programs if it demonstrates that
the programs are cost effective for its ratepayers.

In February 2000. the FPSC approved a rule that required natural gas utilities to offer transportation-only service to all
non-residential customers. The net result of the unbundling is a shift from commodity sales to transportation sales. PGS continues to
receive its base rate for distribution regardless of whether a customer decided to opt for transportation-only service or continue
bundled service. PGS had over 10.500 transportation customers as of Dec. 31, 2003,

In addition to economic regulation. PGS is subject to the FPSC's safety jurisdiction, pursuant to which the FPSC regulates
the construction. operation and maintenance of PGS’ distribution system. In general. the FPSC has implemented this by adopting the
Minimum Federal Safety Standards and reporting requirements for pipeiine facilities and transportation of gas prescribed by the U.S.
Department of Transportation in Parts 191, 192 and 199, Title 49, Code of Federal Regulations,

PGS is also subject to federal, state and local environmental laws and regulations pertaining to air and water quality. land
use. noise and aesthetics, solid waste and other environmental matters.

Competition

PGS is not in direct competition with any other regulated distributors of natural gas for customers within its service areas.
At the present time, the principal form of competition for residential and small commercial customers is from companies providing
other sources of energy, including electricity. In general. PGS faces competition from other energy source suppliers offering fuel oil,
electricity and in some cases. propane. PGS has taken actions to retain and expand its commodity and transportation business,
including managing costs and providing high quality service to customers.

In Florida, gas service is unbundled for all non-residential customers. In 2000, PGS implemented its “NaturalChoice”
program offering unbundled transportation service to all eligible customers. This means that non-residential customers can purchase
commodity gas from a third party but continue to pay PGS for the transportation of the gas.

Competition is most prevalent in the large commercial and industrial markets. In recent years. these classes of customers
have been targeted by competing companies seeking to sell alternate fuels or transport gas through other facilities, thereby bypassing
PGS facilities. In response to this competition, PGS has developed various programs. including the provision of transportation
services at discounted rates. See the Regulation — Utility Competition — Gas section of MD&A.

Gas Supplies

PGS purchases gas from various suppliers depending on the needs of its customers. The gas is delivered to the PGS
distribution system through three interstate pipelines on which PGS has reserved firm transportation capacity for delivery by PGS to
11S customers.

Gas 1s delivered by Florida Gas Transmission Company (FGT) through more than 55 interconnections (gate stations)
serving PGS’ operating divisions. In addition, PGS’ Jacksonville Division receives gas delivered by the South Georgia Natural Gas
Company (South Georgia) pipeline through two gate stations located northwest of Jacksonville.
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In 2003. Gulfstream Natural Gas Pipeline initiated gas delivery through four new gate stations. PGS entered into a senvice
agreement for capacity in 2002. which increases in 2003 and 2004. The addition of the Gulfstream pipeline enhances rehability of
service and helps meet the capacity needs for PGS™ growing customer base.

Compantes with firm pipeline capacity receive priority in scheduling deliveries during times when the pipeline is operating
at its maximum capacity. PGS presently holds sufficient firm capacity to permit it to meet the gas requirements of 1ts system
commodity customers. except during localized emergencies affecting the PGS distribution system and on abnormally cold days.

Firm transportation rights on an interstate pipeline represent a right 1o use the amount of the capacity reserved for
transportation of gas on any given day. PGS pays reservation charges on the full amount of the reserved capacity whether or not 1t
actually uses such capacity on any given day. When the capacity is actually used, PGS pays a volumetrically-based usage charge for
the amount of the capacity actually used. The levels of the reservation and usage charges are regulated by FERC. PGS actively
markets any excess capacity available on a day-to-day basis to partially offset costs recovered through the Purchased Gas Adjustment
Clause.

PGS procures natural gas supplies using base load and swing supply contracts with various suppliers along with spot market
purchases. Pricing generally takes the form of either a variable price based on published indices. or a fixed price for the contract
term.

Neither PGS nor any of the interconnected interstate pipelines have storage facilities in Florida. PGS occasionally faces
situations when the demands of all of its customers for the delivery of gas cannot be met. In these instances. it is necessary that PGS
interrupt or curtail deliveries to its interruptible customers. In general, the largest of PGS” industrial customers are in the categories
that are first curtailed in such situations. PGS tariff and ransportation agreements with these customers give PGS the nght to divert
these customers’ gas to other higher priority users during the period of curtailment or interruption. PGS pays these customers for
such gas at the price they paid their suppliers. or at a published index price. and in either case pays the customer for charges incurred
for interstate pipeline transportation to the PGS system.

Franchises

PGS holds franchise and other rights with approximately 100 municipalities throughout Florida. These include the cities of
Lakeland, Jacksonville. Daytona Beach, Eustis, Fort Mvers. Ocala, Brooksville, Orlando, Tampa. St. Petersburg. Sarasota, Avon
Park. Frostproof, Palm Beach Gardens. Pompano Beach, Fort Lauderdale, Hollywood, North Miami. Miami Beach, Miami. and
Panama City. These franchises give PGS a right to occupy municipal rights-of-way within the franchise area. The franchises are
irrevocable and are not subject to amendment without the consent of PGS, although in certain events, they are subject to forfeiture.

Municipalities are prohibited from granting any franchise for a term exceeding 30 years. Several franchises contain
purchase options with respect to the purchase of PGS’ property located in the franchise area. if the franchise is not renewed:
otherwise, based on judicial precedent. PGS is able to keep its facilities in place subject to reasonable rules and regulations imposed
by the municipalities.

PGS’ franchise agreements with the incorporated municipalities within its service area have various expiration dates ranging
from the present through July 2031. PGS has two franchises in negotiations for 2004. One is a renewal and the second is a new
franchise. Franchise fees payable by PGS, which totaled $8.0 million in 2003, are calculated using various formulas which are based
principally on natural gas revenues. Franchise fees are collected from only those customers within each franchise area.

Utility operations in areas outside of incorporated municipalities are conducted in each case under one or more permits to
use state or county rights-of-way granted by the Florida Department of Transportation or the county commissioners of such counties.
There is no law limiting the time for which such permits may be granted by counties. There are no fixed expiration dates and these
rights are. therefore. considered perpetual.

Environmental Matters

PGS’ operations are subject to federal, state and local statutes, rules and regulations relating to the discharge of materials
into the environment and the protection of the environment generally that require monitoring, permitting and ongoing expenditures.

Tampa Electric Company is one of several potentially responsible parties for certain superfund sites and, through PGS, for
certain superfund and former manufactured gas plant sites. See the previous discussion in the Environmental Matters section of
Tampa Electric — Electric Operations on pages 6 and 7.

Expenditures. During the five years ended Dec. 31, 2003, PGS has not incurred any material capital expenditures to meet
environmental requirements, nor are any anticipated for 2004 through 2008.

TECO WHOLESALE GENERATION (FORMERLY TECO POWER SERVICES)

TECO Wholesale Generation. Inc. (TWG) has subsidiaries that have interests in independent power projects in Florida,
Virginia. Hawaii, Mississippi, Arkansas, Texas, Arizona and Guatemala. TWG had 352 employees as of Dec. 31, 2003.
As discussed under the TECO Energy section of Business, the TWG operating segment is comprised of all continuing
merchant operations, including the direct and indirect results from continuing operations of the independent power projects in
10

130



Virginia. Mississippi, Arkansas and Texas, as well as the energy marketing operation for these plants. TECO EnergySource, Inc.
(TES). Prior to Dec. 31. 2003, the results of operations of Union and Gila River's independent power projects in Arkansas and
Arizona, respectively, (TPGC) were included in TWG: however. these are now reported in discontinued operations. Included in the
Other Unregulated companies operating segment are the results of operations of the non-merchant independent power projects in
Florida. Hawaii and Guatemala (i.e.. those with long-term power projects).

Like Tampa Electric. the U.S. operations of TWG are subject to federal. state and local environmental laws and regulations
covering air quality, water quality. land use. power piant, substation and transmission line siting. noise and aesthetics. solid waste
and other environmental matters.

See Note 19 1o the TECO Energy Consolidated Financial Statements for specific details of the results of operations for
the TWG Merchant operating segment and the non-merchant power component of the Other Unregulated Companies segment
described below.

TWG Merchant Operating Segment

In 1998. TM Power Ventures LLC (TMPV) was created by TWG and Mosbacher Power Partmers. Ltd. (Mosbacher Power),
an independent power company headquartered in Houston. to jointly develop. own and operate domestic and intemnational
independent power projects. Under this arrangement. TWG provided capital and technical expertise to TMPV, In 1998, TWG.
through TMPV, made certain loans to Mosbacher Power. Also in 1998. TWG. through TMPV . acquired approximately a 13 percent
interest 1n a re-powered independent power project in the Czech Republic (the ECKG project). The facility completed its expansion
1o a total of 344 megawatts in the first quarter of 2000. In 2002. TWG purchased Mosbacher Power’s minority ownership interest in
TMPV. thereby giving TWG a 100-percent ownership interest in TMPV. As part of the purchase, TWG received principal and
interest due on its loans to Mosbacher Power. Also in 2002, TWG recorded a $5.8 million after-tax charge to adjust the valuation of
the investment in the ECKG project in connection with the proposed sale of that investment. [n 2003, TMPV sold its interest in the
ECKG project. As a result of the sale, TMPV received for $33 million in cash.

TWG, through TMPV . has a 100-percent economic interest in Commonwealth Chesapeake Power Station (CCC), a 315-
megawatt power plant on the Delmarva Peninsula of Virginia. The first phase of 134 megawatts went into service in the third quarter
of 2000. and the second phase went into service in August 2001. In 2003. an after-tax charge of $26.7 million was recognized to
establish a reserve against an arbitration award against TMDP, the indirect owner of CCC.

In the first quarter of 2001. TWG sold its minority interest in EGI. a Bermuda-based energy development firm. As part of
the sale. TWG took an after-tax charge of $6.1 million (§9.3 million pre-tax) to adjust the asset valuation of the investment.

In September 2000, TWG provided a $93 million investment in the form of a loan related to Panda Energy International’s
(Panda) Texas Independent Energy projects (TIE). In February 2002, TWG provided an additional investment in the form of a loan
in the amount of $44 million. These loans converted in accordance with their terms into an ownership interest on Jan. 3, 2003.
Subsequently, in 2003, as part of the TPGC joint venture termination. described below, TWG foreclosed on an additional loan to a
subsidiary of Panda Energy for $23 million. This foreclosure resulted in TWG obtaining an indirect effective economic interest of
50 percent in the aggregate of 2,000-megawatts in TIE. The two TIE projects. known as Guadalupe and Odessa. are located in
Texas and operate as gas-fired, combined-cycle units. The projects were brought on line in phases beginning in December 2000,
with all the capacity in service in August 2001.

In October 2000. TWG acquired from Genpower LLC full ownership of two independent power projects being developed
in Arkansas and Mississippi with combined capacity of the two plants to be nearly 1.200 megawatts. The two 599-megawatt
facilities. known as the Dell and McAdams projects, were designed to be natural gas-fired combined-cycle plants. Construction on
these plants was suspended at the end of 2002 due to low energy prices in the markets that these plants were expected to serve.
Market conditions will be monitored to determine when these plans will be completed. As of Dec. 31, 2003, approximately $690
million had been invested in these plants and TWG estimates that the construction cost to complete these projects would be
approximately $100 million. (See the TECO Wholesale Generation, Inc. — Merchant Generation Facilities section of MD&A.)

In November 2000, TWG announced a joint venture with Panda to build, own and operate two natural gas power plants
located in Arkansas and Arizona, known as the Union and Gila River projects. The first phase of the Union power plant began
commercial operations in January 2003, and the entire facility was commercially operational in the second quarter of 2003. Union
sells power primarily to utilities and industrial customers in Arkansas, Louisiana. eastern Texas and Mississippi. The first phase of
the other project, in Gila Bend, Arizona, began commercial operations in the second quarter of 2003 and the entire facility was
commercially operational in the third quarter of 2003. Electricity from Gila River is primarily sold in Arizona. Nevada and New
Mexico. In February 2002, subsidiaries of TWG entered into an agreement requiring those subsidiaries to purchase 100 percent of
Panda’s interest in the joint venture for $60 million in 2007, unless Panda chose to remain a partner by canceling the agreement and
paying a cancellation fee. In April 2003, subsidiaries of TWG and Panda agreed to amendments to this agreement which resulted in
TWG indirectly consolidating the joint venture (TPGC) at that time. (See the Transactions wi.h Related and Certain Other
Parties section of MD&A.) In June 2003, subsidiaries of TWG terminated Panda’s continued involvement in the partnership,
resulting in the recognition of after-tax charges in the second quarter of 2003 of $155.9 million, as a direct result of the consolidation
of TPGC.

In June 2001. the project entities owned by TWG and Panda closed on a bank financing for the Union and Gila River
power stations. This $2.175 billion bank financing included $1.675 billion in five-year non-recourse debt and $500 million in equity

it
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bridge loans guaranteed by TECO Energy. The equity bridge loans were repaid in 2002 and 2003. As aresult of events in October
2003 and December 2003 (see the TECO Wholesale Generation. Inc. section of MD&A), and other economic factors impacting
the general market conditions for independent power projects. TWG recognized a pre-tax asset impairment charge of S1.185.7
million in 2003. Subsequent to Dec. 31, 2003, discussions with the bank financing group have resulted in a non-binding letter of
intent that would allow for an exit from the ownership of these project companies. (See also Notes 10. 12,20 and 23 to the TECO
Energy Consolidated Financial Statements for additional details of the results of operations for these project companies.)

In March 2001. subsidiaries of TWG acquired American Electric Power’s (AEP) Frontera Power Station, located near
McAllen, Texas. Frontera is a 477-megawatt natural gas-fired combined-cycle plant. Frontera is capable of selling power
domestically. as well as into the Mexican power market. through a direct interconnection with the Comision Federal de Electnic:dad.
the Mexican power authority.

Other Unregulated Companies Operating Segment

Hardee Power Partners. Ltd. (HPP) is a Florida limited partnership which wholly owns the Hardee Power Station. a 370-
megawatt combined cycle electric generating facility located in Hardee County. Florida, which began commercial operation in 1993.
Until recently, HPP was an indirect wholly-owned subsidiary of TWG. In 1993. HPP began 1o fulfill 20-year power supply
agreements for all the capacity and energy of the Hardee Power Station, with Tampa Electric and Seminole Electric Cooperative
(Seminole Electric). a Florida electric cooperative that provides wholesale power to ten electric distribution cooperatives. Under the
Seminole Electric agreements. HPP agreed to supply Seminole Electric with an additional 145 megawatts of capacity during the first
ten vears of the contract, which ended on Dec. 31,2002, This additional capaciry was purchased from Tampa Electric’s coal-fired
Big Bend Unit Four for resale to Seminole Electric. The 75-megawatt capacity expansion completed at Hardee Power Station in
May 2000 is expected to serve Tampa Electric through 2012. The expansion consists of a General Electric combustion turbine
operating in simple-cycle mode. In 2003, the company sold the partnership interests of HPP 1o a third party. (See Note 21 to the
TECO Energy Consolidated Financial Statements for a description of the sale and its impact on the results of continuing
operations.) The sale did not impact the long-term power supply agreements with Tampa Electric or Seminole Electric.

As part of its non-merchant operations, TWG is a 50-percent indirect owner in the Hamakua Energy Project. a 60-megawatt
combined cvcle cogeneration facility in Hamakua. Hawail. The facility was constructed and placed into service during 2000. A
subsidiary of TWG jointly owns and operates the project under a 30-year power purchase agreement with Hawaii Electric Light
Company. The interests of the previous joint owner, J.A. Jones Ventures. were auctioned to a third party in early 2004.

As part of its non-merchant operations, TWG indirectly owns 100 percent of Central Generadora Eléctrica San Jose,
Limitada (CGESJ), the owner of a project located in Guatemala. which consists of a single-unit pulverized-coal baseload facility (the
San Jose Power Station). This facility was the first coal-fueled plant in Central America and meets environmental standards set by
the World Bank. In 1996, CGESJ signed a U.S. dollar-denominated power sales agreement (PPA) with Empresa Eléctrica de
Guatemala. S.A. (EEGSA). a private distribution and generation company. to provide 120 megawatts of capacity for 15 years
beginning in 2000, In 2001, CGESJ signed an option with EEGSA to extend that PPA for five years for approximately $2.5 million.

In 2002, CGESJ began to transfer the port assets to Tecnologia Maritima. S.A. (TEMSA). a new indirect wholly-owned subsidiary.
This transaction was completed in the first quarter of 2003. TEMSA. in addition to receiving the coal shipments for CGESJ, provides
unloading services to third parties. Political risk insurance has been obrained for currency inconvertibility, expropriation and political
violence covering up to 100 percent of TWG’s indirect equity investment and economic returns.

Tampa Centro Americana de Electricidad. Limitada (TCAE), an entity 96.06-percent owned by TPS Guatemala One, Inc.. a
subsidiary of TWG and the owners of the Alborada Power Station. have a U.S. dollar-denominated PPA with EEGSA to provide 78
megawatts of capacity for a 1 5-vear period ending in 2010. In 2001, TCAE signed an option with EEGSA to extend that PPA for
five years at the end of its current term for approximately $2.9 million. EEGSA is responsible for providing the fuel for the plant,
with a subsidiary of TWG providing assistance in fuel administration. Affiliates of TWG had originally obtained $29 million of
limited recourse financing from the Overseas Private Investment Corporation (OPIC) for the Alborada Power Station. In 2002,
TCAE paid off its loan with OPIC with a portion of the proceeds from a non-recourse $25 million loan from Banco Industrial, a
tocal bank in Guatemala. Political risk insurance has been obtained for currency inconvertibility, expropriation and political
violence covering up to 100 percent of TWG's indirect equity investment and economic returns.

EEGSA serves more than 717,000 customers. EEGSA’s service territory includes the capital of Guatemala. Guatemala
City. In 1998, a consortium that includes affiliates of the company, Iberdrola, an electric utility in Spain, and Electricidade de
Portugal, an eleztric utility in Portugal, completed the purchase of an 80-percent ownership interest in EEGSA for $520 million. The
company indirectly owns a 24 percent interest in this consortium and contributed $100 million in equity. The consortium obtained
limited-recourse debt financing for a portion of the purchase price. A subsidiary of TWG has obtained political risk insurance for
currency inconvertibility, expropriation and political violence covering up to 100 percent of TWG’s indirect equity investment and
€COnomic returs.

Competition and Markets
The U.S. power plants that TWG indirectly owns and operates and those for which construction has been suspended are

located in markets with a history of high load growth. However, the general U.S. economic slowdown over the past several years has
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slowed the growth in demand for power in some of these markets. In addition. the slowdown of electricity deregulation initiatives
across the United States. including the markets that these facilities serve. caused in part by the failure of deregulation in California
and other events, has allowed the traditional, incumbent utilities to continue to operate older. less efficient generating facilities in
lieu of purchasing power from newer. more efficient independent power plants. These factors have combined with aggressive plans
by the independent power industry to add merchant power facilities to cause excess generating capacity that is either being built or
has come on line in many markets. This excess supply has depressed both spot and forward prices. Accordingly. TWG has ceased
work on any new power plant developments. and is active in its efforts to reduce its merchant exposure.

TECO Energy’s renewed focus is on core utility operations. In April 2003, TECO Energy announced that the company
would seek to increase its flexibility to be able to mitigate the risk from the merchant portfolio through a number of steps. including
the termination of joint ventures with Panda Energy in the TPGC plants and in the TIE plants. These terminations were
accomplished in 2003. In October 2003, the company announced that little. if any. additional cash would be invested into the
merchant generation portfolio. Significant steps have been achieved in 2003 with respect to TWG's ownership exit plan for the
Union and Gila River project companies. See the TWG —~ Energy Markets section of MD&A for additional discussion of
competition and the merchant energy markets.

See the discussion of the risks applicable to TWG in the Investment Considerations section of MD&A. For financial
information about geographic areas, see Note 19 to the TECO Energy Consolidated Financial Statements.

TECO TRANSPORT

TECO Transport owns all of the common stock of four subsidiaries which transport. store and transfer coal and other
dry-bulk commodities. These subsidiaries include TECO Ocean Shipping. Inc. (Ocean Shipping). TECO Barge Line. Inc. (TECO
Barge). TECO Bulk Terminal, LLC (Bulk Terminal) and TECO Towing Company. TECO Transport currently owns no operating
assets. TECO Transport and its subsidiaries had 914 emplovees as of Dec. 31, 2003.

TECO Transport’s subsidiaries perform substantial services for Tampa Electric. In 2003, approximately 62 percent of
TECO Transport’s revenues were from third-party customers and approximately 38 percent were from Tampa Electric. The pricing
for services performed by TECO Transport’s operating companies for Tampa Electric is based on a market-based fixed-price per ton.
generallv adjusted quarterly for changes in certain fuel and price indices. Most of the third-party utilization of the ocean-going
barges is for domestic and international movements of other dry-bulk commodities and domestic phosphate movements. Both the
terminal and river transport operations handle a variety of dry-bulk commodities for third party customers.

A substantial portion of TECO Transport’s business is dependent upon Tampa Electric. phosphate customers, steel industry
customers. grain customers. coal and petroleum coke customers. and participation in the U.S. Government's cargo preference
programs.

Ocean Shipping transports products in the Gulf of Mexico and worldwide. and TECO Barge operates on the Mississippi,
Ohio and Iilinois rivers and their tributaries. Their primary competitors are other barge and shipping lines and railroads. as well as a
number of other companies offering transportation services on the waterways used by TECO Transport's subsidiaries. Ocean
Shipping is the largest US flag coastwise dry bulk operator based on capacity, while TECO Barge is in the top ten. based on number
of barges. of companies in its business. To date, physical and technological improvements have allowed ship and barge operators to
maintain competitive rate structures with alternate methods of transporting bulk commodities when the origin and destination of such
shipments are contiguous to navigable waterways.

Bulk Terminal operates the largest transfer and storage terminal on the Gulf coast. Demand for the use of such terminals is
dependent upon customers’ use of water transportation versus alternate means of moving bulk commodities and the demand for these
commodities. Competition consists primarily of mid-stream operators and other land-based terminals.

Competition within TECO Transport’s markets is based primarily on geographic markets served. pricing. and service level.
The majority of the ocean and all of the river business is subject to the Jones Act, which prohibits the use of non-US flag vessels for
movement between US ports.

The business of TECO Transport’s subsidiaries. taken as a whole. is not subject to significant seasonal fluctuation, but is
sensitive to economic conditions.

The Interstate Commerce Act exempts from regulation water transportation of certain dry-bulk commodities. In 2003, all
transportation services provided by TECO Transport’s subsidiaries were within this exemption.

TECO Transport’s subsidiaries are subject to the provisions of the Clean Water Act of 1977 which authorizes the Coast
Guard and the EPA to assess penalties for oil and hazardous substance discharges. Under this Act. these agencies are also
empowered to assess clean-up costs for such discharges. In 2003, TECO Transport spent $S0.3 million for environmental compliance.
Environmental expenditures are estimated at $0.2 million in 2004, primarily for work on solid waste disposal and storm water
drainage at the Bulk Terminal facility in Louisiana and for expenses related to 0.l and bilge water disposal at its river-barge repair
facility in Illinois.
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TECO COAL

TECO Coal owns no operating assets but holds all of the common stock of Gatliff Coal Company, Rich Mountain Coal
Company. Clintwood Elkhorn Mining Company. Pike-Letcher Land Company. Premier Elkhorn Coal Company. Bear Branch Coal
Company, Perry County Coal Corporation. and TECO Svnfuel Operations. LLC. The TECO Coal subsidiaries own or contro!
mineral rights. and own or operate surface and underground mines. synthetic fuel production facilities and coal processing and
loading facilities in eastern Kentucky. Virginia and Tennessee. TECO Coal and its subsidiaries had 713 emplovees as of Dec. 31,
2003.

In 2003, TECO Coal subsidiaries sold 9.2 million tons of coal. with 100 percent sold to parties other than Tampa Electric.
Of the total sold, 5.8 million tons were produced and sold as svnthetic fuel.

In 2000. TECO Coal acquired Perry County Coal Corporation (Perry County). which owns or controls in excess of 21
million tons of low sulfur reserves and operates both deep and surface contract mines along with a preparation plant and two
loadouts. Perry County produced and sold 2.6 million tons of coal in 2003.

In April 2003, TECO Coal sold a 49.5-percent interest in its synthetic fuel production facilities located at its operations in
eastern Kentucky. (See the TECO Coal section of MD&A) The 5.8 million tons of svnfuel produced in 2003 replaced some of
TECO Coal's conventional coal production in 2003. Sales of the fuel processed through these types of facilities are eligible for
non-conventional fuels tax credits under Section 29 of the Internal Revenue Code. which are available through 2007. TECO Coal
received Private Letter Rulings from the Internal Revenue Service confirming that the facilities produce a qualified fuel eligible for
Section 29 tax credits available for the production of such non-conventional fuels and resolved any uncertainty related to the sale of
its interest in the production facilities.

The Section 29 tax credit is determined annually and is estimated to be $1.11 per million Bru in 2003, $1.09 per million Bru
in 2002 and $1.08 per million Bru in 2001. This rate escalates with inflation but could be limited by domestic oil prices. In 2003,
domestic oil prices would have had to exceed S50 per barrel for the limitation to have been effective. In 2003, TECO Coal's Section
29 tax credits were $66.0 million, compared to $107.3 million in 2002 and $86.2 million in 2001,

Primary competitors of TECO Coal’s subsidiaries are other coal suppliers. many of which are located in Central
Appalachia. To date, TECO Coal has been able to compete for coal sales by mining high-quality steam and specialty coals and by
effectively managing production and processing costs.

The operations of underground mines. including all related surface facilities. are subject to the Federal Coal Mine Safety
and Health Actof 1977. TECO Coal's subsidiaries are also subject to various Kentucky, Tennessee and Virginia mining laws which
require approval of roof control. ventilation. dust control and other facets of the coal mining business. Federal and state inspectors
inspect the mines to ensure compliance with these laws. TECO Coal believes it is in substantial compliance with the standards of the
various enforcement agencies. It is unaware of any mining laws or regulations that would materially affect the market price of coal
sold by its subsidiaries.

TECO Coal’s subsidiaries are subject to various federal, state and local air and water pollution standards in their mining
operations. In 2003, TECO Coal spent approximately S1.5 million on environmental protection and reclamation programs. TECO
Coal expects to spend a similar amount in 2004 on these programs.

Coal mining operations are also subject to the Surface Mining Control and Reclamation Act of 1977 which places a charge
of $0.15 and $0.35 on every net ton of underground and surface coal mined. respectively, to create a fund for reclaiming land and
water adversely affected by past coal mining. Other provisions establish standards for the contro! of environmental effects and
reclamation of surface coal mining and the surface effects of underground coal mining and requirements for federal and state
inspections.

TECO SOLUTIONS

TECO Solutions was formed during the early stages of Florida's proposed electric industry restructuring, as a vehicle
through which to support TECO Energy’s strategy of offering customers (primarily in Florida) a comprehensive and competitive
package of energy services and products, including energy-efficient engineering and construction and gas management services.
The subsequent rollback of the proposed deregulation and TECO Energy's refocus on the core utility operations has caused the
company to reexamine its participation in these lines of business. The result was the sale of several of the entities that previously
were part of TECO Solutions. Operating companies under TECO Solutions include TECO BCH Mechanical, TECO Gas Services
Inc., TECO Propane Ventures LLC (TPV) and TECO Partners, Inc., with total employees of 655 as of Dec. 31, 2003.

TECO BCH Mechanical and its affiliated companies (BCH), one of Florida’s leading mechanical contracting firms, is
headquartered in Largo, Florida and has offices in Cocoa Beach and Ft. Lauderdale. It provides air-conditioning, electrical and
plumbing systems, and repair and maintenance services to more than 750 institutional and commercial customers throughout Florida.

TECO Gas Services provides gas management services to cogeneration facilities in Florida. On July 21, 2003, TECO
Solutions sold TECO Gas Services’ commercial and industrial book of business. TECO Gas Services will continue to provide
services to their cogeneration customers. TECO Gas Services owns no operating assets.

TECO BGA. Inc. (formerly a component of TECO Energy Services) (BGA) is an engineering energy services company
headquartered in Tampa, providing engineering, construction management and energy services to more than 300 customers.
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Effective Jan. 1, 2004, the company completed the sale of BGA to an entity owned by an employee group. BGA's results are
accounted for as continuing operations for all periods reported.

Prior Energy. a leading natural gas management company headquartered in Mobile. Alabama. serves customers throughout
the Southeast. Prior Energy owns no operating assets. In December 2003. TECO Solutions entered into an agreement to sell this
end use gas marketing company: effective Feb. 1, 2004. the sale of Prior Energy was completed. Prior Energy’'s results are
accounted for as discontinued operations for all periods reported.

TPV held TECO Energy’s propane business investment. In 2000, TECO Energyv combined its propane operations with
three other southeastern propane companies to form U.S. Propane. In a series of ransactions. U.S. Propane combined with Heritage
Holdings, Inc. In January 2004, U.S. Propane completed the sale of its direct and indirect equity investments in Heritage Propane
Partner. L.P. (Heritage). The sale. part of a larger transaction that involved the merging of privately held Energy Transfer Company
with Heritage. was announced in November 2003. TPV owns no operating assets.

TECO COALBED METHANE

TECO Coalbed Methane. Inc. had developed jointly with another entity the narural gas production from coal seams in
Alabama's Black Warrior Basin. In September 2002. TECO Energy initiated activities to sell the TECO Coalbed Methane gas
assets. That sale was substantially completed in December 2002 to the Municipal Gas Authority of Georgia. Proceeds for the sale
were $140 million. of which $42 million was paid in cash at closing and $98 million was paid in January 2003. TECO Coalbed
Methane's results are accounted for as discontinued operations for all periods reported. Following the sale of substantially all of its
assets, TECO Coalbed Methane, Inc. was merged with and into TECO Coalbed Methane Florida, Inc.

Production from TECO Coalbed Methane's reserves was eligible for Section 29 non-conventional fuels tax credits through
2002. The credit was S1.09 per million Btu for 2002 and $1.08 per million Bruin 2001. This rate escalated with inflation but could
be limited by domestic oil prices. In 2002, domestic oil prices would have had to exceed $49 per barrel for this limitation to have
been effective. In 2002, TECO Coalbed Methane’s Section 29 tax credits were $15.9 million. compared to S16.1 million in 2001.
TECO Coalbed Methane's operations are subject to federal, state and local regulations for air emissions and water and waste
disposal.

Item 2. PROPERTIES.

TECO Energy believes that the physical properties of its operating companies are adequate to carry on their businesses as
currently conducted. The properties of Tampa Electric and most of the subsidiaries of TECO Wholesale Generation are generally
subject to liens securing long-term debt.

TAMPA ELECTRIC

At Dec. 31, 2003, Tampa Electric had five electric generating plants and four combustion turbine units in service with a
total net winter generating capability of 3.256 megawatts, including Big Bend (1,759-MW capability from four coal units), Bayside
(752-MW capability from one natural gas unit), Phillips (34-MW capability from two diesel units). Polk (260-MW capability from
one integrated gasification combined cycle (IGCC) unit), two combustion turbine units (CTs) located at Big Bend (85-MW each) and
two CTs at Polk (360-MW). Additionally, Tampa Electric has 6-MW of generating capability from generation units located at the
Howard Curren Advanced Waste Water Treatment Plant in the City of Tampa. The capability indicated represents the demonstrable
dependable load carrying abilities of the generating units during winter peak periods as proven under actual operating conditions.
Units at Big Bend went into service from 1970-1985. The Polk IGCC unit began commercial operation in September 1996. In 1991,
Tampa Electric purchased two power plants (Dinner Lake and Phillips) from the Sebring Utilities Commission (Sebring). Dinner
Lake (11-MW capability from one natural gas unit) and Phillips were placed in service by Sebring in 1966 and 1983, respectively.
In March 1994, Dinner Lake Station was placed on long-term reserve standby and was retired from service in January 2003.
Hookers Point Station's Unit 5 (67-MW) was placed on long-term standby in January 2001. All units at Hookers Point were retired
from service in January 2003.

The repowering of Gannon station to Bayside station was completed with the conversion of Gannon Unit 5 to Bayside Unit
1 in April 2003 and Gannon Unit 6 to Bayside Unit 2 in January 2004 (see the Environmental Compliance section of MD&A).
Total capacity at Bayside has increased to 1,774 megawatts as a result of the operation of Bayside Unit 2. Gannon Units | and 2
were placed on long term reserve standby (LTRS) in April 2003 and retired in January 2004. Gannon Units 3 and 4 were placed on
LTRS in September 2003 and retired from coal operation in January 2004, after which the assets may be utilized for future gas
operations. The agreement between Tampa Electric and the U.S. Environmental Protection Agency (EPA), and the Florida
Department of Environmental Protection (DEP) required all coal buming to cease by the'end of 2004, but allows the units to be
repowered on natural gas.
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Tampa Electric owns 187 substations having an aggregate transformer capacity of 19,825 MV'A. The transmission system
consists of approximately 1.308 pole miles of high voltage wansmission lines. and the distribution system consists of 7.038 pole
miles of overhead lines and 3.252 trench miles of underground lines. As of Dec. 31,2003, there were 612.465 meters in service. Al
of this property is located in Florida.

All planms and important fixed assets are held in fee except that title to some of the properties is subject 10 easements. leases.
contracts, covenants and similar encumbrances and minor defects of a nature common 1o properties of the size and character of those
of Tampa Electric.

Tampa Electric has easements for rights-of-way adequate for the maintenance and operation of its electrical transmission
and distribution lines that are not constructed upon public highways, roads and streets. It has the power of eminent domain under
Florida law for the acquisition of any such rights-of-way for the operation of transmission and distribution lines. Transmission and
distribution lines located in public ways are maintained under franchises or permits.

Tampa Electric has a long-term lease for the office building in downtown Tampa which serves as headquarters for TECO
Energy, Tampa Electric and numerous other TECO Energy subsidiaries.

PEOPLES GAS SYSTEM

PGS’ distribution system extends throughout the areas it serves in Florida and consists of approximately 15.000 miles of
pipe. including approximately 9.500 miles of mains and over 3.500 miles of service lines. Mains and service lines are maintained
under rights-of-way, franchises or permits.

PGS’ operating divisions are located in fourteen markets throughout Florida. While most of the operations and
administrative facilities are owned. a small number are leased.

TECO WHOLESALE GENERATION (FORMERLY TECO POWER SERVICES)

TWG Merchant Operating Segment

TWG indirectly holds a 100-percent ownership interest in TECO-Panda Generating Company, LP, which owns Union
Power Partners. LP, Panda Gila River, LP, and Trans-Union Interstate Pipeline, LP. Union Power Partners owns 330 acres of land in
Union County, Arkansas, on which the 2.200 MW gas-fired combined-cycle Union electric generation plant is located. The first
550-megawatt power block of Union began operating in January 2003 with all power blocks in operation by June 2003. Panda Gila
River, LP owns approximately 1.099 acres of land in Maricopa County. Arizona. on which the 2,145-megawatt gas-fired
combined-cvcle Gila River electric generation plant is located. Trans-Union owns an interstate pipeline associated with the Union
facility. See the TECO Wholesale Generation, Inc. section of MD&A for a discussion of the expected transfer of the ownership of
these projects.

Frontera Generation. LP owns 40 acres of land in Hidalgo County, Texas on which the 477-megawatt gas-fired combined
cvcle Frontera electric generation plant is located.

TM Delmarva Power, LLC has a 100-percent economic interest in Commonwealth Chesapeake Company, LLC, which
owns approximately 105 acres of land outside of New Church. in Accomack County, Virginia on which the 315-megawatt oil-fired
single cycle Commonwealth Chesapeake Power Station is located.

TPS Dell, LLC, owns approximately 100 acres in the City of Dell in Mississippi County, Arkansas, on which the
599-megawatt gas-fired combined-cycle Dell electric generation plant has been under construction. TPS McAdams, LLC, owns
approximately 210 acres of land in McAdams and Sallis in Attala County. Mississippi, on which the 599-megawatt gas-fired
combined cycle McAdams electric generation plant has been under construction. Construction on these projects was suspended at
the end 0f 2002 due to projected low energy prices in the markets these plants were expected to serve. Markets will be monitored to
determine when these plants will be completed.

Other Unregulated Companies Operating Segment

The company, through its indirect subsidiary TPS Hamakua Land, Inc., has a 50-percent indirect interest in Hamakua Land
Partnership, LLP, which owns 140 acres in Hawaii on which the Hamakua Energy Project is located.

TPS Guatemala One, Inc. has a 96.06-percent interest in TCAE. which owns 7 acres in Guatemala on which the Alborada
Power Station is located. TPS San Jose, LDC has a 100-percent ownership in a project entity, CGESJ, which owns 190 acres in
Guatemala on which the San Jose Power Station is located.

In 2003, Hardee Power Partners, Ltd. (HPP). which owned a 370-MW gas-fired generation facility Jocated in central
Florida, was sold to an affiliate of Invenergy LLC and GTCR Golden Rauner LLC. Under the terms of the sale subsidiaries of the
company will continue to provide service to HPP under the existing operation and maintenance agreement. The new owner may, at
any time, choose to cancel this agreement.
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TECO TRANSPORT

TECO Bulk Terminal's storage and transfer terminal is on a 1.070-acre site fronting on the Mississipp: River.
approximately 40 miles south of New Orleans. Bulk Terminal owns 342 of these acres in fee. with the remainder held under
long-term leases.

TECO Barge operates a fleet of 18 towboats and 726 river barges. approximately 87 percent of which it owns. on the
Mississippi. Ohio and Illinois rivers. TECO Barge owns 13 acres of land fronting on the Ohio River at Metropolis. Illinots on which
its operating offices. warehouse and repair facilities are located. Fleeting and repair services for its barges and those of other barge
lines are performed at this location. Additonally. TECO Barge performs fleeting and supply activities at leased facilines in Cairo.
[llinois.

As of Dec. 31, 2003. TECO Ocean Shipping owned and operated a fleet of 8§ ocean-going tug barge units. a 33.500 short
ton ocean-going ship. a 40.900 short ton ocean-going ship. and a 41.400 short ton ocean-going ship. with a combined cargo capacity
of over 335.000 tons.

TECO COAL

TECO Coal. through its subsidiaries. controls approximately 179.000 acres of coal reserves and mining property in
Kentucky, Virginia and Tennessee.

Property

Gatliff Coal Company controls approximately 11.000 acres of coal and mining properties and has operations in Campbell
County. Tennessee. as well as in Bell. Knox and Whitley Counties. Kentucky. Additionally, in east central Kentucky, Bear Branch
Coal Company and Perry County Coal Corporation control 50.000 acres of coal reserves and operate in Perry, Leslie and Knott
Counties. In eastern Kentucky. Premier Elkhorn Coal Company and Pike-Letcher Land Company are located in Letcher and Pike
Counties where they control 50.000 acres of properties. Clintwood Elkhorn Mining also operates in Pike County, Kentucky. as well
as in Buchanan County Virginia. Clintwood Elkhorn controls 68.000 acres of property.

In situations where property is controlled by lease. the lease terms are generally sufficient to insure that the reserves for the
associated operation can be mined within the initial lease term. If, however, extensions are necessary, provisions have generally been
made within the original lease. whereby extensions may be granted upon payment of minimum royalties.

Facilities

Coal mined by the operating companies of TECO Coal is processed and shipped from state-of-the art facilities located at
each of the operating companies. with Clintwood Elkhom having rwo facilities — one at Biggs. Kentucky and one at Hurley,
Virginia. The equipment at each facility is in good condition and regularly maintained by qualified personnel. Major renovations are
currently on-going at the Perry County Coal facility that will enable the plant to meet the additional production requirements brought
about by the opening of the Bear Branch Elkhom 4 seam underground mine. The following is a summary of the TECO Coal
processing facilities:

Company Facility Location Railroad Service Utility Service
Gatliff Coal Ada Tipple Himyar. KY CSX Railroad RECC
Chintwood Elkhorn Clintwood #2 Plant Biggs. KY Norfolk Southern American Electric Power
Clintwood Elkhomn Clintwood #3 Plant Hurley. VA Norfolk Southern American Electric Power
Premier Elkhorn Burk Branch Plant Myra. KY CSX Railroad American Electric Power
Perry County Coal Perry County Plant Hazard. KY CSX Railroad American Electric Power

Significant projects completed in 2003 included completion of preparation plant upgrades at Perry County.

Coal Reserves

AsofDec. 31, 2003, the TECO Coal Corporation operating companies have a combined estimated 219.4 million tons
of recoverable reserves, all of which are assigned. The reserves are proven and probable. All of the reserves consist of High Vol A
Bituminous coal. Reserves are generally considered to be tonnages that are proven and probable and meet the generally accepted
mining criteria including, but not limited to, mining height, preparation plant recovery, and strip ratio. These reserves are generally
projected to be mined and sold at a profit, based on year-end price and cost levels. When calculating reserves, TECO Coal has
assumed the following recovery rates for the various mining methods:
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Mining Recoven Rates

Underground 52%
Contour, Surface 85%
Point Removal/Mt. Top 80%
Auger 30%
Highwall Miner 50%

The following is a summary of the coal quality associated with each of the operations.

Average Qualin: Assigned Reserves Surrace  Underground — Total
%o Yo % %o Reserves Reserves Reserves
Company BTU/b. Ash Sulfur Owned  Leased (000s) (000s) (000s)
Gatliff Coal 14.586 3.84 0.96 0 100 1.800 9,492 11.292
Perry County Coal 13.091 7.20 0.90 0 100 5.609 15.795 21.404
Bear Branch 13.227 6.23 0.92 0 100 — 69.899 69.899
Premier Elkhom Coal
Pike Letcher Land (1) 13.976 6.78 1.16 90 10 19.655 53.700 73.355
Clintwood Elkhorn Mining 14,198 7.35 1.03 10 90 12.141 31.345 43.486
Total Reserves 13.726 6.61 1.03 39.205 180.231 219,436
(1) The Premier Elkhorn/Pike Letcher Land reserves were reduced from the 2001 amounts due to unfavorable economic conditions.

The following table shows a further breakdown of product by geographic region with projected market type.

% % Reserves % by
Region/Company Product BTU/Ib. Ash Sulfur (000s) Region
East Central Kentucky
Gatliff Coal Steam coal 14,586 3.84 0.96 11.292 5.15
Perry County Coal Steam coal 14.076 7.74 0.97 21.404 8.75
Bear Branch Coal Steam coal 14.223 6.70 0.99 69.899 31.85
102.595 46.75
Eastern Kentucky
Premier/Pike
Letcher Land Steam coal 13.976 6.78 1.16 73.355 3343
Clintwood Steam coal 12,713 13.40 1.08 1.309 0.60
Clintwood Metallurgical coal 14.429 6.51 1.08 20.521 9.35
95.185 43.38
Southwestern Virginia
Clintwood Steam coal 12.713 13.40 1.08 6,650 3.03
Clintwood Metallurgical coal 14.621 5.37 1.01 15.006 6.84
21.656 9.87
Total 219.436 100.00

TECO Coal Corporation's reserves are based on over 1700 data points. including drill holes, prospect measurements,
and mine measurements. Reserve classification is determined by evaluation of engineering and geologic information along with
economic analysis. These reserves are adjusted periodically to reflect fluctuations in the economics in the market and/or changes in
engineering parameters and/or geologic conditions. The information is assembled by qualified geologists and engineers located
throughout the company. The information is constantly being updated to reflect new data for existing property as well as new
acquisitions and depleted reserves. Information is entered into sophisticated computer modeling programs from which preliminary
reserves estimations are generated. Final determinations of reserves are made after in-house geologists have reviewed the computer
models and manipulated the grids to better reflect regional trends.
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TECO COALBED METHANE

The sale of TECO Coalbed Methane's gas assets was substantially completed in December 2002, and the final proceeds
were paid in January 2003. (See Business - TECO Coalbed Methane section.) TECO Coalbed Methane's gas production for
2002 was 14.2 billion cubic feet (Bcf), at an effective gas price. including the effect of hedging. of about $2.80 per million cubic feet
(Mcf) compared to production of 15 Bef in 2001 at an effective gas price. including the effects of hedging. of about $3.66 Mcf.

Item 3. LEGAL PROCEEDINGS.

TM Delmarva Power Arbitration Proceeding

A dispute resulting in an arbitration proceeding was brought against a TWG subsidiary, TM Delmarva Power, L.L.C.
(TMDP). by the non-equity member. NCP of Virginia. L.L.C. (NCP). in the Commonwealth Chesapeake Project (CCC). The
arbitration panel. in a 2-to-1 decision, found in favor of NCP and issued an interim award on Dec. 17. 2002 and. after several
briefing cycles and a reopened hearing. issued its final award in September 2003.

Under the award TMDP is obligated to acquire NCP's voting and other rights. pay NCP interest on the deemed acquisition
price from a pre-determined date. and pay NCP's legal fees as prescribed under the final award. The forced acquisition created a
pre-tax loss of $32.0 million, representing the excess of the purchase price over the fair value of the interests acquired. TMDP is
seeking to vacate the arbitration award in the U.S. District Court for the District of Columbia and has not vet paid the amount of the
award. AsofDec. 31, 2003, the company has reserved for the full $46.9 million. representing the maximum payment obligation
for the award plus accrued interest. The vacatur proceeding is still pending. and is expected to be completed in the third or fourth
quarter of 2004,

Other Actions

In March 2001. TWG (under its former name of TECO Power Services) was served with a lawsuit filed in the Circuit
Court for Hillsborough County by a Tampa-based firm called Grupo Interamerica. L.L.C. (“Grupo™) in connection with a potential
investment in a power project in Columbia in 1996. Grupo alleges. among other things, that TWG breached an oral contract with
Grupo that would have allowed Grupo to acquire up to a 20-percent interest in the Columbian wholesale generation project when
TWG declined to invest in such project. Grupo is seeking damages equal to the net present value of 20-percent of the project over
its life. TWG disputes the allegations and denies liability since any understanding made regarding the investment in the project
was subject to TECO Energy Board approval which was not obtained. A trial date has not been set.

Three lawsuits have been filed in the Circuit Court in Hillsborough County against Tampa Electric. in connection with the
location of transmission structures in certain residential areas. by residents in the areas surrounding the structures. The high-
voltage power lines are needed by Tampa Electric to move electricity to the northwest part of its service territory where population
growth has been experienced. The residents are seeking to remove the poles or to receive monetary damages. Tampa Electric is
working with the community to determine the feasibility of alternate routes or structures or some combination.

See also the Enron Related Matters and Superfund and Former Manufactured Gas Plant Sites sections of MD&A

and the discussion of environmental matters in Note 20 to the TECO Energy Consolidated Financial Statements and Note 14 to
the Tampa Electric Company Consolidated Financial Statements.

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

No matter was submitted during the fourth quarter of 2003 10 a vote of TECO Energy’s security holders, through the
solicitation of proxies or otherwise.
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EXECUTIVE OFFICERS OF THE REGISTRANT

The names. ages. current positions and principal occupations during the last five vears of the current executive officers of TECO

Energy are described below.

Name

Robert D. Fagan

Charles R. Black

William N. Cantrell

Clinton E. Childress

Gordon L. Gillette

Richard Lehfeldt

Sheila M. McDevitt

John B. Ramil

D. Jeffrey Rankin

J. J. Shackleford

44

48

57

57

Current Positions and Principal
Occupations During Last Five Years

Chairman of the Board. President and Chief Executive Officer, December 1999 to
date; President and Chief Executive Officer. May 1999 to December 1999: and
prior thereto. President of PP&L Global. Inc. (diversified energy company), Fairfax,
Virginia.

Senior Vice President-Generation. September 2003 to date: Vice President-Energy
Supply. Energy and Construction. Tampa Electric Company. February 2000 to
September 2003: Vice President-Energy Supply. Tampa Electric Company.
November 1996 1o February 2000.

President. Tampa Electric Company. September 2003 to date. President. Peoples
Gas System. April 2000 to date and President. TECO Solutions. Inc.. September
2000 to date: President. Peoples Gas Companies, June 1997 to April 2000, and
President. Bosek. Gibson and Associates. Inc.. January 1998 1o September 2000.

Senior Vice President-Human Resources and Services. September 2003 to date:
Chief Human Resources Officer. July 2000 to September 2003: and prior thereto,
Director of Compensation and Benefits.

Senior Vice President-Finance and Chief Financial Officer. April 2001 to date; Vice
President-Finance and Chief Financial Officer, April 1998 to April 2001,

Senior Vice President-External Affairs, November 1999 to date: and prior thereto.
Vice President and Assistant General Counsel of Edison Mission Energy
(independent power company). Irvine, California.

Senior Vice President-General Counsel., April 2001 to date: Vice President-General
Counsel. January 1999 to April 2001 and prior thereto. Vice President-Assistant
General Counsel.

Executive Vice President and Chief Operating Officer, September 2003 to date;
Executive Vice President. December 2002 to September 2003; President, Tampa
Electric Company. April 1998 to September 2003.

President of TECO Transport Corporation. since prior to 1999,

President of TECO Coal Corporation, since prior to 1999.

There is no family relationship between any of the persons named above. The term of office of each officer extends to the
meeting of the Board of Directors following the next annual meeting of shareholders, scheduled to be held on April 28, 2004, and
until such officer’s successor is elected and qualified.
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PART 11
Item 5. MARKET PRICE OF AND DIVIDENDS ON THE REGISTRANT’S COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS.

The following table shows the high and low sale prices for shares of TECO Energy common stock. which is listed on the
New York Stock Exchange. and dividends paid per share. per quarter.

I* Quarier 2" Quarter 3" Quarrer 4" Quarter

2003

High S 17.00 § 13.69 $14.20 $ 14.85

Low S 947 $ 10.05 S 11.50 $11.80

Close S 10.63 $ 11.99 S 13.82 S 14.41

Dividend S 0.353 S 0.19 S 0.19 S 0.19
2002

High $ 28.94 S 29.05 S 24.71 S 1648

Low $ 2340 § 2270 S 14.20 $10.02

Close S 28.63 § 2475 S 15.88 S 1547

Dividend S 0345 S 0.355 S 0.355 S 0.335

The approximate number of shareholders of record of common stock of TECO Energy as of Feb. 29. 2004 was 22,097,

Dividends on TECO Energy's common stock are declared and paid at the discretion of its Board of Directors. The primary
sources of funds to pay dividends 1o its common stockholders is dividends and other distributions from its operating companies.
Tampa Electric's first mortgage bond indenture and certain long-term debt at PGS contain restrictions that limit the payment of
dividends and distributions on the common stock of Tampa Electric Company. Tampa Electric’s first mortgage bond indenture does
not limit loans or advances. AsofDec. 31,2003 and 2002. balances restricted as to transfers from Tampa Electric to TECO Energy
under the first mortgage bonds were 3% and 20%. respectively. of consolidated common equity. Tampa Electric’s new credit
facilities include a covenant limiting cumulative distributions and outstanding affiliate loans. (See the Restrictions on Dividend
Payments and Transfer of Assets section in Note 1 to the TECO Energy Consolidated Financial Statements.)

TECO Energy’s $380 million note indenture contains a covenant that requires the company to achieve certain interest
coverage levels in order to pay dividends. TECO Energy’s Merrill Lynch credit facility contains a covenant that could limit the
payment of dividends exceeding $40 million in any quarter under certain circumstances if the facility is drawn. (See Covenants in
Financing Agreements section of MD&A, and Notes 6, 7 and 20 to the TECO Energy Consolidated Financial Statements for a
more detailed description of significant financial covenants.

In addition. TECO Diversified, Inc.. a wholly-owned subsidiary of TECO Energy and the holding company for TECO
Transport, TECO Coal and TECO Solutions. has a guarantee related to a coal supply agreement that limits the pavment of dividends
to its common shareholder. TECO Energy, but does not limit loans or advances.

TECO Energy has the right to defer payments on its subordinated notes issued in connection with the issuances of trust
preferred securities by TECO Capital Trust I or TECO Capital Trust [I. Should the company exercise this right. it would be
prohibited from paying cash dividends on its common stock until the unpaid distributions on the subordinated notes are made.
TECO Energy has not exercised that right.

All of Tampa Electric Company's common stock is owned by TECO Energy, Inc. and. therefore, there is no market for the
stock. Tampa Electric Company pays dividends substantially equal to its net income applicable to common stock to TECO Energy.
Such dividends totaled $151.4 million in 2003, $197.4 million in 2002 and $171.8 million for 2001. See the Restrictions on
Dividend Payments and Transfer of Assets section in Note 1 to the TECO Energy Consolidated Financial Statements for
Tampa Electric Company for a description of restrictions on dividends on its common stock.
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Item 6. SELECTED FINANCIAL DATA.

A summary of selected financial information for TECO Energy. Inc. for each of the last five fiscal vears. is set forth under
the heading Selected Financial Data in the 2003 Annual Report. which information is hereby incorporated by reference and filed
as part of Exhibit 13 to this report.

Item 7. MANAGEMENT’S DISCUSSION & ANALYSIS OF FINANCIAL CONDITION & RESULTS OF
OPERATIONS.

A discussion of TECO Energy. Inc.’s consolidated results of operations and financial condition 1s set forth on under the
heading Management’s Discussion & Analysis of Financial Condition & Results of Operations 1n the 2003 Annual Report.
which discussion is hereby incorporated by reference and filed as part of Exhibit 13 1o this report.

Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

Information responding to Item 7A appears in the 2003 Annual Report under the heading Management's Discussion &
Analysis of Financial Condition & Results of Operations — Disclosures About Market Risk. which information is hereby
incorporated by reference and filed as part of Exhibit 13 1o this report.



Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

TECO ENERGY. INC.

Information responding to Item 8 for TECO Energy. Inc.. appears in the 2003 Annual Report under the following
headings: Consolidated Financial Statements — Consolidated Balance Sheets. Consolidated Financial Statements —
Consolidated Statements Of Income. Consolidated Financial Statements — Consolidated Statements of Comprehensive
Income. Consolidated Financial Statements — Consolidated Statements of Cash Fiows. Consolidated Financial Statement —
Consolidated Statements of Common Equity. Notes to the Consolidated Financial Statements. and Report of Independent
Certified Public Accountants. which information is hereby incorporated by reference and filed as part of Exhibit 13 to this report.

Page

No.

Report of Independent Certified Public Accountants on Financial Statement Schedules 24

Financial Statement Schedule I - Condensed Parent Company Financial Statements 54-57
Financial Statement Schedule II — Valuation and Qualifving Accounts and Reserves for the vears

ended Dec. 31, 2003. 2002 and 2001 58

Signatures 60

All other financial statement schedules have been omitted since they are not required. are inapplicable or the required information is
presented in the financial statements or notes thereto.
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Report of Independent Certified Public Accountants on Financial Statement Schedules

To the Board of Directors of TECO Energy. Inc.:

Our audits of the consolidated financial statements referred to in our report dated March 2. 2004 appearing in the 2003 Annua!
Report to Shareholders of TECO Energy. Inc. (which report and consolidated financial statements are incorporated by reference 1n
this Annual Report on Form 10-K) also included an audit of the financial statement schedules listed 1n ftem 15(a){2) of this Form
10-K. In our opinion. these financial statement schedules present fairly, in all material respects. the informarnon set forth therein
when read in conjunction with the related consolidated financial statements.

's' PricewaterhouseCoopers LLP

Tampa. Florida
March 2. 2004
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TAMPA ELECTRIC COMPANY
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Page

No.
Report of Independent Certified Public Accountants 2o
Consolidated Balance Sheets. Dec. 31. 2003 and 2002 _ 27-28
Consolidated Statements of Income for the vears ended Dec. 31, 2003, 2002 and 2001 29
Consolidated Statements of Comprehensive Income for the vears ended Dec. 31. 2003, 2002 and 2001 29
Consolidated Statements of Cash Flows for the vears ended Dec. 31. 2003, 2002 and 2001 30
Consolidated Statements of Retained Earnings for the vears ended Dec. 31, 2003, 2002 and 200! 31
Consolidated Statements of Capitalization. Dec. 31. 2003 and 2002 31-33
Notes to Consolidated Financial Statements 34-50

Financial Statement Schedule II - Valuation and Qualifving Accounts and Reserves for the years

ended Dec. 31. 2003. 2002 and 2001 59
Signatures 61

All other financial statement schedules have been omitted since they are not required. are inapplicable or the required information is
presented in the financial statements or notes thereto.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors and Shareholders of Tampa Electric Company:

In our opinion, the consolidated financial statements listed in the accompanying index present fairly. in all material respects. the
financial position of Tampa Electric Company and its subsidianes at December 31. 2003 and 2002. and the results of their
operations and their cash flows for each of the three vears in the period ended December 31. 2003 1n conformity with accounting
principles generally accepted in the United States of America. Inaddition. in our opinion. the financial statement schedule listed in
the index appearing under Item 13(a) (2) presents fairly. in all material respects. the information set forth therein when read n
conjunction with the related consolidated financial statements. These financial statements and financial statement schedule are the
responsibility of the Company’s management: our responsibility is to express an opinion on these financial statements and financial
statement schedule based on our audits. We conducted our audits of these statements in accordance with audiung 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 evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

's’ PricewaterhouseCoopers LLP

Tampa. Florida
March 2. 2003
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TAMPA ELECTRIC COMPANY
CONSOLIDATED BALANCE SHEETS

Assets
(millions) Dec. 31, 2003 2002
Property, plant and equipment
Utility plant in service -
Electric S 4.693.5 $ 43108
Gas T78.2 746.7
Construction work in progress 470.0 768.5
Property. plant and equipment. at original costs 5.941.7 5.826.0
Accumulated depreciation (1.808.2) (1.720.4
4.133.5 4.105.6
Other propertv 3.7 0.9
Total property. plant and equipment 4.137.2 41135
Current assets
Cash and cash equivalents 33.6 6.9
Receivables. less allowance for uncollectibles of S1.1 million
and S1.1 million at Dec. 31, 2003 and 2002. respectively 186.0 186.5
Inventories
Fuel. at average cost 71.2 79.1
Materials and supplies 438 48.1
Prepavments and other 22.8 18.4
Total current assets 357.4 339.0
Deferred debits
Deferred income taxes 133.5 1333
Unamortized debt expense 232 237
Regulatory assets 188.3 163.2
Other 0.1 5.6
Total deferred debits 345.1 3258
Total assets $ 4.839.7 $ 47783

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



TAMPA ELECTRIC COMPANY
CONSOLIDATED BALANCE SHEETS (continued)

Liabilities and capital

{millions; Dec. 31. 2003 2002
Capital
Common stock S 1.376.8 S 1.53511
Retained eamings 274.9 302.9
Toral capial 1.631.7 1.838.0
Long-term debt. less amount due within one vear 1.590.9 1.345.6
Total capitalization 32426 31836
Current liabilities
Long-term debt due within one vear 6.1 81.0
Notes payable — 10.5
Accounts pavable 167.9 178.8
Customer deposits 101.4 946
Interest accrued 26.7 18.3
Taxes accrued 82.9 16.9
Total current liabilities 385.0 430.1
Deferred credits
Deferred income taxes 474.5 483.1
Invesiment 1ax credits 226 27.1
Regulatory liabilities 560.2 538.7
Other 154.8 115.7
Total deferred credits 1.212.1 1.164.6
Total habilities and capital S 4.839.7 $ 4.778.3

The accompanying notes are an integral part of the consolidated financial statements.
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TAMPA ELECTRIC COMPANY
CONSOLIDATED STATEMENTS OF INCOME

(millions)
For the vears ended Dec. 31. 2003 2002 2001
Revenues
Electric (includes franchise fees and gross receipts taxes of $64.4 million
in 2003. $63.5 million in 2002. and $56.0 million in 2001) § 1.585.4 S 1.5825 S 14118
Gas (includes franchise fees and gross receipts taxes of $13.3 milhon
in 2003. $10.3 million in 2002. and S135.1 million in 2001) 408.4 3181 3529
Total revenues $ 1.993.8 1.900.6 1.764.7
Expenses
Operations
Fuel 4433 4241 346.5
Purchased power 2349 2537 209.7
Cost of natural gas sold 224.0 148.9 186.4
Other 257.7 256.4 249.]
Maintenance 943 112.0 103.2
Depreciation 243.0 220.1 201.3
Restructuring charges 14.0 16.6 —_—
Taxes. federal and state income 94.0 100.3 97.7
Taxes. other than income 136.7 132.6 129.3
Total expenses 1.741.9 1.664.7 1.523.2
Income from operations 251.9 2359 241.5
Other (expense) income
Allowance for other funds used during construction 19.8 24.9 6.6
Other income. net 1.2 1.5 4.1
Asset impairment (net of income tax benefit of $30.7 million) {48.9) —
Total other (expense) income (27.9) 264 10.7
Interest charges
Interest on long-term debt 102.7 77.5 62.5
Other interest 5.5 (1.6) 15.2
Allowance for borrowed funds used during construction (7.6) (9.6) (2.6)
Total interest charges 100.6 66.3 75.1
Net income S 1234 S 1960 S 1771
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(millions)
For the vears ended Dec. 31, 2003 2002 2001
Net income S 1234 S 196.0 S 1771
Other comprehensive (loss) income, net of tax
Net unrealized gain (loss) on cash flow hedges — 0.1 (0.1)
Other comprehensive income (loss), net of tax — 0.1 (0.1)
Comprehensive income S 1234 S 196.1 S 177.0

The accompanying notes are an integral part of the consolidated financial statements.
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TAMPA ELECTRIC COMPANY
CONSOLIDATED STATEMENTS OF CASH FLOWS

(millions)
For the vears ended Dec. 31, 2003 2002 2007
Cash flows from operating activities
Net income S 1234 S 196.0 S 1771
Adjustments to reconcile net income to net cash from operating activities:
Depreciation 243.0 220.1 201.3
Deferred income taxes {23.9) 236 (2.0)
Investment tax credits. net (4.6) (4.4) (4.5
Allowance for funds used during construction (27.4) (34.5) (9.2)
Loss on sales of assets. pre-tax 0.8 — —
Asset impairment, pre-tax 79.6 — —
Deferred recovery clause (27.3) 2.2 {19.0)
Refunded to customers — (6.4) —
Receivables. less allowance for uncoliectibles 0.5 (19.8) 19.1
Inventories 12.2 (7.2) (10.8)
Prepavments and other deposits 3.0 (2.4 (9.2)
Taxes accrued 36.0 (10.4) (14.3)
Interest accrued 8.4 2.3 (18.1)
Accounts payable (10.8) 431 (52.9)
Other 70.4 2.3 352
Cash flows from operating activities 477.2 474.7 293.2
Cash flows from investing activities
Capital expenditures (331.7) (683.7) (499.3)
Allowance for funds used during construction 27.4 345 9.2
Net proceeds from sales of assets 4.3 — —
Cash flows from investing activities (300.0) (651.2) (490.1)
Cash flows from financing activities
Proceeds from contributed capital from parent — 217.0 170.0
Return of contributed capital to parent (158.3) — —
Proceeds from long-term debt 230.0 689.3 250.0
Repayment of long-term debt (80.3) (302.4) (54.4)
Net (decrease) increase in short-term debt (10.5) (238.5) 17.8
Pavment of dividends (151.4) (197.4) (171.8)
Cash flows from financing activities (150.5) 168.0 211.6
Net (decrease) increase in cash and cash equivalents 26.7 (8.5) 14.7
Cash and cash equivalents at beginning of vear 6.9 15.4 0.7
Cash and cash equivalents at end of vear S 336 S 69 S 154
Supplemental disclosure of cash flow information
Cash paid during the year for:
Interest S 1094 S 740 § 83
Income taxes S 619 S 1439 S 1199

The accompanying notes are an integral part of the consolidated financial statements.
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TAMPA ELECTRIC COMPANY
CONSOLIDATED STATEMENTS OF RETAINED EARNINGS

(millions)
For the vears ended Dec. 31, 2003 2002 2001
Balance, beginning of vear $ 3028 S 3043 S 299.0
Add: Net income 123.4 196.0 1771
426.3 500.3 476.1
Deduct: Cash dividends on capital stock
Common 151.4 197.4 171.8
1514 1974 171.8
Balance. end of vear § 2749 S 3029 S 3043
CONSOLIDATED STATEMENTS OF CAPITALIZATION
Capiral Stock Ouistanding Cash dividends
Current Dec. 31, paid (1)
Redemption Per
(millions, except share amounts) Price Shares Amount Share Amount
Common stock — without par value
25 million shares authorized
2003 N/A 10 S 1.376.8 N A § 1514
2002 N/A 10 $ 1.535.1 N/A S 1974

Preferred stock — $100 par value

1.5 million shares authorized, none outstanding.

Preferred stock — no par

2.5 million shares authorized, none outstanding.

Preference stock - no par

2.5 million shares authorized. none outstanding.

(1)

Quarterly dividends paid on Feb. 15, May

15, Aug. 153 and Nov. 15,

The accompanying notes are an integral part of the consolidated financial statements.
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TAMPA ELECTRIC COMPANY
CONSOLIDATED STATEMENTS OF CAPITALIZATION (continued)

Long-Term Debt
(millions) Dec. 31, Due 2003 2002

Tampa Electric
First mortgage bonds (issuable in series):

7.75% (effective rate of 7.96%) 2022 S 75.0 S 75.0
6.125% (effective rate of 6.61%) 2003 - — 75.0
[nstaliment contracts payable (1)
6.25% Refunding bonds (effective rate of 6.81%) (2) 2034 86.0 86.0
5.85% Refunding bonds (effective rate of 5.88%) 2030 75.0 75.0
5.1% Refunding bonds (effective rate of 5.77%) (3) 2013 60.7 60.7
5.5% Refunding bonds (effective rate of 6.34%) (3) 2023 86.4 86.4
4% (effective rate of 4.22%) (4) 2025 51.6 51.6
4% (effective rate of 4.17%) (4) 2018 54.0 340
4.25% (effective rate of 4.44%) (4) 2020 20.0 20.0
Notes: 6.875% (effective rate of 6.98%) (3) 2012 210.0 210.0
6.375% (effective rate of 7.35%) (5) 2012 330.0 330.0
5.375% (effective rate of 5.59%) (35) 2007 125.0 125.0
6.25% (effective rate 0f 6.31%) (3) 2016 250.0 —
1.423.9 1.248.9
Peoples Gas System
Senior Notes: (6)  10.35% 2007 34 4.2
10.33% 2008 4.8 5.6
10.3% 2009 6.4 7.2
9.93% 2010 6.6 7.4
8.0% 2012 233 254
Notes: 6.875% (effective rate of 6.98%) (5) 2012 40.0 40.0
6.375% (effective rate of 7.34%) (5) 2012 70.0 70.0
5.375% (effective rate of 5.58%) (5) 2007 25.0 25.0
179.5 184.8
1.603.4 1.433.7
Unamortized debt premium (discount). net (6.4) (7.1)
1.567.0 1.426.6
Less amount due within one vear (7) 6.1 81.0
Total long-term debt $ 1.590.9 $ 1.345.6
(h Tax exempt securities.
(2) Proceeds of these bonds were used to refund bonds with an interest rate of 9.9% in February 1995. For accounting

purposes, interest expense has been recorded using a blended rate of 6.52% on the original and refunding bonds, consistent
with regulatory treatment.

(3) Proceeds on these bonds were used to refund bonds with interest rates of 5.75% to 8%.

4 The interest rate on these bonds was fixed for a five-year term on Aug. 5. 2002.

(5) These notes are subject to redemption in whole or in part. at any time, at the option of the company.

(6) These long-term debt agreements contain various restrictive covenants, including provisions related to interest coverage.
maximum levels of debt-to-total capitalization and limitations on dividends.

(7) Of the amount due in 2004, $0.8 million may be satisfied by the substitution of property in lieu of cash payments.

A substantial part of the tangible assets of Tampa Electric is pledged as collateral to secure its first mortgage bonds, and
certain pollution control equipment is pledged to secure installment contracts payable. Maturities and annual sinking fund
requirements of long-term debt for the years 2005, 2006. 2007 and 2008 are $5.5 million, $5.9 million, $156.1 million and $5.7
million, respectively.

153



TAMPA ELECTRIC COMPANY
CONSOLIDATED STATEMENTS OF CAPITALIZATION (continued)

At Dec. 31, 2003. total long-term debt had a carrying amount of $1.590.9 million and an esumated fair market value of
$1.697.4 million. The estimated fair market value of long-term debt was based on quoted market prices tor the same or simijar
1ssues. on the current rates offered for debt of the same remaining maturites. or for long-term debt issues with vanable rates that
approximate market rates. at carrying amounts. The carrving amount of long-term debt due within one vear approximated fair
market value because of the short marurity of these instruments.

In April 2003, Tampa Electric issued S250 million of 6.25% Senior Notes due in 2016. in a private placement. Net
proceeds of approximately $250 million were used to repay short-term indebredness and for general corporate purposes. The 6.23%
Senior Notes contain covenants that (1) require Tampa Electric Company to maintain. as of the last day of each fiscal quarter. a
debt-to-capital ratio. as defined in the agreement. that does not exceed 60%. and (2) prohibit the creation of any liens on any of its

property in excess of $787 million in the aggregate. with certain exceptions. as defined. without equally and ratably securing the
6.25% Senior Notes.

The accompanying notes are an integral part of the consolidated financial statements.
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TAMPA ELECTRIC COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Significant Accounting Policies
The significant accounting policies are as follows:

Principles of Consolidation

Tampa Electric Company is a wholly-owned subsidiary of TECO Energy. Inc. and is comprised of the Electric division.
generally referred to as Tampa Electric. and the Natural Gas division. generally referred to as Peoples Gas System (PGS).

All significant intercompany balances and intercompany transactions have been eliminated in consolidation.

The use of estimates is inherent in the preparaton of financial statements in accordance with generally accepted
accounting principles (GAAP). Actual results could differ from these estimates.

Planned Major Maintenance

Tampa Electric and PGS expense major maintenance costs as incurred. Concurrent with a planned major maintenance
outage. the cost of adding or replacing retirement units-of-property s capitalized in conformiry with Florida Public Service
Commission (FPSC) and Federal Energy Regulatory Commission (FERC) regulations.

Allowance for Funds Used During Construction (AFUDC)

AFUDC 1s anon-cash credit to income with a corresponding charge to utility plant which represents the cost of borrowed
funds and a reasonable return on other funds used for construction. The rate used to calculate AFUDC is revised periodically to
reflect significant changes in Tampa Electric’s cost of capital. The rate was 7.79% for 2003, 2002 and 2001. Total AFUDC for
2003, 2002 and 2001 was $27.4 million. $34.5 million. and $9.2 million. respectively. The base on which AFUDC is calculated
excludes construction work-in-progress which has been included in rate base.

Deferred Income Taxes

TECO Energy utilizes the liability method in the measurement of deferred income taxes. Under the liability method. the
temporary differences between the financial statement and tax bases of assets and liabilities are reported as deferred taxes
measured at current tax rates. Tampa Electric and PGS are regulated. and their books and records reflect approved regulatory
treatment. including certain adjustments to accumulated deferred income taxes and the establishment of a corresponding regulatory
tax liability reflecting the amount payable to customers through future rates.

Investment Tax Credits
Investment tax credits have been recorded as deferred credits and are being amortized to income tax expense over the
service lives of the related property.

Revenue Recognition

Tampa Electric Company recognizes revenues consistent with the Securities and Exchange Commission’s Staff
Accounting Bulleting (SAB) 104. Revenue Recognition in Financial Statements. The interpretive criteria outlined in SAB 104 are
that 1) there is persuasive evidence that an arrangement exists: 2) delivery has occurred or services have been rendered; 3) the fee
is fixed and determinable; and 4) collectibility is reasonably assured. Except as discussed below, Tampa Electric Company
recognizes revenues on a gross basis when earned for the physical delivery of products or services and the risks and rewards of
ownership have transferred to the buyer.

The regulated utilities’ (Tampa Electric and Peoples Gas System) retail businesses and the prices charged to customers are
regulated by the FPSC. Tampa Electric's wholesale business is regulated by FERC. See Note 3 for a discussion of significant
regulatory matters and the applicability of Financial Accounting Standard No. (FAS) 71. Accounting for the Effects of Certain
Types of Regulation, to the company.

Revenues and Fuel Costs

Revenues include amounts resulting from cost recovery clauses which provide for monthly billing charges to reflect
increase or decreases in fuel, purchase power, conservation and environmental costs for Tampa Electric and purchase gas,
interstate pipeline capacity and conservation costs for PGS. These adjustment factors are based on costs incurred and projected for
a specific recovery period. Any over-recovery or under-recovery of costs plus an interest factor are taken into account in the
process of setting adjustment factors for subsequent recovery periods. Over-recoveries of costs are recorded as deferred credits
and under-recoveries of costs are recorded as deferred charges.

Certain other costs incurred by the regulated utilities are allowed to be recovered from customers through prices approved
in the regulatory process. These costs are recognized as the associated revenues are billed. The regulated utilities accrue base
revenues for services rendered but unbilled to provide a closer matching of revenues and expenses. See Note 3.
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As of Dec. 31, 2003 and 2002, unbilled revenues of $43.7 million and $41.3 million. respectively, are included in the
“receivables” line item on the balance sheet.

Purchased Power

Tampa Electric purchases power on a regular basis primarily to meet the needs of its retail customers. As a result of the
sale of Hardee Power Partners. Ltd. (HPP) in October 2003 (see Notes 14 and 21 to the TECO Energy Consolidated Financial
Statements in the 2003 Annual Report). subsequent power purchases from HPP are reflected as non-affiliate purchases by Tampa
Electric. Tampa Electric's long-term power purchase agreement from HPP was not affected by TPS™ sale of HPP. Under the
existing agreement, which has been approved by the FERC and FPSC. Tampa Electric has the nght to purchase, on average.
approximately 52% of the total output of the Hardee power station. Tampa Electric purchased power from non-TECO Energy
affiliates. including HPP, at a cost of $234.9 million. $253.7 million. and $209.7 million. respectively. for the vears ended Dec. 31,
2003, 2002 and 2001. These purchased power costs are recoverable through an FPSC-approved cost recovery clause.

Depreciation

Tampa Electric provides for depreciation primarily by the straight-line method at annual rates that amortize the original
cost. less net salvage value. of depreciable property over its estimated service life. The provision for utility plant in service,
expressed as a percentage of the original cost of depreciable property was 4.6% for 2003 and 4.2% for 2002 and 2001. For the
vear ended Dec. 31, 2003, Tampa Electric recognized depreciation expense of $36.6 million related 1o accelerated depreciation of
certain Gannon power station coal-fired assets. in accordance with a regulatory order issued by the FPSC. Construction work-in-
progress is not depreciated until the asset is completed or placed in service.

The implementation of FAS 143, Accounting for Asser Retirement Obligations in 2003 resulted in an increase in the
carrying amount of long-lived assets and the reclassification of the accurnulated reserve for cost of removal from accumulated
depreciation to “Regulatory liabilities,” for all periods presented. The adjusted capitalized amount is depreciated over the
remaining useful life of the asset (see Note 4).

Accounting for Excise Taxes, Franchise Fees and Gross Receipts

Tampa Electric Company is allowed to recover certain costs incurred from customers through prices approved by the
regulatory process. The amounts included in customers’ bills for franchise fees and gross receipt taxes are included as revenues on
the Consolidated Statements of Income. These amounts totaled $77.7 million, $73.8 million and $71.7 million, for the years ended
Dec. 31,2003, 2002 and 2001, respectively. Franchise fees and gross receipt taxes payable by the regulated utilities are included
as an expense on the Consolidated Statements of Income in “Taxes. other than income”. For the vears ended Dec. 31, 2003, 2002
and 2001, these totaled $77.5 million, $73.7 million and $71.0 million. respectively.

Excise taxes paid by the regulated utilities are not material and are expenses when incurred.

Asset Impairments

Effective Jan. 1. 2002, Tampa Electric Company adopted FAS 144, Accounting for the Impairment or Disposal of Long-
Lived Assets, which supersedes FAS 121, Accounting for the Impairment of Long-Lived Assets and Long-Lived Assets to be
Disposed of. FAS 144 addresses accounting and reporting for the impairment or disposal of long-lived assets, including the
disposal of a segment of a business.

In accordance with FAS 144, the company assesses whether there has been impairment of its long-lived assets and certain
intangibles held and used by the company when such impairment indicators exist. Indicators of impairment existed for certain
long-term turbine purchase contracts. triggering a requirement to ascertain the recoverability of these assets using undiscounted
cash flows before interest expense. See Note 7 for specific details regarding the results of these assessments.

Restrictions on Dividend Pavments and Transfer of Assets

Tampa Electric’s first mortgage bond indenture and certain long-term debt at PGS contain restrictions that limit the
payment of dividends and distributions on the common stock of Tampa Electric Company. Tampa Electric's first mortgage bond
indenture does not limit loans or advances. As of Dec. 31, 2003 and 2002, the balances restricted as to transfers from Tampa
Electric to TECO Energy under the first mortgage bonds were 3% and 20%, respectively, of consolidated common equity. Tampa
Electric’s new credit facilities include a covenant limiting cumulative distributions and outstanding affiliate loans.

See Notes 5 and 14 for a more detailed description of significant financial covenants.

2. Derivatives and Hedging

From time to time, Tampa Electric Company enters into furures, forwards, swaps and option contracts to limit the
exposure to price fluctuations for physical purchases and sales of natural gas in the course of normal operations.

The company uses derivatives only to reduce normal operating and market risks, not for speculative purposes. The
company’s primary objective is to reduce the impact of market price volatility on ratepayers, and uses derivative instruments
primarily to optimize the value of physical assets, including generation capacity, natural gas production and natural gas delivery.
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The risk management policies adopted by the company provide a framework through which management monitors
various risk exposures. Daily and periodic reporting of positions and other relevant metrics are performed by a centralized nsk
management group which is independent of all operating companies.

Effective Jan. 1. 2001. the company adopted FAS 133, Accounting for Derivative Instruments and Hedging Activities.
The new standard requires companies to recognize derivatives as either assets or liabilities in the financial statements. to measure
those instruments at fair value. and to reflect the changes in the fair value of those instruments as either components of other
comprehensive income (OCI) or in net income. depending on the designation of those instruments. The changes in fair value that
are recorded in OCI are not immediately recognized in current net income. As the underlving hedged transaction matures or the
physical commodity is delivered, the deferred gain or the loss on the related hedging instrument must be reclassified from OCl to
eamnings based on its value at the time of its reclassification. For effective hedge transactions. the amount reclassified from OCl to
earnings is offset in net income by the amount paid or received on the underlying physical transaction. Additonally, amounts
deferred in OCl related 1o an effective designated cash flow hedge must be reclassified to current earnings if the anticipated
hedged transaction is no longer probable of occurring.

At Dec. 31, 2003 and 2002. respectively. the company had derivatives assets of $4.8 million and $3.5 million. The
amounts recorded in accumulated other comprehensive income (OCI). as of Dec. 31. 2003 and 2002. are fullv offset by regulatory
assets or liabilities to reflect the impact of the fuel recovery clause on the results of hedging activities.

For the years ended Dec. 31, 2003, 2002 and 2001. Tampa Electric Company reclassified from OCI to earnings. pre-tax
gains (losses) of $3.2 million. $0.2 million and $(0.7) million. respectively. Amounts reclassified were primarily related to cash
flow hedges of physical purchases of natural gas. For these types of hedge relationships. the gain or loss on the derivauve,
reclassified from OCI to eamings, is offset by a regulatory asset or liability. reflecting the fact that all fuel hedging activity is
subject to the fuel recovery clause (see Note 3).

Based on the fair values of derivatives at Dec. 31. 2003, pre-tax gains of $4.8 million are expected to be reversed from
OCI to the Consolidated Statements of Income within the next twelve months. However, these gains and other future
reclassifications from OCI will fluctuate with movements in the underlying market price of the derivative instruments. The
company does not currently have any cash flow hedges for transactions forecasted to take place in periods subsequent to 2004.

3. Regulatory
As discussed in Note 1. Tampa Electric’s and PGS’ retail business are regulated by the FPSC.

Base Rate — Tampa Electric :

Since the expiration, in 1999, of agreements entered into in 1996 with Florida’s Office of Public Counse! (OPC) and the
Florida Industrial Power Users Group (FIPUG), which were approved by the FPSC, Tampa Electric is not under a new stipulation
to stabilize prices while securing fair eamings opportunities. Tampa Electric’s rates and allowed return on equity (ROE) range of
10.75 percent to 12.75 percent with a midpoint of 11.75 percent are in effect until such time as changes are occasioned by an
agreement approved by the FPSC or other PFSC actions as a result of rate other proceedings initiated by Tampa Electric, FPSC
staff or other interest parties. Tampa Electric expects to continue eamings within its allowed ROE range.

Tampa Electric has not sought a base rate increase to recover the investment in the Bayside Power Station. of which phase
one entered service in April 2003.

Cost Recovery — Tampa Electric

2003 Proceedings

In February 2003, Tampa Electric filed a request for an additional fuel cost adjustment of almost $61 million due to
continued increases in the cost of natural gas and oil and the plan to phase out Gannon Units 1 through 4 in 2003. In March 2003,
the FPSC approved Tampa Electric’s new fuel rates as well as new fuel rates for the other peninsular Florida investor-owned
utilities.

In September 2003, Tampa Electric filed with the FPSC for approval of fuel and purchased power, capacity,
environmental and conservation cost recovery rates for the period January through December 2004. In November, the FPSC
approved Tampa Electric’s requested changes except for the lower coal transportation rate as a results of a new contract with TECO
Transport described below. The resulting rates include the impacts of increased use of natural gas at the Bayside Power Station and
the collection of $91 million for under recovery of fuel expense for 2002 and 2003. The filing also included estimated waterborne
transportation rates for coal transportation services (see Note 12). The FPSC did not allow the recovery of $8.4 million it
characterized as savings from shutting down the Gannon Station earlier than originally planned which the FPSC deemed generated
operations and maintenance savings. The rates include projecteu costs associated with environmental projects required under the
Florida Department of Environmental Protection (FDEP) Consent Final Judgment (see Note 14 for additional details regarding these
environmental matters). The costs associated with this disallowance were recognized in 2003,

Tampa Electric filed its objection to the disallowance of the recovery of the $8.4 million and a motion asking FPSC to
reconsider its decision because all facts and law were not taken into account. The motion was filed on Jan. 6, 2004, and a decision
on this matter is expected in the first quarter of 2004. See Regulation — Cost Recovery Clauses section of MD&A.
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As part of the regulatory process, it is reasonably likelv that third parties may intervene on this or similar matters in the
future. The company is unable to predict the timing. nature or impact of such future actions.

Base Rate — Peoples Gas

On June 27, 2002, PGS filed a petition with the FPSC to0 increase its service rates. The requested rates would have
resulted in a $22.6 million annual base revenue increase. reflecting a ROE mid-point of 11.75 percent.

On the date of the FPSC hearing. PGS agreed to a settlement with all parties involved. and a final FPSC order was granted
on Dec. 17, 2002. PGS received authorization 1o increase annual base revenues by $12.05 million. The new rates allow for an
ROE range of 10.25 t0 12.25 percent with an 11.25 percent midpoint ROE and a capital structure with 57.43 percent equity. The
increase went into effect on Jan. 16. 2003.

Cost Recovery — Peoples Gas

In November 2003. the FPSC approved rates under Peoples® Gas Purchased Gas Adjustment (PGA) cap factor for the
period January 2004 through December 2004. The PGA is a factor that can vary monthly due to changes in actual fuel costs but is
not anticipated to exceed the annual cap.

Other [tems

Coal Transporiation Contract

Tampa Electric’s contract for coal transportation and storage services with TECO Transport expired on Dec. 31,2003. In
June 2003. Tampa Electric issued a Request For Proposal (RFP) 1o potential providers requesting services for the next five vears.
The result of the RFP process was the execution of a new contract between Tampa Electric and TECO Transport with market rates
supported by the results of the RFP and an independent expert in maritime transportation matters. The prudence of the RFP
process and final contract is expected to be reviewed by the FPSC in May 2004, with a decision expected in July 2004,

Regional Transmission Organization (RTO)

In October 2002, the RTO process involving the proposed formation of GridFlorida, LLC, as initiated in response to the
Federal Regulatory Commission’s (FERC’s) continuing effort to affect open access to transmission facilities in large regional
markets, was delayed when the OPC filed an appeal with the Florida Supreme Court asserting that the FPSC could not relinquish
1ts jurisdictional responsibility to regulate the IOUs and the approval of GridFlorida would result in such a relinquishment. Oral
arguments occurred in May 2003, and the Florida Supreme Court dismissed the OPC appeal citing that it was premature because
certain portions of the FPSC GridFlorida order are not final.

In September 2003, a joint meeting of the FERC and FPSC took place to discuss wholesale market and RTO issues related
to GridFlorida and in particular federal/state interactions. The FPSC has scheduled a series of collaborative meetings with all
interested parties upon their conclusion, will set items for hearing and a hearing schedule. This is expected to occur throughout
2004.

Regulatory Assets and Liabilities

Tampa Electric and PGS maintain their accounts in accordance with recognized policies of the FPSC. In addition, Tampa
Electric maintains its accounts in accordance with recognized policies prescribed or permitted by the FERC. These policies
conform with generally accepted accounting principles in all material respects.

Tampa Electric and PGS apply the accounting treatment permitted by FAS 71, Accounting for the Effects of Cerrain Types
of Regulation. Areas of applicability include deferral of revenues under approved regulatory agreements. revenue recognition
resulting from cost recovery clauses that provide for monthly billing charges to reflect increases or decreases in fuel; purchased
power, conservation and environmental costs; and deferral of costs as regulatory assets when cost recovery is ordered over a period
longer than a fiscal vear, to the period that the regulatory agency recognizes them. Details of the regulatory assets and liabilities as
of Dec. 31, 2003 and 2002 are presented in the following table:
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Regulatory Assets and Liabilities (millions)

Dec. 31, 2003 2002
Regulatory assets:
Regulatory tax asset (1) S 633 § 549
Other:
Cost recovery clauses 59.7 347
Coal contract buyv-out (2) 2.7 54
Deferred bond refinancing costs (3) 322 359
Environmental remediation 20.7 20.3
Competitive rate adjustment 3.3 74
Other 4.4 4.6
125.0 108.3
Total regulatory assets S 188.3 S 163.2
Regulatory liabilities:
Regulatory tax liability (1) S 299 S 366
Other:
Deferred allowance auction credits 1.9 2.1
Recovery clause related — 2.2
Environmental remediation 20.7 20.3
Transmission and distribution storm reserve 40.0 36.0
Deferred gain on property sales (4) 1.9 0.9
Accumulated reserve ~ cost of removal 462.2 440.6
Other 3.6 —
530.3 502.1
Total regulatory liabilities $ 360.2 S 5387

(1) Related primarily to plant life. Includes excess deferred taxes of $17.0 million and $20.9 million as of Dec. 31, 2003
and 2002, respectively.

(2) Amortized over a 10-vear period ending December 2004.

(3) Unamortized refinancing costs:

Related to debt transactions as follows (millions): Amortized until:
S 350.0 2004
S 516 2005
S 221 2007
S 25.0 2011
S 50.0 2011
$ 150.0 2012
$150.0 2012
S 8359 2014
$§ 250 2021
$100.0 2022

(4) Amortized over a 5-year period with various ending dates.

4. Asset Retirement Obligations

OnJan. 1, 2003, Tampa Electric Company adopted FAS 143, Accounting for Asset Retirement Obligarions. The company
recognized liabilities for retirement obligations associated with certain long-lived assets, in accordance with the relevant
accounting guidance. An asset retirement obligation for a long-lived asset is recognized at fair value at inception of the obligation
if there 1s a legal obligation under an existing or enacted law or statute, a written or oral contract. or by legal construction under the
doctrine of promissory estoppel. Retirement obligations are recognized only if the legal obligation exists in connection with or as a
result of the permanent retirement. abandonment or sale of a long-lived asset.

When the liability is initially recorded. the carrying amount of the related long-lived asset is correspondingly increased.
Over time. the liability is accreted to its future value. The corresponding amount capitalized at inception is depreciated over the
remaining useful life of the asset. The liability must be revalued each period based on current market prices.

As a result of the adoption of FAS 143, Tampa Electric Company recorded an increase to net property, plant and
equipment of $0.1 million (net of accumulated depreciation), an increase in regulatory assets of $0.2 million, and an increase to
asset retirement obligations of $0.3 million. The after-tax charge recorded as a change in accounting principle was not material.

38

159



For year ended Dec. 31, 2003, accretion expense associated with asset retirement obligations for Tampa Electric Company
was not material. During this period. no new retirement obligations were incurred and no significant revisions to estimated cash
flows used in determining the recognized asset retirement obligations were necessary. FAS 143 was not effective for vears ended
Dec. 31. 2002 and 2001.

Asregulated utilities, Tampa Electric and PGS must file depreciation and dismantlement studies periodically and receive
approval from the FPSC before implementing new depreciation rates. Included in approved depreciation rates is either an impheit
net salvage factor or a cost of removal factor. expressed as a percentage. The net salvage factor is principally comprised of two
components - a salvage factor and a cost of removal or dismantlement factor. The company uses current cost of removal or
dismantlement factors as part of the estimation method to approximate the amount of cost of removal in accumulated depreciation.

Upon adoption of FAS 143 at Jan. 1. 2003. the esumated accumulated cost of removal and dismantlement included in net
accumulated depreciation at Dec. 31. 2003 and 2002 of $462.2 million and $440.6 million. respectively. was reclassified o a
regulatory liability for all period presented (see also Note 3). For Tampa Electric and PGS. the original cost of utility plant retired
or otherwise disposed of and the cost of removal. or dismantlement. less salvage value are charged to accumulated depreciation and
the accumulated cost of removal reserve reported as a regulatory liability. respectively.,

5. Short-Term Debt

At Dec. 31. 2003 and 2002. the following credit facilities and related borrowings existed:

Credit Facilities Dec. 3712003 Dec. 31,2002
Lerters Lerters
Credit Borrowings of Credit Credit Borrowings of Credir
(millions) Facilities Quistanding _ Quistanding Facilities Quistanding Qutstanding
Recourse:
Tampa Electric:
t-year facility S 1250 S — S — S 3000 s — S —
3-vear facilitv 125.0 — — — — —
Total S 250.0 S — s — S 300.0 s — s —

The credit facility requirements commitment fees of 20 basis points, and drawn amounts are charged interest at LIBOR
103-117.5 basis points. depending upon the amount of the draw, at current ratings. Notes payable at Dec. 31, 2002 consisted of
$10.5 million of commercial paper with a weighted average interest rate of 1.86%. There were no notes payables at Dec. 31, 2003.

On Nov. 7, 2003, Tampa Electric replaced its maturing $300 million credit facility with a $125 million one-year credit
facilitv and a $125 million three-year credit facility. maturing in November 2004 and November 2006. respectively. In addition to
the financial covenants described below and in Notes 1 and 14, the two new facilities include a covenant limiting cumulative
distributions after Oct. 31, 2003 and outstanding loans to its parent to an amount representing an accumulation of net income after
May 31. 2003 and capital contributions from the parent after Oct. 31. 2003. plus $S450 million.

6. Common Stock

Tampa Electric Company is a wholly owned subsidiary of TECO Energy, Inc.

Common Stock Issue
(millions. except per share amounts) Shares Amount Expense Total
Balance Dec. 31, 2000 10 S 1.148.8 $ (0.7) $ 1.148.1
Contributed capital from parent — 170.0 — 170.0
Balance Dec. 31. 2001 10 1.318.8 (0.7) 1.318.1
Contributed capital from parent — 217.0 — 217.0
Balance Dec. 31. 2002 10 1.535.8 (0.7) 1.535.1
Contributed capital returned to parent — (158.3) — (158.3)
Balance Dec. 31, 2003 10 $ 1.377.5 S (0.7) S 1,376.8
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7. Asset Impairments

In 2003, Tampa Electric Company recorded a $48.9 million after-tax charge ($79.6 million pre-1ax) to reflect the impact of
the cancellation of wrbine purchase commitments. As reported previously and in Note 12, certain turbine nghts had been
transferred from Other Unregulated operations of TECO Energy to Tampa Electric in 2002 for use in Tampa Electric’s generanion
expansion actvities. These cancellations, made in April 2003. fully terminate all turbine purchase obligations.

8. Restructuring Costs

In September and October of 2003. TECO Energy announced a corporate reorganization to restructure the company along
functional lines. consistent with its objectives to grow the core utility operation. maintain liquidity. generate cash and maximize the
value in the existing assets. As a result of these actions. TECO Energy is now aligned to provide for centralized oversight along
functional lines for power plant operations. energy delivery. energy management. and human resources and technology support
services. The 2003 actions included the involuntary termination or retirement of 232 emplovees at Tampa Electric Company.
including officers and other personnel from operations and support services.

In 2002, TECO Energy initiated a restructuring program that impacted approximately 182 emplovees at Tampa Electric.
This program included retirements. the elimination of positions and other cost control measures. The total costs associated with this
program included severance. salary continuation and other termination and retirement benefits.

Tampa Electric recognized a pre-tax expense of $14.0 million and $16.6 million for accrued benefits and other termination
and retirement benefits for the years ended Dec. 31, 2003 and 2002, respectivelv. Tampa Electric Company completed these
restructuring activities as of Dec. 31. 2003. As of Dec. 31. 2003 and 2002, respectively. no adjustments were made to the benefits
initially accrued for and $8.4 million and $16.6 million. respectively, of the accrued benefits were paid or otherwise settled.

9. Income Tax Expense
Tampa Electric Company is included in the filing of a consolidated federal income tax return with TECO Energy and its
affiliates. Tampa Electric Company’s income tax expense is based upon a separate return computation. Income tax expense consists

of the following components:

Income Tax Expense

(millions) Federal Stare Total
2003
Currently payable S 749 S 176 S 925
Deferred (16.0) (7.9) (23.9)
Amortization of investment tax credits (4.6) — (4.6)
Total income tax expense S 343 S 97 64.0
Included in other income, net (30.0)
Included in operating expenses S 94.0
2002
Currently payable S 66.7 $ 149 $ 816
Deferred 23.2 0.4 23.6
Amortization of investment tax credits (4.4) — (4.4)
Total income tax expense S 855 S 153 100.8
Included in other income, net 0.5
Included 1n operating expenses $100.3
2001
Currently payable $ 88.6 S 157 $104.3
Deferred (1.3) (0.7) (2.0)
Amortization of investment tax credits (4.4) _— (4.4)
Total income tax expense S 82.8 $ 15.0 97.9
Included in other income. net 0.2
Included in operating expenses . $ 677

Deferred taxes result from temporary differences in the recognition of certain liabilities or assets for tax and financial
reporting purposes. The principal components of the company’s deferred tax assets and liabilities recognized in the balance sheet are
as follows:
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Deferred Income Tax Assets and Liabilities

(millions) Dec. 31, 2003 2002
Deferred tax assets (1)
Property related $ 936 S 90.3
Leases 31 33
Insurance reserves 20.5 17.7
Early capacity payments 3.5 6.0
Other 12.8 15.8
Total deferred income 1ax assets 133.5 133.3
Deferred income tax liabilities (1)
Property related (500.0) (502.8)
Other 235 19.7
Total deferred income tax liabilities (474.5) (483.1)
Accumulated deferred income taxes S (341.0) S (349.8)

(1) Certain property related assets and liabilities have been netted.

The total income tax provisions differ from amounts computed by applying the federal statutory tax rate to income before

income taxes for the following reasons:

Effective Income Tax Rate

(millions) 2003 2002 2001
Netincome (1) S 1234 S 196.0 s 177.
Total income tax provision (1) 64.0 100.8 97.9
Income before income taxes (1) S 1874 S 296.8 § 2750
Income taxes on above at federal statutory rate of 35% S 656 S 103.8 S 962
Increase (decrease) due to

State income tax. net of federal income tax 6.3 10.0 9.8

Amortization of investment tax credits (4.6) (4.4) 4.5)

Equity portion of AFUDC (7.0) (8.7) (2.3)

Other 3.7 0.1 (1.3)
Toral income tax provision S 64.0 $ 100.8 S 979
Provision for income taxes as a percent of income

before income taxes 34.2% 34.0% 35.6%

(1) Includes $48.9 million after-tax ($79.6 million pre-tax) charges associated with cancellation of turbine purchase

commitments noted above.

10. Other Comprehensive Income

Tampa Electric Company reported the following comprehensive income (loss) for the years ended Dec. 31. 2003, 2002 and
2001 related to changes in the fair value of cash flow hedges:

Comprehensive income (loss)

(millions) Gross Tax Net

2003

Unrealized gain on cash flow hedges § 32 S 1.2 S 20

Less: Gain reclassified to net income (3.2) (1.2) (2.0)
Total other comprehensive income (loss) $— S — S—

2002

Unrealized gain on cash flow hedges $ 03 $ 0.1 $ 02

Less: Gain reclassified to net income (0.2) (0.1) (0.1)
Total other comprehensive income (loss) S 0.1 S — $ 0.1

2001

Unrealized (loss) on cash flow hedges $ (0.8) $ (0.3) $ (0.5)

Less: Loss reclassified to net income 0.7 0.3 0.4
Total other comprehensive income (loss) S (0.1) S — S (0.1)
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11. Emplovee Postretirement Benefits

Pension Benefits

Tampa Electric Company is a participant in the comprehensive retirement plans of TECO Energy (multi-emplover plans).
including a non-contributory defined benefit retirement plan which covers substantially all emplovees. Where appropnate and
reasonably determinable, the portion of expenses. income. gains or losses allocable to Tampa Electric Company are presentead.
Otherwise. such amounts presented reflect the amount allocable to all participants of the TECO Energy retirement plans. Benefits
are based on emplovees’ age. vears of service and final average earnings. On Apr. 1. 2000, the plan was amended to provide for
benefits to be earned and payable substantially on a lump sum basis through an age and service credit schedule for eligible
participants leaving the company on or after July 1. 2001. Other significant provisions of the plan. such as eligibility, definitions of
credited service, final average earnings. etc.. were largelv unchanged. This amendment resulted in decreased pension expense at
TECO Energy of approximately $0.8 million in 2001 and a reduction of benefit obligation of $6.2 million at Sept. 30, 2001.

TECO Energy’s policy is to fund the plan within the guidelines set by ERISA for the minimum annual contribution and the
maximum allowable as a tax deduction by the IRS. In 2004, TECO Energy expects to make a contribution of about $14.2 millon, of
which Tampa Electric Company s portion is expected to be about $9.1 million.

Amounts disclosed for pension benefits also include the unfunded obligations for the supplemental executive retirement
plan. non-qualified. non-contributory defined benefit retirement plans available to certain senior management. In 2004, TECO
Energy expects to make a contribution of about $1.7 million to these plans. TECO Energy reported other comprehensive loss of
$43.9 million and S$4.4 million in 2003 and 2002, respectively and other comprehensive income of $0.3 miliion in 2001 related to
adjustments to the minimum pension liability associated with the supplemental executive retirement plan.

The asset allocation for the company’s pension plan as of Sept. 30, 2003 and 2002. and the target allocation for 2004, by
asset category, follows:

Asset Allocation

Target Percentage of Plan Assets
Allocation of at Sept. 30,

Asser category 2004 2003 2002
Equities 55% - 60% 57% 53%
Fixed income 40% - 45% 43% 47%
Real Estate — — —
Other — — —

Total — 100% 100%

TECO Energy’s investment objective is to obtain above average returns while minimizing volatility of expected returns
over the long term. The target equities/fixed income mix is designed to meet investment objectives. TECO Energy s strategy is to
hire proven managers and allocate assets to reflect a mix of investment styles. emphasize preservation of principal to minimize the
impact of declining markets. and stay fully invested except for cash to meet benefit payment obligations and plan expense.

The assumptions for the expected return on plan assets were developed based on an analysis of historical market returns, the
plan’s past experience and current market conditions. Estimates of future market returns are lower than actual long-term historical
returns of the plan but were factored into the expected return on asset assumptions to generate a conservative forecast.

In2001, TECO Energy elected to change the measurement date for pension obligations and plan assets from Dec. 31 to Sep.
30. The effect of this accounting change was not material.

Components of net pension expense, reconciliation of the funded status and the accrued pension liability are presented
below for TECO Energy consolidated.
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Pension Benefit Expense

(millions) 2003 2002 200!
Components of net periodic benefit expense
Service cost (benefits earned during the period) S 143 S 11.8 S 112
Interest cost on projected benefit obligations 30.8 287 279
Expected return on assets 42.1) (42.9) (4+2.0)
Amortization of:
Transition obligation (asset) (1. (1.1) (I.D
Prior service cost (benefit) (0.5) (0.5) (0.5)
Actuarial (gain) loss (3.7 44
(=7 (8.9)

Pension expense (benefit) 2.8
Special termination benefit charge —
Additional amounts recognized —

|

Net pension expense (benefit) recognized in the

TECO Energy Consolidated Statements of Income (1) § 28 S (3.0) S (8.9
Assumptions used to determine net costs
Discount rate 6.75% 7.50% 7.50%
Rate of compensation increase +4.82% 4.66% 4.69%
Expected return on plan assets 9.00% 9.00% 9.00%

(1) Tampa Electric Company’s portion was $(1.9) million, ($7.8) million and ($10.4) million for 2003, 2002 and 2001, respectively.

The following table shows the funded startus of the qualified and non-qualified pension plans for which the projected
obligation exceeds the fair value to the plan assets:

Pension Plans — Projected Obligation Exceeds Plan Assets

(millions) Dec. 31, 2003 2002
Projected benefit obligation $ 3545 $455.1
Fair value of plan assets 391.8 371.9

Projected obligation in excess of plan assets $162.7 S 832
Accumulated benefit obligation S 480.0 $400.8

As of Dec. 31, 2003, for the qualified and non-qualified pension plans. the accumulated obligation exceeded the fair
value of the plan assets. As of Dec. 31, 2002, the accumulated obligation exceeded the fair value of the plan assets for only the
non-qualified pension plan. The table below shows the funded status at the end of 2003 and 2002 for the respective plans:

Pension Plans — Accumulated Obligation Exceeds Plan Assets

(millions) Dec. 31, 2003 2002 (1)
Projected benefit obligation $480.0 § 328
Fair value of plan assets 391.8 —
Accumulated obligation in excess of plan assets S 88.2 S 328
Accumulated benefit obligation §5545 S 413

(1) In 2002 only the non-qualified plan is presented due to the fact that the fair value of plan assets exceeded the accumulated
obligation for the qualified plan.



Reconciliation of the funded status of the retirement plan and the accrued pension prepavment/(liability)

fmillions) 2003 2002
Change in benefit obligation

Net benefit obligation at prior measurement date § 4551 § 3823
Service cost 143 11.8
[nterest cost 30.8 28.7
Actuarial loss 89.7 38.3
Plan amendments — 1.1
Special termination benefits — 27
Curtailment - (1.9) —
Gross benefits paid (33.5 {29.8)
Net benefit obligation at measurement date S 5545 S 4351
Change in plan assets

Fair value of plan assets at prior measurement date S 3719 S 428.0
Actual return on plan assets 31.7 (24.9)
Employer contributions 1.7 1.7
Gross benefits paid (including expenses) (33.5) (32.9
Fair value of plan assets at measurement date S 3918 S 3719
Funded status

Fair value of plan assets S 391.8 S 3719
Benefit obligation 5545 455.1
Funded status at measurement date (162.7) (83.2)
Net contributions after measurement date 6.7 0.4
Unrecognized net actuarial loss 165.6 88.9
Unrecognized prior service cost (benefit) (6.9) 7.4)
Unrecognized net transition obligation (asset) (1.4 (2.5)
Accrued liability at end of vear S 1.3 S (3.8)
Amounts recognized in the statement of financial position

Prepaid benefit cost S 169 S 148
Accrued benefit cost (15.7) (18.5)
Additional minimum liability (82.7) (13.8)
Intangible asset 1.3 1.5
Accumulated other comprehensive income 81.5 12.2
Net amount recognized at end of year S 1.3 S (3.8)
Assumptions used in determining actuarial valuations

Discount rate to determine projected benefit obligation 6.00% 6.75%
Rate of increase in compensation levels 4.25% 9.0%

Other Postretirement Benefits

Tampa Electric provides certain postretirement health care and life insurance benefits for substantially all employees
retiring after age 50 meeting certain service requirements. The company contribution toward health care coverage for most
employees who retired after the age of 55 between Jan. 1, 1990 and June 30, 2001 is limited to a defined dollar benefit based on
years of service. On April 1, 2000, the company adopted changes to this program for participants retiring from the company on or
after July 1, 2001. The company contribution toward pre-65 and post-63 health care coverage for most emplovees retiring on or after
July 1, 2001 is limited to a defined dollar benefit based on an age and service schedule. The impact of this amendment, including a
change in the company’s commitment for future retirees combined with a grandfathering provision for current retired participants,
resulted in a reduction in the benefit obligation of $1.4 million in 2001. In 2004, TECO Energy expects to make a contribution of
about $9.5 million to this program. Postretirement benefit levels are substantially unrelated to salary. The company reserves the
right to terminate or modify the plans in whole or in part at any time.

On Dec. 8. 2003, President Bush signed into law the Medicare Prescription Drug, Improvement and Modemization Act of
2003 (the Act). Beginning in 2006, the new law adds prescription drug coverage to Medicare. with a 28% tax-free subsidy to
encourage employers to retain their prescription drug programs for retirees. along with other key provisions. TECO Energy's current
retiree medical program for those eligibie for Medicare (generally over age 65) includes coverage for prescription drugs. The
company 1s continuing to analyze the potential impact the Act may have on the company’s FAS 106, Emplovers' Accounting for
Postretirement Benefits Other Than Pensions, expense and what. if any, plan design changes should be made with respect to the
company’s retiree medical program in response to the Act.
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The following charts summarize the income statement and balance sheet impact. as well as the benefit obligauons. assets.
funded status and rate assumptions associated with other postretirement benefits.

Other Postretirement Benefit Expense

(millions) 2003 2002 2001
Components of net periodic benefit expense

Service cost (benefits earned during the period) S 26 S 24 S I3
Interest cost on projected benefit obligations 9.3 8.6 8.4

Amortization of:

Transition obligation (straight line over 20 vears) 2.1 2.1 2.1

Prior service cost 1.7 1.7 1.7

Actuanal loss 1.0 0.1 0.3
Pension expense 16.7 149 14.8
Special termination benefits — 0.6 —
Additional amounts recognized 0.1 (0.1) —
Net periodic postretirement benefit expense S 168 S 154 S 148

The accumulated postretirement benefit obligation exceeds plan assets for the postretirement health and welfare
benefits plan.

Reconciliation of the funded status of the postretirement benefit plan and the accrued liability

(millions) 2003 2002
Change in benefit obligation

Net benefit obligation at prior measurement date S 1388 S 1148
Service cost 2.6 24
Interest cost 9.3 8.6
Plan participants’ contributions 1.0 0.8
Actuarial loss 3.1 17.3
Special termination benefits — 0.6
Gross benefits paid (8.0) (5.7)
Net benefit obligation at measurement date S 146.8 S 138.8

Change in plan assets
Fair value of plan assets at prior measurement date — —

Employer contributions 7.0 4.9
Plan participants contributions 1.0 0.8
Gross benefits paid (including expenses) (8.0) (5.7)
Fair value of plan assets at measurement date S — S —
Funded status

Funded status at measurement date S (146.8) S (138.8)
Net contributions after measurement date 1.8 1.5
Unrecognized net actuarial loss 31.5 29.5
Unrecognized prior service cost 18.7 203
Unrecognized net transition obligation : 19.0 211
Accrued liability at end of year S (75.8) § (66.4)
Assumptions Used in Determining Actuarial Valuations

Discount rate to determine projected benefit obligation 6.00% 6.75%

Emplover contributions and benefits paid in the above tables include both those amounts contributed directly to, and paid
directly from both plan assets and directly to plan participants. The assumed health care cost trend rate for medical costs was 11.5%
in 2003 and decreases to 5.0% in 2013 and thereafter.

A 100 basis point increase in the medical trend rates would produce a 3 percent (50.4 million) increase in the aggregate
service and interest cost for 2003, and a 4 percent ($5.4 million) increase in the accumulated postretirement benefit obligation as of
Sept. 30, 2003.

A 100 basis point decrease in the medical trend rates would produce a 2 percent (30.3 million) decrease in the aggregate
service and interest cost for 2003 and a 2 percent ($3.5 million) decrease in the accumulated postretirement benefit obligation as of
Sept. 30, 2003.
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12. Related Party Transactions

In February 2002. Tampa Electric and TECO-Panda Generating Company (TPGC) Il. an affiliate of TECO Wholesale
Generation. entered into an assignment and assumption agreement under which Tampa Electric obtained TPGC II's rights and
interests to four combustion turbines being purchased from General Electric. and assumed the corresponding hiabiliies and
obligations for such equipment. In accordance with the terms of the assignment and assumption agreement. Tampa Electric paid
$62.5 million to TPGC I as reimbursement for amounts aiready paid to General Electric by TPGC I for such equipment. No gain or
loss was incurred on the transfer. In the first quarter of 2003, Tampa Electric recorded a $48.9 million after-tax charge related to the
cancellation of these turbine purchase commitments (see Note 7). '

In the second and third quarters of 2003, Tampa Electric returned approximately S158 million of capital to TECO Energy.
TECO Energy had previously contributed capital to Tampa Electric in support of Tampa Electric’s construction program in the
wholesale business. which was subsequently scaled back.

In October 2003, Tampa Electric signed a five-year contract renewal with a TECO Energy affiliate company. TECO
Transport Corporation. for integrated waterborne fuel transportation services effective Jan. 1, 2004. The contract calls for inland
river and ocean transportation along with river terminal storage and blending services for up to 5.3 million tons of coal annually
through 2008. See Note 3 for additional details.

A summary of activities between Tampa Electric Company and its affiliates follows:

Net transactions with affiliates:

(millions) 2003 2002 2001
Fuel and interchange related. net S13524 $144.9 $162.0
Administrative and general. net S 13.7 S 10.7 S 221

Amounts due from or to affiliates of the company at Dec. 31.

(millions) 2003 2002
Accounts receivable (1) S 45 S 6.6
Accounts pavable (1) $ 133 S 236

(1) Accounts receivable and accounts payabie were incurred in the ordinary course of business and do not bear interest

13. Segment Information

Tampa Electric Company is a public utility operating within the state of Florida. Through its Tampa Electric division. itis
engaged in the generation, purchase. transmission. distribution and sale of electric energy to more than 612.000 customers in West
Central Florida. Its Peoples Gas System division is engaged in the purchase. distribution and marketing of natural gas for more than
269.000 residential, commercial, industrial and electric power generation customers in the state of Florida.

Segment Information

Tampa Peoples Other & Tampa Electric
(millions) Electric Gas Eliminations Company
2003
Revenues — outsiders $1.582.7 S 4084 S — $1.991.1
Sales to affiliates 34 — (0.7) 2.7
Total revenues $1.586.1 S 4084 S (0.7) $1,993.8
Depreciation 210.3 327 — 243.0
Restructuring costs (1) 9.9 4.1 — 14.0
Interest charge 85.0 15.6 — 100.6
Provision for taxes 48.1 (2) 15.2 — 63.3 (2)
Net income S 989 S 245 S — § 1234
Total assets 4.191.3 651.5 (7.1) 4,835.7
Capital expenditures S 289.1 S 426 S — S 3317
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Segment Information — continued

Tampa Peoples Other & Tampa Elecrric
(millions) Electric Gas Eliminations Company
2002
Revenues — outsiders $1.548.9 S 3181 S — §1.867.0
Sales 1o affiliates 343 — (0.7) 33.6
Total revenues $1.583.2 S 3181 S (0.7 $1.900.6
Depreciation 189.8 30.5 (0.2) 220.1
Restructuring costs (2) 16.6 — - — 16.6
Interest charge 515 14.8 — 66.3
Provision for taxes 85.7 14.7 — 100.4
Net income S 1718 S 1004 S — S 196.0
Total assets 4.135.0 650.2 (6.9) 4.778.3
Capital expenditures S 6322 S 534 S — S 6856
2001
Revenues — outsiders $1.380.1 S 3529 S — S1.733.0
Sales 1o affiliates 326 — (0.9 31.7
Total revenues S$1.412.7 S 3529 S (0.9) $1.764.7
Depreciation 173.4 27.9 — 201.3
Restructuring costs — _— — _
Interest charge 60.8 14.3 — 75.1
Provision for taxes 83.5 14.2 — 97.7
Net income S 1540 S 231 S — S 177.1
Total assets 3.693.0 605.0 (6.0) 4.292.0
Capital expenditures S 4263 S 730 S — S 4993

(1) See Note 8 for a discussion of restructuring charges in 2003 and 2002,
(2) Net income for 2003 includes a $48.9 million after-tax charge (79.6 million pre-tax) asset impairment charge related to the
turbine purchase cancellations (see Note 7).

14. Commitments and Contingencies

Capital Investments

For 2004, Tampa Electric expects to spend $182.9 million, consisting of $9.4 million (committed as of Dec. 31, 2003) for
the completion of the repowering project at the Gannon Station, $18.2 million for environmental expenditures and $155.3 million to
support system growth and generation reliability. Tampa Electric’s estimated capital expenditures over the 2005-2008 period are
projected to be $1,006.4 million, including $323.8 million for environmental expendirtures.

Capital expenditures for PGS are expected to be about $40 million in 2004 and $160 million during the 2005-2008 period.
Included in these amounts are approximately $25 million annually for projects associated with customer growth and system
expansion. The remainder represents capital expenditures for ongoing maintenance and system safety.

Legal Contingencies

Three lawsuits have been filed in the Circuit Court in Hillsborough County against Tampa Electric. in connection with the
location of transmission structures in certain residential areas, by residents in the areas surrounding the structures. The high-voltage
power lines are needed by Tampa Electric to move electricity to the northwest part of its service territory where population growth
has been experienced. The residents are seeking to remove the poles or to receive monetary damages. Tampa Electric is working
with the community to determine the feasibility of alternate routes or structures or some combination.

From time to time Tampa Electric Company is involved in various other legal, tax and regulatory proceedings before
various courts, regulatory commissions, and governmental agencies in the ordinary course of its business. Where appropnate,
accruals are made in accordance with FAS 5, Accounting for Contingencies. to provide for matters that are reasonably likely to result
in an estimable, material loss. While the outcome of such proceedings is uncertain, management does not believe that the ultimate
resolution of pending matters will have a material adverse effect on the company’s results of operations or financial condition.

Superfund and Former Manufactured Gas Plant Sites

Tampa Electric Company, through its Tampa Electric and Peoples Gas divisions, is a potentially responsible party for
certain superfund sites and, through its Peoples Gas division, for certain former manufactured gas plant sites. While the joint and
several liability associated with these sites presents the potential for significant response costs, as of Dec. 31, 2003, Tampa Electric
Company has estimated its ultimate financial liability to be $20 million, and this amount has been accrued in the company’s financial
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statements. The environmental remediation costs associated with these sites, which are expected 1o be paid over many vears. are not
expected to have a significant impact on customer prices.

The estimated amounts represent only the estimated portion of the cleanup costs attributable to Tampa Electric Company.
The estimates to perform the work are based on actual estimates obtained from contractors. or Tampa Electric Company’'s expenence
with similar work adjusted for site specific conditions and agreements with the respective governmental agencies. The esumates are
made in current dollars. are not discounted and do not assume any insurance recoveries.

Allocation of the responsibility for remediation costs among Tampa Electric and other potentially responsible parties (PRPs)
is based on each party’s relative ownership interest in or usage of a site. Accordingly. Tampa Electric’s share of remed:iation costs
varies with each site. In virtually all instances where other PRPs are involved. those PRPs are considered creditworthy.

Factors that could impact these estimates include the ability of other PRPs to pay their pro rata portion of the cleanup costs.
additional testing and investigation which could expand the scope of the cleanup activities. additional liability that might arise from
the cleanup activities themselves or changes in laws or regulations that could require additional remediation. These costs are
recoverable through customer rates established in subsequent base rate proceedings.

Long Term Commitments

Tampa Electric Company has commitments under long-term operating leases. primarily for building space. office equipment
and heavy equipment. Total rental expense included in the Consolidated Statements of Income for the vears ended Dec. 31. 2003.
2002 and 2001 was $6.2 million. $6.1 million and $6.1 million. respectively. The following table is a schedule of future mmimum
lease payments at Dec. 31. 2003 for all operating leases with noncancelable lease terms in excess of one vear:

Future Minimum Lease Pavments for Operating Leases

Year ended Dec. 31: Amount (millions)

2004 § 46

2005 4.6

2006 4.1

2007 2.5

2008 0.3

Later Years 0.2

Total minimum lease payments S 163

In 1994, Tampa Electric bought out a long-term coal supply contract which would have expired in 2004 for a lump sum
payvment of $25.5 million. In February 1995. the FPSC authorized the recovery of this buy-out amount plus carrying costs through
the Fuel and Purchase Power Cost Recovery Clause over the 10-year period beginning Apr. 1, 1995. In each of the years 2003, 2002
and 2001. $2.7 million of buy-out costs were amortized to expense.

Guarantees and Letters of Credit

On Jan. 1, 2003, Tampa Electric Company adopted the prospective initial measurement provisions for certain types of
guarantees, in accordance with FASB Interpretation No. (FIN) 45, Guarantor's Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others (an interpretation of FASB Statements No. 5, 57, and 107 and
rescission of FASB Interpretation No. 34). Upon issuance or modification of a guarantee after Jan. 1, 2003, the company must
determine if the obligation is subject to either or both of the following:

¢ Initial recognition and initial measurement of a liability: and/or

o Disclosure of specific details of the guarantee.

Generally, guarantees of the performance of a third party or guarantees that are based on an underlying (where such a
guarantee is not a derivative subject to FAS 133) are likely to be subject to the recognition and measurement, as well as the
disclosure provisions, of FIN 45. Such guarantees must initially be recorded at fair value, as determined in accordance with the
interpretation.

Alternatively, guarantees between and on behalf of entities under common control or that are similar to product warranties
are subject only to the disclosure provisions of the interpretation. The company must disclose information as to the term of the
guarantee and the maximum potential amount of future gross payments (undiscounted) under the guarantee, even if the likelihood of
a claim is remote.

As of Dec. 31, 2003, Tampa Electric Company had outstanding letters of credit of $0.9 million, which guarantee
performance to third parties related to debt service.

Tampa Electric Company also enters into commercial agreements in the normal course of business that typically contain
standard indemnification clauses. Tampa Electric Company may sometimes agree to make payments to compensate or indemnify the
counterparty for legal fees, environmental remediation costs and other similar costs arising from possible future events or changes in
laws or regulations. These agreements cover a variety of goods and services, and have varying triggering events dependent on
actions by third parties.
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Tampa Electric Company is unable to estimate the maximum potential future exposure under these clauses because the
events that would obligate Tampa Electric Company have not occurred. or if such event has occurred. Tampa Electric Company has
not been notified of any occurrence. As claims are made or changes in laws or regulations indicate. an amount related to the
indemnification is reflected in the financial statements.

Financial Covenants
A summary of Tampa Electric’s significant financial covenants is as foliows:

Tampa Electric Significant Financial Covenants

(millions) B
Instrument Financial Covenant (1) Requirement’ Restriction Calculation a: Dec. 31, 2003
Tampa Electric
Mortgage bond indenture Dividend restriction Cumulative distributions cannot $5 unrestricted (2)
exceed cumulative net
income plus S4
PGS senior notes EBIT/interest (3) Minimum of 2.0 times 3.5 times
Restricted payments Shareholder equity at least $500 S1.652
Funded debt/capital Cannot exceed 65% 30.5%
Sale of assets Less than 20% of total assets —%
Credit facility Debt/capital Cannot exceed 60% 49.2%
EBITDA/interest (3) Minimum of 2.5 times 5.8 times
Restriction on Limit on cumulative distributions $483 unrestricted
distributions and outstanding affiliate loans (4)
6.25% senior notes Debt/capital Cannot exceed 60% 49.2%
Limit on liens Cannot exceed S787 $362
(

) As defined in applicable instrument.

) Reflects the determination as of Dec. 31, 2003, after giving effect to $158 million distributed to TECO Energy as a return of

capital during 2003. There were $75 million of callable bonds outstanding under the indenture at Dec. 31, 2003.

(3) EBIT generally represents earnings before interest and taxes. EBITDA generally represents EBIT before depreciation and
amortization. However, in each circumstance. the term is subject to the definition prescribed under the relevant legal
agreements.

(4) Limits cumulative distributions after Oct. 31, 2003 and outstanding affiliate loans to an amount representing an accumulation of

net income after May 31, 2003 and capital contributions from the parent after Oct. 31. 2003, plus $450 million.

15. New Accounting Pronouncements

Amendment to Derivatives Accounting

In April 2003, the FASB issued FAS 149, Amendment of Statement 133 on Derivative Instruments and Hedging Activities,
which clarifies the definition of a derivative and modifies, as necessary. FAS 133 to reflect certain decisions made by the FASB as
part of the Derivatives Implementation Group (DIG) process. The majority of the guidance was already effective and previously
applied by the company in the course of the adoption of FAS 133.

In particular, FAS 149 incorporates the conclusions previously reached in 2001 under DIG Issue C10, “Can Option
Contracts and Forward Contracts with Optionalinv Features Qualify for the Normal Purchases and Normal Sales Exception”, and
DIG Issue C135, “Normal Purchases and Normal Sales Exception for Certain Option-Type Contracts and Forward Contracts in
Electricine”. Inlimited circumstances, when the criteria are met and documented, Tampa Electric Company designates option-type
and forward contracts in electricity as a normal purchase or normal sale (NPNS) exception to FAS 133. A contract designated and
documented as qualifying for the NPNS exception is not subject to the measurement and recognition requirements of FAS 133. The
incorporation of the conclusions reached under DIG Issues C10 and C135 into the standard will not have a material impact on the
consolidated financial statements of Tampa Electric Company.

FAS 149 establishes multiple effective dates based on the source of the guidance. Forall DIG Issues previously cleared by
the FASB and not modified under FAS 149, the effective date of the issue remains the same. For all other aspects of the standard,
the guidance is effective for all contracts entered into or modified after June 30, 2003. The company does not anticipate that the
adoption of the additional guidance in FAS 149 will have a material impact on the consolidated financial statements.
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Financial Instruments with Characteristics of both Liabilities and Equity

In May 2003, the FASB issued FAS 150, Accounting for Certain Financial Instruments with Characteristics or boti:
Liabilities and Equiry, which requires that an issuer classify certain financial instruments as a liability or an asset. Previously, many
financial instruments with characteristics of both liabilities and equity were classified as equity. Financial instruments subject to
FAS 150 include financial instruments with any of the following features:

e Anunconditional redemption obligation at a specified or determinable date. or upon an event that 1s certain to occur:

e  An obligation 1o repurchase shares. or indexed to such an obligation. and may require physical share or net cash
settlement;

e An unconditional, or for new issuances conditional, obligation that may be settled by issuing a vanable number of
equity shares if either (a) a fixed monetary amount 15 known at inception. (b) the vanability 1s indexed to something
other than the fair value of the issuer’s equity shares, or (¢) the variability moves inversely to changes in the fair value
of the issuer’s shares.

The standard requires that all such instruments be classified as a liability. or an asset in certain circumstances. and initially
measured at fair value. Forward contracts that require a fixed physical share sertlement and mandatorily redeemable financial
instruments must be subsequently re-measured at fair value on each reporting date.

This standard is effective for all financial instruments entered into or modified after May 31, 2003, and for all other
financial instruments at the beginning of the first interim period beginning after June 15. 2003, The adopuion of FAS 150 has had no
material impact on the consolidated financial statements.
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Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL

DISCLOSURE.

During the period Jan. 1, 2002 to the date of this report. neither TECO Energy nor Tampa Electric Company has had or has

filed with the Commission a report as to any changes in or disagreements with accountants on accounting principles or practices.
financial statement disclosure, or auditing scope or procedure.

Item 9A. CONTROLS AND PROCEDURES

TECO Energy, Inc.

(a)

(b)

Evaluation of Disclosure Controls and Procedures. TECO Energy's Chief Executive Officer and Chief Financial
Officer have evaluated the effectiveness of TECO Energy’s disclosure controls and procedures (as such term is defined in
Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act™)) as of the end
of the period covered by this annual report (the “Evaluation Date™). Based on such evaluation. such officers have
concluded that. as of the Evaluation Date, TECO Energy’s disclosure controls and procedures are effective and designed to
ensure that the information relating to TECO Energy (including its consolidated subsidiaries) required to be included in
TECO Energy's reports filed or submirtted under the Exchange Act is recorded. processed. summanzed and reported within
the requisite time periods.

Changes in Internal Controls. There have not been any changes in TECO Energy’s internal controis over financial
reporting that have materially affected. or are reasonably likely to materially affect. such controls.

Tampa Electric Company

(a)

(b)

Evaluation of Disclosure Controls and Procedures. Tampa Electric Company's Chief Executive Officer and Chief
Financial Officer have evaluated the effectiveness of Tampa Electric's disclosure controls and procedures (as such term is
defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act™)) as
of a date within 90 days prior to the filing date of this annual report (the “"Evaluation Date™). Based on such evaluation,
such officers have concluded that. as of the Evaluation Date, Tampa Electric’s disclosure controls and procedures are
effective and designed to ensure that the information relating to Tampa Electric (including its consolidated subsidiaries)
required to be included in Tampa Electric’s reports filed or submitted under the Exchange Act is recorded, processed,
summarized and reported within the requisite time periods.

Changes in Internal Controls. There have not been any significant changes in Tampa Eleciric’s internal controls over
financial reporting that have materially affected. or are reasonably likely to materially affect. such controls.
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PART III

Item 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.

(a)

The information required by ltem 10 with respect to the directors of the registrant is included under the caption “Election
of Directors™ on pages | through 2 of TECO Energy's definitive proxy statement. dated March 25, 2004. for its Annual
Meeting of Shareholders to be held on April 28. 2004 (Proxy Statement) and 1s incorporated herein by reference.

The information required by Item 10 concerning executive officers of the registrant is included under the caption
“Executive Officers of the Registrant™ on page 21 of this report.

The information required by Item 10 concerning Section 16(a) Beneficial Ownership Reporting Compliance 1s included
under that caption on page 20 of the Proxy Statement and is incorporated herein by reference.

TECO Energy has had a code of ethics applicable to all of its emplovees and officers for many vears. 1t was expanded to
apply to the Board of Directors in 2002. The text of the Standards of Integrin' is available on the company's website at
www.tecoenergy.com under Investor Relations. Any amendments 1o or waivers of the Standards of Integrity for the
benefit of any executive officer or director will also be posted on the website.

Information regarding TECO Energy's Audit Committee is included on pages 3 and 19 of the Proxy Statement. and is
incorporated herein by reference.

Item 11.EXECUTIVE COMPENSATION,

The information required by Item 11 is inciuded in the Proxy Statement beginning on page 6 under that caption and

ending on page 11 just above the caption “Approval of the 2004 Equity Incentive Plan™. and under the caption “Compensation
of Directors” on page 3, and is incorporated herein by reference.

Item 12.SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT.

The information required by Item 12 is included under the caption “Share Ownership™ on pages 4 and 5 of the Proxy

Statement and under the caption “Equiry Compensation Plan Information™ on page 15 of the Proxy Statement, and is
incorporated herein by reference.

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

The information required by Item 13 is included under the caption “Certain Relationships and Related Transactions™ on

page 4 of the Proxy Statement, and is incorporated herein by reference.

Item 14. PRINCIPAL ACCOUNTING FEES AND SERVICES.

The information required by Item 14 is included under the caption “Independent Public Accountants” on pages 19 and

20 of the Proxy Statement and 1s incorporated herein by reference.

52

173



PART IV

Item 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES., AND REPORTS ON FORM 8-K.

(a)

Certain Documents Filed as Part of this Form 10-K

1.

By

3.

Financial Statements
TECO Energy, Inc. Financial Statements — filed as part of Exhibit 13 of this report. and is hereby
incorporated by reference.
Tampa Electric Company Financial Statements — See index on page 23
Financial Statement Schedules
Condensed Parent Company Financial Statements Schedule I - pages 54 - 57
TECO Energy. Inc. Schedule I1 - page 58
Tampa Electric Company Schedule 11 — page 59
Exhibits — See index beginning on page 63

(b) Reports on Form 8-K - in process

(c)

TECO Energy. Inc. filed or furnished the following reports on Form 8-K during the last quarter of 2003.

1.

[

Current Report on Form §-K of Oct. 23, 2003. filing under “Item 5. Qther Events™. to report TECO Energy. Inc.’s
entering into on a Suspension Agreement in connection with TECO Energy's Construction Undertaking Agreements
(Construction Undertakings) and other guaranty agreements for the Union and Gila River projects, and furnishing
under “Item 12. Results of Operations and Financial Condition™, TECO Energy's unaudited financial results for the
three-month and nine-month periods ending Sept. 30. 2003,

Current Report on Form 8-K of Oct. 30. 2003, fumishing under “Item 12. Results of Operations and Financial
Condition”. unaudited financial and other unaudited financial data for the three-month, nine-month and 12-month
periods ended Sept. 30. 2003 and 2002. and non-GAAP earnings per share information.

TECO Energy. Inc. filed or fummished the following reports on Form 8-K subsequent to Dec. 31, 2003.

1.

Current Report on Form 8-K of Feb. 2. 2004, filing under “Item 5. Other Events™. to announce that TECO Energy the
Union and Gila River project companies and the lending banks had entered into a standstill agreement through Feb. 5,
2004 relating to matters covered by the Suspension Agreement.

Current Report on Form 8-K of Feb. 5. 2004, filing under “Item 5. Other Events™, to announce TECO Energy's
decision to exit from its ownership of the Union and Gila River projects and to cease further funding of these plants.

Current Report on Form 8-K of Feb. 9. 2004, furnishing under “Item 12. Results of Operations and Financial
Condition™, financial results for the three-month and twelve-month periods ended Dec. 31. 2003.

Current Report on Form 8-K of Mar. 3, 2004. furnishing under “Item 12. Results of Operations and Financial
Condition™. revised 2003 financial results for TECO Energy, Inc.

Tampa Electric Company did not file any reports on Form 8-K during or subsequent to the last quarter of 2003.

The exhibits filed as part of this Form 10-K are listed on the Exhibit Index immediately preceding such Exhibits. The
Exhibit Index is incorporated herein by reference.
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SCHEDULE I - CONDENSED PARENT COMPANY FINANCIAL STATEMENTS

TECO ENERGY., INC.
PARENT COMPANY ONLY
Condensed Balance Sheets

tmillions)

Dec. 3]. 2003 2002
Assets
Current assets
Cash and cash equivalents S 280 S 3709
Restricted cash 6.9 —
Advances to affiliates 3.078.4 2.380.1
Accounts receivable from affiliates 34 —
Other current assets 11.4 13.0
Total current assets 3.128.1 2.764.0
Other assets
Investment in subsidiaries 1.381.5 2.646.2
Deferred income taxes 2935 220.7
Other assets 46.7 46.3
Total other assets 1.721.7 29132
Total assets S 4.849.8 $ 5.677.2
Liabilities and capital
Current liabilities
Notes payable S 375 S 3500
Accounts payable to affiliates 0.3 16.1
Accounts payable 219 323
Interest payable 19.2 214
Other current liabilities 9.1 4.5
Total current liabilities 88.0 4273
Other liabilities
Advances from affiliates 233.9 221.0
Deferred income taxes 117.4 —_
Long-term debt
Junior subordinated 669.3 669.3
Others 1,958.8 1,656.3
Other liabilities 104.7 91.4
Total other liabilites 3.084.1 2,638.2
Capital
Common equity 187.8 175.8
Additional paid in capital 1.220.8 1.094.5
Retained eamnings 339.5 1.413.7
Accumulated other comprehensive income (55.8) (41.2)
Common equity 1.692.3 2.642.8
Uneamed compensation (14.6) (31.1)
Total capital 1.677.7 2.611.7
Total liabilities and capital S 4.849.8 $ 5.677.2

The accompanying notes are an integral part of the condensed financtal statements.
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SCHEDULE I - CONDENSED PARENT COMPANY FINANCIAL STATEMENTS

TECO ENERGY. INC.
PARENT COMPANY ONLY

Condensed Statements of Income

tmilitons)

For the vears ended Dec. 31, 2003 2002 2007
Revenues 44 S 6.” 2.0
Expenses
Administrative and general expenses T2 8.6 6.8
Restructuring charges 2.6 — —
Total expenses 9.8 8.6 6.8
Income from operations (3.4 (1.9 4.8
Loss on debt extinguishment — (3417 _
(Losses) earnings from investments in subsidiaries (8§73.2) 363.8 308.7
Interest income (expense)
Interest income
Affiliates 1392 120.0 729
Interest expense
Affiliates 43.0) (40.D (17.5)
Others (171.9) (103.4 (36.6)
Total interest expense (75.6) (23.5) (1.2)
(Loss) income before income taxes (954.2) 304.3 302.7
(Benefit) for income taxes (48.0) (25.8) (1.0)
Net (loss) income from operations (906.2) 330.1 303.7
Cumulative effect of change in accounting principle. net of tax (3.2) — —
Net (loss) income (909.4) S 330.1 303.7

The accompanying notes are an integral part of the condensed financial statements.
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SCHEDULE I - CONDENSED PARENT COMPANY FINANCIAL STATEMENTS

TECO ENERGY., INC.
PARENT COMPANY ONLY

Condensed Statements of Cash Flows

(millions)
For the vears ended Dec. 31, 2003 2002 200!

Cash flows from operating activities S 10.2 S {824 S (128.0y

Cash flows from investing activities

Investment in subsidiaries 136.7 (2324 (408.2)
Dividends from subsidiaries 296.0 3le.l 307.6
Net change in affiliate advances (741.2) 1.230.8) (841.3)
Cash flows from investing acuvities (288.5) (11470 (941.6)
Cash flows from financing activities
Dividends to shareholders (165.2) (215.8) (184.2)
Common stock 136.6 3726 3484
Proceeds from long-term debt - others 296.8 1.510.9 1.012.2
Repayment of long-term debt - others — (600.0) (153.2)
Net increase (decrease) in short-term debt (212.5) 350.0 —
Equity contract adjustment pavments (20.3) (15.3) —
Cash flows from financing activities (64.6) 1.602.4 1.023.2
Net (decrease) increase in cash and cash equivalents (342.9) 3729 (46.7)
Cash and cash equivalents at beginﬁing of period 370.9 (2.0 447
Cash and cash equivalents at end of period S 28.0 S 3709 S (2.0)

The accompanying notes are an integral part of the condensed financial statements.
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SCHEDULE I - CONDENSED PARENT COMPANY FINANCIAL STATEMENTS

TECO ENERGY, INC.
PARENT COMPANY ONLY
NOTES TO CONDENSED FINANCIAL STATEMENTS

1. Basis of Presentation

TECO Energy. Inc.. on a stand alone basis. (the parent company) has accounted for majority-owned subsidianes
using the equity basis of accounting. These financial statements are presented on a condensed basis. Additional disclosures
relating to the parent company financial statements are included under the heading Notes to Consolidated Financial
Statements in the 2003 Annual Report. which information is hereby incorporated by reference and filed as part of Exhibit
13.

The use of estimates is inherent in the preparation of financial statements in accordance with generally accepted
accounting principles. Actual results could differ from those estimates.

2. Long-term Obligations

See Note 7 to the TECO Energy Consolidated Financial Statements for a description and details of long-term debt
obligations of the parent company. The preferred securities on TECO Energy's consolidated balance sheet are reflected as
junior subordinated debt. as discussed in Note 7 to the TECO Energy Consolidated Financial Statements, of $669.3 miliion
on the parent company’s financial statements.

3. Commitments and Contingencies

See Note 20 to the TECO Energy Consolidated Financial Statements for a description of all material contingencies and
guarantees outstanding of the parent company.
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Balance at Additions
Beginning Charged to Other
of Period Income Charges
Allowance for Uncollectible Accounts:
2003 S 6.6 S 7.0 S (1.8) (2)
2002 S 7. S 94 S 03
2001 S 87 S 8.1 S (0.3)

SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

TECO ENERGY.INC

For the Years Ended Dec. 31. 2003. 2002 and 2001

{millions)

Write-off of individual bad debt accounts

Balance at

End of

Deductions(1) Period
S 73 S 4.3
S$10.2 S 66
S 94 S T

Includes S1.1 of bad debt reserves for Prior Energy and BGA that were moved to assets held for sale

Restructuring Cost Reserve Accounts:

2003 S 6.0
2002 S 02
2001 S 23
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SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

TAMPA ELECTRIC COMPANY

VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

For the Years Ended Dec. 31, 2003. 2002 and 2001

(millions)

Balance at Additions Balance at
Beginning Charged to Other End of
of Period Income Charges Deductions(1) Period
Allowance for Uncollectible Accounts:
2003 S 1.1 S 44 S — S 344 R
2002 S 16 S 7.7 S — S 8.2 S L1
2001 § 20 S 7.2 S — S 76 S 16
(nH Write-off of individual bad debt accounts
Restructuring Cost Reserve Accounts:
2003 $ 5.1 $14.0 S — S134 § 57
2002 S 0.2 S 166 S — S11.7 § 5.1
2001 S 23 S 0.1 S — s 22 S 0.2
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has dulv caused
this report 10 be signed on its behalf by the undersigned. thereunto duly authorized on the 15th dav of March. 2004.

TECO ENERGY. INC.

Byv: s R.D FAGAN®

R. D. FAGAN. Chairman of the Board.
President and Chief Executive Ofticer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the following persons on
behalf of the registrant and in the capacities indicated on March 13, 2004:

Signature Title
's R.D.FAGAN Chairman of the Board. President.
R. D. FAGAN Director and Chief Executive Officer

(Principal Executive Officer)

's' G.L.GILLETTE Senior Vice President-Finance

G.L.GILLETTE and Chief Financial Officer
(Principal Financial Officer)

;s S .M. PAYNE Vice President-Corporate Accounting and Tax
S. M. PAYNE (Principal Accounting Officer)
Signature Title Signature Title
C.D. AUSLEY* Director T.L. RANKIN* Director
C.D. AUSLEY T.L. RANKIN
S.L. BALDWIN* Director W.D. ROCKFORD* Director
S.L. BALDWIN W. D. ROCKFORD
J. L. FERMAN. JR.* Director W.P.SOVEY* Director
J. L. FERMAN. JR. W.P. SOVEY
L. GUINOT. JR.* Director J. T. TOUCHTON* Director
L. GUINOT. JR. J. T. TOUCHTON
LD HALL* Director J. A URQUHART* Director
[. D. HALL J. A. URQUHART
S. W, HUDSON* Director J.O.WELCH.JR. * Director
S. W. HUDSON J. 0. WELCH. JR.

*By: /s G. L. GILLETTE
G. L. GILLETTE., Attorney-in-fact
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Secunties Exchange Actof 1934, the Registrant has duly caused
this report to be signed on its behalf by the undersigned. thereunio duly authorized on the 135th dav of March. 2004,

TAMPA ELECTRIC COMPANY

By: /s R.D. FAGAN*

R. D. FAGAN. Chairman of the Board,
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the following persons on
behalf of the registrant and in the capacities indicated on March 13, 2004:

Signauire Title

s' R.D FAGAN* Chairman of the Board. President.
R. D. FAGAN Director and Chief Executive Officer

(Principal Executive Officer)

is: G. L. GILLETTE* Senior Vice President-Finance

G. L. GILLETTE and Chief Financial Officer
{Principal Financial Officer)

's_ P.L. BARRINGER* Vice President-Controller
P. L. BARRINGER (Principal Accounting Officer)
Signature Title Signature Title
C.D. AUSLEY* Director T. L. RANKIN* Director
C.D. AUSLEY T.L. RANKIN
S.L. BALDWIN* Director W.D. ROCKFORD* Director
S.L. BALDWIN W. D. ROCKFORD
J.L. FERMAN., JR.* Director W.P. SOVEY* Director
J. L. FERMAN. JR. W.P.SOVEY
L. GUINOT. JR.* Director J.T. TOUCHTON* Director
L. GUINOT. JR. J. T. TOUCHTON
.D. HALL* Director J.A. URQUHART* Director
1. D. HALL J. A. URQUHART
S. W. HUDSON* Director J.O.WELCH. JR * Director
S. W. HUDSON J.O. WELCH. JR.

.GILLETTE

*Byiis/ G. L
G. L. GILLETTE, Attorney-in-fact
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Supplemental Information to Be Furnished With Reports Filed Pursuant to Section 15(d) of the Act by Registrants Which
Have Not Registered Securities Pursuant to Section 12 of the Act

No annual report or proxy material has been sent to Tampa Electric Company's security holders because all of 1ts
equity securties are held by TECO Energy. Inc.
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Exhibit

4.8

49

4.10

4.11

4.12

4.13

4.14

4.15

INDEX TO EXHIBITS

Description

Articles of Incorporation of TECO Energy. Inc.. as amended on April 20. 1993 (Exhibit 3.
Form 10-Q for the quarter ended March 31. 1993 of TECO Energy. Inc.).

Bvlaws of TECQ Energy. Inc.. as amended effective Jan. 18. 2001 (Exhibit 3.2. Form 10-K
2000 of TECO Energy. Inc.).

Articles of Incorporation of Tampa Electric Company (Exhibit 3. to Registration Statement
No. 2-70653). ‘

Bylaws of Tampa Electric Company. as amended effective Apr. 16, 1997 (Exhibit 3

Form 10-Q for the quarter ended June 30. 1997 of Tampa Electric Company).

Indenture of Mortgage among Tampa Electric Company. State Street Trust

Company and First Savings & Trust Company of Tampa. dated as of Aug. 1. 1946 (Exhibit
7-A to Registration Statement No. 2-6693),

Thirteenth Suppiemental Indenture. dated as of Jan. 1. 1974. to Exhibit 4.1

(Exhibit 2-g-1. Registration Statement No. 2-51204).

Sixteenth Supplemental Indenture. dated as of Oct. 30. 1992, to Exhibit 4.1

(Exhibit 4.1. Form 10-Q for the quarter ended Sept. 30. 1992 of TECO Energy. Inc.).
Installment Purchase Contract between the Hillsborough County Industrial

Development Authority and Tampa Electric Company. dated as of Jan. 31. 1984 (Exhibit 4.13.
Form 10-K for 1993 of TECO Energy. Inc.).

First Supplemental Instaliment Purchase Contract. between Hillsborough County Industrial
Development Authority and Tampa Electric Company. dated as of Aug. 2. 1984 ((Exhibit 4.14,
Form 10-K for 1994 of TECO Energy. Inc.).

Second Supplemental Installment Purchase Contract. between Hillsborough Counry Industrial
Development Authority and Tampa Electric Company. dated as of July 1. 1993 (Exhibit 4.3,
Form 10-Q for the quarter ended June 30. 1993 of TECO Energy. Inc.).

Loan and Trust Agreement among the Hillsborough County Industrial

Development Authority, Tampa Electric Company and NCNB National Bank of Florida. as
trustee. dated as of Sept. 24, 1990 (Exhibit 4.1, Form 10-Q for the quarter ended Sept. 30, 1990
for TECO Energy. Inc.).

Loan and Trust Agreement among the Hillsborough County Industrial Development
Authority. Tampa Electric Company and NationsBank of Florida. N.A., as trustee. dated as of
Oct. 26, 1992 (Exhibit 4.2. Form 10-Q for the quarter ended Sept. 30, 1992 of TECO Energy.
Inc.).

Loan and Trust Agreement among the Hillsborough County Industrial Development Authority.
Tampa Electric Company and NationsBank of Florida. N.A.. as trustee. dated as of June 23. 1993
(Exhibit 4.2, Form 10-Q for the quarter ended June 30, 1993 of TECO Energy. Inc.).

Loan and Trust Agreement among Hillsborough County Industrial Development Authority,

Tampa Electric Company and The Bank of New York Trust Company of Florida, N.A.. as trustee.

dated as of June 1, 2002. (Exhibit4.1. Form 10-Q for the quarter ended June 30. 2002

of TECO Energy, Inc.).

Loan and Trust Agreement. , among the Polk County Industrial Development Authority,
Tampa Electric Company and The Bank of New York, as trustee. dated as of Dec. 1, 1996
(Exhibit 4.22, Form 10-K for 1996 of TECO Energy, Inc.).

Installment Sales Agreement between the Plaquemines Pont, Harbor and Terminal

District (Louisiana) and Electro-Coal Transfer Corporation. dated as of Sept. 1, 1985 (Exhibit
4.19, Form 10-K for 1986 of TECO Energy. Inc.).

First Supplemental Instaliment Sales Agreement, between Plaquemines Port, Harbor, and
Terminal District (Louisiana) and Electro-Coal Transfer Corporation, dated Dec. 20, 2000
(Exhibit 4.20, Form 10-K for 2000 of TECO Energy. Inc.).

Amended and Restated Reimbursement Agreement between TECO Energy, Inc. and Electro-Coal
Transfer LLC, dated as of Apr. 5, 2001 (Exhibit 4.1, Form 8-K date Apr. 5, 2001 of

TECO Energy, Inc.).

Indenture between Tampa Electric Company and The Bank of New York. as trustee. dated
as of July 1, 1998 (Exhibit 4.1, Registration Statement No. 333-55873).
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4.16

$.17

4.18

4.19

Third Supplemental Indenture between Tampa Electric Company and The Bank of New *
York. as trustee, dated as of June 15. 2001 (Exhibit 4.2, Form 8-K dated June 23, 2001

of Tampa Electric Company).

Fourth Supplemental Indenture between Tampa Electric Company and The Bank of New York., *
as trustee. dated as of Aug. 15,2002 (Exhibit 4.2, Form 8-K dated Aug. 26. 2002 of

Tampa Electric Company).

Note Purchase Agreement among Tampa Electric Company and the Purchasers party thereto. *
dated as of Apr. 11, 2003 (Exhibit 10.1. Form 8-K dated Apr. 14, 2003 for Tampa Electric Company).
364-Day Revolving Facility Credit Agreement dated as of Nov. 7. 2003, among Tampa Electric (]

Company as Borrower. Citibank. N.A.. as Administrative Agent. Citigroup Global Markets. Inc. and
SunTrust Capital Markets, Inc.. as Co-Lead Arrangers. SunTrust Bank. as Syndication Agent.

Morgan Stanley Bank. and The Bank of New York. as Documentation Agents, and the

lenders parties thereto as Lenders.

3-Year Revolving Facility Credit Agreement dated as of Nov. 7, 2003. among Tampa Electric ]
Company as Borrower. Citibank. N.A., as Administrative Agent. Citigroup Global Markets. Inc. and
SunTrust Capital Markets. Inc.. as Co-Lead Arrangers. SunTrust Bank. as Syndication Agent.

Morgan Stanley Bank, and The Bank of New York, as Documentation Agents. and the

lenders parties thereto as Lenders.

Indenture between TECO Energy. Inc. and The Bank of New York. as trustee, *
dated as of Aug. 17, 1998 (Exhibit 4.1. Form 8-K dated Sept. 20. 2000 of TECO Energy. Inc.).

Second Supplemental Indenture dated as of Aug. 15. 2000 between TECO Energy. *
Inc. and The Bank of New York (Exhibit 4.1, Form 8-K dated Sept. 28, 2000 of TECO Energy. Inc.).

Third Supplemental Indenture dated as of Dec. 1, 2000 between TECO Energy, *

Inc. and The Bank of New York, as trustee (Exhibit 4.21. Form 8-K dated Dec. 21, 2000 of

TECO Energy, Inc.).

Amended and Restated Limited Liability Company Agreement of TECO Funding *
Company [. LLC dated as of Dec. 1. 2000 (Exhibit 4.24, Form 8-K dated Dec. 21. 2000

of TECO Energy. Inc.).

Amended and Restated Trust Agreement of TECO Capital Trust [ among TECO Funding *
Company [, LLC. The Bank of New York and The Bank of New York (Delaware) dated as of

Dec. 1, 2000 (Exhibit 4.22, Form 8-K dated Dec. 21. 2000 of TECO Energy, Inc.).

Guaranty Agreement between TECO Energy. Inc. and The Bank of New York. as *
trustee, dated as of Dec. 1, 2000 (Exhibit 4.25, Form 8-K dated Dec. 21, 2000 of TECO Energy. Inc.).
Fourth Supplemental Indenture dated as of Apr. 30. 2001 between TECO Energy. *

Inc. and The Bank of New York. as trustee (Exhibit 4.28, Form §-K dated May 1. 2001

of TECO Energy, Inc.).

Fifth Supplemental Indenture dated as of Sept. 10, 2001 between TECO Energy, Inc. *
and The Bank of New York. as trustee (Exhibit 4.16, Form §-K dated Sept. 26.

2001 of TECO Energy, Inc.).

Sixth Supplemental Indenture dated as of Jan. 15, 2002 between TECO Energy. Inc. *
and The Bank of New York, as trustee (Exhibit 4.28, Form 8-K dated Jan. 15, 2002

of TECO Energy, Inc.).

Purchase Contract Agreement between TECO Energy. Inc. and The Bank of New York, as *
Purchase Contract Agent. dated as of Jan. 15. 2002 (Exhibit 4.29. Form §8-K dated

Jan. 15, 2002 of TECO Energy, Inc.).

Amended and Restated Trust Agreement of TECO Capital Trust 1l among TECO Funding *
Company II, LLC, The Bank of New York and The Bank of New York (Delaware), dated

as of Jan. 15, 2002 (Exhibit 4.31, Form 8-K dated Jan. 15. 2002 of TECO Energy. Inc.).

Amended and Restated Limited Liability Agreement of TECO Funding Company II, LLC, *
dated as of Jan. 15, 2002 (Exhibit 4.33, Form 8-K dated Jan. 15, 2002 of TECO Energy. Inc.).
Guarantee Agreement by and between TECO Energy, Inc., as Guarantor and The Bank of *

New York, dated as of Jan. 15, 2002 (Exhibit 4.35, Form 8-K dated Jan. 15, 2002 of
TECO Energy, Inc.).

Form of Remarketing Agreement by and between TECO Energy, Inc. and the Remarketing *
Agent (Exhibit 4.37, Form 8-K dated Jan. 15, 2002 of TECO Energy, Inc.).
Pledge Agreement among TECO Energy, Inc., The Bank of New York, as Collateral Agent, *

Custodial Agent and Securities Intermediary and The Bank of New York. as Purchase
Contract Agent dated as of Jan. 15, 2002 (Exhibit 4.38, Form 8-K dated Jan. 15, 2002
of TECO Energy, Inc.).

64

185



4.36

4.37

4.38

4.40

4.41

442

10.9

10.10

10.11

10.12

Seventh Supplemental Indenture dated as of May 1. 2002 berween TECO Energy. Inc. and The
Bank of New York. as trustee (Exhibit 4.15, Form 8-K dated May 13. 2002 of TECO Energy. Inc.).
Eighth Supplemental Indenture dated as of Nov. 20. 2002 between TECO Energy. Inc. and The
Bank of New York, as trustee (Exhibit 4.1. Form 8-K dated Nov. 20. 2002 for TECO Energy. Inc.).
Ninth Supplemental Indenture dated as of June 10, 2003 between TECO Energy. Inc. and The Bank
of New York. as trustee (Exhibit 4.15. Form 8-K dated June 13. 2003 of TECO Energy. Inc.).
Credit Agreement dated as of Nov. 14, 2001. among TECO Energy. Inc., as Borrower, Citibank. N.A..
as Administrative Agent. Salomon Smith Bammev Inc. and Banc of Amenica Securities, LLC. as
Co-Lead Arrangers. Banc of America. as Syndication Agent. the Bank of Nova Scotia, BNP Paribas
and SunTrust Bank. as Co-Documentation Agents. JP Morgan Chase Bank. LC Issuing Bank. and
the lenders parties thereto as Lenders (Exhibit 4.41. Form 10-K for 2001 of TECO Energy. Inc.).
Renewed Rights Agreement between TECO Energy, Inc. and The Bank of New York.. as Rights
Agent. as amended and restated as of Feb. 2. 2004 (Exhibit 1. Form 8-A‘A. of TECO Energy. Inc.
filed on Feb. 23, 2004).

Credit Agreement dated June 24. 2003. among TECO Energy. Inc.. as Borrower. Baverische
Hypo-Und Vereinsbank AG. as Administrative Agent and Co-Lead Arranger. Dexia Credit Local.

New York Agency, as Co-Lead Arranger and Syndication Agent, BMO Nesbitt Burns Financings. Inc.,

as Arranger, and Royal Bank of Canada. as Arranger (Exhibit 4.1, Form 10-Q for the quarter ended
June 30. 2003 of TECO Energy, Inc.).

Amended and Restated Credit Agreement dated as of Dec. 19. 2003, among TECO Energy. Inc..
Merrill Lynch Bank USA. as Administrative Agent. JP Morgan Chase Bank. as LC Issuing Bank.
and the financial institutions parties thereto as lenders.

TECO Energy Group Supplemental Executive Retirement Plan. as amended and

restated as of July 1. 1998, as further amended as of July 15, 1998. (Exhibit 10.1. Form 10-K

for 2001 of TECO Energy, Inc.).

TECO Energy Group Supplemental Retirement Benefits Trust Agreement, as amended

and restated as of Jan. 1, 1998. as further amended as of July 15, 1998. (Exhibit 10.2, Form 10-K
for 2001 of TECO Energy. Inc.).

Annual Incentive Compensation Plan for TECO Energy and subsidiaries, revised as of

April 17, 2002. (Exhibit 10.1, Form 10-Q for the quarter ended June 30, 2002 for TECO Energy. Inc.).

TECO Energy Group Supplemental Disability Income Plan. dated as of March 20, 1998
(Exhibit 10.22, Form 10-K for 1988 of TECO Energy, Inc.).
Forms of Severance Agreement between TECO Energy. Inc. and certain officers,

as amended and restated as of Oct. 22, 1999 (Exhibit 10.7, Form 10-K for 1999 of TECO Energy. Inc.).

Loan and Stock Purchase Agreement between TECO Energy, Inc. and Barnett Banks

Trust Company, N.A._, as trustee of the TECO Energy Group Savings Plan Trust Agreement
(Exhibit 10.3, Form 10-Q for the quarter ended March 31, 1990 for TECO Energy, Inc.).

TECO Energy Directors’ Deferred Compensation Plan. as amended and restated effective as of
April 1, 1994 (Exhibit 10.1, Form 10-Q for the quarter ended March 31, 1994 for TECO Energy. Inc.).
TECO Energy Group Deferred Compensation Plan (previously the TECO Energy Group
Retirement Savings Excess Benefit Plan), as amended and restated effective as of Oct. 17, 2001.
(Exhibit 10.8, Form 10-K for 2001 of TECO Energy, Inc.).

Compensation Committee’s Determinations Regarding Credit Rates for the TECO Energy Group
Deferred Compensation Plan. (Exhibit 10.2, Form 10-Q for the quarter ended Mar. 31, 2002 of
TECO Energy, Inc.).

TECO Energy, Inc. 1996 Equity Incentive Plan as amended Apr. 8. 2001 (Exhibit 10.1.

Form 10-Q for the quarter ended March 31, 2001 of TECO Energy, Inc.).

Form of Nonstatutory Stock Option under the TECO Energy, Inc. 1996 Equity Incentive

Plan (Exhibit 10.1, Form 10-Q for the quarter ended June 3G. 1996 of TECO Energy, Inc.).
Form of Amendment to Nonstatutory Stock Option. dated as of July 15, 1998. under the

TECO Energy, Inc. 1996 Equity Incentive Plan (Exhibit 10.3, Form 10-Q for the quarter ended
Sept. 30, 1998 of TECO Energy, Inc.).

Form of Nonstatutory Stock Option under the TECO Energy, Inc. 1996 Equity

Incentive Plan (Exhibit 10.5, Form 10-Q for the quarter ended June 30, 1999 of TECO

Energy. Inc.).

Form of Restricted Stock Agreement between TECO Energy. Inc. and certain officers

under the TECO Energy, Inc. 1996 Equity Incentive Plan as amended and restated

(Exhibit 10.2, Form 10-Q for the quarter ended Mar. 31, 2003 of TECO Energy, Inc.).
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10.20

10.21

10.22

10.31

10.33

10.35

10.36

TECO Energy. Inc. 1997 Director Equity Plan (Exhibit 10.1. Form 8-K dated April 16, 1997 *
of TECO Energy. Inc.).

Form of Nonstatutory Stock Option under the TECO Energy. Inc. 1997 Director *
Equity Plan (Exhibit 10. Form 10-Q for the quarter ended June 30, 1997 of TECO Energy. Inc.).
Supplemental Executive Retirement Plan for R. K. Eustace as of Jan. 15, 1997 *
(Exhibit 10.24, Form 10-K for 1997 of TECO Energy. Inc.).

Supplemental Executive Retirement Plan for R. D. Fagan as amended (Exhibit 10.1. *
Form 10-Q for the quarter ended June 30. 2001 of TECO Energy. Inc.).

Nonstatutory Stock Option granted to R. D. Fagan. dated as of May 24. 1999, under the *

TECO Energy. Inc. 1996 Equity Incentive Plan (Exhibit 10.3. Form 10-Q for the quarter ended
June 30, 1999 of TECO Energy. Inc.).

Restricted Stock Agreement between TECO Energy. Inc. and R. D. Fagan. dated as of *
May 24. 19599 (Exhibit 10.4. Form 10-Q for the quarter ended June 30, 1999 of TECO Energy. Inc.).
Severance Agreement between TECO Energy. Inc. and R.D. Fagan. as amended and restated as of *
Jan. 28. 2003 (Exhibit 10.1. form 10-Q for the quarter ended March 31, 2003 of TECO Energy. Inc.).
Form of Performance Shares Agreement between TECO Energy, Inc. and certain *

officers under the TECO Energy. Inc. 1996 Equity Incentive Plan. (Exhibit 10.7, Form 10-Q

for the quarter ended June 30. 2000 of TECO Energy. Inc.).

Form of 2002 Amendment to TECO Performance Shares Agreements between TECO *
Energy. Inc.. and certain officers under the TECO Energy Inc. 1996 Equity Incentive Plan.

(Exhibit 10.25. Form 10-K for 2001 of TECO Energy. Inc.).

Supplemental Executive Retirement Plan for R. Lehfeldt as of Apr. 17. 2002, (Exhibit 10.2. *
Form 10-Q for the quarter ended June 30. 2002 of TECO Energy. Inc.).
Form of Restricted Stock Agreement between TECO Energy. Inc. and certain officers under *

the TECO Energy, Inc. 1996 Equity Incentive Plan, dated as of Jan. 28, 2003 (Exhibit 10.27,
Form 10-K of 2002 for TECO Energy. Inc.).

Form of Nonstatutory Stock Option under the TECO Energy. Inc. 1997 Director Equity Plan. *
dated as of Jan. 29. 2003 (Exhibit 10.28, Form 10-K of 2002 for TECO Energy, Inc.).

Voluntary Retirement Agreement and General Release between TECO Power Services []
Corporation and Richard E. Ludwig. dated as of Oct. 15. 2003.

Voluntary Retirement Agreement and General Release between TEO Energy. Inc. and []
Royston K. Eustace, dated as of Oct. 16, 2003,

Consulting Agreement between TECO Energy. Inc., and Rovston K. Eustace, amended and (]
restated as of Mar. 11, 2004.

Amended and Restated Construction Contract Undertaking by TECO Energy. Inc. in favor *

of Union Power Partners. L.P., as Borrower. and Citibank, N.A.. as Administrative Agent

under the Union Power Project Credit Agreement. dated as of May 14, 2002 (Exhibit 99.5

to Registration Statement No. 333-102019).

Amended and Restated Construction Contract Undertaking by TECO Energy. Inc. in favor of *
Panda Gila River, L.P., as Borrower. and Citibank. N.A., as Administrative Agent under the

Gila River Project Credit Agreement. dated as of May 14. 2002 (Exhibit 99.4 to Registration

Statement No. 333-102019).

Consent and Acceleration Agreement dated as of Feb. 7. 2002 by and among TECO Power *
Services Corporation, TECO Energy. Inc.. TPS GP. Inc., TPS LP, Inc.. Panda GS V. LLC.

Panda GS VI, LLC, Panda Energy International, Inc. and Bayerische Hypo-Und Vereinsbank AG,

New York Branch (Exhibit 10.38, Form 10-K for 2002 of TECO Energy. Inc.).

Suspension of Rights and Amendment Agreement dated Oct. 22, 2003, by and among Union Power *
Partners, L.P., and Panda Gila River, L.P., as Borrowers, TECO Energy. Inc.. Societe Generale, as

LC Bank. and Citibank, NA, as Administrative Agent (Exhibit 10.1. Form 10-Q for the quarter ended

Sept. 30, 2003 of TECO Energy. Inc.).

Agreement to Acquire and Charter dated as of Dec. 21, 2001, among GTC Connecticut Statutory []
Trust. as Shipowner, Fleet Capital Corporation, as Owner Participant, Gulfcoast Transit Company,

as Seller and Charterer and TECO Energy, Inc.. as Guarantor.

Demise charter dated as of Dec. 21, 2001, between State Street Bank And Trust Company of (]
Connecticut, National Association , as trustee of the GTC Con.iecticut Statutory Trust, as

Shipowner, and Gulfcoast Transit Company. as Charterer.

First Amendment to Demise Charter dated as of Jan. 18, 2002, between State Street Bank And Trust 1]
Company of Connecticut, National Association, as trustee of the GTC Connecticut Statutory Trust,

as Shipowner, and Gulfcoast Transit Company, as Charterer.
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Guarantee. dated as of Dec. 21. 2001, by TECO Energy. Inc.. in favor of the Guaranteed Parues
as defined therein.
Agreement to Acquire and Charter dated as of Dec. 30, 2002, among TTC Trust. Ltd.. as

Shipowner. General Electric Capital Corporation. as Initial Owner Participant. TECO Barge Line, Inc..
as Seller and Charterer. and TECO Energy. Inc. and TECO Transport Corporation. as Guarantors.

Demise charter dated as of Dec. 30, 2002. between State Street Bank And Trust Company of

Connecticut. National Association. as trustee of TTC Trust, Ltd.. as Shipowner., and TECO Barge

Line, Inc., as Charterer.
Demise charter dated as of Dec. 30, 2002. berween State Street Bank And Trust Company of

Connecticut, National Association. as trustee of TTC Trust. Ltd.. as Shipowner, and TECO Ocean

Shipping. Inc.. as Charterer.
First Modification Agreement dated as of Mar. 28, 2003. among TTC Trust. Ltd.. as Shipowner.

General Electric Capital Corporation. as Initial Owner Participant. TECO Shipping. Inc.. and TECO
Barge Line. Inc., as Charterers. and TECO Energy. Inc. and TECO Transport Corporation, as Guarantors.
Guarantee. dated as of Dec. 30. 2002, by TECO Energy. Inc.. and TECO Transport Corporation. ‘

Jjointly and severally in favor of the Guaranteed Parties as defined therein.
First Modification Agreement. dated as of Mar. 12, 2004. among State Street Bank And Trust

Company of Connecticut, National Association. solely as Trustee of GTC Connecticut Statutory Trust.

as Shipowner. Fleet Capital Corporation. as Owner Participant. TECO Ocean Shipping. Inc.. as
Charterers. and TECO Energy. Inc.. and TECO Transport Corporation. as Guarantors.
Second Modification Agreement, dated as of Mar. 9, 2004. among State Street Bank And Trust

Company of Connecticut, National Association. solely as Trustee of TTC Trust, Ltd.. as Shipowner.
General Electric Capital Corporation and OFS Marine One. Inc.. as Owner Participants. TECO Ocean

Shipping, Inc.. and TECO Barge Line. Inc.. as Charterers. and TECO Energy. Inc., and TECO
Transport Corporation as Guarantors.

Ratio of Eamings to Fixed Charges - TECO Energy. Inc.

Ratio of Earnings to Fixed Charges — Tampa Electric Company.

TECO Energy 2003 Annual Report to Shareholders

Subsidiaries of the Registrant.

Consent of Independent Certified Public Accountants — TECO Energy, Inc.

Consent of Independent Certified Public Accountants — Tampa Electric Company.

Power of Attorney — TECO Energy, Inc.

Power of Attorney — Tampa Electric Company.

Certified copy of resolution authorizing Power of Attomney — TECO Energy. Inc.

Certified copy of resolution authorizing Power of Attorney — Tampa Electric Company.
Certification of the Chief Executive Officer of TECO Energy. Inc. pursuant to Securities
Exchange Act Rules 13a-14 and 15d-14 as adopted pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.

Centification of the Chief Financial Officer of TECO Energy. Inc. pursuant to Securities
Exchange Act Rules 13a-14 and 15d-14 as adopted pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.

Certification of the Chief Executive Officer of Tampa Electric Company pursuant to Securities
Exchange Act Rules 13a-14 and 13d-14 as adopted pursuant to Secticn 302 of the Sarbanes-
Oxley Act of 2002.

Certification of the Chief Financial Officer of Tampa Electric Company to Securities
Exchange Act Rules 13a-14 and 15d-14 as adopted pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.

Certification of the Chief Executive Officer and Chief Financial Officer of TECO Energy. Inc.
pursuant to 18 U.S.C. Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley
Actof 2002. (1)

Certification of the Chief Executive Officer and Chief Financial Officer of Tampa Electric
Company pursuant to 18 U.S.C. Section 1350 as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002. (1)

(1) This certification accompanies the Annual Report on Form 10-K and is not filed as part of it.
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*  Indicates exhibit previously filed with the Securities and Exchange Commission and incorporated herein by reference. Exhibits
filed with periodic reports of TECO Energy. Inc. and Tampa Electric Company were filed under Comrmussion File Nos. [-8180
and 1-5007. respectively.

Certain instruments defining the rights of holders of long-term debt of TECO Energy. Inc. and its consolidated subsidianes
authorizing 1n each case a total amount of securities not exceeding 10 percent of total assets on a consolidated basts are not filed
herewith. TECO Energy. Inc. will furnish copies of such instruments to the Securities and Exchange Commission upon request.

Certain instruments defining the rights of holders of long-term debt of Tampa Electric Company authonzing in each case a
total amount of securities not exceeding 10 percent of total assets on a consolidated basis are not filed herewith. Tampa Electric
Company will furnish copies of such instruments to the Securities and Exchange Commission upon request.

Executive Compensation Plans and Arrangements

Exhibits 10.1 through 10.5 and 10.7 through 10.29 above are management contracts or compensatory plans or arrangements
in which executive officers or directors of TECO Energy. Inc. participate.
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Exhibit 12.1
TECO ENERGY, INC.
RATIO OF EARNINGS TO FIXED CHARGES

The following table sets forth TECO Energy's ratio of earnings to fixed charges for the periods indicared.

Year Ended December 31. (1)

S millions 2003 2002 2001 - 2000 1999
Income from continuing operations. before income taxes $(149.9) $2255 7 $2s58.2 §233° S 280.5
Interest expense (2) 3595 25353 2123 180.7 130.
Less: Capitalized interest (17.4) (63.2) (23.0) (6.5} —
Plus: Amortization of capitalized interest 1.3 0.2 0.3 0.2 —
Less: (Income) loss from equity investments 0.4 (3.5) (9.1 (7.7) (3.2)
Eamings before taxes and fixed charges $193.9 S412.4 S 438.9 $420.4 $407.4
Interest expense (2) S 3395 §255.3 S2123% $ 180.7 S 130.1
Interest on refunding bonds (0.8) (0.9 (1.0) (1.0) (1.0
Total fixed charges S 33587 $2544 S211.3 $179.7 S129.1
Ratio of earnings to fixed charges 0.54x (3) 1.62x 14y 2.08x (3 234 3.16x (6)

For the purposes of calculating these ratios, earnings consist of income from continuing operations before income taxes,

income or loss from equity investments and fixed charges, less capitalized interest. Fixed charges consist of interest expense on
indebtedness and interest capitalized. amortization of debt premium, the interest component of rentals and preferred stock dividend
requirements. Certain prior year amounts have been adjusted to conform to the current vear presentation.

(1

(2)

(4

(6)

All prior periods presented reflect the reclassifications of Prior Energy's, TECO-Panda Generating Company s (TPGC). and
TECO Coalbed Methane’s results from continuing operations to discontinued operations. The sale of Prior Energy was
completed in February 2004. In the fourth quarter of 2003, TECO Energy committed to a plan to exit the merchant operations
of TPGC. In December 2002, TECO Energy sold substantially all of its coalbed methane assets to the Municipal Gas
Authority of Georgia.

Interest expense includes total interest expensed and capitalized excluding AFUDC. and an estimate of the interest component
of rentals.

Includes the effect of pretax items totaling $310.4 million, including: $42.0 million for TMDP arbitration reserve at TWG,
goodwill and intangible impairments totaling $114.6 million TWG. BGA and BCH. asset impairments totaling $125.2 million
at Tampa Electric and TWG related to turbine purchase cancellations, asset impairments of $13.7 million related to the
valuation of BGA due to its sale in Q1 2004 sale, $14.3 million at TWG to write-down development and licenses costs and
$0.6 million at TECO Fiber. The effect of these items was to reduce the ratio of earnings to fixed charges. Had these items
been excluded from the calculation. the ratio of earnings to fixed charges would have been 1.41x for the year ended Dec. 31,
2003. See Footnote 7 below.

Includes the effect of pretax items totaling $48.2 million, including $34.1 million at TECO Energy related to a debt
refinancing, and asset valuations of §9.2 million and $4.9 million at TPS and TECO Investments, respectively. The effect of
these items was to reduce the ratio of earnings to fixed charges. Had these items been excluded from the calculation, the ratio
of earnings to fixed charges would have been 1.81x for the year ended Dec. 31, 2002. See Footnote 7 below.

Includes the effect of pretax items totaling $11.1 million for asset valuations recorded at TECO Power Services and TECO
Investments. The effect of these items was to reduce the ratio of earnings to fixed charges. Had these items been excluded
from the calculation, the ratio of earnings to fixed charges would have been 2.13x for the year ended Dec. 31, 2001 See
Footnote 7 below.

Includes the effect of pretax items totaling $21.0 million recorded at Tampa Electric, TECO Investments and TECO Energy.
The effect of these items was to reduce the ratio of earnings to fixed charges. Had these items been excluded from the

calculation. the ratio of eamnings to fixed charges would have been 3.50x for the year ended Dec. 31. 1999. See Footnote 7
below. '
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(7) The following table sets forth a reconciliation of TECO Energy s ratio of earnings to fixed charges excluding certain charges
and adjustments for the periods indicated.

Year Ended December 31.
$ millions 2003 2002 2001 2000 1999
Earnings before income taxes and fixed charges
as reported above $16839 S412.4 $ 4389 $420.4 S$407.4
Adjustment for:
Tax adjustment — — — — 1.0
Interest on tax adjustment — — — — (9.4
Asset impairments 145.7 14.1 11.1 — —
Goodwill and intangible impairments 122.7 — — — —
TMDP reserve 42.0 — — — —
FPSC adjustment — — — — 10.5
Debt refinancing charges 341 — — —
Investment residuals — — — — 6.0
EPA resolution — — — — 3
Adjusted eamings before taxes and fixed charges.

excluding other charges $504.3 S 460.6 S$450.0 $4204 $3419.0
Total fixed charges — as reported $358.7 $234.4 S2I11.5 S 1797 S 1291
Adjustments for:

Interest on tax adjustment — — — — 9.4)
Adjusted total fixed charges. excluding other charges $358.7 $2544 S211.5 S$179.7 S 119.7

Adjusted ratio of earnings to fixed charges.
excluding other charges 1.41x 1.81x 213x 2.34x
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Exhibit 12.2
TAMPA ELECTRIC COMPANY
RATIO OF EARNINGS TO FIXED CHARGES

The following table sets forth Tampa Electric’s ratio of earnings to fixed charges for the periods indicated.

Year Ended December 31.

S millions 2003 2002 2001 2000 1999
Income from continuing operations. before income tax S 186.7 $296.3 $2747 S261.8 §226.3
Interest expense (1) 112.6 80.4 81.8 84.7 §1.7
Preferred stock dividends — — — — —
Eamings before taxes and fixed charges $299.3 S 376.7 $ 3565 S 3405 $308.0
Interest expense (1) S112.6 S 804 S 81.8 S 847 S 81.7
Interest on refunding bonds (0.7) (0.9) (1.0) (1.0y (1.0)
Preferred stock dividends — — — _ —
Toral fixed charges S11l.e S 79.5 S 80.8 S 83.7 S 80.7
Ratio of earnings to fixed charges 2.68x (1) 4.74x 4.41x 4.14x 382X (D

For the purposes of calculating these ratios. earnings consist of income from continuing operations before income taxes,
income or loss from equity investments and fixed charges. Fixed charges consist of interest expense on indebtedness. amortization
of debt premium. the interest component of rentals and preferred stock dividend requirements.

(1) Interest expense includes total interest expense. excluding AFUDC. and an estimate of the interest component of rentals.

{2) Includes the effect of a $79.6 pretax charge recorded in the first quarter of 2003 related to turbine purchase cancellations. The
effect of this charge was to reduce the ratio of eamings to fixed charges. Had this item been excluded from the calculation.
the ratio of earnings to fixed charges would have been 3.39x for the vear ended Dec. 31, 2003. See Footnote 4 below.

(3) Includes the effect of other non-operating pretax items totaling $18.3 million recorded in the third and fourth quarters of 1999.
Charges consisted of the following: $10.5 million recorded based on Florida Public Service Commission audits of Tampa
Electric’s 1997 and 1998 earnings. which limited Tampa Electric’s equity ratio to 58.7 percent: $3.5 million to resolve
litigation filed by the U.S. Environmental Protection Agency: and $4.3 million for corporate income tax settlements related to
prior years’ tax returns. The effect of these items was 1o reduce the ratio of earnings to fixed charges. Had these items been
excluded from the calculation, the ratio of earnings to fixed charges would have been 4.61x for the vear ended Dec. 31, 1999,
See Footnote 4 below.
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(4) The following table sets forth a reconciliation of Tampa Electric's ratio of earnings 1o fixed charges excluding certain

charges and adjustments for the periods indicated.

Year Ended December 31.

$ millions 2003 2002 2001 2000 1999
Earnings before income taxes and fixed charges

as reported above $299.3 $376.7 356.5 S 3465 S 308.0
Adjustment for:

Tax adjustment — — — — 4.3

Interest on tax adjustment — — — — (12.7)

Asset valuations/write-offs 79.6 — — — —

FPSC adjustment —_ — — — 10.5

EPA resolution — — — — 3.3
Adjusted earnings before taxes and fixed charges.

exciuding other charges $ 3789 — — — S313.6
Total fixed charges — as reported S111.9 S 795 80.8 S 837 S 80.7
Adjustments for:

Interest on tax adjustment — —_ — (12.7)
Adjusted total fixed charges. excluding other charges S 111.9 S 795 80.8 S 837 S 68.0
Adjusted ratio of earnings to fixed charges.

excluding other charges 3.30x 4.74% 4.41x 4.14x 461x
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TEEO Energy, Inc.

TECO Energy. Inc (NYSE: TEj is an integrated energy provider with core businesses in the utiliny sector. complemented
by a family of unregulated businesses. In addition 1o tiie regulared operations of Tampa Elecrric and Peopies Gas Systen:.
TECO Energy has interests in waterborne mransportation. coal and svntheric fuel production and independen: power
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MANAGEMENT’S Discussion & Analysis

of Financial Condition & Results of Operations

This Managements Discussion and Analysis contains forward-looking statements. which are subyect 1o the inheren:
uncertainties in predicting futuye resuls and conairions. These forward-looking starements include references to TECO Energys

NS

anncipated capial investments. financing requirements. future rransacnons and other pians, Certain facrors thar couid caise
actual resuits 1o differ materially from those projected 1 these forward-looking starements inciude the following: energy price
changes affecting the merchant plants at TECO Wholesale Generarion. Inc. (formerly known as TECO Pouwer Sertices’ 'TWG..
TECO Energy's ability to complete the transfer of the ownership of the Union and Gila Ruver power planis 10 thy lending banks
as described below or othenwise insulate itself from the adverse financial impact of those piants: TWGs abilin 1o sell the
ourput of its remaining merchant plants in the spot markets or 1o obtain potver contracts ro reducc earmngs rolailn: am
unanticipated need for addirional debt or equiny capiral thar might result from lower than expected casiv flow or lugher than
projecred capital requirements: and TECO Coals abiliny to successfully compiete the sale of its smrhenc fuel produciion
Jaciliries and to successfully operare its syntheric fuel producrion faciiiries in a manner qualipving for Section 29 federal rax
credirs which could be impacted by changes in law. regulation or adnunistration. Other factors include: general econonie con-
ditions, particularly tiose in Tampa Elecrrics service area affecting energy sales: weather vanations affecting vnergy sales and
operaring costs: regulatory actions affecring Tampa Eleciric. Peoples Gas Systent or TWG: commodin price changes affeciing tie
compenive positions of Tampa Electric and Peoples Gas System, as well as the margins ar TECO Coal: changes in and compli-
ance with environmental regulations thar may impose addirional costs or curtail some acnivines: TWGs abiliny to successfuliy
operate its projects; the abiliry of TECO Energy's subsidiaries to operate equipment without undue accidents, breakdowns or
failures; and. interest rates, credit rarings and otier factors that could impact TECO Energy's ability to obtain access 1o sugficient
capital on satisfacrory terms. Some of these factors and others are discussed more fully under “Investinent Considerations.”
TECO Energy. Inc. is a holding company. and all of its business is conducted through its subsidiaries. In this Managements
Discussion and Analysis “we.” “our” ours.” and "us” refer 1o TECO Energy, Inc. and irs consolidared group of companies unless

tiwe context orherwise requires.

Qverview

Our results and many of our activities in 2003 were driven by
the caputal requirements to complete the construction of the
Union and Gila River power stauons and the Tampa Electric
Bayside Stauon repowering: the initial operations of Union and
Gila River power stations and the poor financial performance of
these nwo large plants: the generally poor financial results from our
other merchant power plants; and our decision to exit our owner-
ship of the Union and Gila River power stations. (see the TECO
Wholesale Generation company section!. (Merchant power plants
are power plants that do not have long-term contracts for the
majority of their output. Most of the power from a mercham
power piant is sold under short-term agreements or in the more
volatile spot markets.! At the same time, we were focused on
implementing plans that inciuded the completion of our cash gen-
eration plan announced in Septemnber 2002 and the sale of com-
mon stock. debt securities and certain assets to provide adequate
liquidiry in 2003 and bevond.

in April, we announced that our strategy for the future was to
return to basics and to focus on our regulated utility operations in
the high-growth Florida markets and to minimize the risks trom
the merchant power plants. Our results in 2003 reflect the signifi-
cant changes made 1n our strategic direction with respect 1o our
merchant operations.

Driven by the poor financial performance of the Unton and Gila
River power plants. the diminished prospects for power price
improvement in the hear term, and increased rating agency con-
cerns regarding our exposure to the merchant energy sector. in
October, we announced that we would invest litde, if any, addition-
al cash in the merchant generation portfolio. Following this
announcement we entered into negotiations with the Union and
Gila River lending bank group. These negotiations resulted in a
non-binding letter of intent containing a binding setlement agree-
ment in February 2004 to transter ownership to the lenders through
a purchase and sale, or other. agreement. The letter of intent is
described in the TECO Wholesale Generation company discussion.

TECU Energy: 2003 Annual Report

Results Summary

Our financiai results for 2003 reflect the wnite-offs assocated
with our decision to exit from our ownership of the nwo large mer-
chant plants. which are included as disconunued operations. and
losses incurred at the merchant plants. The net loss in 2003 was
$909.4 million. primarily due to $1,084.1 million of charges detaiied
in the following table. These losses were parually offset by gains
from the sale of Hardee Power Partners and the second wstallment
on the sale of TECO Coalbed Methane. The net loss from conunu-
ing operations was $14.7 mullion. compared with net income from
conunuing operations of $277.2 million in 2002, Non-GAAP net
income from conuinuing operations excluding the eftects of Hardee
Power Partners (HPP: and charges was $164.8 million in 2003, com-
pared with $3035.8 million in 2002, Results in 2003 from disconun-
ued operations reflect the results from the Union and Gila River
power stations and the associated charges; the results at the
coalbed methane business, which was sold i1 December 2002: the
results of Prior Energy. which was in the process of being sold at
Dec. 31. 2003 and closed in Febiruary 2004 and the results of TECO
Gas Senvices. whose gas marketing book of business was sold 1n the
third quarter ot 2003.

Results from continuing operations were lower primarily due to
charges associated with rationahzing our remainmg merchant
porttolio, restructuring charges associated with a corporate
restructuring and staffing reductions, valuaton adjustments at the
energy services companies und lunntations on the use of tax cred-
its. {See the table 2003 Non-operating Items Affecting Net
Income.; Results from continuing operations excludmg charges
were lower due to higher depreciation expense at Tampa Electric,
as a result of a regulatory decision related to the uming of the shut-
down of the Gannon Station and higher interest expense associat-
ed with the debt incurred to fund Tampa Electric’s Bayside repow-
ering project, conunued weak results at TECO Transport due to
lower codl tonnage for Tampa Electric due to the Bayside repower-
ing to natural gas and conuinued weakness in the rnver business;
higher interest expense associated with the debt incurred 1o fund
the construcuon of the TWG power projects; lower results from
TWG's Frontera Station in Texas due to power prices In that mar-
ket; and the elimination of mnterest and support income from
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Panaa Energy reiated to the TIE prolects Thnese resuits were pas-
ually offset by the gain on the sale of HPP and higher operating
results at TECO Coal from increased synthetc fuel proaucuor: and
sales and the sale of the 49.5% 1nterest in the s\nitheuc fuel pro-
ducuon tactiiues.

The net loss on a per-share basis was $3.05 10 2003, compared
with earnings of $2.15 per share 1n 2002. The loss from conunuing
operations on a per-share basts was $0.08 1n 2003, inciuding
charges and gains totaling $1.00 per share detailed beiow, com-
pared with earnings per share from conunuing operauons ot $1 81
per share 1n 2002, inciuding charges totaling $0.18 per share. The
number of average shares outstanding at Dec. 31. 2003 was more
than 17 percent hugher than at Dec. 31. 2002.

In 2002, netincome was $330.1 mullion. Net imcome from con-
unuing operations was $277.2 mitlion. compared with $253.5 mil-
llon 1 2001, The 2002 results reflect conunued customer growth
and increased energy usage in the Florida utility operations, higher
allowance for funds usec dunng construction AFUDC - a non-
cash cred:t to ncome with a corresponding increase in utility plant
which represents the cost of borrowed funds and a reasonable
return on the equiry funds used for construcnon: at Tampa
Electric, the results at TWG. and increased syntheuc tuel produc-
ton and sales at TECO Coal. These improvements were parually
oftset by iower results at TECO Transpart  Revenues in 2002
increased 7 percent to $2.7 billion

2003 Earnings Summary

Inciuded 1 the 2002 results from conunuing operations were o
S2v ¥ militon arter-tax charge related to a debt refinancing « $10.6
miiion after-tax charge associated with an emplovee stafing redus -
ton program at Tampa Electric and others. and a $5.8 mulion aner-
tdx asset valuation cnarge related to the sale of TWG s nunorin
interest in power generaung faciiiues in the Czech Repubiic.

n 2002, earnings per share Tom CONUMINE OPErations were
$1.81 per share. compared with $1.98 per share 1 2001 The num-
ber of average shares outstanding at Dec 31, 2002 was almost 14
percent higher than at Dec. 31. 2001 Total non-GAAP netincome
and earnings per siare 1in 2002, excluaing ule restructunng. debt
refinancing and asset vajuanion charges. the impact of HP'P opera-
tions and the 37.7 million gamn on the sale of TECO Coalbed
Methane, were $303.8 militon and S1.99 per share, respectively

Our 2004 results reflect the gain on the saie of HPP ana the
2003 netincome from HPP's operations through the adte ot sale
conunuing aperauons. The gain on the sale and the operations
were oniginallv reported m discontinued operations tor the quarter
ended Sept. 30. 2003, A re-evaluauon of the accountmg onginaliy
applied to the sale. by us and our independent auditors caused s
to reclassify the results from HPP o conunuing operations and
record the gain on the sale 1n the tourth quarter. This change did
notimpact our overall results for 2003, See Note 24 o the
Consolidated Financial Statements tor a comparison of revised
results to previously reported results.

tmiillions 2003 2002 2001
Consolidated revenues $2.740.0 S 2.664.9 S2.483.3
Earnings tloss) per share - basic
Earnings per share § (5.03) S 213 8226
Less: Disconunued uperations (4.95) 0.34 0.28
Cumulatn e effect of change in accounting principle 10.02) - -
Earnings from conunuing operauons before cumulauve effect of change in accounung pnneiple § - (0.08) N 181 ¢ 1.98
Less. Charges and gains from conunuing operations (1.00) 1018 ~
Earnings per share roin conunumg operauons betore charges and gains S 0.92 S Jus & 1.98
Earnings (loss) per share - diluted
Earnings per share S (5.05) S 215§ 2.24
Less: Discontnued operations (4.95) 0.34 0.28
Cumulauve effect of change 1n accounting principle {0.02) - -
Earnings from conunuing operanons betore cumulatne effect of change in accounung principle S (0.08; 181 8 1.96
Less: Charges and gains from continuing operauons (1.00Y 0.18 -
Earnings per share from conunuing operauons betore charges and gains S 0.92 N 199 & 1.96
Netincome {loss; $ (909.4) > 3301 § 303.7
Less: Netincome (loss; from discontinued operations (890.4) 329 38.2
Cumulanve effect of chunge in accounung principle 4.3) - -
Charges and gains from continuing operations (179.5) 128 6 30
Net income from continuing operations betore charges and gains S 1648 S 3058 S 2565
Average common shares outstanding
Basic 178.9 133.2 1345
Diluted 179.9 133.3 1354

Average shares outstanding tor 2001 reflects the issuance ot 8 6.2
Average shares outstanding for 2002 reflects the 1ssuance of 137
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i militon shares i Maren 2001 and 3 5 million shares in Ocooer 2001
2 Soulhon shares i june 2002 and 19385 mullion shares in Getoher 2002
31 Average shaies vutstanding tor 2003 retlects the issuance of 11 muflion shares in september 2003
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MANAGEMENT’S Discussion & Analysis

2003 Non-operating [tems Affecting Net Income

Net nicome impact Tampa Promes TECUL TECO Coaitea Otner TECG

omillions Electric WG Gas Transnor:  Coal Methane  Unreguiared  Enerq Tuia.
Merchant power valuation S - SR s - - S~ s - s - N soTe2e
Turbine valuauons 484 - - - - - 283 - T
Goodwill impairment - 61.2 - - - - 128 - a0
Loss on joint venture termination - 937 - - - - - - 847
TMDP arbitration reserve - 267 - - - - - - 267
Restructuring costs 6.1 03 26 I.e - - 3n in 15.2
Project canceliauon costs - - - - - - du - 4u
Valuauon adjustment - - - - - - 11 - Ll
Tax credit reversals - - - - TG - o7 - -
Charge in accouning - . - - U8 0.3 - - 3.0 43
Total Charges Y44 S04 i.c 373 S - 39T 7T NGRS S1.084
Gain an Asset sales N N S - 3.3 - 3233 $35.2 - &gl

Included 1 disconunued operauons

The tabie below reconciles GAAP net income 1o non-GAAP net
mcome arter elimination of Hardee Power Partners and the
charges referred to above that are not expecred to recur.

Net Income Reconciliation

Management believes that this non-GAAP presentation provides
usetul supplemental information by providing a measure that i
more closely related to the company's ongoing operations

‘millions 2003 2002 2001
GAAP net income :loss $ (909.4) S 33u.1 s 303.7
Add change in accounung 4.3 - -

Exclude discontinued operations (890.4) 38.2
GAAP netincome Hoss+ ITOM CONUNUING operayons S (147) $277L S 2653
Add. Tax credit reversals 9.7 - -
Project cancellation costs 9.0 - -
TECO Selunons valuation adjustment 7.9 - -
Hamakua FIN 46 accounting valuation adjustment 3.2 - -
Restructuring costs 15.2 109 -
TNDP arbitration reserve 26.7 - -
Debt extinguishment costs - 208 -
ECKG valuauon adjustment - 3.8 -
Goodwill impairments 74.0 - -
Turbine valuauons 7T - -
Subrract. Hardee gain on sale (34.6) - -
Hardee operating resuits {9.0) i49.01 (9.0
Non-GAAP net income from
conunumg operanons | < S 164.8 $305.8 S 2365

11 Ecludes adopuion of FAS 143 FAS 142 adjusuments and 1tems noted 1 tabie abuve
2. A non-GAAP financial measure s a numerical measure of historical or tuture inancial periormance, financial positon or cash low thatinciudes that
amounts. 0 1y subject o adiustments that have the ettect of including amounts thai are excluded rom tie most directly comparable measure GAAP so cal-

culated and presented

Strategy and Outlook

in late 1999, TECO Energy announced a three-pronged business
strategy which was to focus on its Florida operatons. which includ-
ed Tampa Electric, Peoples Gas System (PGS; and the Flonda ener-
gv services businesses, TECO Solutions: to expand its domestic
independent power operations at TWG: and to use the returns of its
family of other protitable unregulated businesses to support
growth. Since that time, the company undertook a number of ini-
tiatives to advance the announced strategy. These initiatives
included conunued developiment of the regulated electric and gas
businesses in Florida. including significant additions to Tampa
Electric’s electric generation facilities. development of independent
power generation projects in the Sunbelt of the Unuted States and
continued good operations and rerurns on invesunents from the
other unregulated businesses.

However, conditions in energy markets and the independent
power business have changed since the announcement of this
strategy, which have dramaucally changed the prospects for the
investments 10 the domestic mdependent power generation facih-
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ties. Starting in 2001, future wholesale power prices declined signif-
icantdy in markets across the country drniven by high profile events
such as the failure of deregulaton in Califoriia and the Enron
bankruptey combined with a general slowing of wholesale electnic
compenuon; less than full econonue dispatch i some areas of the
countrv: the U.S. econonuc slowdown, and the large amount of
new generating capacity that carne onhine n 2002 and 2003 that
contributed to significant excess generating capacity i mary areas
of the country. While wholesale power prices improved in a few
markets in 2003, in general they remained weak and the prospects
for long-term price recovery remained uncertan for the next sever-
al vears in markets where we had made major investments. In
addinion to the impacts of lower prices, potennal buyers of firm
power under long-term contracts have been unwilling to enter into
such longer-term contracts for a variery of reasons, including the
curTent excess capacity in many areas. The low power prices and
lack of long-term contracts have caused weaker earnings and cash
flow expectations from merchant power projects and caused us,
and other developers. to cancel or delay projects in some markets.
In April 2003, we announced that we were ceasing any new



development aciniues in the Independent power busmess, and
thar we were changing our strateg\ 1o retocus on the reguiated utli:-
tv operations. At the ume of the decision to expand the indepena-
ent power operauons. our announced strate@y was 1o construct
faciiues and sign contracts for the majonty of the output and have
only a small percentage of the output In the spot. or merchant mar-
ket. This is not consistent with the current wholesale power market
model. where most transactions are short term agreements and
spotsales The weakened wholesale power markets and the chang-
Iing market dynamics resulted in a change 1n our strategy.

Following the completion of the iarge Union and Gula River
power stauons, 11 the face of weak conditions in the merchant
energy markets. 1 October 2003, we announced that we would
invest hitde. it any, additonal cash in the exisung merchant generat-
ing plants Following a thorough review uf the outook for the non-
recourse proiect-financed Union and Gila River power plants. and
assessmert of our abiinv 1o conunue to support the plants. we
determined to cease providing equuty funding to the projects, and
10 seil nur ownership interest in these projects to the lending banks
orothers

With the reduction of business risk and elimination of the asso-
clated losses expecied trom these plants over tne next several vears.
we will be positoned to focus on our electric and gas uttities,
which operate In one of the best energy markets in the country, the
migh-growth Flonda market. In additon. we will have the earmings
and cash fiow trom our long-term profitable unreguiated coal and
transporiauon businesses and those wholesale power generating
plants with contracts.

Over the last nwo vears, we have taken significant steps. inciud-
ing asset sales, dividend reduction and capital markets transacuons
to meet pur cash and hquidiny needs associated with our large con-
strucdon program. As discussed in the Liquidity and Capital
Resource section. we hiave made significant progress in improving
our hiquidity position over tne past few vears and look forward in
2004 to having to meet our needs tor significandy lower levels of

capita: expenditures which should resultn positiv e cash flow
Accordingiy, the strong cash-producing assets previoush consid-
ered tor potenual sale. TECO Transport and the Guatemalan assets
are not being offered for sale 113 passible. however. that unfore-
seen casn shortzalls orincreased capital spenaing requirements
couid cause us to Tevisit our hquidity pians (dee the Investment
Considerations section.

Without the losses from the large merchant power proects we
expect improved financial results primaniv rom our regulated
pusinesses. Tampa Electric and PGS Qur major caprtal expendi-
ture program is complete, and capital expenditures are expected
be at maintenance leveis for the nextseveral vears Mo have no sig-
nificant corporate debt matunues due untl 2007 MWe exbect 1o Us
free cash flow generated in the 2004 through 2000 period to reduce
the levels of debt outstanding and wieretore the refinancing nevds
1 2007, We conuinue 1o take steps as Necessin 10 Posiion our-
sehves for a return to a stronger financial position and areturn
earnings growth w the future

Operating Results

Management's Discussion & Anaivsis of Financiai Condition
and Results of Operauons utilizes TECO Energy s consolidated
financial statements, which have been prepared in accordance
with GAAP to analvze the financial condiion of the company

TECO Energys reported operaung resuits are affected by a
number of criucal accounung esumates such as those involved in
our accounting for regulated activiues, asset impatrment testing.
accounting for unconsolidated affiliates and others. (See the
Critical Accounting Policies and Estimates section.)

The following table shows the unconsolidated revenues. net
income and earrungs per share contributions from continuing
operations of the significant business segments {as we have rede-
fined them.. (Sec Note 19 to the Consolidated Financial
Statements.
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MANAGEMENT'S Discussion

& Analysis

(mullions: Except per snare amounts 2003 2002 B
Unconsolidated Revenues
Regulated Compantes Tampa Electric $1.586.1 $1.583.2 27
Peopies Gas Systern 408.4 318.1 2N
Total Regulated $1.994.5 S1901.3 30
Unregulated Companies ™G $ 939 SO S 8ls
TECO Transport 260.6 2540 T4y
TECO Coal 296.3 3174 >
Other unregulated businesses 263.5 2677 2
Total Unregulated S 9163 S ugpa N
Net Income -
Regulared Companies Tampa Electric § 989 $ 1718 S o140
Peoples Gas System 24.5 242 231
Total Regulatec S 1234 SRS N
Unregulated Companies WG S (147.6) s T 1A
TECO Transport 15.3 : TS
TECO Coal s SRRY
Other unregulated businesses (5.4} 221
Totd Unregulated (60.6} 108 2
Financing/Other (77.3) 2008
Netincome tloss) from continuing operations (14.7) 2653
Disconunued operations (890.4) 38.2
Netincome (loss) before cumulative effect of change in accounting principie {905.1) 303.7
Cumulatve eftect of a change in accounting principle (4.3) - -
Netincome S 1909.4) S 330.1 S 303 °
Earnings per Share - Basic -
Kegulated Companies Tampa Electric S 0.55 S 112 $ 115
Peoples Gas Svstem 0.14 016 017
Total Regulated 0.69 S 1.28 S 1.32
Unregulated Companies ™G S (0.82) S 005 S 0.00
TECO Transport 0.08 0.14 0.20
TECO Coal 0.43 030 0.44
Other unregulated businesses (0.03) 0.18 0.17
Total Unregulated 10.34) 0.77 0.81
Financing/Other (0.43) 10.24 113
Earnings (loss: per share from continuing operations (0.08) 1.81 1.98
Discontinued operations (4.95) 0.34 0.28
Earnings oss; per share before cumulative eftect o change 1n accounting principle {5.03} 213 226
Cumulanve effect of a change in accounung principle (0.02) - -
EPS Total S (5.05 S 215 S 226

i1+ Revenues tor all periods have been adijusted to retlect the presentation ot energy

mdrkeling refated tevenues on d net dasis, the reclassification of TECO

Coalbed Methane, Hardee Power Partners, Prior Energy and TECO Gas services results to disconinued operations. and tne reciassiticatton ot earmngs from

eguity Investments trom Revenues to Other Income

{2 Segment netincome Is reported on a basis that meludes internaliv allocated financing costs. Internally allocated tinance costs for 2004, 2000 and 2001 were
at pre-tax rates of 8%, 7%. and 7%, respectivels, based on the average mvestmentin each subsidian

Tampa Electric - Electric Operations Results

Tampa Electric’s net income decreased 42 percent in 2003 to
$98.9 million. reflecting a $48.9 million after-tax write-off associat-
ed with combustion turbine purchase cancellations. accelerated
depreciation related to Gannon Station coal fired assets of $15.6
million after tax, a $3.1 million after-tax disallowance by the
Florida Public Service Commission (FPSC) in the Novernber 2003
fuei adjustment hearings for operations and maintenance expens-
es for the Gannon Station (see the Regulation section;, lower
AFUDC equity, a $6.1 million after-tax restructuring charge associ-
ated with a staffing reduction program and higher interest
expense. Tampa Electric’s net income before the restructuring and
turbine canceflation charges was $153.9 million. The expense
items previously noted and lower sales to other utilities and
decreased sales to phosphate custorners more than offset contin-

6

TECO Energy: 2003 Annual Repori

199

ued good residential and commercial customer growth, lower
operations and maintenance expenses and more favorable sum-
mer weather. The equity component of AFUDC, pnimarily from
the Gannon to Bayside Units 1 and 2 repowering project,
decreased to $19.8 million. compared to $24.9 million 1 2002
Tampa Electric’s net income increased almost 12 percentin
2002. reflecting good customer growth, shightly higher residential
and commercial per-customer energy usage. and a favorable cus-
tomer muix, lower interest expense and higher AFUDC equuty, pri-
marily from the Gannon to Bayside Units 1 and 2 repowering proi-
ect, partially offset by higher operauons, mamtenance and depreci-
ation expenses. AFUDC equity increased to $24.8 mulion, com-
pared with $6.6 million in 2001. Net income inc.eased 1n 2002
while operating income decreased. due to higher AFUDC and lower
interest expense which atfect net income but not operating income.



Summary of Operating Results - Tampa Electric

imillions 20 Changy 2007 Chang Yk
Revenues $1.586.1 U2 $1583.2 12.1¢° 31T
Otner operanng expenses 202.8 =457 2123 | a0 T
Maintenance 90.8 -lo.4v 1087 EER
Depreciauon 2103 10.8%0 189.8 1734
Taxes. otner than mncome 112.6 G3¥ 1123 108
Non-fuel operaung expenses 616.5 11¢ 323 1 568 4
Fuel 443.3 4241 3485
Purchased power 2348 337 20a
Tutal fuei expense 678.2 68778 5582
Turbine valuauon adiustment 79.6 - - - -
Total operating expenses $1,374.3 367 51,3004 57 1240
Operaing income S 211.8 250 S 2823 20 3
Netincome S 984 -424 3 iT18 L1
Turbine cancellation charges arer e 18.9 - - - -
Restructuring charges after ta 6.1 - 103 - -
Net:meome betore charges S 1539 -13.5% $ o182l 18.2 SRR

Tampa Electric Operating Revenues

Retall megawartt hour sales rose 1.8 percent in 2003, pnimarily
trom incredsed residenual and commercial sales from customer
growth and higher per-customer usage among residential cus-
tomers. Electriciry sales to the lower-margin industnial customers
i the phosphate industry decreased 7.4 percent in 2003 after an
18.2 percentincrease 11 2002, Low prices for phosphate fertilizers
and high raw matenial costs contributed o temporary closures of
phosphate production facilines during the year. Domesuc phos-
phate consumption is expected to remain relativelv stable tor the
next several years with increased dernand fromi China driving the
export market. The company's phosphate customers have indicat-
ed that prices have improved from the low levels experienced in
2003, but production mayv vary 1o maintan stable prices in 2004,
Base revenues from phosphate sales represented slightly less than
3 percent of base revenues in 2003 and 2002. Non-phosphate
incustnial sales increased i 2003 and 2002, primarily reflecting
contined economic growth i the area.

Base rates for all customers were unchanged in 2003. Fuel-
related revenues increased in 2003 under the FPSC approved ruel
adjustment clause due to the recovery of a previous under recov-
ery of fuel expense in 2002 and higher natural gas prices starting in
late 2002 and continuing 1n 2003. Rates under the fuel adjustiment
clause will increase 111 2004 under the rates approved by the FPSC
n November 2003 to reflect the increased use and higher cost of
natural gas with the completion of the Bavside Power Station
repowering o natural gas.

Sales to other utilities for resale declined 1 2003, primarily as a
result of lower coal-fired generaung unit availabiity due to the
shut down af the Gannon Staucn coal fired generanon in prepara-
tion of the conversion to natural gas, and the scheduled Jan. 1.
2003 expiration of the Big Bend Station power sales agreement
with Hardee Power Partners. Energy sales to other utilities are
expected to remain stable in 2004, due to incremental generation
being gas fired, which is at a higher cost due to gas prices.

Based on projected growth from continued populauon increas-
es and bustness expansion, Tampa Electric expects average retail
energy sales growth of more than 2.5 percent annually over the
next five vears, with combined energy sales growth in the residen-
tial and commercial sectors of 3 percent annually, Tampa Electric’s
forecasts indicate that summer retail demand growth 1s expected
to average more than 100 megawatts per vear for the next five
vears. These growth projections assuime conunued local area eco-
nomic growth, normal weather and a continuation of the current
energy market structure. {See the Investment Considerations sec-
uon.)

The economy in Tampa Electric’s service area continued to
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grow 1 2003, alded bv the regions relauveis tow labor rates, attrac-
uve cost of living and affordable housing. The Tampa metropolitan
area’s emplovment grew shghtly in 2003, i spite ot the conunued
U.S. economic slowdown in the first halt of the yvear. The locd
Tampa area unemployment rate peaked in January 2003 at 4.4 per-
cent before failing to 3.7 percent in December 2003. (compared
with 4.3 percent in December 2002, and 4 7 percent for the State
of Florida and 5.7 percent for the nanon. The Tampa area, with its
diverse service-based economy, did not experience the same drop
in economic activiues as those areas of the country with manufac-
turmg-based economues. Studies by local economic development
agencies have shown that the Tampa Bay region has been one of
the fast regions in Florida to enter a recession and one ot the first
to recover from an economic slowdown

Megawatt-Hour Sales

rthousands: 2003 Change 2002 Chiange 2001
Residential 8,265 277 8.046 6.0 T.594
Commercial 5,860 0.5% 5.832 2.6% 5,685
Industrial 2,579 -1.27% 2612 12.27% 2329
Other 1.538 T.2% 1,435 4.49% 1.368
Total retall 18,242 1.8% 174925 3.6% 16,976
Sales for resale 691 -36.2% 1.084 -27T 1,499
Total

energy sold 18,933 -0 47 14,009 e 18,475
Retail customers

QN Crage! 604.9 250 590.2 25 575.8

Tampa Electric Operating Expenses

Total operaung expenses, excluding the $79.6 million pre-tax
charge tor combustion turbme purchase cancetlanons. were
aimost unchanged in 2003 as lower non-fuel operatuns and main-
tenance expenses for power generauon plants and lower pur-
chused power expenses virtually offset higher fuel costs from
increased use of higher cost natural gas: higher depreciation from
normal plant addinons and accelerated depreciauon on the
Gannon coal assets, which ceased operations 1n 2003, and
increased employee benetits costs. Operating expenses increased
almost 16 percentin 2002, reflecung higher fuel costs from an
increased amount of power generated with higher-cost ail and
natural gas, increased purchased power due 1o lower unit availabil-
iy, higher operating expenses due to higher emplovee benefit
costs and costs associated with a staffing reduction prograin which
resulted 1n a 7 percent reduction in the workforce, higher deprecia-
tion from normal plant additions to serve the growing customer
base and the addituon of a new peaking combustion turbine at the
Polk Power Station in mid-2002, and accelerated depreciauon
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associated with phasing out coal-related assets at the Gannon
Power Station.

Non-fuel operations and maintenance expenses are expected
to decrease in 200+ as a resuit of workforce reducuons 1n 2003 and
2002 and the operauon of Bayside Power Station. which has lower
manpower and maintenance requirements.

Depreciation expense 1s projected to decrease in 2004 due to
the end of the accelerated depreciation on the now retired Gannon
Station coal-fired assets. partially offset by normal plant addiuons
and the completion of the Bayside repowering project where com-
mercial service began on the first phase in Aprd 2003 and the sec-
ond phase on Jan. 15. 2004. iSee the Environmental Compliance
section.” Accelerated depreciation or: the Gannon Staton coal
fired assets was $25 mullion pre-tax in 2003.

Fuet costs increased 4.3 percent in 2003, pnimaniy due to
increased use of natural gas at the first phase ot the Bavside Power
Stanon and across tie board mncreases tor fuel costs that ranged
from 5 percent per million BTU for coal to 10 percent for natural
gas. Fuel costs increased 22 percent in 2002 despite iower coal
costs. reflecung primarily increased generatuon with oil and natu-
ral gas due to lower coal unit availabilinv. Coal prices have varied
from vear to year from a 3 percent increase in 2003, a 6 percent
decrease 1n 2002 and a 7 percent increase in 2001 due to supply
and demand and the prices of other fuels.

Purchased power decreased 1n 2003, primariiy due 1o the oper-
auons of the first phase of the Bayside Power Station tn ume tor
summer peak loads. Purchased power expense increased in 2002
due to lower unit availabilin, primarily as a result of planned
maintenance outages on base load generaung units and
unplanned outages during peak load periods. The effects of higher
ruel and purchased power costs are also reflected in the higher
operaung revenues, as these costs are recovered through the fuel
adjusument clause. Purchased power is expected to decline signifi-
cantly 1 2004. due to the operaton of the newly repowered
Bayside Station.

Prior to 2003. nearly all of Tampa Electric’s own generation was
produced from coal. Starting in April 2003, the mix started to shift
with increased use of natural gas at the Bavside Station. Coal is
expected to be more than half of the tuel in the Tampa Electric mu

Summary of Operating Results - Peoples Gas Svstem

due to0 the base-load units at Big Bend and the cow gasificanon
unit. Polk Uit One  Natural gas use 1s expected tncrease again
1n 2004 witn the commercial operauon of the second phase ot the
Bavside Stauon on Jan. 13. 2004. 'See the Environmental
Compliance secuion. On a total energy supply basis. compam
generaton accounted tor 85 perceni. §3 percent and 84 percent of
the total svstemn energy requirements i 2003, 2002 and 2004,
respectively

Peoples Gas System Operations Results

PGS 15 the largest mvestor-owned gas aistributon suhinn
Florda ltserves almost 292,000 custoniers 11 aki of tie Majos
mezropolitan areas of Florida.

Net income increased 2003 from customer growth of 5.2 per-
cen:and a S12 miliion base revenue merease effectiv e in Januan
2003, which more than offset the impact of mulger than norma!
late winter weather. the eftects of ingher naturai ges prices and
higher operauons expenses.

Gas prices rose significantly i the second halt of 2002 and
again in 2003 and have remained high compared tw 2001 ievels
The higher cost of gus has had a negative impact on sales w lavger
interruptible and power generation customers. especiallyin the
second half of 2003. Many of these customers have the abthny o
swich o alternanve fuels or 1o alter consumpuon patterns.
Imiially the gas price increases in 2003 did not cause sigrificant
fuel switching as the difierenual benween natural gas and other
tuels remained relatively constant: however, the persistent hugh
natural gas prices and the forecast for continued high prices
caused fuel switching 1o increase 1n the second half of 2003.

PGS net income rose almost 3 percent in 2002. Contnbuting to
these results were 4.1 percent customer growth. operations and
manitenance expenses which were essentially unchanged from
2001. and hugher voluimes sold for off-svstem sales and tugher val-
umnes transported for power generauon customers which more
than offset the impact of mud winter weather.

Historically. the natural gas market m Flonda has been under-
served with the lowest murket penetration in the southeastern U.S.
PGS 1s expanding its gas distribution svstem into areas of Florida
not previously served and withm areas currenuy served

inudlions: 2003 Change 2002 Change 2001
Revenues S 4084 28.49% S 3181 -9.9% S 3329
Cost of gas sold 224.0 50.37 144.0 -20.19% 186.4
Operating expenses 130.0 12.5% 115.6 g 115.4
Operaung income $ 544 S 535 S 5l
NetIncome 5 245 S 242 S231
Restructuring charges S 26 — S 0.0 — S 0.0
Net income before charges s 271 12.0°% § 242 4.8 S 231
Therms sold - by customer segment Residential 64.2 60.2 247 588
Commercial 354.8 3276 6.0 30849
industral 406.3 1234 223" 346.5
Power Generation 363.7 192.6 22,19, 4035
Total 1.189.0 -8.8% 13042 LIITT
Therms sold - by sales n'pe System Supply 3373 145 3325 13.8% 2492.2
Transportation 851.7 -12.3% 971.7 17.7% 8255
Totl 1,189.0 -8.8% 1.304.2 16.77 LUss
Customers (thousandsi - average 291.9 5.2 2775 1.1% 266.6
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In 2003, resiaenual and comnmercial therm sales increased mom
customer growtn of over 3 percent in 2003, and colder thah norma
eariy winter weather Therm saies to targe inaustrial and power
generation customers decreased, primariy trom signuicanty mgh-
er gas prices.

Residenual therm sales increased in 2002, the result of cus-
tomer growth of more than 4 percent and increased per-customer
usage. more than oftsetung miider-than-normai weather
Commercial therm saies aiso increased. primanly from increased
per-customer use.

The actual cost of gas and upstream transportation purchased
and resold to end-use customers is recovered through a Purchased
Gas Adjustment (PGA' clause approved by the FPSC annualiy.

In Florida. natural gas senvice 1s unbundled for all non-residen-
uai customers, affording these customers the opportunity to pur-
chase gas from any provider. The net result of this unbundling 15 a
shiit rrom commodlty sales 1o ransportation sales. Because com-
modity sales are inciuded in operaung resenues at the cost of the
gas on a pass-tnrough basis, there 1s no net financial impact o the
company when a customer shifts to transportauon-only sales.

PGS markets its services to these customers through its
“NaturaiChowce” program. At vear-end 2003. 10,500 customers had
elected to take service under this program.

Operating expenses increased 1n 2003, driven primarily by
higher emplovee-related costs, including restructuring costs.
Operating expenses in 2002 were essentially unchanged from 2001
levels. Depreciation expense increased in both vears. in line with
the increased capital expenditures made over the past several
vears to expand the system.

On fune 27,2002, PGS requested a $22.6 million annual base
revenue increase. On Dec. 17, 2002, the FPSC authonzed PGS to
increase annual base revenues by $12.05 million. The new rates
aliow for a return on equity range of 10.25 to 12.25 percent with an
11.25 percent muidpoint. which is the same as its previously
allowed return on equity. and a capital structure of 57.43 percent
equity. The increase wentinto effect on Jan. 16, 2003, (See the
Regularion section.!

In May 2002, Gulfstream Natural Gas Pipeline initiated service.
Thus interstate pipeline starts in Mobile Bav, Alabama, crosses the
Gulr ot Mexico and comes ashore 1 Florida just south of Tampa.
Gulistream 1s the first new pipeline serving peninsular Florida
since 1959 Thys pipeline icreases gas transportation capacity ito
Flonida by 30 percent. PGS entered o a service agreement for
capacity in 2002, which increases in 2003 and 2004. The addition
of the Gulfstream pipeline enhances reliability of service and helps
to meet the capacity needs for PGS’ growing customer base.

In 2003, PGS decteased the level of capital expenditures o
expand its system into areas of Florida previously unserved by nat-
ural gas to $42 million, a leve! below the prior three vears. PGS
expansion strategy for the next several vears is to take advantage of
the significant capital investments in main pipeline expansions
made over the past five vears and connect customers to that exist-
ing infrastructure. PGS expects increases in sales volumes and
corresponding revenues in 2004. and continued customer addi-
tions and related revenues from its build-out efforts throughout
the state of Florida. These growth projections assume continued
local econonuc growth, normal weather and other fuctors. (See the
Investment Considerations secuon.;

TECO Wholesale Generation, Inc.
(Formerly TECO Poiwver Services)

In 199¢ we announced that a compenent of our strategy was to
expand our presence 1n the domesuc independent energy indus-
trv: vee the Strategy and Oudook section.  Qur gecision to invest
In thus industry was made more than three vears ago, based on the
outlook then tor the energy markets bevond 2001 Many states
were opening thelr markets 10 more competitive models, elecuic
demand was growing with the growing economy. and we saw
OppOortunities to earn atiractive returns o1l OUr INVesiments.

We have retiiought our independent power strategy i the tace
of many factors. These factors include fack of support 1or deregu-
iation that was onginaliv anucipated to materialize. the existence
of suppiy well in escess of demand. and the outiook 1o @ contnu-
Ing weak power price environment it the markets where we have
puLt plants.

In September 2002, we announced that we had ceased all now
project development at TWG. In April 2003, we announced that
we would seek 1o increase our flexibiliny 1o be able to mingate the
risk trom the merchant portfolio through 4 number ot steps,
including the terminaton of jointventures with Panda Energy in
the Union and Gila River power stations TPGC. and in the Texas
Independent Energy {TIE: plants. The terminauon of the jount
venture with Panda Energy was accomphished by mid-year for the
Union and Gila River projects and in the third quarter for the TIE
projects.

In October 2003, we announced that we would put htile if any
addinonal cash into the merchant generation portfolio. In
February 2004. we established a plan to exit from our ownership of
the Union and Gila River plants that included a non-binding letter
of intent with the lending banks for those projects that would
allow such an exit. Completion of the plan 1s subject to the lender
group’s approval and execution of definiuve agreements, which
will contain customary closing conditions and require certain reg-
ulatory approvals. Definitive agreements are expected by the end
of the second quarter with final closing targeted for the end of the
third quarter ot 2004, Until closing. TWG will conunue o operate
the plants consistent with previous operations and be compensat-
ed for these operations. while working with the lenders 10 effect a
smooth transition upon change of ownership. Our decision to exit
from our ownership of these projects 1s not dependent on reaching
a final agreement with the lenders tor a consensual transfer,

As part of our renewed focus on our unhny operations, we have
revised certain internal reporting intormaton used tor decision-
making purposes. The results of TWG are now tocused on the
resuits of operations for the Frontera, Commonwealth
Chesapeake, Dell and McAdams power plants, as well as the equity
investment in the TiE. the Odessa and Guadalupe power plants,
and TECO EnergvSource, Inc. {TES), the energy marketng opera-
tion for the merchant plants. The non-merchant power assets that
were formerly reported with TECO Power Services include our
mterestn the Hamakua Power Station in Hawaii, the Guatemalan
operations {which include the San José and Alborada power sta-
tions und our interest 1n the Guatemalan distribution uuliy,
EEGSA; and Hardee Power Partners. which was sold in October
2003 These are now reported with Other Unregulated
Companies.

‘ TECO Energy: 2003 Annual Report |
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TWG Project Summary

™G ™G indervice
Economic Ner Parnicination
Project Location Sze MW Interes: Size MW Date
Operating: Frontera Power Station Texas 7T 100 477 5003 01
Odessa and Guadalupe Texas 2.000 50% 1000 9 00.8.01
Commonwealth Chesapeake Power Station \irginia 315 100~ 315 4 00.8 01
2,782 1,792
Suspended: Dell Arkansas 399 1007 394
McAdams Mississippi 594 1007 390
1.198 IR
Held for Sale: Unien Arkansas 2,200 100v: 2200 1036 03
Gila River Arizona 2145 10077 2145 2 (3-8 03
+.343 1345

L Unless otherwise Indicated. each aate appearing In LIS COMA 1y 40 11-eMvIce date Whett more than one in-senice date appeas

ent phases of the project went into operation
2 Date~s on wnich TWG dequired its econonuc interest in the project

Merchant Generation Facilities

Conunuing operations at TWG recorded a $147.6 million
loss 1n 2003, primarily due to us portion of the $61.2 million
after-tax goodwill write-offs associated with the Frontera and
Commonwealth Chesapeake plants, the $26.7 million after-tax
arhitration reserve associated with the ownership of the
Commonwealth Chesapeake Power Station and the operatng
losses from the merchant generating piants. Other factors influ-
encing results in 2003 were the loss of interest income from the
TIE plants when the loan to Panda Energy converted into an
equiry ownership position in january 2003, and the cessation of
capitahization of interest on the Dell and McAdams plants.

The loss for the merchant portfolio in 2002 trestated to reflect
continuing operations; was $7.9 million, primarily from full vear of
ownership of the Frontera Power Station. The results included a
$5.8 nullion afer-tax charge reiated to the sale of TWG's minoriry
Interest in generating assets in the Czech Republic, higher opera-
tions and maintenance expense, lower energy prices and sales
trom the Commonwealth Chesapeake Station and higher financ-
Ing costs.

Results in 2001 included earnings from the Commonwealth
Chesapeake and Frontera generaung stations and higher returns
on TWG's investment through Panda in the TIE projects, and a $6.1
muliion after-tax valuation reserve recognized in connection with
the sale of TWG's minorin interest in EGL which owns simall gen-
erating projects in Central America.

TWG's wo investments, in the form of a loan to Panda, con-
verted into an indirect ownership interest in TIE in early 2003,
totaled $137 mullion. In September 2003, TWG completed the fore-
closure on Pandas interest in TIE for a default on a $23 million
note receivable which resulted in TWG becoming a 50-percent
owner (n the plants and a total invesunent of $160 million. In 2003.
improved peak season power prices and a new power and gas
manager retained to increase the energy sales from these plants
resulted in improved financial performance: however. the plants
still had a negative impact on earnings. The interest on the oans o
TIE was reflected in 2002 and 2001 earnings.

In 2003, the 477 megawatt. natural gas-fired, combined-cvcle
Frontera Power Station. located near McAllen, Texas sold its output
n the spot market in Texas. While prices in Texas improved during
the peak summer months due to an outage at a large nuclear tacil-
iy 1n south Texas. the plant had a negative impact on earnings due
to power prices and increased maintenance expenses. In 2002, the
Frontera plant facility sold energy and ancillary senvices to the
Eiectric Reliability Council of Texas (ERCOT) under a reliability-
must-run contract which contributed to higher earnings that vear.

In 2003, weaker results for the 313 megawatt simple-cycie. oil-
fired Commonwealth Chesapeake Power Station on the Delmanva
Peninsula in Virginia were impacted by the mild and wet summer
weather in that area of the nation. which reduced peak summer
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load. 2003's results also included its poruon of a $61.2 million
after-tax goodwill write off required under FAS 142, Guoadwill and
Other Intangible Assets. and a $26.7 million after-tax reserve for an
arbitration award against TMDP the indirect owner of tns plant.,
This plant is a peaking ptant that 1s designed to operate prunarily
i the summer and sell in the PIM marker. The plant’s location on
the Delmarva Peninsuia gives it a locanon advantage due to few
compeung generating resources 1n the area and transmission sys-
tem constraints on the perunsula. In addition to electric energy.
the plant sells ancillary services such as spinning resenve and
capaciy in the PJM market.

TWG owns nwo 399-megawatt. natural gas-fired. combined-
cvele projects. Dell and McAdams, located in Arkansas and
Mississippi. respectively. Construction on these projects was sus-
pended at the end of 2002 due to projected low energy prices in
the markets that these plants were expected to serve. The carrying
costs, primarily due to the cessaton of interest capitalizanon,
assoclated with these suspended plants reduced TWG earnings in
2003. Market conditions will be monitored to determine when
these plants will be completed. At the time of suspension. approx-
imately $690 million had been invested in these plants. Its esti-
mated that the total construction cost to complete these projects
would be approximately $100 million.

Energy Markets

TWG's operating merchant power plants are located in markets
with a history of high load growth. However. the general U. S. eco-
nomic slowdown over the past several vears slowed the growth in
demand for power in some ot these markets. [n addinon, the
slowdown of electnicity deregulation iniuauves across the United
States, including the markets that TWG serves, caused in part by
the fallure of deregulauon in California and other events. has
allowed the traditional, incumbent utilities to conuinue to operate
older. less effictent generating fucilities m lieu ot purchasmg power
from newer, more efficient independent power plants. These fac-
tors have combined with aggressive plans by the independent
power industry to add merchant power facilities to cause excess
generaung capacity that is either being built or has come on hne in
many markets. This excess supply has depressed both spot and
forward wholesale power prices.

Studies by numerous outside groups. such as Cambridge
Energy Research Associates. Standard & Poor’s and athers, present
conflicting outlooks on power price improvement, but most
experts indicate that while spot power prices stabilized in some
markets in 2003, power prices are expected to remain iow well
beyvond 2004

TWG has been unable to secure long-term contracts for the
output of these plants; therefore, their production has been sold
under a mix of spot market sales and shorter-term transactions in
2003 and 2002. TECO Energy's policy 1s to balance power contract
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commitments with necessary purchases of narura gas in order o
know the margins tor such saies at the ume of commiunen:

These sales usually do not include the value 1or capaciry pay -
ments, ancillary services, dispatcnability and the premiun associ-
ated with owning pnysical assets. These incremental value com-
ponents are often captured in the spot market at the tume of physi-
cal sates or through more structured wransacuons.

In 2001. TECO EnergvSource (TES! began entering into power
marketing and fuel procurement transactions, TES 1s acnvely
seeking both short- and long-term contracts with purchasers for
e outpus trom the Frontera Power Station, Our current beiow
investment grade credit ratng limits TES' abiliry to hedge signifi-
cant amounts of forward sales withour posung collateral. which 1t
1s notdoing

The merchant operations normaliv balance their fixed-price
physical and financial fuel purchase and energy sales contracts in
terms of contract volumes and the iming of pertormance and
delivery obligations. Net open positions mav exist {or snort peri-
ods due 1o the origination of new transactions. \When net open
positions exist. the merchant operauons will be exposed to fluctu-
aung market prices. All fuel purchase and energy sales contracts
and open positiuns are monitored closely by the TECO Erergy risk
management function. which is independent of the merchant
aperations.

In addition to price risk, credit nisk is inherent in TWGs energy
risk management actinuties. The markenung business may be
exposed to counterparty credit risk from a counterparny not fulfill-
ing its obligauons. Credit policies and procedures. admunistered by
TECO Energy. attempt to limue overall credit nisk. The credit proce-
dures include a thorough review of potential counterparues’ finan-
cial posiuon, collateral requirements under cerrain circumstances.
monioring net exposure to each counterparty and the use of stan-
dardized agreements.

Significant factors that could influence results at TWG include
energy prices in 1ts markets, weather, domestic economic condi-
tions anc commodity price changes. (See the Investment
Considerations section.:

Union and Gila River Power Stations

In February 2004, we announced our decision to exit from our
ownership of the Union and Gila River projects and to cease fur-
ther funding of these piants. We, as the equity investor, and the
project companies that own the two large plants have entered into
anon-binding letter of intent conrtaining a binding setdement
agreement with the lenders that provided the non-recourse project
financing for these projects that contemplates negotation of an
agreement for the purchase and sale or other agreement to trans-
fer ownership of the plants to these banks. As part of the contem-
plated transaction, the outstanding non-recourse projec: debt
towed by the project companies! would be satisfied. The decision
1o end the ownership of the plants and cease further funding is
not. however, dependent on reaching final agreement with the
lenders for a consensual transfer. Even without such an agree-
ment, the project companies, which are currently indirect sub-
sidianes of TECO Energy. could pursue other disposition alterna-
uves that would ultimately end TECO Energy's ownership of the
plants.

Letter of Intent

The lending group for the Union and Gila Ruver projects
approved a non-binding letter of intent containing a binding se:-
tlement agreement on Feb. 5. 2004, Under the agreement. we and
the project companies will work toward a definiuve agreement
with the lenders for a purchase and sale or other agreement to
trunsfer of the ownership of the projects to the lenders in exchange
tor a reiease of all obligauions under the project loan agreements.
The letter of intent specifies target dates for a definitive agreement
by Jun. 30, 2004 and for closing by Sep. 30. 2004. The setdement
agreement provides for the treatment of the S66 million of letters
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o credit pasted by us under the Construction Undertaang with
$33 milhon drawn in Februan 2004 tor the penetit of the profect
companies and the remarming $31 miliion of letters of crec:: to be
cancelled and returned 1w us Under the letter of intent. all parmes
have specified & target completion of aue diigence for final
acceptance under the construcuon and undertaking contracts for
both projects within 43 aays rrom Feb. 6. 200+ however. we and
the project companies wili remain responsible 1o address certain
pernutissues at the Giia River project We will make no new
invesument in the projects. Since the protects nave achieved com-
mercial operauon on all raciites a: Unton and Gua Rnerowe
believe that we have met all but imuted warrann and tinal accept-
ance responsibliines o the project companies e and certamn of
our subsidiaries plan to conunue (o0 provide services and continue
1o provide expertise and OPETAlNG suPPOTt o help the prowec:
companties operate the faciities consistent with past practices at
least through the completion ot the transfer ot ownership. The
ienders and we and our affibiates have resenved the nght to assert
certain claims against one another unu a detiniuve agreement is
reached.

Expiration of Suspension / Standstill Agreement

The letter of intent permuts the parties to resenve ther rights
against each other. including with respect to our taiiure tw compiv
with the 3.0 nmes EBITDA-to-1nterest rato coverage requirement
in our Construction Undertakings for the quarters ending Sep. 30
and Dec. 31. 2003 ia cross default to the non-recourse credit agree-
mers! that were covered by the Suspension Agreement. which
has expired, and the failure of the project companes 1o make
interest payments on the non-recourse project debt and pavments
under interest rate swap agreements due Dec. 31, 2003 when the
project lenders declined to fund the debt service reserve.

As a result. the lending group could seek to exercise remedies
against the project companies due to defaults in connection with
the non-recourse project debt, inciuding acceleraung the non-
recourse debt, foreclosing on the project collateral and suspending
further funding: subject to the defenses we may have. While there
can be no assurance that the lenders group will not exercise these
rights. we believe that the lenders would prefer to eftect a consen-
sual transfer ot the projects in accordance with the letter of intent

Accounting Treatment

Based on our short-term view of these projects and the efforts
to dispose of them, our consolidated financial results include, as of
Dec. 31, 2003, an asset impairment of ST62 million, after tax, for
previous mvestments to retlect adjustiments to the value of the
subsidiaries that own the interests 1 the nwo plants These after-
tax impairment charges include the asset valuation adjustments
resulung 1n the write off of the tull equity mvestment i the facili-
ties, costs related to the related accelerated impact of the change
1n hedge accounung for interest rate swaps and a related valuation
allowance for certan state tax benefits. The Union and Gila River
power stations are considered “Held for Sule” and are included in
discontinued operations tor incame statement purposes, and the
assets and liabilities are separately stated as "Held for Sule” on the
balance sheet. This accounung treatment could be aftected in
future periods, depending on the ulumate disposiuion of our own-
ership 1n the plants.

TECO Transport

Netincome in 2003 was $15.3 mithon, before a $0.8 milhon
charge 1or a change 1n accounting principle, compared with 821
million in 2002, The decrease was primarily due to lower tonnage
for Tampa Electric due to the conversion of the Gannon Stauon
from coal to the natural gas fired Bavside Station. continued weak
results from the niver transportation and terminal businesses due
to lower narthbound shipments and a very competitive pricing
environment. higher labor and repair costs. and a $1.0 million
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after tax restructunng charge. Results for 2003 also inciude a $3.5
mitlion after-tax gain associated Wit the disposition of ocear-
going assets no longer used by TECO Ocean Shipping and scrap
river barges at TECO Barge Line.

In 2002. net income declined 24 percent from 2001. 2002
results reflected connnued weakness in the U.S. economy as low
levels of imported raw matenals reduced northbound niver ship-
ments and drove pricing lower for all river shipments These con-
ditions also reduced volumes of petroleum coke and steel-related
product volumes through te transter terminal. These conditians
combined ro more tnan oftset mcreased ocean-going phosphate
shipments and lower repair and tuel costs.

Northbound river snipnients of steel-related raw matenais did
not improve in 2003 as expected due to conunued weakness in the
1J.S. economy and producnion probiems for turnace coke, which 1s
imported trom China for domestic steel production. Additionaliv.
northbound petroleum coke shipments were reduced for six
months due to production problems at a major producer.
Southbound river shipments of grain products increased in 2003,
with much better pricing during the fall grain siupping season
The recovery of the 1.5, economy is expected to increase the voi-
umes 1n 2004 at the same time that consolidaton in the river ship-
ping business is expected to reduce capacitv. This combination 1s
expected to improve pricing slightly.

The phosphate fertilizer industry, an important business seg-
ment for TECO Ocean Shipping. conunued 1ts eftorts to balance
supply and demang to support prices in 2003 TECO Ocean
Shipping expects phosphate shipments to be at 2003 levels in
2004,

TECO Transport operating companies expect to be impacted by

lower shipments for Tampa Electric, but expect to replace a por-
non of this tonnage with mcreased third-party business. as well as
lower operations and maintenance expenses in 2004.

TECO Transport expects to continue diversifying into new mar-
kets and cargoes. Future growth at TECO Transport is dependent
on unproved pricing. higher asset utilization, and asset additions
at both the rniver and ocean-going businesses. Significant factors
that could influence results include weather, bulk commodity
prices. fuel prices and domestic and internatonal economic con-
ditions. See the Investment Considerations section..

TECO Transport has nwo operaung leases with an aggregate
value of about S100 million as a result of sale-leaseback transac-
tons entered into in 2001 and 2002 that provide for a cross-default
in the event TECO Energy or any of its affiliates defaults in the pav-
ment of certain obligations. The failure of the Union and Gila
River project companies to make payments on the non-recourse
project debt. could result in a cross default entiting the lessors to
terminate the leases and recover certain amounts. However, we
have reached agreement in principle, subject to definitive agree-
ments being execured. with the lessors on amendments to the
leases that would eliminate this possible cross-default.

TECO Coal

In 2003, netincome increased shghtyv to $77.1 millon betore a
$0.3 million after-tax charge for a change in accounung principle
on total coal sales of almost 9.2 million tons. These results were
driven by expensing $7.0 million after tax for the loss of unutilized
Section 29 tax credits, lower volumes and prices for convenuonal
coals and higher mining costs due to the use of marginal and
waste coals for the production of synthetic fuel, which were more
than offset by higher volumes of symithetic fuel production and
sales and the sale of a 49.5% interest in the synthetic fuel produc-
ton facilities. The loss of the tax credits is due to generaung tax
credits in excess of the company's current regular income tax
expense as the tax rules only qualify synthetic fuel tax credits up 1o
a taxpayer’s current regular Income tax expense.
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Synthetic fuel production and sales increased to 5.8 mullion
tens 1n 2003 from 3.8 million tons and 3.2 miliion tons i1 2002 and
2001, respectively. In April 2003, TECO Coal sold a 49.5'% interest
s synieuc ruel producuon facilities. Under this transaction.
TECO Coal 1s paid to provide feedstock. operate the synthetic fuet
producuon faciliues and sell the output while the purchaser has
the risks and rewards of ownership inciuding being allocated
49.5% of the tax credits and operaung costs  In addition to tunding
the operating costs of the 49.5%. share, TECO Coal recognizes o
gain on the sale of the tacthines for each instaliment sale pavmern
The net income for tie vear includes $53.8 muiion of gam trom
this sale

Netmcome was $76.4 mulhion in 2002 compared with 339 0 nui-
llon in 2001, The 3070 increase was driven primanly by petter mar-
gins and higher symtheuc fuel wsvnfuel producton and swes and
the resulung higher section 29 tax credits, Toral coal sales. includ-
ing svithenc fuel, were 9.3 million wns in 2002, Svnthetc el pro-
ducton displaced some of the convenuonal coal procuctionm all
vears.

In 2004, total coal sales and syntheuc fuel production are
expected to remain at about 2003 levels. with virtually all planned
production sold forward under a vanery o contracts ot vaning
terms. Coal prices for 2004 have improved atter deciiming m 2003
and 2002. Higher pnices for compeung fuels. better batance in sup-
plv and demand. lower producer inventories and consohdatan in
the muning industry are contributing to the improved prices. Late
1n 2003 and earlv 2004 spot coal prices increased sharply. TECO
Coal contracts much of 1s coal production tor the conung year in
the preceding vear and is less affected by the rapid puice changes.
both upward and downward than those companies that sell a
higher percentage 1n the spot markets.

In JTanuary 2000, TECO Coal purchased symthetic fuel factities
from Headwaters Technologies. Inc. The faciliues were relocated to
the company's Premier Elkhorn and Clintwood Elkhorn mines in
Kentucky. and were producing by the second quarter of 2000.
These facilities produce svnthetic fuei from coal, coal fines and
waste coal using a technology licensed from Headwaters, The
facilities were subsequently sited at all three of TECO Coal's com-
piexes.

TECO Coal has received private letter rulings (PLRs} from the
Internal Revenue Senvice regarding the qualificauion of svnthetic
fuel production from 1ts facihiues. The PLRs confirm that the facili-
ues are located appropriately and produce a qualified fuel eligible
for Section 29 tax credits which are available for the producton of
such non-convenunonal fuels through 2007,

Inn June 2003, the Internal Revenue Service {IRS1 suspended the
issuance of PLRs to taxpavers seekang certamny regurdig the use
of the Section 29 tax creduts for the production ot synthenc fuel
from coal. The suspension was due to questions raised within the
[RS regarding the validiny of the production of a significant chemi-
cal change i the producuon of synthetie fuel as required under
Secuon 29 TECO Coal’s sale of the 49.5% interest of its production
facihities required an updated PLR. During the suspension penod.
all cash paid 1o TECO Coal by the purchaser was held in escrow
pending resolution of the PLR 1ssue. In October 2003, the [RS
concluded its review and resumed issuing PLRs. TECO Coal
recerved a PLR from the IRS on Oct. 31, 2003 that resolved any
uncertainty related to the sale. triggered the release 01 $70.7 mil-
lion of cash held in escrow and confirmed that the svnthetic fuel
produced by TECO Coal 15 eligible for Section 29 tax credits and
that its test procedures are in comphance with the requiremnents of
the [RS.

Significant factors that could influence TECO Coal's results
include weather, general economic conditions, commodity pr.oe
changes, continued generation of Section 29 tax credits. the sale of
interest in the syntheuc fuel production facilities, the abiliry to use
Section 29 tax credits and changes in laws, regulations or adminis-
tration. See the Investment Considerations section.



Other Unregulated Companies

Independent Power Project Summary

in Seriice

Economne Nos Parnicinarion
Project Location sze MW Dnreres: Covze AW Daze
Alborada Power Stauon Guatemala T8 SR T3 445
Empresa Electrica de Guatemala S.ALWEEGSA .a distnbuton utihty - Guatemala 247, BNl
san jose Power Station vuatemald 120 100 120 Lo
Hamakua Energy Project Hawzan B 507 a0 §on o0
Total non-merchant 256

I Unless otherwise ingicated. each dale appeanng o Gs column is an in-senice aate. When more than one in-senice date appedrs it imd.cates when dittes

ent dhases of e Project went into operation
2 Dates on whien TWG acquired iis eConnmic interest 1n ie projec:

\We now include the non-merchant independent power opera-
tons in our Other Unregulated Companies segment for financia
reporting purposes  These include the San josé and Alborada
power stations in Guatemala. our ownership 1nterest in EEGSA. the
Guatemalan distribunon utiiin, our 50 percent ownership of the
Hamakua Power Station in Hawal, and HPP, which was sold in
October 2003. Other unregulated companies include, TECO
Solutons, TECO Partners and TECO Investments.

In 2003, the other unregulated companies reported a loss of
$5.4 million. which included $67.7 million of after-tax charges pre-
viously discussed parually offset by the $34.6 million after-tax gain
on the sale of HPP {See the Earning Summary section.; Excluding
charges. gains and $9.0 mullion of net income from nine months ot
operanons at HPP netincome was $18.7 miliion which included
$24.7 million from the independent power operations and a $7 0
million loss at TECO Solutions. The loss at TECO Solutions was
driven primarily by project losses. Results from the independent
power operations reflect higher net income from EEGSA from
mcreased energy sales at higher prices and tavorable currency
translation gains, more than offset by unfavorable tax adjustments
on the Guatemalan assets and increased maintenance costs tor
scheduled maintenance at the San José Power Stauon.

Many of the other unregulated companies were formed or
acquired during the early stages of Florida's proposed electric
industry restructuring, as a vehicle through which we could poten-
tially expand our senvices to other parts of the state. The subse-
quent rollback of the proposed deregulation and our refocus on
our care utility operauons has caused us to reexanune our contin-
ued puarucipation in these lines of business. As a result of this reex-
aminaton, in the third quarter we sold TECO Gas Services’ book of
business: in November we announced the sale of our interest in
TECO Propane \entures {TPV'} which closed 1n Januany 2004 (see
below;: in December we entered into an agreement to sell our end
use gas markeung company Prior Energyv and closing was com-
pleted in February 2004; and. in January 2004 we sold TECO
Energy Services (formerly TECO BGA) to an emplovee group.

TP\"held the company’s propane business investment. [n 2000.
TECO Energy combined its propane operations with three other
southeustern propane companies to form U.S. Propane. In a series
of transactions. U.S. Propane combined with Heritage Holdings,
Inc Injanuary 2004, U.S. Propane completed the sale of its direct
and indirect equity investments in Heritage Propane Partners. L.P
{Heritage). The sale, part of a larger transaction that involved the
merging of privately held Energy Transfer Company with Heritage,
was announced in November 2003. Our portion of the sale gener-
ated $49.4 million of cash and a $17.2 million pre-tax book gain.
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Liquidity, Capital Resources

At Dec. 31,2003, we had cash and cash equivalents ot 3108.2
mulion. excluding all restricted cash, und $390 1 nuliion ot wail-
abilin under our bank credi: fucihuies, net of letters o1 credit of
$109.9 milhon outstanding under these factlities The avatllabihy
under the bank credit facilities included the $250 milhon undrawn
Tampa Electric facihiy: the undrawn Merrill Lyneh facilinv: and the
$350 miliion TECO Energy mulu-veur faciiny, undrawn except for
the $110.1 miliion of outstanding letters o credit.

Restricted cash is compnised of $13.4 million of cash held in
escrow under the sale agreement for the 49.57% nterest of TECO
Coal’s syntheuc fuel producton facilines 1o provide credit support
for the company's obligauons under the sale agreement due to the
company’s current credit rating. and $36.0 million held 1 escrow
from the sale of Hardee Power Parmers. [n Februany 2004, $29.0
million of the Hardee escrow amounts were returned as expected.

2003 sources of cash included cash from operauons 0f $328
mitlion. net cash proceeds from asset sales of $245 miliion. and
proceeds from debt and equity sales of $T92 million. Cash was
used to rund $638 million of capital investung. long term debt
repavments of 3326 million, short term debt reducuon of $323 mil-
lion and commion dividends of $165 million.

TECO Energy met 2002 cash needs with a mux ot externally and
internally generated funds  Cash rom operations was $656 mil-
tion. and proceeds trom the sale of debtand equity were $2.8 bil-
tion Cash was used to fund $1.7 billhion of capital spending fnet of
$103 million from asset sales), debt maturinies of 788 million and
refinancings of $162 million, net reduction of short term debt of
$278 milhon and dividends to cormmmon shareholders of S216 mil-
lion.

Cash from Operations

[n 2003, cash flow from operatons was affected by the account-
1ing for the sale of interests i the synthetc fuel production facili-
ties at TECO Coal. the benefits ot which are recorded m financing
and mvesting activ ities as described more fully below, the pavment
of taxes associated with asset sales 1 2002 and 2003, the under
recovery of fuel expense at Tampa Electric, and the impact on
working capital due to the consolidation of the Union and Gila
River power projects, which were previously recorded as unconsol-
idated joint ventures. The substanual charges tor asset and good-
will impairments, luss on the Panda jomt venture termination and
the TWG arbutration reserve did not affect cash from operatons.

In April 2003, TECO Coal sold a 49.5% interestin its synthetc
fuel production facilites located at its operations in eastern
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Kentucky. Cash flow from operauons includes the operating losses
of $4.00 - S11.00 per ton ;pre-tax: associated with the production
of synthetc fuel. while the cash benefits from the sale of the s\n-
thetic fuel production facihiies of approxumately $30 per ton :pre-
tav, are includec in the invesang and financing actviues on the
Consolidated Statement of Cash Flows. invesung acuviny includes
cash from the gain on the sale of the synthetc fuel facihues. The
company expects to record a quarterly gain associated with the
saie of the assets through the life of the contract. The cash paid by
the owner {or its portion of the operaung loss from the production
of svnthetc fuel 1s included 1in Financing Activiues as a minonmy
interest.

TES and Prior Energy were required to post collateral to con-
tract counterparties due to the downgrade of TECO Energy's credit
raing to non-investment grade n April 2003, As of Dec. 31, 2003.
collatera) posted of S12 million is included in working capital as a
prepaid 1tem.

Cash from operauons i 2004 will be affected by lower cash
payments of income taxes and collection by Tampa Electric of the
under-recovered fuel expense from 2003. offset in part by greater
operating losses associated with synthetic fuel. We anticipate seli-
ing additional interests in our syntheuc fuel faciliues in 2004
which. as described previously. will decrease cash from operations
but substanually benetit cash from invesung and financing.

\We have not made a contributon to our defined benefit pen-
sion plan since the 1995 plan vear because investment returns had
been more than sufficient to cover Lability growth. Negauve stock
market returns in 2001 and 2002 reduced the overfunding of the
plan and. based on plan asset values at Jan. 1, 2003 and 2004, 1t is
estimated that TECO Energy will be required to make a $14.2 mil-
lion contribution 1o its defined benefit plan in September 2004
and a cash contribuuon of a similar amount i 2003. {(See Note 16
to the Consolidated Financial Statements.;

Cash from Investing Activities

Investing activites of $393 million 1n 2003 included capital
imvestments totaling $638 million, reduced by net asset sales pro-
ceeds ot $245 million. Asset sales included $98 million trom the
second instaliment on the sale of our coalbed methane gas pro-
duction assets. $72 million from the sale of Hardee Power Partners
inet of cash escrows;. and installments of $35 million inet of
escrows) from the sale of the 49.5% interest in TECO Coal's syn-
thetic fuel facilities.

Capital spending in 2003 represented the completion of a sub-
stantial capital investment program both for TWG's merchant
power facilities and for Tampa Electric's Bayside Station. in 2004
and for the next several vears, we expect capital spending at a
“mamntenance’ level supporung customer growth, safety and relia-
biliv. and renewal and replacement of capital. (See Capital
[nvestment section.; In january 2004 we sold TECO Propane
Ventures, realizing $449.4 million of proceeds. and also received $29
million from the release of escrow m February 2004 from the
Hardee sale. We also closed the sale of Prior Energy in February
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2004 and received total proceeds of $30 milhon. inciuding pay -
ment tor the value of gas inventory.

Cash from Financing Activities

Cash proceeds from long-term debt in 2003 included a $250
million Tampa Electric note issue. a $300 mulison: TECO Energy
note issue, and draws of $111 million under the Union and Gila
River non-recourse bank tacilines We raised $137 nmullion trom the
sale of common stock consisting primarniiy of the direct placement
of 11 million shares to Franklin Aavisors in September 2003 Debt
repaviments included the $375 mullion equiny bridge ioan tor the
Union and Gila River power protects. Tampa Electnies 375 nuliton
mortgage bond matunity. a $25 muiiion Transport capital lease
maturiny. and scheduied principal mstaliments of PGS dedbtand
non-recourse profect deot. We also reduced short-term borrowings
bv §323 million in 2003, including the November repavment ot 4
$350 mullion bank term joan maturnty

We have no significant corporate debt marturiues unul 2007,
Long-term debt maturities 1n 2004 are $31.6 million. consisung
primarily of instaliment payments of non-recourse project debt,
but excluding the project debt ot the Union and Gila River power
statons. {See Note 7 to the Consolidated Financial Statements..
Our $37.5 million drawn credit faciliny was repaid in Februan
2004. We do not expect 10 1ssue debtin 2004, except tor the
planned refinancing of the San José non-recourse project debt in
Guatemala, expected to provide net cash proceeds of $40 million
and a planned refinancing of $75 million of Tampa Electric First

Liguidity Outlook

In 2002 and 2003. our cash and liquidity needs were significant
as we faced the funding obligations associated with large construc-
tion programs at TWG and Tampa Electric, significant debt maturi-
ues, and the liquidiny requirements associated with a merchant
power business strategy in a difficult power price market. We took
significant steps in tis ume period to meet these needs. including
selling assets, rassing external capital. reducing capial spending by
canceling or delaving for an extended period generatnon projects,
reducing our exposure to merchant power and reducing our com-
mon dividend.

Our future liquidity needs wilt be lower because the major
construction programs at TWG and Tampa Electric are now com-
plete, we have no significant upcoming debt maturities, and our
business nisk will be reduced because of our planned exit from the
large Union and Gila River power stations, Tampa Electric current-
Iy targets available liquidity (cash plus available undrawn credit
lines; of $250 million and. in November. replaced 1ts maturing
bank credit facility with new facihues totaling $230 million. White
TECO Energy has previously targeted avaiiable hgquidity of $325
mulion. we expect to target available liquidity of approximnately
$200 million in the future, for the reasons descnbed above. We
expect that we will replace the expiring 3350 milhon TECO Energy
credit facility prior to 1ts exprration with a smaller tacifity.
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Bank Credit Facilities

At Dec. 31, 2003, we had a bank credit faciliny of $350 muliion
with a maruninv date of November 2004 and 2 S100 milhion creci:
tacilinv with Mermil Limeh, and Tampa Electric had bank credn:
tacilines totaling $230 millon with martunn- dates in Novemper
2004 and November 2006. described below. All were undrawn at
Dec 31.2003. except for outstanding ietters of credit under te
£350 million TECO Energy faciinv. In Novemper 2002, we convert-
ed another $350 mithon bank credit line then n effect into a one-
vear term toan which was repaid on Nov. 13, 2003.

Our bank credit facihin maturing November 2004 inciudes «
3250 mithon subhmut for ietters of credir At Dec. 31, 2003, $109.¢
million of letrers of credit were outstanding against that line. of
which Sts mithon related to the construction of the Union and
Gua River power stations. These letters of credit represented the
remaining amounts of letters of credit posted in May 2003 under
the Construction Undertaximg posting requirements upon our
downgrade 1o nun-myvestment grade in April 2003, In February
2004, by agreement of the parties. 535 million of these letters of
credit were arawn by the lending banks, and the remaining $31
million were cancelled and returned to us. (See the Covenants in
Financing Agreements secuon.; In addinon. at Dec. 31. 2003, we
and our subsidiaries had $0.2 mulion of letters of credit ourside of
our bark credit bne tacility outstanding. and the Union and Gila
River project companies had $144.2 million outstanding under the
letter of credit faciliues included in their non-recourse bank
financing.

AUTECO Energv. we have not had access to the commercial
paper market since the September 2002 downgrade by Standard &
Poor’s Ratings Service .S&P; of our commercial paper program o
A-3. Tampa Electric conunued to have access to the commercial
paper market until the S&P downgrade in June 2003 of its com-
merctal paper program to A-3. The lack of access to the commer-
clal paper market has caused us to utilize bank credit faciliies for
short-term borrowing needs.

In April 2003, we entered into a $330 million unsecured credit
faciliny with Merrill Lynch for a term of up to eighteen months
The facihity contained certain financial covenants described 1n the
Covenants in Financing Agreements Secuon. In November 2003.
we amended this credit facility to allow $100 million of credit
capacinv to remain in place subsequent to the repavment of the
3350 milhon bank term maturity on Nov. 13, 2003. Under the
terms of the onginal agreement, the facility would have been
extinguished upon that repavment. The amendment made the
$100 nullion comnutment of undrawn line capaciry available
through April 8, 2004, at which time the facility can be drawn up to
$100 mullion and remain outstanding to Oct. 8, 2004. The $100 mil-
hon facilin 15 required to be reduced for certain asset sates and

financings As aresult of cash proceeds from asset sales n earh
20U+ this tactiiny has been reduced to $20.6 million

On Dec. 18. 2005. TECO Energv and Merrul Lynch further
amended tie exssung cred:t taciing to putin piace with Merriiland
1P Morgan a conungent credit taciiny of S200 muliion The contin-
gent tacthity will become eftective onhy it our exisung S350 miiion
bank credit facthiny becomes unavaable because ot non-compl-
ance with the 657 dedt-te-total-capital covenant or transter of
dssels covenans as da result orwrte-otts or disposttion of TWG
assets, Uporn the occurtence of these certam events. we would
pledge the commen stock of TECO Transport Corporanon as secu-
iy under the amended credit facility and the commutment avai-
able under the facithn would be increased to 200 nuihon. all of
which would be available for letters of credit or cash draws i the
terms of the faciliny change us a resuit of these certain events. the
amended facthin would mature in December 2004 The conun-
gent faciliy 1T activated. would replace the existing Merniti [ynch
tacilinv: See the Covenants in Financing Agreements section [or «
summary of our performance against sigruricant financiad
covenant requirements.

In June 2003. we entered into a one-vear $37.5 million credit
factliny with rour banks, collaterahized by 50 percent of the interests
in Union and Gila River projects. The proceeds from the credit
faciliy were used mn the terminaton of the joint venture agree-
ment with Panda Energy. The factliny was paid in tull in February.
2004,

On Nov. 7, 2003, Tampa Electric Company replaced its matur-
ing $300 million credit taciliny with a $125 inillion one-vear credit
facthiny and a $125 million three-vear credit facilitv maturing in
November 200+ and November 2006, respectively. In addition to
the financial covenants described in the Covenants in Financing
Agreements secuon, the nwo new facilities include a covenant lim-
inng cumulative distributions atter Oct. 31. 2003 and outstanding
loans to 1ts parent to an amount representing an accumulaton of
net income after May 31, 2003 and capital contributions trom the
parent after Oct. 31, 2003, plus $450 million.

The Tampa Electric bank credit facilities require commitument
fees 0f 20 - 25 basis points. and drawn amounts are charged inter-
estat LIBOR plus 100 - 117.5 basis poimnts at current credit ratings.
TECO Energy's $350 million three-vear credit faciliny requires com-
mument fees of 25 basis points. and drawn amounts incur interest
expense at LIBOR plus 33 - 753 basis points at current ratungs. The
Merrill Lynch credit facility requires commitment fees of 50 basis
pomts and drawn amounts imcur interest at LIBOR plus a borrow-
ing spread derived from the borrowing spread of our 7.2% Notes
due in 2011,

We eapect that the replacement TECO Energy credit faciliny will
be at 2 lugher cost reflecung our current credit raungs. that it will
contaln restrictive covenants and that it may require security.
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Tampa Eiectne and other operaung compantes have certamn
restrictive covenants in specific agreements and debt 1ssuances
The table beiow lists the covenants and the performance reiauve
10 tnem at Dec. 31. 2003

Covenants in Financing Agreements

in order to utilize their respecuve bank credut faciliues, TECO
Energy and Tampa Electric must meet certain financial tests as
defined in the applicabie agreements In addition, TECO Energy.

TECO Energy Significant Financial Covenants

{nullions, unless otherwise indicared

Instrument

Financial Covenanr

Reauurement/Restriction

Calcwaaion d!

Doy 3102006

Tampa Electric
Mortgage bond indenture

PGS senior notes

Credit taciin

Dividend restriction

EBIT interest

Restricted pavments
Funded debt capual

Sate of assets

Debr:capital
EBITDANNterest
Restriction on distributions

Cumudzuve distributions cannot
exceed cumulave netincome pius $4

Minimum of 2.0 umes

Sharehulder equiny at least $500

Cannot exceed 65

Less than 207 of total assets

Cannot exceed 60%

Minimuni of 2.5 umes

Linut on cumulauve distribuuons and

outstanding affiliate loans °

85 unresiricted -

3.8 umes
S483 unrestricted

6.25% senlor notes Debt/capital Cannot exceed 60% 4420
Limit on liens Cannot exceed $787 S362

TECO Energy

Credit faciilties Debt/capital Cannot exceed 65% 61.9%

$37.5 credit tacility EBITDAsinterest Minimum of 2.5 times 2.4 umes
Limit on liens Cannot exceed 60% of fair value of assets 249907
Debt/capital Cannot exceed 65% 61.9%

$380 million note indenture Limit on restricted Cumulative operating cash flow $284 unrestncted

payments in excess of 1.7 times interest

$300 million note indenture

Limit on liens
Limit on indebtedness
Limit on liens

Cannot exceed 3% of tangible assets
interest coverage at least 2.0 umes

Cannot exceed 5% of tangible assets

$206 unrestricted
2.6 times
S206 unrestricted *

TPGC guarantees ° Debt/capital Cannot exceed 65% 61.9%
EBITDA/interest * Minimum of 3.0 times 0%
TECO Diversified
Energy management services
agreement guarantee Consolidated tangible net worth Minimum of $200 net worth S548
Consolidated funded debt Cannot exceed 60" 17.8%
Coal supply agreement
guarantee Dividend restriction Tangible networth not less than $548

S200 or 5424 1407 of 1angible net assetss

i
i

As defined tn each applicable instrument
Betlects the deternunauion as of Dec. 31, 2003, after gining eftect to $138 million distributed to TECO Energy as a return o} capital auning 2003 There were
375 mullion of cullable bonds ourstanding under the indenture at Dec. 31, 2003

i3: EBIT generallv represents earnings before interest and taxes. EBITDA generally represents EBIT betore deprediation and amoruzatuon  However, i each cir-
cumstance, the term is subject to the definiion prescribed under the relevant legal agreements

2003 and capial contribunions from the parent after Oct. 31, 2003, plus $450 milkon
i5! One of TECO Energy s credit faciliues. 1f drawn upon, can hinut pavment of dividends each yuarter to $40 million, unless the compam provides the lender
with saustactory hquidity projections demonstraung the company s ability to pay both the dividends contempiated and cach ot the tnree quarteriy dividends

next scheduled to be paid

=

5 Lhus facibity was repaid in full in February 2004 prior 1o a default under the agreements. :See the Bank Credit Facilities section -
The fair market value of the assets has not been calculated  This caiculation represents wtal coilateralized debt, mcluding TWG non-recourse debt. divided
by the book value of total assets.

+ The imitauon on restneted payments restricts the company from paving divicends or making distnbutions or certain investinents unless there s sutticient

4 Limits cumulauve distributions atter Oct. 31, 2003 and outstanding affiliate loans (o an amount representing an accumulation ot net wcome atter May 31,

cumulatve operating cash flow, as defined. in excess of 1 7 umes interest to make such distribution or mvestment. The operating cash tlow and 1estricted
payments are calculated on a cumulative basis since the 1ssuance of the 10.5% Notes i the tourth quarter of 2002, This catculation, at Dec 31, 2003, retlects

the amount accumulated and available for future restricted payments, representing the accumulation of four guarters’ activities
9; The repavment of the collateralized $37.5 million credit tacility in early 2004 1see the Bank Credit Facilities section: iereases this unrestricted amount to

$244 milhon

110:inciudes the Construction Underntaking Guarantees related to the TPGC projects

111, This caleulation was not required for Sep. 30 or Dec. 31, 2003, as provided by the terms of the Suspension Agreement enteted into between the lenders. the
project companes and TECO Energy, as discussed 1n the TECO Wholesale Generation section  15¢e the Investment Considerations, Financing Risks sec-
ton
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Credit Ratings/Senior Unsecured Debt

As of Feb. 10, 2004 Fuch  Mood: s Standard & Poors

Tampa Electric BBB-  Baal BBB-
TECO Energv TECO Finance BB- Ba2 BB-

in February 2004. Moody's lowered the raungs on TECO
Energyvs semor unsecured debt securiues, and those of TECO
Finance and Tampa Electric. The raungs assigned to TECO Energy
and TECO Finance were below investment grade. while the raung
assigned to Tampa Electnc remamed investment grade. These rat-
ings changes followed actuions taken by Moody's. S&P and Fitch in
April and May 2003. The outlook assigned by all of the ratng
agencies 10 both TECO Energy and Tampa Electric 1s negauve, The
raungs actions were atuibuted 1o increased debt levels and the
changing risk profile associated with the expansion of TECO
Energy s miestment i merenant generaton facilines through
TWG. a< well as the required capital outays of Tampa Electric, the
outlook for low power prices in Ule merchant energy sector and
the resulung impacts on earnings and cash fiow, and the addinon-
al risks and obligauons undertaken by TECO Energy with respect
to the Uniun and Gila River power stations. These downgrades fol-
lowed downgrades in 2002 and 2001 by all af the raung agencies
due to the changing risk profile of TECO Energy related 10 the
increased emphasis on merchant power.

The reduction 1n credit ratungs below investment grade by
Moody's in April 2003 accelerated the repayment of the outstand-
ing 8250 million balance on the equity bridge loan associated with
the construction of the TPGC projects and the requirement to post
letters of credit sausfactory to the iending banks under the
Construction Undertaking guarantees. The company and the
banks agreed thar the amount of security to be posted for the

Contractual Obligations

remaining construcuon, iiquidated damages for delay and per-
formance shortfalis was $172 million. This amount was sudse-
quenty reduced to $66 miliion following the successfui commer-
cial operauon of both power piants. -dee the Liquidity: Capital
Resources secton.

In November 2003, S&P affirmed TECO Energ 's current credn
ratings and removed the raungs trom Credit Watch with negatve
implications foliowing tne resolution of tne Private Lerter Ruling
1ssues reiated to the producnion of synthenc fuei at TECO Coal
{See the TECO Coal section.” At that ume. S&P satea that tuture
ratings stability was directy correjated with TECO Energy s vxit
from the merchant energy business and the use of future cash
flows to reduce debt. S&P went on 1o state tat a failure to exit the
Union and Gila River power projects would result in credit ratng
downgrades. Such downgrades by $&P could result in Tampa
Electric’s S&P credit raung falling below vesunent grade In
Februan 2004, S&P stated that our announcement to exit the
Umion and Gufa River projects was favorable tor credit qualiov put
100k no ranngs action and maintamed 1ts negative vutlook

Any downgrades in credit ratings mav attect TECQ Energy's
abiliy to borrow and mav increase financing costs. which may
decrease earnings. TECO Energy's interest expense is likely to
increase when matuning debt is replaced with new debt wath high-
er interest rates due (o the [ower credit ratings.

Summary of Contractual Obligations

The following table lists the obligations of TECO Energy and its
subsidiaries for cash payments to repay debt. lease pavments and
unconditional commutments related to capital expenditures. This
tabie does not include contingent ohligations discussed i the fol-
lowing table

Pavments Due by Period

imillions Toral 2004 2005 2008-2008 Afrer 2008
Long-term debt:
Recourse S 36664 S . $ 55 39383 S 2.696.5
Non-recourse ' 108.7 233 207 516 10.9
Preferred security 549.1 - - 449.1 200.0
Operaung leases/rentals - 169.5 241 213 144 9.2
Purchase obligations/commitments 9.4 9.4 - - -
Toral contractual obligations § 4.603.1 S 651 S 4T3 3 1.503.9 S 2.986.6

11 Eacludes the non-recourse debt associated with the Union and Giia River protects which 1s incluaed in habilittes assocrated with assets held tor sale
w2 Includes pavments under the two TECO Transport uperaung ieases discussed in the TECO Transport section

Summary of Contingent Obligations

The following table summarizes the letters of credit and guarantees outstanding that are notincluded 1 the Summary of Contractual
Obhigations table above and not otherwase included in the company’s Consolidated Financial Statements.

Conuvnitment Expiration

‘millions) Total © 2004 2005 2006-2008 After 2008

Letters of Credit S 1101 ST8.T S - B 4.7 S 267

Guarantees: Debt related 245 - - - 24.5
Fuel purchase/energy management * 363.8 183.2 ¢ - - 180.7
Other 8.8 50 - - 3.8

1 Expected final expiration date with annual renewals
i2 Expected masimum exposure.

o

i In February 2004, by agreement of the parties. $35 muithon of these ietters of credit were drawn by the Union und Gila River non-jecourse lending bank

group. and the remaining $31 million cancelied and returned to TECO Energy 1See the TWG, Union and Gila River seciion ;

14 These guarantee amounts renew annualiy and are shown on the basis they sall continue to renew beyor 4 2007
{5 As aresult of the sale of Prior Energyin Februan 2004, $173.2 mullion ! guarantees are expected to be elinunated in varly 2004
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Capital Investments
Capital Investments
Forecast
Actual 2000-  200+4-2008

S (millions; 2003 2004 2005 2008 Total
Florida

Operauons  $337 §224 $235 & 916 S1395
independent

Power 276 14 25 75 114
Transportauon 20 20 20 60 10V
Other 21 21 19 33 93

Total $654 3279 $319 S1104 51702

TECO Energy’s 2003 capual investments of 8634 muliion with-
out reduction for asset and business sale proceeds: inciuded $289
milhon for Tampa Electric including $27 million of AFUDC:, $43
million for PGS and 83 million tor the unregulated Fiorida opera-
uens. Tampa Electric’s electric division caprtal investments in 2003
were $152 million for equpment and faciliues w meet its growing
customer base and generating equipment maintenance and S137
milion for the repowering and conversion of the coal-fired
Gannon Staton to the natural gas-fired Bayside Station (see the
Environmental Compliance sectioni. Capital expenditures for PGS
were approximately $28 million for system expansion and approxi-
mately $15 million for maintenance of the exisung svstem. TECO
Transport invested $20 million in 2003 for river barge replace-
ments and capitalized maintenance of ocean-going vessels. TECO
Coal's capital expenditures included $7 million for normal mining
expansions and equipment replacements. TWG's capital invesi-
ments totaled $276 million, net of $31 million received from the
sale of its Enron bankruprcy claims (see the Enron Related Matrters
in the TWG section}, primarily related to the Union and Gila River
power stations. This $276 million includes $33 million classified as
Other Non-Current Investments, representing the costs associated
with the Panda Energy joint venture ternunation for Union and
Gila River and $29 million classified as invesunent in
Unconsolidated Affiliates representing the cost associated with the
buyout of Panda’s interest in the TIE projects tsee the Transactions
With Related and Certain Other Parties section).

Asset sale proceeds in 2003 were $243 million net of cash
escrows of 851 million. Proceeds included the sale of TECO
Coalbed Methane's assets, the sale of Hardee Power Parmers,
TECO Transports sale of equipment no longer used at TECO
Ocean Shipping. the sale of interest in the ECK Generating project
in the Czech Republic, and a portion of the proceeds from TECO
Coal's sale of a 49.5% interest in its synthetic fuel production facih-
ties. (See the TECQ Coal and Liquidity, Capital Resources sec-
tions.;

TECO Energy estimates capital spending for ongoing opera-
tions, without reduction for proceeds from asset sales, to be $279
million for 2004, $319 million for 2005 and $1.104 million during
the 2006-2008 period.

For 2004, Tampa Electric’s electric division expects to spend
$183 million, cansisting of $9 million for the completion of the
repowering project at the Bayside Station and $174 million to sup-
port svstem growth and generaton reliability. At the end of 2003,
Tampa Electric had outstanding commitments of about $9 million
for the Bayside Station repowering project. Tampa Electric’s total
capital expenditures over the 2005-2008 period are projected to be
$1,006 million, including $141 million for compliance with the

Environmental Consent Decree. The environmental complhiance
expenditures are eligible for recovery of deprecianon and a return
on investment through the Environmental Cost Recovery Clause.
1See the Environmental Compliance secuon.:

Capital expenditures for PGS are expected to be abaut 840 mil-
lion 1n 2004 and $160 million dunng the 2003-2008 period.
Included in these amounts are approxxmately $25 milhon annually
for projects associated with customer growtn and svstem expan-
sion. The rematnder represents capital expenditures for ongoing
renewal, replacement and system satetv

TWG expects toinvest S14 million i 2004 for capuaized mam-
tenance, and $100 mitlion tn the 2003-2008 period for the comple-
tion of the Dell and McAdams power stations when market condi-
tions justify the expenditures. (See the TECO Wholesale
Generation section.:

The other unregulated companies expect to invest $42 million
in 2004 and $156 million during the 2005-2008 period Inciuded in
these amounts is normal renewal and replacement capital. includ-
ing coal mining equipment and river barge replacements.

Financing Activity

Our 2003 vear-end capital structure. excluding the eftect of
unearned compensation. was 71.6 percent senior debt, 7.9 percent
company preferred securities and 20.5 percent common equity.
TWG has npically financed its power projects with non-recourse
project debt. Excluding this non-recourse debt of $2,196 million,
the vear-end capital structure was 61.3 percent debt, 10.7 percent
campany preferred securities and 28.0 percent comnion equity.
The debt-to-total-capital ratio increased from last vear primarily
due to the impairment charges taken in 2003 assoctated with our
investments in merchant power.

In 2003. we accessed the debt and equity markets on three
occasions raising $792 million to provide funds for general liquidi-
o purposes, to repay $326 million of long-term debrt. and reduce
short-term debt balances by $323 million. 1nn addition, debt pro-
ceeds in 2003 included non-recourse proceeds of 111 million
associated with the Union and Gila River power projects.

In 2002, we were active in the debt and equity capital markets
raising $1 billion through the sale of equity or equity-linked securi-
ties and issuing $1.8 billion of debt to refinance $788 million of
maturing debt, to refinance $162 million of higher-cost debt, 1o
reduce short-term borrowing by 8278 milhon and to fund capital
investments at the operating companies.

In 2004, TECO Energy plans to remarket the Trust Preferred
debt securities within TECO Capital Trust 11, as required. We have
been advised that other companies remarketing sunilar securities
have not been successful due to changing company specific and
market condiuons. [n addition. there 1s expected to be a large
number of other 1ssuers seeking to remarket similar securities at
the same time. In the event that these securities cannot be suc-
cessfully remarketed, a possible consequence could be the loss of
the tax deducubility of the interest payinents made on these secu-
rities retroactive to the time of issue in January 2002, The loss of
this tax deduction to TECO Energy could result in a non-cash
reduction in earnings of approximately $9 million for the vear
2002, but due to the level of taxable income, any earnings reduc-
tion in 2003 1s expected to be significanty lower. We are exploring
various remarketing strategles to avoid the loss of the tax
deductibility of these payments.

The fallowing table provides details of the financing activities
for the years 2003. 2002 and 2001.
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Net Proceeas

Duare Securin Compan nuliions Coupon Use
Sep. 2003 Common equity TECO Energy 3124 - Repay shori-term debt. and genera:
COrpPOTate DUPOses
jun. 2003 T-vedr notes TECO Energy 3263 T Repay snori-term aebt. and generdl
COrparate purposes
Apr. 2003 13-vear notes Tampa Electric 3250 £.257 . Repav mamunng shor-term aedt, and
general corporate pumoses
Dec. 2062 T-Vear non-recourse TECO Whoiesale S30 A° Rerinance Alporada Power Station
puank loan Generanon ana general corporate purposes
Naov. 2002 3-year notes TECO Energy 3332 10.57 Repay short- and tong-term aebt. anc
general corporate purposes
Oct. 2002 Common Equiny TECO Energy S207 - Repav short-term den:
Aug. 2002 S-vear notes Tampa Electric Sl 3.375% Repay matunng long-and snart-term
debt, and generul cornorate purposes
Aug. 200z 10-vear notes Tampa Electric $394 6.375% Repay maturing fong-and short-term
debt. and general corporate purposes
Jun. 2002 Pollunon contro! bonas Tampa Elecuic 361 5.1° Reflnance higher cost debt
Jun. 2002 Pollunon control bonds Tampa Electric 386 557 Rerinance higher cost debt
jun. 2002 Common Equin TECO Energy 3346 - Repay short-term debt. and genera
COrporate purposes
May 2002 3-vear notes TECO Energy S297 6.1257 Repay maturing short-term debt.
and general corporate purposes
Mav 2002 10-vear notes TECO Energy 3397 7.0% Repay maturing short-term debt,
and general corporate purposes
lan. 2002 Mandarorily Converuble TECO Energy 5436 9.5% Repay short-term debt. and general
equity units corporate purposes
Oct. 200! Common Equity TECO Energy $93 - General corporate purposes
Sep. 2001 L0-vear notes TECO Energy $206 T2% Repay maturing debrt, and generat
corporate purposes
Jun. 2001 11-vear notes Tampa Electric S247 6.875% Repay long- and short-term debt, and
general corporate purposes
jun. 2001 2-vear equity bridge Union & Gifa River S30u LIBOR + Construction of the Umon and Gila
facility 162.5 BP River power stations
Mav 2001 1-vear notes TECO Energv 3399 \ariable Repayv short-term debt
May 2001 10-vear notes TECO Energy $346 T.2% Repay short-termi debt, and
general corporate purposes
Apr. 200 G-vedr notes TECO Transport S111 5.07 Convert tloaung rate debt to fined rate
debt
Mar. 2001 Common Equity TECO Energy §232 - Repayv short-term debt. and

general corporate purposes

Off-Balance Sheet Financing

Unconsolidated affiliates with a 50% ownership interest or less
have project debt balances as follows at Dec. 31, 2003. TECO
Energy has no debt pavinent obligations with respect to these

financings, except as indicated by the maximum potentiaf obliga-
tion under a related guarantee issued by TECO Energy or 1ts con-
solidated subsidiaries. Although TECO Energy 15 not directly obli-
gated on the debt, TECO Energy's equiry interest in those uncon-
solidated affiliates and its commitments with respect to those proj-
ects are at risk if those projects are not successfullv developed or
operated.

Indirect Indirect

Long-term Maximum Ownership
Affiliare Debr (nullions: Guarantee Interest
TIE $545.4 S - 50%
EEGSA 52346 $ 150 24%
Hamakua S 86.0 S - 50%

i1 Represents a subsidiary of TECO Energy s 30% ownership interest in the
guarantor
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The equity method of accounting 1s used to account tor invest-
ments 11 partnership and corporate entities in which TECO Energy
or 1ts subsidiary companies do not have either a majority owner-
ship or exercise control. On Jan. 17, 2003, the Financial Accounting
Standards Board issued FASB Interpretatuon (FIN No. 46,
Consolidation of Variable Interest Enniries, an mterpretation of ARB
No 5. which requires @ new approach in determuning if a report-
ing entiny should consolidate certain legal entines, including part-
nerships, imiied liability companies. or trusts, armong others, col-
lectivelv defined as variable interest entities or VIEs. On Dec. 24,
2003, the FASB published a revision to FIN 46 (FIN 46R), 1o clarify
some of the provisions of FIN 46 and exemnpt certain entities from
its requirements. TECO Energy believes it 1s reasonably possible
that FIN 46R may impact the accounting for certain unconsolidat-
ed affiliates. (See the Other Accounting Standards - Variable
Interest Entities section. |
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MANAGEMENT'S Discussion & Analysis

Critical Accounting Policies and Estimates

The preparation of consolidated financial statements requires
management to Make vanous estimates and assumptions that
affect revenues, expenses, assets, liabiiiues and the disciosure of
conungencies. The policies and estimates identified beiow are, in
the view of management. the more significant accounting policies
and esumates used 1n the preparation of our consolidated finan-
cial statements. These estimates and assumpuons are based on
historical expenience and on various other factors that are believed
to be reasonable under the circumnstances. the results of which
form the basis for making judgments abour the carming values of
assets and hiabiliues that are not readily apparent rrom other
sources. Actual results may differ from these estimates and judg-
ments under different assumpuons or conditions.

‘See Note 1 to the Consolidated Financial Statements for a
descripuon of our significant accounung policles and the esu-
mates and assumptions used in the preparaton of the consolidat-
ed financial statements..

Asset Impairments

\We and our subsidiaries periodically evaiuate whether there
has been a permanent impairment of an asset as follows:

* Long-lived assets, when indicators of impairment exist or an
asset group 1s held for sale, 1n accordance with Financial
Accounting Standard (FAS! No. 144, Accounring for the
Impairment or Disposal of Long-Lived Assets (see the Long-
Lived Assets section!; and
Recognized goodwill and other intangible assets with indefi-
nute hves, at least annually. 1n accordance with FAS 142,
Goodwill and Other Intangible Assets 1see the Goodwill and
Other Intangible Assets section;: and
Equity investments, when a decline in fair value beiow the
carrying value is determined to be other than temporary, in
accordance with Accounting Principles Board Opinion {APB}
No. 18, The Equuty Method of Accounting for Investments in
Commnion Stock.

We believe that the accounting estimate refated ro asset impair-
ments 1s a critical esumate for the following reasons: 11 1t is highly
suscepuble to change each reporung period as management s
required to make assumptions based on expectations of the results
of operations for significant/indefinite future periods and;or the
then-current market conditions in such periods; 2) electricity mar-
kets continue 1o experience significant uncertainty with respect to
market fundamentals; 3) the ongoing expectations of management
regarding probable future uses and holding periods of assets; and
4) the impact of an impairment on reported assets and earnings
would be material. Our assumptions relating to future results of
operations are based on a combination of histonical experience,
fundamental economic analysis. observable market activiry and
independent market studies. Management's expectations regard-
ing uses and holding periods of assets are based on internal long-
term budgets and strategic plans, which give consideration to
external factors and market forces, as of the end of each reporting
period. The assumptions made are consistent with generally
accepted industry approaches and assumptions used for valuation
and pricing activities. (See Notes 1,3 and 10 to the Consolidated
Financial Statements.)

Long-Lived Assets

Eftective Jan. 1, 2002, we and our subsidiaries adopted FAS 144.
which superseded FAS 121, Accounting for the Impairment of
Long-Lived Assets and Long-Lived Assets to be Disposed of. FAS 144
addresses accounting and reporting for the impairment or dispos-
al of long-lived assets. including the disposal of a segment or com-
ponent of a business.

In accordance with FAS 144, we assess whether there has been
an other-than-temporary impairment of our long-lived assets and
certain intangibles held and used by us when such indicators exist.

20 .
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When specific cntena are met. a disposal group. comprised of
assets and habilites expected to be transterred in a sale within one
vear, 1s classified as assets and habilities. respectively: held for swwe
Furthermore. the income associated with a disposal group mas. it
addiuonal criteria are mez. be presented as disconunued opera-
tons in the statement of income  Under FAS 144, the company
records an asset unpairment charge assoctated with a disposal
group when the estumated fair value, less cosis to sell, 1s less than
the net carnving value of the related assets and habihines \We rec-
ognized impairments assoclated with certain iong-iived assets
held for use and a disposal group. comprised of tie assets and lia-
biliues associated with the Union and Gila River projects. .See
Notes | and 10 to the Consolidated Financial Statements.

Goodwill and Other Intangible Assets

In accordance with FAS 142, we conunue to review goodwall
and intangibles at least annually for each reporung unit
Reporting units are generally deternuned as one level below the
operating segment level; however. reporung units with similar
charactenistics may be grouped under the accounung standard tor
the purpose of deterrmuning the impainment. if anv. ot goodwiii and
other intangible assets. For each reporung unit evaluated. the fawr
value exceeded the carmving value, including goodwill. as of the
annual assessment date, except as indicated below. The fair value
for the reporting units evaluated was generally determined using
discounted cash flow models appropriate for the business model
of each significant group of assets within each reporung unit
During the vear ended Dec. 31. 2003, a $74.0 million after-tax
{$113.9 million pre-taxi impairment charge was recorded to write
off all goodwill associated with the Frontera and Commonwealth
Chesapeake power stations and reduce the goodwill associated
with BCH Mechanical. (See Note 3 to the Consolidated Financial
Statements.]

Equity Investments

\We only record an impairment of an equity investment when a
decline in the fair value below the carnving value of the investiment
is determined to be other than temporary. Management assesses
other than temporary based on: 1: the magnitude of the difference

f the fair value below the carrving value: 23 the period of ume in

which the decline 1n the fair value 1s less than the carrving value;
and 3: other reasonably available qualitatve or quantitanve infor-
manon that provides evidence to indicate that a decline in fair
valte 1s temporary. As of Dec. 31, 2003, the company did not
record an other-than-temporary impairment of an equity mvest-
ment.

Asset Retirement Obligations

OnJan. 1. 2003, we adopted FAS 143, Accounring for Asset
Retirement Obligations, which requures the recogniuon of a Labiliry
at fair value for an asset retirement obhganon i the period in
which it is incurred. Reurement obhgations associated with long-
lived assets included within the scope of FAS 143 are those for
which there 1s a legal obligation to settle under an existing or
enacted law or statute, a written or oral contract, or by legal con-
struction under the doctrine of promissory estoppel. Retirernent
obligations are included in the scope of the standard only if the
legal obligation exusts tn connection with or as a result of the per-
manent retirement, abandonment or sale of a long-hved asset.

When the hability 1s inttially recorded. the carrying amount of
the related long-lived asset is correspondingly increased. Over
time. the liability is accreted to its future value. The corresponding
amount capitalized ar inceptian is depreciated over the useful life
of the asset. The liability must be revalued each period based on
current market prices. FAS 143 was effective for fiscal years begin-
ning after June 15, 2002.

Asset reuremnent obligations are comprised of significant esti-
mates which, if different, could matenally impact our results. We
believe these are critical estimates because: 1] the fair value of the
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costs associated with meetng the obligation are impacted oy
assumptions on discouni rates and esumated profit mark-ups o
third-party contractors»2 - prooability factors assoclated with the
rurure saie. abandonment or retirement of an asset must be fore-
casted and considered m the calculauons: 3 the expectauons and
mtent of management regarding the future use of long-Ined
assers: and 41 the impact of the recogniuon of an asset Lmpatrment
obligation could be significant. in connection with the adoption.
of the guidance on Jan. 1, 2003, we and our affillates maintain and
periodicaliy review all new legal arrangements and contractual
commitments to ensure that any new potential asset reurement
obligauons are reviewed and recognized as appropriate. iSee Note
5 1o the Consolidated Financial Statements.

Emplovee Postretirernent Benefits

We have a runcded non-contributory defined benefit retirement
plan covering substanually all empioyees. Gur policv 1s to fund the
pian based on actuarially determined contributions within the
guidelines set by the Emplovee Reurement Income Security Act of
1974, as amended sERISA:. for the minimum annual contribution
and the maximum alowable as a tax deduction by the Internal
Revenue Service {[RS,. Plan assets are mvested in a mux of equity
and fixed income securities. In addimon, we and our subsidiaries
currenty provide certain postretirement health care and lite insur-
ance benefits for substanually all emplovees retiring after age 50
meeung certain senice requirements. In addition. we have
untunded supplemental executive retirernent benefit plans—non-
qualified, non-contributory defined benefit reurement plans avail-
able to certain sentor management.

The determination of the benetit expense is a critical estimate
due to the tollowing factors: 1* management must make significant
assumpuons regarding the discount rate. return on assets, rate of
salany increases and health care cost trend rates; 21 costs are based
on actual emplovee demographics. including the turnover rate,
retirernent rate. mortalin' rate. emplovment periods. compensa-
non levels and age. each of which are subject 1o change in any
given per.od, 3¢ the plan provisions may be changed by manage-
ment action m future periods: and 4: the impact of changes in any
of these assumptions 1s likelv 1o result in a material impact on the
recorded pension obligation and expense. Management reviews
these assumptions periodically to assure the consistency with our
actual expertence.

The assurmed health care cost trend rate for medical costs was
11.5% 1n 2003 and decreases to 3.0% in 2013 and thereafter.

A 100 basts point increase in the medical trend rates would pro-
duce a 4 percent (0.6 million? increase 1n the aggregate service and
nterest cost tor 2003 and a 4 percent ($7.5 million: increase i the
accumulated postretirement benefit obligation as of Sep. 30, 2003.

A 100 basis point decrease in the medical trend rates would
produce a 3 percent ($0.4 million: decrease in the aggregate ser-
ice and mterest cost for 2003 and a 3 percent ($5.3 million:
decrease 1n the accumnulated postretirement benefit obhigation as
of Sep. 30, 2003.

Deferred Income Taxes

\We use the liabiliny method in the measurement of deferred
wncome taxes. Under the liabiliny method. we esumate our current
tax exposure and assesses the temporary differences resulung from
differing treaument of items, such as depreciation for financial
statement and tax purposes. These differences are reported as
deferred taxes measured at current rates 1n the consolidated finan-
cial statements. Management reviews all reasonably available cur-
rent and historical informaton, including forward-looking inior-
mation, to deternune if it is more likelv than not that some or all of
the deferred tax asset will not be realized. If we determine thatitis
likely that some or all of a deferred tax asset will not be realized.
then a valuation allowance is recorded to report the balance at the
amount expected to be realized.
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AtDec. 31,2003, we had net deferred income tax assets of
$1.051.5 milhon anmputanie pimariiv to propern -reiated items
and an alternative munimum tas credit carrvover of section 2«
non-conventional fuel tax credits. Based primaniy on historic
income fevels and the steaa\ -grow expectalions 10f future edrn-
ings of the company s core uulin operauons. management has
determined that the net deferred tax assets recorded at Dec.
2003 will be realized i future periods

\We believe that the accounung esumate refated to deterred
income taxes. and anv related vaiuanon aiowance. is a criacal esti-
mate for the following reasons: 1+ admuustrauve acuons of tie Ry
or the U.S. Treasury or changes in law or regulation coula elimi-
nate or reduce the avadabiin of alternanve minimum ay credits
ansing from Section 2¥ tax credits. 2 redlization of the deterred
asset 13 dependent upon the generation of sufticient tanabie
income 1n future pertods: and 3 a change 1n the esumaiec valua-
tion reserves could have a material impact on reported assets and
results of operations. (See Note 13 to the Consolidated Financial
Statements.:

Cost Capitalization

During 2003, our subsidiaries devoted resources 1o the comple-
uon and construction of addinonal generaton capaciy ¢
Electric and TWG. extension of the transmission nerwork and
enhancement to the svstem’s reliabiline at Tampa Electnic. expan-
sion of the pipeline distribution infrastructure at PGS, normal
ocean equipment improvements at TECO Transport and expan-
sion of production capacity at TECO Coal. (See the Capital
Investments section.! The costof addinons. including improve-
ments and replacements of property. 1s charged to plant. We capi-
tahze direct costs and certan indirect costs, including the cost of
debt and equity capital as appropriate, associated with 11s con-
struction and reurement activity as prescribed by generally accept-
ed accounung principles and recognized policies prescribed or
permutted by the FPSC and:or the FERC. The amount of capital-
1zed overhead construction costs 1s based upon analysis of compa-
ny and affilbate construcuon actviy Costs are capitahized based
on the activine level of resources allocated to constructuon activi-
ties. As a result, our net income could be impacted by the manner
and timing of the deployment of resources tu construction activi-
ues. However. total cash flow 1s not impacted by the allocation of
these costs to the various construction or maintenance activiues
Due 1o the magnitude of construction undertakings., fluctuations
n net income, as a result of cost capitalizaton. could be signifi-
cant. Capualized costs are espensed as a component of deprecia-
uon when the assets are placed in service (See Note 1 to the
Consolidated Financial Statements.:

Depreciation Expense

\\e provide for depreciation primarily by the straight-hne
method at annual rates that amortze the onginal cost, less net sal-
vage, of depreciable property over its estimated service life. The
provision for utihty plant in service, expressed as a percentage of
the onginal cost of depreciable property, was 4.5%, and 4.2% for
the vears ended Dec. 31, 2003 and 2002, We believe the estumated
service life corresponds to the anucipated physical life for most
assets. However, our esumation of service life 1s a criucal esumate
for the foliowing reasons. 1+ forecasung the salvage vidue for long-
lived assets over a long timeframe 1s subjective: 2) changes may
take place that could render a technology obsolete or uneconomi-
cal: and 37 a change in the useful iife of a long-hved asset could
have a matenial impact on reported results of operatons and
reported assets. Although 1tis difficult to predict values far into the
1uture, we have a long hustory of actual costs and values that are
considered in reachung a conclusion as to the appropriate useful
life of an usset. (See Note 1 to the Consolidated Financial
Statements.;
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MANAGEMENT'S Discussion & Analysis

Regulatory Accounting

Tampa Electric's and PGS retail businesses and the prices
charged to customers are regulated by the FPSC. Tampa Electrics
wholesale bustness 1s regulated by the FERC. As a result, the regu-
lated utitiues qualify for the application of FAS 71, Accounrning for
the Efrects of Certain Tyves of Reguianion. This statement recog-
nizes that the acuons of a regulator can provide reasonable assur-
ance of the existence of an asset or hiabilitv. Regulatory assets and
liabilities arise as a result of a difference berween generaliy accept-
ed accounting principles and the accounung principles imposed
by the regulatony authorities. Regulatory assets generaliy represent
incurred costs that have been deferred as they are probable of
future recovery in customer rates. Regulator liabiiities generally
represent obligations to make refunds to customers [ToIm previous
coliections for costs that are not likelv to be incurred.

We periodically assess whether the regulatory assets are proba-
ble of future recovery by considering factors such as regulaton
environment changes. recent rate orders 1o ather reguiated entites
1n the same junsdiction, the current political climate in the state,
and the status of any pending or potential deregulauon legislanon
The assumpuons and judgments used by regulatory authoriues
conunue to have an impact on the recovery of costs, the rate
earned on invested capital and the uming and amount of assets to
be recovered by rates. A change in these assumptions may result
in a material impact on reported assets and the results of opera-
uons. iSee Notes 1 and 4 to the Consolidated Financial
Statements.:

Revenue Recognition

\We and our subsidiaries recognize revenues, except as dis-
cussed below, on a gross basts when the nisks and rewards of own-
ership have transterred to the buver and the products are physicai-
Iy delivered or services provided. Revenues for any financial or
hedge transacuons that do not result in physical delivery are
reported on a net basis.

The determinauon of the physical delivery of energy sales 1o
individual customers is based on the reading of meters. which
occurs on a regular basis. At the end of each month, amounts of
energy delivered to customers since the date of the last meter
reading mav be estimated and the corresponding unbilled revenue
1s estimated. Unbilled revenue is esurnated each month primariiy
based on historical experience, customer-specific factors, cus-
tomer rates. and daily generation volumes, as applicable, These
revenes are subsequenty adjusted to reflect actual results.
Revenues for regulated activities at Tampa Electric and PGS are
subject to the acuons of regulatory agencies.

The percentage of completuon method 1s used to recognize rev -
enues for certain transportation services at TECO Transport and
for long-term construction-rype contracts. The percentage of
completion method requires management to make estunates
regarding the distance traveled and/or ume elapsed for TECO
Transport and total costs and work-in-progress for BCH
Mechanical. Revenue is recognized by comparing the esumated
current total distance traveled or work completed with the total
distance or cost estumate for each project. Each month. revenue
recognition and realized profit are adjusted to reflect only the per-
centage of distance traveled or work compieted.

Revenues for merchant power sales and expenses for fuel pur-
chases at TWG are reported on a gross basis, except for derivative
gains or losses related to hedge accounting, which are reported net
of the hedged 1tem or transaction. Likewise, expenses ansing from
purchased power or revenues arising from fuel sales at TWG are
reported net of power revenues and fuel expense, respectively.

Ve estimate certain amounts related to revenues on a variety of
factors. as described above. Actual results may be different from
these estimates. (See Note 1 to the Consolidated Financial
Statements.)

ekl

TECOQ Energy: 2003 Annual Repori

<15

Recently Issued Accounting Standards

In accordance with recenty 1ssued accounung pronounce-
ments. we will be required to compiy with certain changes in
accountng rules and reguiations. .See Note 22 to the
Consolidated Financial Statements.

Gains and Losses on Energy Trading Contracts

On Oct. 25,2002, the Emerging Issues lask Force reieased EITt
02-3. Recognition and Reporung ot Guns and Losses on Energy
Trading Contracts Under Issues No. 98-1uand 00- 17 wnich 1 pre-
ciudes mark-to-market accountng for energy trading contracts
that are not derivauves pursuant to FAS 133, 2 requires that gams
and losses on all derivauve instruments within the scope of FAS
133 be presented on a net basis in the income statement if heid for
trading purposes. and 31 limuts the cireumistances m which a
reporung enuny may recognize a “dav one” gain or luss on a deriva-
uve contract. The measurement provisions of tie isste Jre efiec-
uve for all fiscal periods beginning after Dec. 15, 2002, The net
presentation provisions are etfective for all financial statements
issued after Dec. 15. 2002, The adoption of the measurement pro-
visions on Jan. 1, 2003 did not have a matenial impact. iSee Note 14
to the Consolidated Financial Statements for addiuonal details of
amounts presented on a net basis..

Consolidation of Variable Interest Entities

The equity method of accounting is generally used to account
for significant investments in arrangements in which we or our
subsidiary comparues do not have a majornty ownership interest or
exercise control. OnJan. 17, 2003. the FASB 1ssued FIN 46.
Consolidanion of \aniable Interest Entties. an interpretation of ARB
No. 51, which umposes a new approach in determmining if a report-
ing entity should consolidate certain legal entiues, including part-
nerships. imited liability companies. or trusts, among others, col-
lecuvely defined as variable interest enuties or VIEs. On Dec. 24,
2003. the FASB published a revision to FIN 46 {FIN 46R). to clarify
some of the provisions of FIN 46 and exempt certain entiues from
1s requirements.

Under FIN 46R, a legal entity 1s considered a V1E, with some
exempuons if specific criteria are met, i 1t does not have sufticient
equity at risk to finance its own activities without relving on finan-
cial support from other parties. Additional criteria must be
applied to deternune if this condituon is met or if the equity hold-
ers. as a group. lack any one of three supulated charactenisucs of a
controliing financial interest. If the legal enutvis aVIE, thenthe
reportng ennty deternuned to be the prunary beneticiary of the
ViE must consolidate 1t kven it a reporunyg entity 1s not obligated
to consulidate 4 VIE. then certain disclosures must be made about
the V1E 1f the reporung entity has a signiticant variable interest.
Certamn transinon disclosures are required for all financial state-
ments issued atter jan. 31, 2003, The effective date of the iterpre-
tauon was modtfied under FIN 46R. A reporting entity 1s required
to apply the provisions of FIN 46R to all VIEs that previously were
stibject to certain previously tssued special purpose entity. o1 SPE,
accounting pronouncements for all reporung penods ending after
Dec. 15,2003, For all other VIEs, a reporung entiry s required to
adopt the provistons of FIN 46R for all reporung periods after Mar.
13, 2004

Based on its review under the exssung approved guidance, we
believe thar FIN 46R will impact the accounung for certain uncon-
solidated affiliates. Below s a discussion of the fegal entities as of
Dec. 31, 2003 that we believe will be subject to either additonal
disclosure requirements or consolidation by the company, n
accordance with FIN 46R.

In November 2000 and January 2002, respectively, we estab-
lished TECO Funding I. LLC and TECO Funding I1. LLC. Each of
these limited-liability companies are wholly-owned subsidianes of
TECO Energy. These companses sold preferred securities 1o
Capntal Trust | and Capital Trust Il respecuvely. The funding com-



panles used the proceeds to purcnase subordinated notes from us.
The subordinated notes are not secured by specific assets of the
company. The terms of tese notes are similar to the terms of the
preferred secunues. The funding companies are expected to be
considered \1Es in accordance with FIN 46R. As of Dec. 31, 2003.
management expects the potenual impact of the adopuon of FIN
36R to not be material for the funding companies.

Pike Letcher Synfuei, LLC was established as part of the Apr. 1.
2003, sale of TECO Coal's sinthetc fuel production facilites.
TECO Energy's maxumum loss exposure in this enury is its equiry
investment of approximately $10.9 million and iosses related 1o the
production costs for the future production of synthetic fuel. in the
event that such producuon creates Secuon 29 non-convenuona
fuel tax credits m excess of our capacity to generate sufficient tax-
able income to use such creds.

TECO Transport entered 1nto two separate saw.e-leaseback trans-
acuons tor ceriain vessels which were recognized as sales in
Decemper 2001 and December 2002, and are currently recognized
as operating leases for the assets. The sale-leaseback transactons
were entered into with separate :hurd parties that the company
helieves meet the defininon of a VIE. TECO Transport currenthy
feases two ocean-going wigboats, jour ocean-going barges. five
river towboats and 49 river barges through these two trusts The
estmated maxunum loss exposure faced by TECO Transport is the
incremental cost of obtaming suitabie equipment to meet the
company’s contractual shipping obligations. The company does
not expect to consolidate upon the effective date of FIN 46R
because TECO Transport is not the primary beneticiarv of the
trusts.

TECO Properties formed a limited liabilin: company with a
project developer which meets the definition of aVIE. Hernando
Oaks, LLC was formed by TECO Properties with the Pensacola
Group to buy and develop 627 acres of land 1 Hernando Counn.
Fiorida into a residentiai golf communiry compnsed of an 18-hole
golf course and 973 single-famuly lots for sale to homebuilders.
TECO Properties has provided subordinated financial supportn
the form of a guarantee on behalf of the limited hability company:.
Hernando Oaks, LLC had totai assets at Dec. 31, 2003 of $21.6 mil-
lion. TECO Properties estimated maximum loss exposure in this
project ts approximately $10.6 million. The company expects to
consolidate Hernando Oaks, LLC for all financial reporung periods
ending after Mar. 15. 2004,

TECO Solutions awns a partnership formed to constnuct. own
and operate a water cooling plant to produce and distribute
chilled water to customers via a local distribution loop primarily
tor use 1n air conditioning svsterns. The partnership. TECO AGC.
Lid., meers tie definiuion of a VIE. The company is the primary
beneficiary. in accordance with FIN 46R, due to subordinated
financing of $3.3 million provided to the partnership as of Dec. 31,
2003, in addition to the company's equity invesunent. This note
receivable from the partnership is coliateralized by the assets in
the partnership. The estimated maximum loss exposure associat-
ed with this partnership is approximately $3.8 million as of Dec.
31, 2003. representing substantially all of the assets of the partner-
ship. The company expects to consolidate TECO AGC. Ltd. for all
financial reporting periods ending after Mar. 13, 2004.

Amendment to Derivatives Accounting

In April 2003, the FASB issued FAS 149, Amendment of
Starement 133 on Derwarive Instruments and Hedging Activities,
which clarifies the definition of a derivative and modities. as nec-
essary. FAS 133 to reflect certain decisions made by the FASB as
part of the Derivatives Implementation Group (DIG) process. The
majonty of the guidance was already, effective and previously
applied by the company in the course of the adoption of FAS 133.

In parncular, FAS 149 incorporates the conclusions previously
reached in 2001 under DIG Issue C10, “Can Oprion Coniracts and
Forward Contracts with Oprionaliry Fearures Qualify for the
Normal Purchases and Normal Sales Exceprion”, and DIG lssue
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C15. "Normal Purchases and Normal Sates Excepnon for Ceriar:
Ovnon-Tipe Conrracts and Forward Contracis in Ewectricin ™ In
limited circumstances when the crizeria are met and documented
we designate option-type and forward coniracts in electricin as a
normal purchase or normal saie .NPNS exception to FAS 133 A
contract designated and documented as qualining tor tne NPNs
excepuon is not subject to the measuremen: and recogmuion
requirements of FAS 133, The incorporation of the conciusions
reached under DIG Issues C10 and C15 mto the standard wall not
have a matenial impact on our consolidated financial statements

FAS 149 establishes mulnple effecuve dates based on the source
of the guidance. For all DIG Issues previoushy cieared by the FASB
and not modified under FAS 149, the effective date of the 1ssue
remans the same. For ali other aspects of the standard, the gund-
ance 1s effective for all contracts entered into or moditied aner
fune 30, 2003, We do not anucipate that e adopuon of the add:-
tional guidance in FAS 149 will have a matenal impact on the con-
solidated tinancial statements.

Financial Instruments with Characteristics of Both
Liabilities and Equity

In Mav 2003, the FASB issued FAS 150, Accounting tor Certain
Financial Insruments wirth Characeeristics of botly Liabdies and
Equuinv. which requires that an issuer ciassity certain tinancias
instruments as a liability or an asset. Previously, many financial
instruments with charactensucs of both habilities and equity were
classified as equiry. Financial instruments subject to FAS 150
nclude financial instruments with any of the following teatures:

* Anunconditional redemption obligation at a specified or

determinable date. or upon an event that is certain to occur:

* An obligation to repurchase shares, or indexed to such an
obligation. and mav require phyvsical share or net cash settle-
ment:

An unconditonal, or for new 1ssuances conditional, obliga-
uon that may be settled by 1ssuing a variable number of equi-
tv shares if either {ar a fixed monetany amount 1s known at
incepuion. (bi the variability is indexed 1o sometiung other
than the fair value of the issuer's equity shares. or (¢} the vari-
abilin moves inversely to changes in the fair value of the
issuer’s shares.

The standard requires that all such instruments be classified as
aliability. or an asset in certain circumstances. and mnually meas-
ured at tarr value. Forward contracts that require a fixed physical
share setdement and mandatorily redeemable financial instru-
ments must be subsequently re-measured at fair value on each
reporung date

This standard is eftective for all financial instruments entered
into or modified atter May 31, 2003, and for &l other financial
instruments, at the begintung of the first interim period beginning
after June 15, 2003. (See Note 7 1o the Consolidated Financial
Statemnents 1or a discussion of the impact of the adoption of this
standard on July 1, 2003.j

Disclosures About Market Risk

Risk Management Infrastructure

\We and our affiliates are subject to various types of market risk
in the course of daily operations, as discussed below. We have
adopted an enterprise-wide approach to the management and
control of market and credit risk. Middle Office nisk management
functions. including credit risk management and risk control, are
independent of each transacting enuty {Front Office: and report to
the senijor nisk officer at TECO Energy. Front Office functions
report independenty from the senior risk officer.

Our Risk Management Policy (Policy] governs all energy trans-
acting activiry at the TECO Energy group of companies. The Policy
is approved by our Buard of Directors and administered by a Risk
Authorizing Committee {RAC) that 1s compnsed of senior inanage-
ment, and advised by the Vice President of Energy Risk
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Managenient. Within the bounds of the Policy. the RAC approves
specific hedging strategies. new transaction fnvpes or products, him-
its. and transactung authonues. The Policy further requires that.
for all merchant generation asset managernent activiues. power
sales and gas purchases must be substanually marched. and that
the volume of power sales commitments is linuted to the volume
of owned and available generaung‘capacitv. Transaction acuvity is
repored daily and measured against limits. For all other commod-
1ty risk management activities, denvative transaction volumes are
limited to the anucipated volume for customer sales or supplier
procurement activities.

The TECO Energy Authorizing Commuttee, administers the risk
management policy with respect to interest rate risk exposures
Under the policy for interest rate risk management. the commitiee
operates and oversees transaction activity. Interest rate derivanve
transaction activity 1s directly correlated to borrowing activiues.

Risk Management Objectives
The Front Office is responsible for reducing and miugating the
market risk exposures which arise from the ownershup of physical

assets and contractual obligations, such as merchant power plants.

debt instruments and firm customer sales contracts. The primary
objectives of the risk management organizaton, the Middle Office.

1s to quantify. measure and monitor the market risk exposures ars-

ing from the acuvities of the Front Office and the ownership of
physical assets. In addinon. the Middie Office 1s responsible for
enforcing the mits and procedures established under the
approved risk management paolicies. Based on the policies
approved by the company’s Board of Directors and the procedures
established by the RAC, from time to ume members of the TECO
Energy group of companies enter into futures, forwards. swaps
and option contracts for the following purposes:

¢ To limit the exposure to price fluctuauons for physical pur-
chases and sales of natural gas in the course of normal opera-
tions at Tampa Electric and PGS, and prior to their disposi-
nons, TECO Gas Services and Prior Energy;

To limut the exposure to interest rate fluctuations on debt
issuances at TECO Energy and its other aftiliates;

To limit the exposure to electricity, natural gas and fuel oil
price fluctuations related to the operations of natral gas-
fired and fuel oil-fired power plants at TWG: and

To limit the exposure to price fluctuations for physical pur-
chases of fuel at TECO Transport.

The TECO Energy group of companies use derivatives onlv 1o
reduce normal operatng and market risks, not for specuiative pur-
poses. The company’s primary objective in using dervative instru-
ments for regulated operations is to reduce the impact of market
price volatility on ratepayers. For unregulated operations, the
companies use derivative mstruments primarily to opumize the
value of physical assets, primarily generation capacity and natural
gas delivery.

Derivatives and Hedge Accounting

Effective Jan. 1, 2001, we adopted FAS 133, Accounnng for
Derivative Instruments and Hedging Acnvities, as subsequenty
amended and interpreted. FAS 133 requires us and our affiliates o
recognize derivatives as either assets or liabilities in the financial
statements. to measure those instruments at fair value, and to
reflect the changes in the tair value of those instruments as either
components of other comprehensive income (OCI) or in net
incorne. depending on the designation of those instruments. The

a3
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effect of the adoption of FAS 133, at Jan. 1. 2001 on conunuing
operations was not materal.

Designauon of a hedging relationship requires management to
make assumpuons about the future probabiliny of the tming and
amount of the hedged transaction. and the tuture effectveness of
the denvative instrument 1 offserung the change in tair value or
cash flows of the hedged wwem or transacuon  The determunation
of farr value 1s dependent upon certain assumpuons and dg-
ments. as descrnibed more fuliv beiow. - See Unregulated
Companies section below. and Note 2 1o the Consolidated
Financial Statements.

Interest Rate Risk

\We and our affiliates are exposed to changes i mterest rates
primarnly as a resuit of our borrowing actvities We or our affiliates
may enter into futures. swaps and option contracts, in accordance
with the approved risk inanagement policies and procedures. to
moderate this exposure to nterest rate changes and achieve a
desired level of fixed and varabie rate debt. As of Dec. 31, 2003, a
hypothenical 10% increase in the consolidated groups weighited
average interest rate on its vanable rate debt during 2004, a3 com-
pared to 2003. would not result in a matertal impact on pre-tax
earmings. Comparauvely, as of Dec. 31, 2002, a hypothencal 10%
increase in the consolidated group's weighted average interest rate
on 1ts variable rate debt during 2003. as compared to 2002, would
not have resulted in a matenal impact on pre-tax earnings. These
amounts were determined based on the variable rate obligations
exisung on the indicated dates at TECO Energy and its sub-
sidiaries. Due to the uncertainty of future events. as discussed in
the Investment Considerations section, and our responses 10
those events, the above sensitivities assume no changes to our
financial structure or our affiliates. A hypothetical 10% decrease in
interest rates would increase the fair value of long-term debt by
approximately 3.1 percent and 5.6 percent at Dec. 31. 2003 and
2002. respecuvely. (See Financing Activity section. and Notes 6
and 7 to the Consolidated Financial Statements..

Credit Risk

\We have adopted a rigorous process for the establishment of
new trading counterparties. This pracess includes an evaluation of
each counterparty’s financial statements, with parucular attention
paid to Liquidity and capual resources. establishment ol counter-
part -specific credit imuts, opunuzauon of credit terms. and exe-
cution of standardized enabling agreements. Our Credit
Guidelines require transactions with counterparties below invest-
ment grade to be collateralized. The Credit Guidelines are admin-
1stered and monitored within the Middle Office. independent of
the Front Office.

Financial instabiliry and signiticant uncertainues relating to lig-
uidity in the enure merchant energy sector have increased the per-
ceived credit risk. Credit exposures for merchant generation activ-
itles are caleutated, compared to imits and reported 1o manage-
ment on a daily basis. Contracts with different iegal entiues affili-
ated with the same counterparty are consohdated and managed as
appropnate, considering the legal structure and any netting agree-
menis in place. Below is a summary of the TECO Energy group of
companies credit nisk exposure on energy contracts related to mer-
chant generation activities at Dec. 31, 2003,



dnillions Exposure Aumper o Nes Eaposure

Berore Credit Creds: Ner Counterpariies Conntertxiriie:

Ranng Collarerai - Coliatera’ Exposure >10% > [0
Investment grade NS s- S244 1 S TS
Split rating 82 - 8.4 i 8+
Non-investment grade - - - - -
No external raungs unternally rated )

Invesument grade 0.3 - 0.8 - -

Non-investment grade - - - - -
Totd s 338 N - $33.8 Z i3k

'l

taungs are prineipaly determined based on publicly avaiiaoie credit ratings, s deternuned by INUCPENAEnt ralngs adencies [ e counternarty s pros
Vided @ guarantee by a higner rated entny the assignec raing s hat ot e guarantor inciuged in myestment grade are those CoUnterarties wit
mum SaP or Fiteh s raung of BBB- or higher and o Mooay s raung of Bae3 or nigner

kxposure petore credit coliateral inciudes e fair value ol net energy conract assets 10r 0pen Posiions and the Net decsunts recenabiy tor redized enenn
CONECls EXPOSUTEs are Ofsel by ¢ e COUNterparty where legails enjorceable neting and sel-olf Arrangements e 1 Diace

3 Creditcollateral s reguired rom nme-tu-ume based on contractual provisions ana mav generalh inciuge cash deposiis anc ietters ot credit

4 Thenumber ot counterparties that indivicualiv, after considering legai eniorceaie netinyg arangements, FePresent 4 simtican: concentration of credu
Tsh ' Le. mole than 107 o1 the tial credit esposures at TECO EnergySource Also. the combined exposure. less credit cobateral. 11 any, ot cach significant
concentration

Commodity Risk Fuel price risk exists at TECO Transport as a resuit of peniodic
e and our arfiliates face vaning degrees of exposure to com- purchases of diesel tuel Haulage and freight agreements often

modity nsks—including coal, natural gas. ruel oil and other energy inciude tuel price adjustments to transter the risk of marke: fuel

commodity prices. Any changes in prices could affect the prices price movernents to the customer. The projected tuei price risk for

these businesses charge, their operaung costs and the competitve 2004 was reduced via price adjustment clauses. As a result, as of

posinion of their products and senices We assess and monitor risk Dec. 31, 2003. a hypotheucal 10% change in the average annual

using a variety ot state-of-the-art measurement 1ools. market price of fuel would result in an estimated unpact on pre-

Management uses different nsk measurement and monitoring tax earnungs in 2004 of approximately $2.1 mithon. As of Dec. 31,

tools based on the degree of exposure of each operaung company 2002, the impact of a hypathetical 10% change n the average

10 conunodiny risk. annual market price of fuel would not have had a material impact

due to price adjustment clauses and derivative mstruments used

Regulated Utilities to significantly reduce the risk of price variability of anttcipated
At Tampa Electnic, fuel costs used for generation have been fuel purchases in excess of fuel purchases subject to fuel adjusi-

affected primarily by the cost of coal and. 10 a lesser degree. the ment clauses.

cost of natural gas. With the completion of the repowering of the For TWG. results of operations are impacted primarily by

Bavside Power Station 10 natural gas. the use of natural gas, with its changes in the market prices for electricitv and natural gas. The

more volatile pricing. increased in 2003 and is expected to increase profitability of merchant power plants 1s heaviiv dependent on the

again in 2004, (See the Environmental Compliance section.! PGS spread berween electric and gas prices ispark spread) in the mar-

1s primarily subject to costs for purchased gas and pipeline capaci- kets they serve.

. Increasing costs Tor the regulated utilities impact their compeu- The spark spread caleulates the relauve profitability of convert-

tve position in the marketplace versus other energy sources and ing gas into eiectriciny., which exists as the best indicator ot a gas-

suppliers. fired plant's profitabiliny. The variable cost ot producing electriciry
Currently, Tampa Electric and PGS are subject to relativelv litle is pnimarily a funcuon of gas commodiny prices and the heat rate

commiodity price risk exposure. This is pnmarily due to the tact of the plant. The heat rate 1s the measure of efficiency in convert-

that commodiry price increases due to changes in market condi- ing the input fuel into electricinv. When the conversion price equals

tions for fuel, purchased power and natural gas are recovered the market price. the spark spread would be zero. A power plant

through cost recovery clauses, with no anticipated effect on earn- operaung at this level wouid theorencally break even with respect

ings. Commodiry price nsk 1s miugated by the use of long-term to variable costs.

fuel supply agreements, prudent operation of plant facilities 1o Wholesale power prices are set by the market assuming a cost

reduce the reliance on purchased power, and derivative mstru- for the input energy and conversion efticiency. but the fixed costs

ments designated as cash flow hedges of anucipated purchases of are not necessarily reflected in the market-observed spark spread.

natural gas. At Dec. 31, 2003 and 2002, a change 11 commodity TWG uses derivanve mnstruments to reduce the comimoduy price

prices would not have a material impact on earnings for Tampa risk exposure of the merchant piants. The commodity price risk of

Electric or PGS. each plant is managed on both a portfolio and asset-specific basis.

The following table summarizes the impact of a hypothetical 109

Unregulated Companies change in commodity prices on the fwr value of merchant energy
Most of the unregulated subsidiaries at TECO Energy are sub- derivative contracts at Dec. 31, 2003 and Dec. 31, 2002.

ject to significant commodity risk. These include TECG Coal,

TECO Transport, and TWG. The unreguiated companies do not Sensitivity of the Fair Value of Merchant Energy

speculate using denvative instruments. However, not all derivanve Derivative Contracts

nstruments receive hedge accounting treatment due to the strict imilhonsi Dec. 31, 2003 2002

requirements and narrow apphcability of the accounung rutes to Change in Fair Value due to a 10%: '

dynamic transacions. Decrease in natural gas prices $(3.2) ${16.9)
TECO Coal is vaposed to commaodity price risk through coal Increase In electricity prices 4.3) (24.4)

sales as a part of its dailv operauons. Fixed-price sales agreements increase 1n electriciny and

are used, where possible and economical. to miugate the variabili- natural gas prices' (7.5) [7.5)

rvan coal prices. At Dec. 31, 2003 and 2002, a hypothetical 10%
increase 1n the average annual market price of coal for each vear

i1 Reflects the tair value assomated with merchant energy derivative con-
tracts only  The change shown for the contracts due to price move-

would have resulted 1n a decrease to pre-tax earnings of approxi- ments would be more than offset by a change m the tair value of the
mately S million and $3 million, respectively. underlying physical plant assets
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Beiow is a summary of the percentage of merchan: piant out-
put and ruel requirements hedged

Estimated Merchant Plant Hedging information
2004

2002

Forecasted plant output and

fuel requirements hedged 15% 137

The following tables summarize the changes in and the fair
value balances of energy dervanve assets ‘Labilities' for the vear
ended Dec. 31.2003:

Changes in Fair Value of Energv Derivatives (millions’
Net fair value of derivatives as of Dec. 31, 2002
Net change in unrealized fair value of derivauves
Changes 111 vajuation technigues and assunpuons -
Realized net settlement of derivatives 1.0
Net fair vaiue of energy derivauves as of Dec. 31, 2003 $ 9!

N
o
bods

Roll-Forward of Energy Derivarive
Net Assets (Liabilities) (millions)
Total energy derivauve net assets

(liabilities) as of Dec. 31, 2002 § 84
Change in fair value of
net derivative assets {liabilities :
Recorded in OCl 12.8
Recorded in earnings 135,
Net option premium payments 10.2
Net purchase isale; of exusuing contracts i6.8
Net fair value of energy derivauves as of Dec. 31. 2003 s 9l

When available. the company uses quoted market prices to
record the fair value of energy dervative contracts. However, cer-
tain energy derivauve contracts are not exchange-traded. but
rather, are traded i the over-the-counter (OTC; market, through
muluple-party on-line trading platforms, or in the bilateral market,
We use industry-accepted valuation techniques based on pricing
models or marrws pricing for energy derivative contracts when
third-parry price data is infrequent or not available. Prices, mnputs,
asswnptions and the results of valuation techniques are validated
by the Middle Office, independenty of the Front Office, on a daily
basis. Significant inputs and assumptions used by the company to
determine the fair value of energy derivative contracts are: 1; the
physical delivery location of the commodity: 2) the correlation
benween different basis points and-or different commodiues: 3
rational, econormic behavior in the markets and by counterparties:
4 on- and off-peak curve shapes and correfations: 5! observed
market information; and 61 volatility forecasts and estimates tor
and benween commodiues. Mathematical approaches are applied
on a frequent basis to validate and corroborate the results of valua-
tion calculations.

Below is a summary table of sources of fair value, by murturin
penod. for energy derivative contracts at Dec. 31, 2003.
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Maturity and Source of Energy Derivative Contracts Net Assets
(Liabilities' at Dec. 31, 2003

Tordi Fair

Conrracts Maruring m Current Non-curren:  \aaue
source of tair value 'millions
Actively quoted prices $138 S - §138
Other external sources 4.9 - 4.4
Model prices - 20 1.8 02
Total R s LE $oul

udes IoTImALOR Optamed troe
Ullple-parn an-

| Intormaion irom esterna sources
OTC prosers INAUSIA Price servICes OF sumeys dnd 1
line platiorms

Model prices are used for deternuning e fair vaue of enerd qenva:
Les WREre PrIce quotes are intrequent or the marke! s shauie

DU to e moders are derved rom market odsenabue
na atiual histonca expenence

Gata

For all unrealized energy derivative contracts. the valuation is
an esumate based on the best available information Actudd cash
tlows couid be matenally different from tie estunated value upon
maturiey

Other Items Impacting Net Inncome

2003 ltems

In 2003. our results from continuing operations included $223.1
million of charges related 10 valuation adjustments. project cancel-
fauon costs, turbine valuation adjustments. tax credit reversals and
corporate restructuring at the various operating compantes and
$43.6 million related to the sale of HPP and its operaung net
income through the date of the sale. (See the Earnings Summary
section.! In addinon, we recognized $1.1 million in after-ras
charges related a change in accounting principle for the imple-
mentation of FAS 143, Accounting for Asser Retirement Obligations,
and a $3.2 million after-tax charge for the impiementation FAS
1530, Accounung for Certain Financial Instruments with
Characreristics of both Liabilines and Equity.

2002 ltems

In 2002, our results included a $3.0 million after-tax charge at
TECO Invesunents related to an aircraft leased to US Ainwvays.
which filed for bankruptey. Results at TWG included a $5.8 million
after-tax asset valuauon charge tor the sale of 1ts interests in gener-
zung facilities in the Czech Republic. Results at TECO Energy
included a $34.1 million pre-tax (820.9 million after-tax) charge
related 1o a debt refinancing.

2001 ftems

In 2001. our results included charges to adjust asset valuations
totaling 7.2 million after-tax. The adjustments included a $6.1
milhion after-tax chirge related to the sale of @ minonninterest 1n
EGI which owns smalier power generation projects in Central
Amierica, and a ST milhon after-tax charge related to the sale of
leveraged leases at TECO Investments

Discontinued Operations

Disconunued operations include the operational iosses and
charges for the Uruon and Gila River power stations and opera-
tons of Pnior Energy and TECO Gas Senvices.

The 2003 loss from disconunued operations of $890.4 million
reflects primarily the $762.0 million after-tax impairrment charges
for the Union and Gila River power stations and their $62.0 million
operating losses, parually offset by net income of $5.5 million from
Prior Energy and TECO Gas Services and a $23.5 million after-tax
gain on the final installment of the TECO Coalbed Methane sale in
January 2003.

In Septernber 2002, as a component of 1ts cash raising plans,
TECO Energy 1nitiated acuvities to sell the TECO Coalbed Methane
gas assets. That sale was substanually completed i December
2002 10 the Municipal Gas Authonty of Georgla. Proceeds from the
sale were $140 million, of which $42 million was pad in cash at



closing and $98 million was paid i1 Januany 2003 TECO Coalped
Methane’s results are accounted for as disconunued operations tor
all penods reported.

TECO Coalbed Methanes 2002 net income was $31 4 mullion
including a $7.7 miilion after-tax net gain on the 342 mullion por-
uon of the sale proceeds. These results retiected producunon of
14.2 billion cubic feet (Bef,. compared to 15 Bef in 2001 at an effec-
tive gas price. including the effects of hedging. of about $2.80 per
thousand cubic feer . Mcf,. an aimost 20 percent iower realized
price than in 2001

Production from TECO Coalbed Metiianes reserves was ehigbie
for Secuon 29 non-convenuonal fuels tax credits through 2002
The credit was $1.0% per nuliion Bru tor 2002 and $1.08 per mulion:
Bru in 2001, This rate escalated with inflation and could have been
limited by domestic oil prices. In 2002, domestc oil prices would
have had to exceed S50 per barrel for this limitauon to have been
effective. In 2002, TECO Coalbed Methane's Section 29 tax credits
were $13.9 million. compared t¢ S16.1 mulion 1 2001,

Other Income (Expense)

In 2003, Other Income {Expense; of $101.9 million retlects the
income reiated to the gain on the sale of Hardee Power Partners
and the sale of the 49.5% interest in the s\ynthetic fuel production
tacilines at TECO Coal, parually oftset by an arbitration resene
established for TMDP the imdirect owner of the Commonwealth
Chesapeake Power Station, and lower AFUDC Equity at Tampa
Electric Results in 2002 included income trom loans to Panda
Energy for the TIE projects which converted to an equity owner-
ship position in January 2003. (See the TWG section.!

In 2002. Other Income (Expense: of $15.2 milion included
$60.7 milhion from construction-related and loan agreements with
Panda Energy and earnings on the equity investment in EEGSA at
TWG. and income from the investment in TP\, partially offset by
the $9.4 million pre-tax i$5.8 milllon after-tax) asset valuaton
charge for TWG's sale of its munonity interest in generaung facilitzes
in the Czech Republic and a $34.1 million (3209 million after-rax
pre-tax charge related to a TECO Energy debrt refinancing complet-
ed 2002,

In 2001. Other Income (Expense: of $38.7 million mciuded
incoime from loan agreements with Panda Energy related to the
TIE projects and earnings on the equity investrnent in EEGSA . and
income from the investment in TP\; partially offset by a $9.9 mil-
lion pre-tax (86.1 miliion after-tax, charge for TWG's saie of its
minority interest in EGL

AFUDC equitv at Tampa Electric. which 1s included in Other
Income, was $19.8 million in 2003, 524.9 million in 2002 and $6.6
million 1in 2001. AFUDC 15 expected to drop to almost zero in 2004,
with the completion of Tampa Electric’s Bayside repowering.

Interest Charges

Interest expense was $288.4 milhion in 2003, compared with
$142.3 million in 2002 and $164.1 million 1n 2001. Interest expense
increased in 2003 reflecung higher debt balances at both Tampa
Electric and TECO Energy associated with the completion ot major
construcuon programs. [n addinon, $45 million less interest was
capitalized 1n 2003, because of the completion of the Union and
Gila River construction and the suspension of construcuon of Dell
and McAdams. The decline in 2002 was primarily because of Jower
short-term debt rates and balances and a favorable settlement
with the Internal Revenue Service regarding disputed income tax
amounts for which interest had been previousty paid.

Income Taxes

Income taxes decreased in 2003 as the result of a foss from
conuiniuing operations. continuing non-taxable AFUDC equit. and
substantial tax credits associated with the production of non-con-
ventional fuels. Income tax expense decreased in 2002, reflecting
greater AFUDC Equiry and a substantial increase In tax credits
assoctated with the production of non-conventional fuels. In 2001
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income tax expense decreased. reflecung higher taxanie mcome
offset by an increase in tax credits associated with the producton
of non-convenuonal fuels. Income 1ax expense as a percentage of
Income fTom conunuing operanions before taxes was YU.2 percent
11 2003, -22.9 percent i 2002, and -2.6 percent 1in 2001 Dunng
2004, we expect the effectuve tax rate to pe 1n the range of 353-40%

The cash payment for income taxes. as required oy the
Alternauve Mimimum Tax Ruies was $58.8 nullion, 71 % muthon
and $32.4 million 1n 2003. 2002, and 2001, respectinels

Total income tax expense was reduced by tne Feaeral tax cred-
its related 1o the production of non-convenuona ruels, under
Secuon 24 of the Internal Revenue Code  This tax credit totaled
$66.0 million 1 2003, S107.3 million i1 2002, and S8u.2 1 2001
These ta credits are generated annually on quidifiea producton
a1 TECO Coal through Dec. 31. 2007, subject tu changes in Law, reg-
ulation or administranon that could impact the quahticanon of
Sec. 29 tax credits See the TECO Coal section

The tax creditis determuned annualiy and 1s esumated  be
$1.11 per muhion Bru for 2003 and was $1.0% per miliion Brun
2002 and $1.08 per million Buuin 200, This rate escatates with
mfiation but could be imited by domestuc oil prices In 2003,
domesuc oil prices would have had to exceed $30 per barrel tor
this limitation to have been effecuve.

In 2003, 2002. and 2001, the decreased mcome tax expense also
reflected the unpact of increased oy erseas operanons with
deterred U.S. tax structures. The decrease related to these deferrals
was $12.3 million, $8.1 miliion, and $7.2 million for 2003, 2002, and
2001, respecuvely.

The income tax effect of gains and losses from discontinued
operations is shown as a component of results from discontunued
operations.

Enron Related Matters

TWG filed a claum in the Enron bankrupicy proceeding associ-
ated with the NEPCO “swept cash” for the four projects in the
amount of $214 million. TWG and others have filed adversary pro-
ceedings 1 the bankruptey to tnv to estabiish a constructive trust
with respect to the cash used by Enron that belonged to 1ts sub-
sidiary. NEPCO. the engineertng, procuremient and construction
contractor of four TWG projects.

111 2003. TWG sold its bankruptev clamms for approximately 15.5
cents on the dollar which amounted to a recovery of about $42
million. There was a holdback of 20% 1o be released at the time of
pavinent by Enron to the purchaser The cash received in excess of
the holdback was approximately $33.4 milhon. Under the arrange-
ment, the pending adversary proceedings would still be prosecut-
ed to the extent practicable with the excess recovery, if any. shared
by us and the purchaser This recovery would primarnly oftset
inereases in construction costs associated with the effect of Enron’s
bankruptey on its subsidiary NEPCO.

Environmental Compliance

Consent Decree

Tampa Electric Companv. in cooperation with the
Environmental Protection Agency (EPA) and the U.S. Department
of Jusuce. signed a Consent Decree which hecame effecuive Oct. 5,
2000, and a Consent Final jJudgment with the Florida Department
of Environmental Protection (FDEP;. effective Dec. 7, 1999,
Pursuant to these agreements, alegatons of viclations of New
Source Review requirements of the Clean Air Act were resolved,
provision was made for environmental controls and pollution
reductions, and Tampa Electric began impiemenung a compre-
hensive program to dramaucally decrease emissions from its
power plants.

The ermussion reduction requirermnents included specific detail
with respect to the availability of flue gas desulfurization systems
iscrubbers) to help reduce sulfur dioxide (SO2), projects for nitro-
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gen oxides INOx; reduction efforts on Big Bend Units 1 through 4.

and the repowenng of the coal-rired Gannon Station to natural gas.

Tne commercial operanion dates 1or the two repowered Bayvsias
units were on Apru 24. 2003 and jan. 13, 200+. The completed sia-
tion has total stauon capacity of about 1,800 megawans nominal
of natural gas-fueled eiectric generation. By May 1. 2003. Tampa
Electric must decide whether to install NOx controls. repower. or
shutdown Big Bend Untt 4. and 1t must implement the chosen
methodoiogy by June 1. 2007. By May 1. 2007, Tampa Electric will
decide whether to install NOx controls, repower. or shutdown Big
Bend Units 1. 2 and 3, and 1t must umplement the chosen method-
ology beginning 1n 2008, Tampa Electric's capital investment fore-
cast includes amounts n the 2006 through 2008 period for compil-
ance with the NOx SO2 ana paruculate matter reduction require-
ments.

Emission Reductions

Sice 1998, Tampa Electric has reduced annual SO2. NOx and
particulate matter ‘PN enussions from uts facdines by 129,430
tons. 27.630 tons, and 2.863 tons, respecuvely.

Reducuons in SO2 ermussions were accomplished through the
installation of scrubber systems on Big Bend Units 1 and 2 in 1994.
Big Bend Unit 4 was originally constructed with a scrubber. The
Big Bend Unit 4 scrubber system was modified in 1994 to aliow it
to scrub emissions trom Big Bend Unit 3. Currently, the scrubbers
at Big Bend Station remove more than 95 percent of the SO2 emus-
sions from the flue gas streams.

In addiuon, Consent Decree and Consent Final jJudgment relat-
ed projects will resuit in significant reducuons in emisstons.
Reducuons have already resulted from the completion of the
repowering of Gannon Station to Bayside Power Station in April
2003 {Bayside Unit 1} and January 2004 :Bayside Unit 2;. Should
Tampa Electric decide to continue to burn coal. the installaton of
additional NOx enussions controls on all Big Bend Units will result
in the further reduction of emissions. By 2010, these projects will
resultin the additional phased reduction of SO2 by 136,501 tuns
per vear, NOx by 61,549 tons per vear, and PM by 3,626 tons per
vear from 1998 levels. In total, Tampa Electric's emission reduction
mivatives will result in the reduction of SO2. NOx. and PM emu-
stons by 9u percent. 89 percent, and 70 percent. respectively. below
1998 levels. With these improvements 1 place, Tampa Electric’s
faciliues will meet the same standards required of new power gen-
eraung faciliues and help to significantly enhance the qualty of
the air in the community,

Due to polluton control co-benetits from the Consent Final
Judgment and Consent Decree. reductions in mercury emissions
have occurred due to the re-powering of Gannon Station to
Bavside Station. At Bayside. where mercury levels have decreased
44 percent below 1998 levels. there are virtually zero mercury
emissions. Additional mercury reductions are also anticipated
from the installation of NOx controls at Big Bend Station. which
would lead to a mercury removal efficiency of approximately 70
percent. Depending on the NOx control technology selected for
Big Bend. the mercury reductions may vary and lead to lower than
anticipated mercury removal efficiencies.

The repowering of Gannon Station to Bayside Station will also
lead 1o a significant reduction in carbon dioxide (CO2) enussions.
It1s expected, that by 2005, the repowering will bring an approxi-
mate 5.2 million ton decrease in CO2 emissions below 1998 levels.
This reduction will result in the Tampa Electric system CO2 emis-
sions being in line with its 1990 CO2 emission levels.

Superfund and Former Manufactured Gas Plant Sites

Tampa Electric Comipany, throygh its Tampa Electric and
Peoples Gas divisions. is a potenually responsible party for certain
superfund sites and, through its Peoples Gas division. for certain
tormer manufactured gas plant sites. While the joint and several
liabifity associated with these sites presents the potential for signif-
icant response costs, as of Dec. 31, 2003, Tampa Electric Company
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has esumated 1ts ulumate financial habiliny 1o be approumately
$20 miliion, and this amount has been reflected in the company s
financial statements. The environmentai remediation costs assc-
ciated with these sites. which are expected to be paid over many
vears. are not expected to have a significant impact on customer
prices

The esumated amounts represent only the esumated poruon of
the cleanup costs attributable to Tampa Electric Company  The
estimates to perform the work are based on actual extiimates
obtained from contractors. or Tampa Electric Compan s experi-
ence with similar work adjusted for site specific condinons and
agreements with the respecuve governmental agencees. The esu-
mates are made in current dollars. are not discounted and do not
dssUMe any INsUrance recoveries

Allocauon of the responsibiliy for remediaton costs among
Tampa Electric Company and other potenually responsibie parties
iPRPs- 1s based on each parties’ relative ownersiup mierest in or
usage of a site Accordingly. Tampa Electric Company s siare of
remediation costs varies with each site. Invirtudly adl mstances
where other PRPs are involved, those PRPs are considered credit-
worthy.

Factors that could impact these estunates inciude the ability of
other PRPs to pay their pro rata portion of the cleanup costs. addi-
tional testing and investigation which coulid expand the scope of
the cleanup activities, additional liability that nught arise from the
cleanup acunities themselves or changes in laws or regulations
that could require additional remediauon. These costs are recov-
erable through customer rates established m subsequent base rate
proceedings.

Regulation

Tampa Electric Rate Strategy

[n 1996, during the construction of Polk Unit one, Tampa
Electric entered nto a series of agreements with Florida’s Office of
Public Counsel (OPC} and the Florida industrial Power Users
Group (FIPUG). which were approved by the FPSC to stabilize
prices while securing fair earnings opportunites through 1999.

Since the expiranion of the agreements, Tampa Electric has not
been under a new stipulation. Therefore, its rates and allowed
return on equity (ROE) range of 10.75 percent to 12.75 percent
with a midpomnt of 11.75 percent are in effect until such tme as
changes are occasioned by an agreement approved by the FPSC or
other FPSC actions as a result of rate or other proceedings initiated
by Tampu Electric, FPSC staff or other interested parties. Tampa
Electric expects to conunue earning within its allowed ROL range
even with the rate base additions associated with the repowering
of the Bayside Power Station.

Tampa Electric has not sought a base rate increase 10 recover
the investment in the Bayside Power Station which entered service
in two phases. with the firstin April 2003 and the second in
January 2004.

Cost Recovery Clauses - Tampa Electric

In February 2003. Tampa Electric filed a request for a mid-peri-
od fuel cost adjustment of aimost $61 million due to continued
increase m the cost of natural gas and od. The request also reflect-
ed Tampa Electric’s operauonal plan to phase out Gannon Units |
through 41n 2003. In March 2003, the FPSC approved Tampa
Electric's new fuel rates as well as new fuel rates for the other
peninsular Florida investor-owned utilities.

In September 2003, Tampa Electric filed with the FPSC for
approval of fuel and purchased power. capacity, environmental
and conservation cost recovery clause rates for the period January
through December 2004. In November, the FPSC approved Tampa
Electric’s requested changes. The resulting rates include the
impacts of increased use of natural gas at the Bayside Power
Station and the collection of $91 million for under recovery of fuel
expense for 2003. The filing also included estimated waterborne



transportauon rates for coal transportation senvices, discussed
below. The FPSC did not allow the recovery of $8.4 million it cnar-
acterized as "savings” from shuttung down the Gannon Stanon ear-
lier than onginally pianned which the FPSC deemed generated
operations and maintenance savings. Accordinghy. Tampa Electrics
residenual customer rate per 1,000-kilowatt hours imcreased to
$99.01. The rates include projected costs associated with environ-
mental projects required under the EPA Consent Decree and the
FDEP Consent Final judgment.

Tampa Electric filed its objection to the disallowance of the
recovery of the $8.4 million and a motion asking the FPSC 1o
reconsider its decision because all facts and [aw were not taken
inte account The mouton was filed on Jan 6. 2004, and a decision
on this matter 15 expected in the first quarter of 2004

Coal Transportation Contract

Tampa Electric’s contract for coal transportation and storage
services with TECO Transport expired on Dec. 31. 2003, TECO
Transport had been prowiding river, cross-gulf transportation sen -
ices and siorage services under that contract since 1999 and under
a series of conrracts for more than 40 vears. In June, Tampa
Electric issued a Request For Proposal (RFP; 10 potential providers
requestng services for the next five vears. The result of the RFP
process was the execution of a new contract between Tampa
Electric and TECO Transport. effective Jan. 1, 2004, with market
rates supported by the results of the RFP and an independent
expert in maritime transportation matters. The prudence of the
RFP process and final contract were oniginally scheduled to be
reviewed by the FPSC in the course of the normal tuel cost recov-
erv hearings in Novemnber 2003. Thart hearing was deferred due to
protests from other parties seeking more time to evaluate the con-
tract information. The matter is scheduled to be heard by the
FPSC in April 2004 with a decision expected in june 2004.

In the meanume, Tampa Electric is recovering fuel transporta-
tion costs at the rates from the now expired contract, which are
slightly higher than those in the conuract effective Jan. 1, 2004.

Cost Recovery Clauses - Peoples Gas

In November 2003, the FPSC approved rates under Peoples’ Gas
Purchased Gas Adjustment (PGAJ cap factor for the period January
200+ through December 2004. The PGA is a factor that can vary
monthly due 1o changes m actual fuel costs but 1s not anucipated
to exceed the annual cap. The approved cap includes an under-
recovery of $7.5 million for 2002 and a projected over-recoverv of
$10.3 million in 2003.

Utility Competition - Electric

Tampa Electric’s retail electric business is substantialiv free
from direct competition with other electric utilites, mumcipalines
and public agencies. At the present time. the principal form of
compettion at the retail level consists of self-generation availuble
1o larger users of electric energy. Such users mayv seek to expand
their alternatives through various initiatives, including legislauve
and/or regulatory changes that would permit compeution at the
retall level. Tampa Electric intends to retain and expand its retail
business by managing costs and providing high-quality service to
retail customers.

There 1s presently comnpetition in Florida's wholesale power
markets, increasing largely as a result of the Energy Policv Act of
1992 and related federal initiatives. However, the state’s Power
Plant Siting Act. which sets the state’s electric energy and environ-
mental policy and governs the building of new generation involv-
ing steam capacity of 75 megawatts or more, requires that appli-
cants demonstrate that a plant is needed prior to receiving con-
struction and operating permits.

In 2003, the FPSC implemented rules that modified rules from
1994 that required investor-owned electric utilities (I0Us] to issue
RFPs prior to filing a petition tor Determination of Need tor con-
struction of a power plant with a steam cycle greater than 75
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megawartts. The modified rules provide a mechanism for expedited
dispute resotution: allow bidders to submit new bids wnenever the

10U revises uts cost esumates for its self-build opuon: require 10U

to disclose the methodology and critena to be used to evaluate the

bids: and provide more stringent standaras for the [OUs 1o recover

cost overruns 1n the event the self-puiid opuon 1s deemed the most
cost-effectve. The new rules became etfecuve for requests for pro-
posal for applicable capacity additions, prospecuvely

Transmission Rates

In October 2002. Tampa Electric submutted a2 FERC fling to
increase 1ts transmission and ancillany senices rates under e
company s open access transmussion tariff These rates apph @
wholesale transmission users of Tamipa Electnic s transmission svs-
tem anc do not affect retail service rates. In Decemiber, the FERC
accepted the fillng and set the matter for settiement negotiations
and a potential hearing should the settement process tai
Sertlement discussions that began in January 2003 resulted in a
setdement agreement that approved mcreased rates and resob ed
all disputed 1ssues and was certified by the FERC 1n june 2003, in
compliance with the FERC order approving the settiement, Tampz
Electric made umely refunds. plus interest, for amount collected in
excess of the setement rates.

Regional Transmission Organization (RTO)

In December 1999, the Federal Energy Regulatory Commission
tFERC: issued Order No. 2000, dealing with FERC’s continuing
effort to affect open access to transmission faciliues n large
regional markets, In response, the peninsular Florida IOUs
iFlorida Power & Light. Progress Energy Florida and Tampa
Electric! agreed to form an RTO to be known as GridFlonda LLC
which would independently control the transmission assets of the
filing utilities, as well as other utilities in the region that chose to
join. In March 2001, the FERC conditionally approved GnidFlorida.

In May 2001. the FPSC questioned the prudence of the three fil-
ing utilities joining GridFlorida. After an October 2001 hearing. the
FPSC found that the companies were prudent in forming
GridFlorida. but ordered the companies to modify their proposal
to develop a non-transmission owning RTO model. An updated
filing was submitted to the FPSC. In August 2002, the FPSC voted
to approve many of the comphiance changes subnutted. but set an
October 2002 hearing on the market design changes proposed in
the updated filing.

In October 2002, the process was delayed when the OPC filed
an appeal with the Florida Supreme Court asserting that the FPSC
could not relinquish 1ts jurisdictional responsibilinv to regulate the
10Us and. by approving GridFlorida. they were doing just that.
Oral arguments occurred in May 2003, and the Florida Supreme
Court dismissed the OPC appeal citing that 1t was premature
because certain portions of the FPSC GridFlorida order are not
final.

In September 2003, a joint meeting of the FERC and FPSC took
place to discuss wholesale market and RTO issues refated to
GridFlorida and in particular federal/state interactions. The FPSC
has scheduled a series of collaborative meetings with all interested
parties and, upon their conclusion, will set items for hearing and a
heanng schedule. This 1s expected to occur throughout 2004.

Peoples Gas Rate Proceeding

OnJun. 27, 2002. PGS filed a petition with the FPSC 1o increase
its service rates. The requested rates would have resulted in a
$22.6 million annual base revenue increase, reflecting a ROE mid-
point of 11.75 percent.

On the date of the FPSC hearing, PGS agreed to a settlement
with all parties involved, and a final Commission order was grant-
ed on Dec. 17, 2002. PGS received authorization to increase annu-
al base revenues by $12.05 million. The new rates allow for an
allowed ROE range from 10.25 percent to 12.25 with an 11.25 per-
cent midpoint and a capital structure with 57.43 percent equity
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and were effectuve after Jan. 16. 2003

Utility Competition - Gas

Although PGS 1s not in direct competition with any other regu-
lated distnbutors of natural gas for custormers within its service
areas. there are other forms of competition. At the present ume,
the principal form of compeution for residential and small com-
mercial customers is from companies providing other sources of
energy. including electriciey.

in Florida. gas senice is unbundled for all non-residenual cus-
tomers. In November 2000, PGS implemented 1ts "NaturalChoice”
program offering unbundied transportauon service to all eiigible
customers. This means that non-residential customers can pur-
chase commod:ty gas from a third party but conunue to pay PGS
tor the transportauon of the gas

Competition 1s most prevalent in the large commercial and
inaustriai markets. Inrecent vears. these classes of customers
have been targeted bv companies seeking to sell gas directls. by
transporung gas through other facilities, thereby bypassing PGS
facilities. In response to this competition. PGS has developed vari-
ous programs, including the provision of transportation senices at
discounted rates.

In general, PGS faces competition from other energy source
suppliers offering fuel oil. electricity and in some cases. propane.
PGS has taken actions to retain and expand its commodity and
transportation business, including managing costs and providing
high-quality service to customers.

TWG Federal and State Regulatory and Legislative Involvement

Along with TECO Energy's active involvement in restructuring
nitatives, TWG has been proactively involved in regulatory and
legislative forums in the markets in which it competes. including
Arizona. Texas, Arkansas, Mississippi, and Louisiana. This has
included repeal of retail deregulation rules and laws in Arkansas
and restructured regulatory rules regarding the settlement agree-
ment that governs retail and wholesale competition in Arizona.

TWG was an active intervener in Arizona Public Service
Company’s (APS! regulatory proceedings regarding a request to be
exempt from its obligation, beginning on fan. 1. 2003. 1o purchase
at least 30 percent (about 3,000 MW of its load requirements
through a formal, arms-length. competitive procurement process
and instead to purchase almost all of 1ts load requirements from its
unregulated affiliate, Pinnacle West Energy Corporation. Tucson
Electric Power Company (TEP! filed a similar variance request
with the Arizona Corporate Comumission, although it only sought a
postponement of the implementation date. As a result, in early
2003 APS and TEP were required to competitively procure their
unmet needs through separate REFP processes, which were held
during the spring. During those competitive solicitations, Gila
River Power Station was selected to provide power to both of these
entities for three vears. Power deliveries began under the agree-
ments last vear.

During the 2003 regular legislative session. the Arkansas
Legislature repealed its earlier legislation, which was to initiate
retail electric deregulation in Arkansas sometume between October
2003 and October 2005. TWG and other independent power pro-
ducers, embarked on a strategy that would displace the region’s
older, less efficient, more polluting generating units so that state-
of-the-art, gas-fired. combined-cycle units, such as the Union
Power Station. could serve the growing needs of the area. Thisisa
strategy that TWG has advanced at the federal level and within
other markets it serves. Asa result, the Louisiana Public Service
Commission ordered its Staff to conduct a unit displacement/
retirement study to achieve the identified economic and environ-
mental benefits. This study should be completed during the first
half of 2004.

TWG is working on behalf of both the Frontera and TIE facili-
ties to effectuate change at ERCOT. (Electric Reliability Council of
Texas) the Pubhe Utility Commission of Texas (PUCT) and
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Legisiature on marters of common nterest for the ™o facihities.
Despite the advent of competition in Texas. the market desigr:
does not vet result in the dispatch of the regions most economical
respurces namely. newer more-efficient, gas-fired capacin.

TWG has taken an acuve roie on ERCOT commuttees. in pro-
ceedings at the PUCT and 1n the Legisiature. whose next session
begins in mid-januan-2003. Transmission congestion remains &
majar concern in the ERCOT market. and has attected Fronteras
abiliy to economucally operate. Several ininatives within the
ERCOT commuttees and at tne PUCT are undernway to address
these ongoing congestion problems, and rundamental marke:
redesign issues.

In the meanume until market changes are implemented. local
congesuon remains a significant issue for the foad-serving entities
and generation faciiues within ERCOT. The new market design
will directly assign congestion costs to those who cause the trans-
mussion system congestion. TWG 1s advocating intenm market
soiutions that would eliminate Reliability-Must-Run tRMR; con-
tracts and provide adequate compensation for Frontera when
called upon by ERCOT 1o alleviate congeston i the Rio Grande
Valley.

Corporate Governance

In the last several vears, the Congress, the Securities and
Exchange Commussion {SEC}, the New York Stock Exchange
(NYSEJ, and other interested groups have tocused extensively on
improving corporate accountability and corporate governance i
an effort to restore investor confidence. The rules passed by the
SEC, as well as the lisung standards adopted by the NYSE that
become effecuve after the 2004 Annual Meeting of Shareholders,
are already a part of our corporate culture and we have been vol-
untarily complving with them. These rutes require, among other
things. independence by the Board of Directors and various Board
commiittees, a statement of governance guidelines and detailed
comumitiee charters, an internal audit funcuon. a code of ethics for
the CEQ, senior financial officers and directors, adequate internal
controls 1o detect rraud, increased oversight of financial disclosure
by the Audit Commuttee, and cernfication by the CEO and CFO of
the tinancial results.

For manv vears. the vast majority of our Board of Directors
have been independent, and the required independent Board
conumuttees have been in place. In addition, we have had a ngor-
ous internal audit and compliance funcuon, inctuding an anony-
mous reporting system which now has been expanded 1o cover
matters required to be disclosed to the Audit Commutiee and the
non-management directors, and a code of ethics for all employees
and officers, the Standards of Integriry. The code was expanded in
2002 1o include directors and 1s posted on the company’s website.
Our long-standing controls for full and complete financial report-
ing and disclosure have been formalized and are reviewed quarter-
I\ for effectiveness. The CEO and CFO have filed sworn stutements
with the SEC quarterly, as required by faw, to certity without excep-
ton the accuracy of the financial results. and the CEO will be sign-
ing the required certification as to compliance with the NYSE's cor-
porate governance listing standards following the next annual
meeting.

The Board of Directors operates under a set of guidelines that
clearly establish the Board's responsibilities, and each committee
has a charter that defines its purpose. duties and responsibilities.
The Corporate Governance Guidelines and the committee charters
are reviewed regularly to ensure that they comply with all of the
relevant regulations and meet the necds of the Board. More infor-
mation about the members of the Board of Direciors, as well as
copies of the Corporate Governance Guidelines, the various com-
mittee charters, and the Standards of Integrity, can be found in the
corporate governance section of the Investor Relatons page on
our website. www.tecoenergy.com.



Transactions with Related and Certain
Other Parties

\We and our subsidiaries had certain transacuons. in the ordi-
nary course of business. with ennues in whuch directors of the
company had interests that are reported n our annuai prox. state-
ment and Tampa Electrics annual regulatory filings. These trans-
acuons. primarily for iegal senices. were not maierial for the peri-
ods ended Dec. 31. 2003, 2002 and 2001. There are no matenal
transacuons of this tvpe where the payments are in excess of those
that wouid be pard under an arms-lengzh transacuon e have
interests i unconsolidated affiliates. which are discussed in the
TECO Wholesale Generation. Other Unregulated Companies and
Off-Balance Sheet Financing sections.

In October 2003. Tampa Electric signed a five-vear contract
renewal with an affiliate compansy. TECO Transport Corporation. for
integrated waterborne fuel ransportation services effecuve jan. 1,
2004. The contract calls for inland river and ocean transportaton
aiong with river terminal storage and blending senaces tor up 10 3.3
million tons of codl annuallv through 2008.

TWG Arkansas Operations Company and TWG Arizona
Operations Company. both whollv-owned subsidianies of TWG.
had a combined receivable from Union and Gila River of $0.8 mul-
l1on as of Dec. 31. 2002.

TWG's position in the Odessa and Guadalupe power stauons in
Texas was in the form of a $137 million loan to a Panda Energy
International subsidiary. which 1s a partmer in TIE at Dec. 31. 2002.
in Seprember 2003, TWG completed the foreclosure on Panda’s
miterest in TIE for a detault on a $23 million note receivable which
resutted in TWG becoming a 30-percent owner in the plants and a
total invesunent in TIE of $160 million. In 2003, improved peak
season power prices and a new power and gas manager retained to
increase the energy sales from these plants resulted in improved
financial performance. however: the plants still had a negatve
impact on earnings. The interest earned on the loans to TIE was
reflected in 2002 and 2001 earnings.

In February 2002, the TWG and Panda affiliates that comprised
the joint venture that owned the Union and Gila River projects
entered Into an arrangement obhigating TWG to purchase and
Panda to sell Panda’ interest in the joint venture in 2007 for 360
mithion. In July 2003, TWG acquired Pandas interest in these
pltants through a modification of the Purchase Agreement and ter-
munation of the joint venture,

Investinent Considerations

The following are certain factors that could affect TECO
Energy’s future results. They should be considered 1n connection
with evaluating forward-looking statements contained in this
report and otherwise made by or on behalf of TECO Energy
because these factors could cause actual results and conditions to
differ materially from those projected in those forward-looking
statements.

Financing Risks
We have substantial indebtedness, which could adversely affect
our financial condition and financial flexibility.

in recent years. we have significantly increased our indebted-
ness which has resulted in an increase in the amount of fixed
charges we are obligated to pav. The level of our indebtedness and
restrictive covenants contained in our debt obligations could fimit
our ability to obrain additional financing or refinance exisung debt
and could prevent the repaviment of subordinated debt and the
pavment of dividends it those pavments would cause a violation of
the covenants.

In arder for us to use our credit facilities. we must meet certain
financial tests. Our credit faciliues require that at the end of each
quarter our debt-to-capital ratio, as defined 1n the applicable
agreements, not exceed 65%. Tampa Electric Company's credit
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tacilin: requures that at the end of each quarter Tarnoa Electnic
Companvs debi-to-capnal ratio. as detined in the agreement. not
exceed 60 and its earnings Detore interest. taxes. gepreciation
and amoruzation .EBITDA to interest coverage rauo as defined in
the applicable agreement not be tess than .

S umes. AtDee 31
2003. our debt-to-capua ratie was 1.9 and Tampa Hectrie
Companys aebi-to-capnal ratio was 48,24 and its interest cover-
age raio was 5.8 times Sumiariv. certain long-term debt at Tampa
Eiectric Company s Peoples Gas svstem division conains & prohi-
bition un the mcurrence of tunded deot if Tampa Electne
Company's debt-to-capiial ratio. as defined in the apphicable
agreement. exceeds 65°c The Tampa Electnie Compans debt relat-
ed to Peoples Gas also carmes a requirement tat lampa kiectric
Company's interest coverage rauo. as definec i te appiicabie
agreement. pe 2.0 times or greater for four consevutne quartens

Our construction undertaking obligations assoctated with
TWG s Gita River and Union Power Projects, in eftect until twelve
months arter commercial operanon. regure our consohidated
EBITDA 1o interest coverage rato. as defined in the apphicable
agreement. to equal or exceed 3.0 umes tor the twelve-month peri-
od ended each quarter and a debt-to-capital ratio not to exceed
65% at the end of each fiscal guarter. Under the suspension agree-
ment benween TECO Energy: the project compantes and the
lenders, TECO Energy was not required to calculute the EBITDA to
Interest coverage ratio required in the undertaking for the quarters
ended Sep. 3. 2003 and Dec. 31. 2003 until Feb. 1, 2004 which was
orally extended unul Feb. 5. 2005. On that date. the calculations
were made resulung in 2.7 and 2.4 umes for the nwo quarters,
respecuvely. Non-compliance with this covenant could accelerate
the $1.393 billion of non-recourse construction debt absent the
sale of the projects to the lenders. (See TECO Wholesale
Generation - Letter of Intent section.}

Our 10.5% Notes due 2007 issued in November 2002, contain
covenants that imir our ability to incur addinonal hens and
require us 1o achieve certain interest coverage levels in order to
pay dividends, make distributions or certain investments, or 1ssue
additional mdebtedness. The 7.5 Notes isstied in June 2003 con-
tain the same hrnitanion on hens covenant. The covenants apply
only if either the notes are rated non-mvestment grade by either
S&P or Maoodv's or the notes are rated below the level required by
the equinv bridge loan and Union and Gita River Construction
Undertaking while those obligations are outstanding. The
covenants became applicable upon Moodys downgrade of TECO
Energy’s senior unsecured debtn April 2003, The hmitation on
restricted pavments restricts us from paving dividends or making
distributions or certain investments unless there is sufficient
cumulative operaung cash flow, as defined in the agreement appli-
cable to the 10.5% Notes, 1 excess of 1.7 umes mnterest coverage to
maxe contemplated dividend payments, distributons or invest-
men:s. Qur operaung cash flow, restnicted payments and interest
coverage are calculated on a cumulative basis from the 1ssuance of
the 10.5% Notes in November 2002, As of Dec. 31, 2003, $285 mil-
lion was accumulated and available for future restricted pavments,
represenung a four quarter accumulation. Further we are not per-
mutted. with certain exceptions as stated 1n that agreement, to cre-
ate any hen upon any of our property in excess of 5% of consoli-
dated net tangible assets as defined, without equadly and ratably
securing the 10.5% Notes. As of Dec. 31. 2003 this hmutation would
apply to the creauon of covered liens exceeding S206 milliun.
Finally, our uperaung cash flow to interest coverage rato, as
defined in that agreement, tor the immediate preceding tour quar-
ters must exceed 2.0 times for us to be able to 1ssuc additional
indebtedness. with certain exceptions as provided in that agree-
ment As of Dec. 31. 2003. our operatng cash flow to interest cov-
erage ratio for the iImmediate preceding four quarters, with pro
forma adjustments as provided m the agreement, was 2.6 tmes.

Tampa Electnic Company’s 6.25% Senior Notes Due 2016 con-
tain covenants that require Tampa Electnic Company to maintain,
as of the last dav of each fiscal quarter, a debt-to-capital ratio, as
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defined 1n the agreement. that does not exceed 60%. and prohibit
the creanon of any covered lien on any of 11s property in excess of
$787 mullion, with cenain exceptions as defined in the agreement.
without equally and ratably securing the 6.25% Senuor Notes

Finally, in addition to our debt-to-capial rauo requirement dis-
cussed above. our credit faciliny with an affiliate of Merrill Lynch
nas covenants that, if the facility is drawn. could hmut the pavment
of dividends exceeding $40 million in any quarter uniess, pnor
the payment of any dividends, we deliver to Merrill Lynch Liquidity
projections demonstrating that we will have sufficient cash or cash
equivalents to pav bath the dividends contemiplated and each of
the three quarterly dividends next scheduied 1o be paid on our
COMmMON stock

We cannot assure vou that we will be in compliance with these
financtal covenants in the future. Our fatlure to comply with any of
these covenanis or to meet our paviment obligauons could resultin
an event of default which. if not cured or waived. could resultin
te acceleration of otner outstanding debt obligations We mayv not
nhave sutficient working capital or hquidity 1o sausfv our debt obli-
gauons in the event of an acceleration of all or a poruon of our
outstanding obligatons. In addiuon. if we had o defer mteres:
pavments on our subordinated notes that support the distribu-
tions on our outstanding trust preferred securities, we would be
prohibited from paving cash dividends on our common stock unitil
ail unpaid distributions on those subordinated notes were made.

We also incur obligations in connection with the operations of
our subsidiaries and affiliates. which do not appear on our balance
sheet. including obligauions related to the development of power
projects bv unconsolidated affiliates. These obligations take the
form of guarantees, letters of credit and contractual commitments,
as described in the sections titled Off Balance Sheet Financing and
Liquidity, Capital Resources section. In addition, our unconsoli-
dated affiliates from time to time mcur non-recourse debt to
tinance their power projects. Although we are not obligated on that
debt. our investments in those unconsolidared affiliates are at risk
if the affiliates default on their debt.

Our financial condition and ability to access capital may be marte-
rially adversely affected by further ratings downgrades.

in February 2004, Moody's Investor Service, Inc. lowered the
raungs on our seruor unsecured debt to Ba2 with a negative out-
look. Tlus followed actions iy April 2003, when Moodv's and Fiteh
Katngs lowered therr raungs on our senior unsecured debt 10 Bal
and BB-, respectively. both with a negative outlook. In Mav 2003,
Standard & Poor’s Ratings Services lowered the ratings on our sen-
ior unsecured debt to BB+ with a negauve outlook. These agencies
also lowered the raungs on other of our securities, as well as those
of TECO Finance and Tampa Electric. Tampa Electric Company's
senior secured and unsecured debt ratings were lowered to Baal
and Baa2, respectively, by Moody's. to A- and BBB+, respectively.
bv Fitch and 1o BBB- for both senior secured and unsecured debt
bv Standard & Poors, Currently the outlook for Tampa Electric.
TECO Energy and TECO Finance at all of the credit rating agencies
is negative. The 2003 and 2004 downgrades and any future down-
grades may affect our ability to borrow and mav increasc our
financing costs. which mav decrease our earnings. We are also like-
Iy to experience greater interest expense than we may have othei-
wise it, in future periods, we replace maturing debt with new debt
bearing higher interest rates due to our lower credit ratungs In
addition. such downgrades could adversely affect our relationships
with customers and counterparties.

In addition, as a result of the 2003 ratings actions. TES, Prior
Energy and TECO Gas Services were required to post collateral
with counterparties in order to continue to transact in the forward
markets for electricity and natural gas. Collateral or margin post-
ings may fluctuate based on erther the fair value of open tonward
positions or credit assurance assessments negotiated with coun-
terparties. Based on the fair value of existing contractual obhga-
uons as of Dec. 31, 2003, the maxumum collateral obligation, if all
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counterparties exercised their tull rights. would be approannaten
$1u million Counterpartes witn the right to call tor coilatera: or
margiiy postings are not obligated to do so. Based on vur anaivsis
of the nights of those counterparues that have the night to call for
collateral or margin postings. we pelieve the maximum collateral
obligation wouid be approxumateh $16.0 million ncluding actual
collateral posted of $11.8 militon

In November 2003, S&P atfirmed TECO Energys current credis
ratings and removed the ratings frrom Credit \Warteh with negative
implicavons following the resolution of the Private Letter Ruling
1ssues refated 10 the production or s\iithetc tuer at TECO Coal
:see the TECO Coal secuion . At that ume, S&P stated that future
raungs stabijiny was directyv correlated with TECO Energy s ewnt
{rom the merchunt energy business and the wuse of ~ure cash
fluws to reduce debt S&P went on to state that a fatiure to exit the
merchant energy business would likely result in addinon credit
raung reductions. Such reductions could result in Tampa Blectnes
credit raung falling below investment grade  In February 2004
S&P stated that the announcement to exut the Ution and Gila
River projects was favorable to credit quality but took no raungs
acuon and maintained its negative outlook.

If we are unable to limit capital expenditure levels as forecasted
or successfully complete planned facility sales to the extent
anticipated. our financial condition and resutts could be
adversely affected.

Part of our plans mcludes capital expenditures at the operating
companies at maintenance levels for the next severai vears. We
cannot be sure that we will be successful in imitng capital expen-
drures 1o the planned amount. Our plan also includes the sale of
an additional 40¢, portion of our interest in facilites that produce
syntheuc fuel which qualifies for Section 29 tax credits at TECO
Coal. We cannot be certain, however. that we will find purchasers
ar be able to sell these syntheuc tuel producuon facihues at the
prices we expect. If we are unabie to mit capital expenditures to
the forecasted levels or to sell the syntheuc fuel production taciti-
ties ar the prices we expect or at all. we mayv need to draw on credit
facilities or access the caprtal markers on unfavorable terms or
ultimarely sell additonal assets to improve our financial positon
We cannot be sure that we will be able to obtain additional financ-
ings or sell such assets. in which case our financial position, carn-
ngs and credit raungs could be adverselv affected

Because we are a holding company, we are dependent on cash
flow from our subsidiaries, which may not be available in the
amounts and at the times we need it.

\We are a holding company and dependent an cash flow trom
our subsidiaries to meet our cash requirements that are not satis-
fied from external funding sources Some of our subsidiaries have
indebtedness containing restrictive covenants which, if violated,
would prevent them from making cush distnbutions to us, In par-
ucular. Tampa Electric Company's first mortgage bonds indenture
contains restrictions on distributions on 1ts common stock, and
certain long-term debt at Tampa Electric Company’s Peoples Gas
system diviston prohibits pavmient of dividends to us1if Tampa
Electric Company's consolidated shareholders’ equity is not at
feast $300 mullion. At Dec. 31, 2003, Tampa Electric Company's
wrestricted retained earnings avalable for dividends on s com-
mon stock were approximately 85 nullion and s consohidated
shareholders’ equity was approximately 1.7 bitlion. Also, our
whollv-owned subsidiary, TECO Duersified. the holding company
for TECO Transport, TECO Coal and TECO Solutions, has a guaran-
tee related to a coal supply agreement that could limut the pav-
ment of dividends by TECO Diversified to us.

Various factors could affect our ability to sustain our dividend.
Our ability to pav a dividend or sustain 1t at current levels couid

be affected by such factors as 1y the level of our earnings and

therefore our dividend pavout ratio. (i) the level of our retained



earnings could be affected by pavment of dividends 1n excess of
earnings and rurther write-offs of our merchant generation inesi-
ments or other assets. (ui* pressures on our hiquidin needs. inciud-
ing unplanned debt repavments, unexpected capitai needs and
shortfalls in operaung cash flow and i1v: a breach of our 65™ depi-
to-total capial financial covenant. which could occur in the event
of further eroston of our retamned earnings without infusion of
addiuonal capital. These are in addiiion to anv restrictions on di -
idends from our subsidiaries 1o us discussed above

We are vulnerable to interest rate changes and may not have
access to capital at favorable rates. if at all.

Changes in mnterest rates and capital markets generally affect
our cost of borrowing and access to these markets. We cannot be
sure that we will be abie to accuratelv predict the eftect those
changes will have on our cost of borrowing or access 1o capual
markets.

Merchant Power Project Risks

We and the project companies have not yet reached a definitive
agreement with the non-recourse project lending banks for the
wransfer of our ownership of the Union and Gila River projects
through a purchase and saie or other agreement to the lending
group.

Qur decision to exit from the ownership of the projects is not
conditioned on reaching a consensual agreement with the ienders
for the sale of the projects If a definitive agreement cannot be
reached, however, there could be a delay in the ultimate torgive-
ness of the non-recourse debt and there could be a change 1n the
accountng treatment from discontinued operauons back to con-
tunuing operations in a future period.

Under the letter of intent, the parties have retained the nght to
assert certain claims they may have agamst one another until a
definitive agreement 1s reached. Asseruon of such claims and
defense against them could be ume consuming and costlv and
delay the ultimate disposition of our interest iy the projects.

The failure of the project conipanies to make imnterest payiment
on the project debt, which they tailed 1o do beginning December
31.2003, could permit a claim of a cross detault under two leases
of TECO Transport. (See the TECO Transport section.,

TECO Wholesale Generation's (TWG) power plants are affected by

market conditions, and they may not be able to sell power at
prices that enable it to recover its investments in the plants.

The TWG power plants that are in operation currently sefl most
of their power based on market conditions at the time of sale, so
TWG cannot predict with certamiry:
the amount or timing of revenue 1t may receive from power
sales from operating plants:

the differential berween the cost of operations :in parucular.
nawural gas prices) and power sales revenue;

the effect of competition from other suppliers of power:

regulatory actions that mav affect market behaviar, such as
price limitations or bidding rules imposed by the Federal
Energy Regulatory Commission (FERC) or state regulatory
bodies or reimposition of regulauoen in power markets:

the demand for power in a market served by TWG's plants
relanve to available supply:

the availability of transmussion to accommodate the sale of
power; or

whether TWG will recover its initial investment in these
plants.

At present, several of the wholesale markets supplied by so-
called “merchant” power plants are experiencing significant pric-
ing declines due to excess supply and weak economies. The excess
supply is partiaily due to the slowdown of electric deregulanon in
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manv states, or the ournght repeal of electnic compettion le@isla-
ton as occurred in Arkansas in 2003 where the Deland Union
power statons are sited or iocated:. This has allowed incumbent
utiliies to continue to operate older. less etficient generatng faclit-
nes (n fleu of purchasing power from newer more efficien: inge-
penderit power plants. Consequentiy, oniv a small portion of the
output of TWG's plants has been soid forward or hedged under
short-term agreements. TWG s results could be adverseiv aftected
if 1tis unable to sufficienty sell the output of its plants under
longer-term contracts or at a premium to forward cun e prices 1or
short-term sales or it we need to write oft any of e capial already
invested n the projects.

Our outlook assumes that TWG will manage these risks by
opunuzing among a mix of forward on-peak energy sales.
daily and hourly spot market sales of capaciny, energy and
ancilany senvices, and longer-term structured ransactions:

woiding shor posiuons: and

retaining flexibility to conunue to deter. where advisable.
construction of output capacin n a market that has become
oversupplied

However, we cannot be sure how successtully TWG wiil be able
to implement these risk management measures Forinstance. in
oversupplied markets. entering 1nto long-terin contracts could be
difticult.

TWG may be unable to successfully complete current projects on
schedule or within budget, and the book value of uncompleted
projects could be impaired.

TWG currently has new power generating faciliues where con-
struction has been suspended. The construction and maintenance
of these tacilities involves risks of shortages and inconsistent quali-
ties of equipment and material, labor shortages and disputes,
engineenng problems. work stoppages. unanticipated cost
increases and environmental or geological problems. Any of these
events could delay a project’s construction schedule or increase 1ts
costs. which may impact TWG's abilinv 10 generate sufficient cash
flow. In addition. it these projects remain suspended bevond the
currently anuicipated time trame. the book value of those projects
would likelv be impaired.

Asset valuation adjustments or sales of these facilities at prices
below the book value would reduce our equity levels and could
potentially result in a breach of our 63 percent debt-to-total capital
covenant in our bank credit facihn.

TWG's marketing and risk management policies may not work as
planned. and it may suffer econamic losses despite such policies.
TWG seeks to acuvely manage the market risk inherentin its
energy and fuel positions. Nonetheless. adverse changes in energv

and fuel prices may result 1n losses in our earnings or cash flows
and adversely affect our balance sheet. TWG's markeung and risk
management procedures may not always be followed or may not
work as planned. As a result, we cannot predict with precision the
impact that its marketing, energy management and risk manage-
ment decisions may have on 1ts business, operating results or
financial position. In addition. to the extent it does not cover its
posions to market price volatiliny, or the hedging procedures do
not work as planned, fluctuating commodity prices would cause
our sales and net incotne to be volatile

TWG's and uts affiliates’ marketing and risk management activi-
ties also are exposed to the credit risk that counterparues to its
transactions will not pertorm their obhqutions Should counterpar-
tes to these arrangements fail to perform, 1t may be woreed to enter
into alternative hedging arrangements, honor underlying commit-
ments at then-current market prices or otherwise satisfy 1ts obhga-
tons on unfavorable terms. In that event. 1ts financial results
would likely be adversely affected.
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General Business and Operational Risks

General economic conditions may adverselyv affect
our businesses.

Our businesses are arfected by general economic condiuons. In
particular, the projected growth in Tampa Electric’s senvice area
and in Florida is important to the realization of Tampa Electric’s
and Peoples Gas System’s forecasts for annual energy sales growth.
An unanticipated downtumn in the local areas or Florida's economy
could adversely affect Tampa Electric’s or Peoples Gas System's
expected performance.

Our unregulated businesses, parucularly TWG, TECO Transport
and TECO Coal. are also affected by general econemic conditions
In the industries and geographic areas they serve, both natonally
and mternatuonally.

Potential competitive changes may adversely affect our gas and
electricity businesses.

The U.S. electric power industry has been undergoing restruc-
wnng. Competition i wholesale power sales has been inroduced
on a national level. Some states have mandated or encouraged
competition at the retail level and. in some situations, required
divesuture of generatng assets. While there is active wholesale
competuon n Florida. the retail electric business has remained
substantially free from direct competiuon. Changes in the compet-
itive emvironment occasioned by legislation. regulation. market
conditiens or initiauves of other electric power providers. particui-
larhy with respect 1o retail competition, could adverselyv affect
Tampa Electnic’s business and its performance

The gas distribution industry has been subject to competitive
forces for several years. Gas services provided by Peoples Gas
Systemn are now unbundled for all non-residential customers.
Because Peoples Gas System earns margins on distribution of gas,
but not on the commodiry itself. unbundling has not negauvely
impacted Peoples Gas Systemn’s results. However. future structural
changes that we cannot predict could adverselv affect Peopies Gas
Svstem.

Our gas and electricity businesses are highly regulated, and any
changes in regulatory structures could lower revenues or increase
costs or competition.

Tampa Electric and Peoples Gas System aperate in highly regu-
lated industries. Their retail operations, including the prices
charged. are regulated by the FPSC. and Tampa Electric’s wholesale
power sales and transmission services are subject to regulauon by
the FERC. Changes in regulatory requirements or adverse regulato-
rv actions could have an adverse effect on Tampa Electric’s or
Peoples Gas Svstems performance by, tor examiple, increasing
competition or costs, threatening investment recovery or impact-
ing rate structure.

Tampa Electric is seeking regulatory approval for the costs associ-
ated with a new contract for coal transportation services.

Tampa Electric has executed a new 5-year contract for coal
transportation services with TECO Transport. These services have
been provided by TECO Transport historically and represent about
40% of TECO Transports revenues. The costs associated with the
transportation services are subject to FPSC review and a number
of parues. including alternatve transportation providers have
intervened in the proceedings. which are scheduled for hearings in
April 2004. Fallure to gain regulatory approval for the recovery of
the costs associated with these services could adverselv impact
Tampa Electric’s financial results.
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Our businesses are sensitive to variations in weather and have
seasanal variations.

Most ol our businesses are affected by vanatons in general
weather condinons and unusualiy severe weather Tampa
Electrics. Peopies Gus Systems and TWG s energy sales are parucu-
larly sensiuve to varauons in weater conditons. Those compa-
ntes forecast energy sales on the basts of normal weather. which
represents a long-term historical average. Significant variauons
from normal weather could have a material impact on energy
sales. Unusual weather. such as hurricanes. could aaversely affect
operating cosis and sales

Peoples Gas Svstem. which has a single winter peak period. is
more weather sensiuve than Tampa Electric, which has both sum-
mer and winter peak periods. Mild winter weather in Fiorida can
be expected to negauvely impact results at Peoples Gas Svstem

Variatons in weather condiuons ulso affect the demand and
prices for the commodities sold by TECO Coal, as well ax electric
power sales from TECO Wholesale Generation's merchant power
plants. TECO Transport is also impacted by weather because of 1ts
etfects on the supply of and demand for the products transpored
Severe weather conditions could interrupt or slow senvice and
increase operating costs of those businesses.

Electnic power marketing may be seasonal. For example, in
some parts of the countrv. demand for. and market prices of. eiec-
wrictty peak during the hot summer months. while in other parts of
the country such peaks occur in the cold winter months. As a
result, our power markeung results mav fluctuate on a scasonal
basis. The pattern of this tluctuaton may change depending on
the nature and location of the facifities we operate and the terms
under which we sell electricin.

Commuodity price changes may affect the operating costs and
competitive positions of our businesses.

Most of our businesses are sensiuve to changes 1n coal, gas. oil
and other commodity prices. Any changes could affect the prices
these businesses charge, their operating costs and the competitive
position of their products and senvices.

In the case of Tampa Electric, fuel costs used tor generation
have been affected primarily by the cost of coal. Tampa Electrics
fuel casts will be increasingly impacted by the cost of natural gas
with the compleuon of the Bayside repowering. Tampa Electric is
able to recover the cost of fuel through retail customers’ bills, but
increases in fuel costs affect electric prices and. therefore, the com-
petiive position of electricity against other energy sources.

Regarding wholesale sales of electriciry. the ability to make sales
and margins on power sales is aftected by the cost of fuel to Tampa
Elecuric, parncularly as it compares to the costs of other power
producers.

{n the case of TECO Wholesale Generation. results are impacted
by changes 1n the cost of tuel and the market price for electricity.
The profitabiliy of merchant power plants is heavily dependent on
the price for power 1n the markets they serve. Wholesale power
prices are set by the market assuming a cost for the input energy
and conversion efficiency, but the fixed costs may not be reflected
in the price for spot, or excess. power.

In the case of Peoples Gas System, costs for purchased gas and
pipeline capacity are recovered through retail customers’ bills, but
increases in gas costs aftect total retail prices and therefore the
competitive position of Peoples Gas System relatnve to electricity,
other forms of energy and other gas supphers.



We relv on some transmission and distribution assets that we
do not own or control to deliver wholesale electricity. as well
as natural gas. If transmission is disrupted, or if capacity is
inadequate, our abiliry to sell and deliver power and natral
gas may be hindered.

We depend on transmussion and distribution faciliues owned
and operated by utdines and other energy companies to deliver
the electricinv and natural gas we sell to the wholesale market. as
well as the natural gas we sell and purchase for use 1n our electric
generauon tacilities. It ransmussion 1s disrupted, or if capacity s
inadequate. our abilin to sell and deliver products and sausn our
contractual and service opiigations may be hindered.

The FERC has 1ssued reguiauons that require wholesaie eiectric
transmission senvices o be offered on an open-access. non-dis-
coiminatony basis. Althougn these regulatons are designed 1o
encourage competition in wholesale market transactions for elec-
tricity. there s the potenual that fair and equal access to transmis-
sion systems will not be available or that sufficient transmission
capacity will not be available 1o transnut electnic power as we
desire, We cannot predict the uming of industry changes as a result
of these ininats es or the adequacy of transmission faciliues in spe-
cific markets

In addiuon. the independent svstem operators that oversee the
ransnUssIon systems in certain wholesale power markets have
from ume to ume been authorized 1o impose price hmutations and
other mechanisms to address volatiliny in the power markets. These
npes of price limitations and other mechanisms may adversely
impact the profitability of our wholesale power marketing business.

The uncertain outcome regarding the creation of regional trans-
mission organizations, or RTOs, may impact our operations, cash
flows or financial condition.

Although Tampa Electric Company continues to make progress
towards the development of 1ts RTO. GridFlorida, which would
independenty control the transmussion assets of participatng util-
1wes in perunsular Florida, progress has slowed considerably. Given
the regulatory uncertainty of the ultimate timing. structure and
operations of GridFlorida or an alternate combined transmission
structure, we cannot predict what eftect its creation will have on
our future consolidated results of operations, cash flow or financial
condition.

We may be unable to take advantage of our existing tax credits.

We derive a portion of our net income from Section 29 tax cred-
its related to the production of non-conventional fuels. Although
we sold a significant portion of our interest in the production facil-
ities 1n April 2003 and plan to sell the majority of our reimamning
interest in the production capacity. until and unless we successful-
ly do so. our use of these tax credits is dependent on our generat-
ing sufficient taxable income agaimst which to use the credits. The
future results of this business could be negauvely impacted by
adminustrative actions of the Internal Revenue Service or the U.S.
Treasury or changes in law, regulation or admumstration.

Problems with operations could cause us to
incur substantial costs.
Each of our subsidiaries 1s subject to vanous operauonai risks

inciuding accidents or equipment breakdown or falure ana opera-

rions beiow expected levels of performance or etfictency. As opera-
tors of power generauon faciliues. Tampa Eleciric and TECO
Wholesale Generanorrcould incur probiems such as the break-
down or fatiure of power generation equIpmen:, ransMission
lmes. pipelines or otiter equIpment or processes wien would
result in perrormance beiow assumed ievels ot output or efficiency
Ouroutlook assumes normai operations and normal maintenancy
periods o1 our subsidiaries’ 1aciliues

The international projects and operations of TECO Transport are
subject to risks that could result in losses or increased costs.

Our subsidiaries are mvolved n certan international projects
These projects tnvolve numerous risks that are not present m
domestic projects. including expropriauion. pohitical instabilin.
currency exchange rate fluctuauons, repatriation restrictions. and
regulatony and legal uncertainues. The mernanonal subsidianes
attempt to manage these nisks through a variety of sk nuugauon
measures. including specitic contractual provisions, obtaming
non-recourse financing and obtaining political nsk insurance
where appropriate.

TECO Transport 1s exposed to operational risks in internatonal
ports, primarily in the form of 1ts need to obtain sutabie labor and
equipment to safelv discharge 1ts cargoes in a umely manner.
TECO Transport attempts to manage these risks through a variety
of risk mitigation measures, inciuding retaining agents with local
knowledge and expernience 1n successfully discharging cargoes and
vessels similar to those used.

Changes in the environmental laws and regulations to which our
regulated businesses are subject could increase our costs or cur-
tail our activities.

Our businesses are subject to regulation by various governmen-
tal authorities dealing with air. water and other emvironmental
matters. Changes in comphance requirements or the interpreti-
tion by governmental authorities ot exysung requirements may
impose additonal costs on us or require us to curtail some of our
businesses’ acuviues.
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Consolidated FINANCIAL STATEMENTS

Consolidated Balance Sheets

Assets Liabilities and capital
imilitons. except siare amounts. Dec 31, 2003 2062 millons. except snare amounrs Dec 31 204 2000
Current assets Current liabilities
Cash and cash equivalents $ 1082 3 41l Long-tern: dept aue within one vear
Restricted cash 514 1.6 Recourse S 6.1 & o2
Recelvables, less allowance Non-recourse 255 20.8
for uncoliectibles of $4.5 Notes pavable 375 360 5
and $6.6 a1 Dec. 31.2003 Accounts pavabie 3138 37T
and 2002, respecuvely 280.4 207 Cusiomer deposits 101.4 S40
Current notes receivable - 2331 Current derivatve iabiiines 12.0 A
Current derivagive assets 21.1 123 Interest accrued 56.6 9.8
[nventones, ataverage cost Taxes accrued 1499 859
Fuel 88.2 1137 Liabilittes associated with assets
Materials and supplies 82.5 96 ] held tor sale 1.544.4 -
Prepaviments and other CUrrent assets 68.6 304 Total current liapiines 22472 IBUEE
Assels held jor sale 169.4 - Other liabilities
Totai current assels 869.8 13232 Deferred incomme taves 198.0
Investment tax credits 228
Regulatory liabilities 560.2
Deferred credits and other liabuites 364.1
Liabilites associated with assets
Property, plant and equipment I held for bdlel less 6978 h
Utiiny plant 1n service .org-term de.)t. ess amount due
Electric 52456 3.054.4 wILhin One year -
Cas ——g 1 . R‘ecourse 3,660.3 3.1 1_.1.
. o Non-recourse 83.2 211.6
Construction work 1n progress 1,193.3 15558 Pret | securities 619.1 -
Other broperty 823.2 857.4 referred securities )
ProDerlr\' plan‘I and equipment, Munority 1mere§t —— L9 L=
aIAorig'maJ cost 6.0402 82153 Toral other liabilities 6.537.4 47084
Accumulated depreciation (2.361.2) 23107
— Commitments and contingencies - -
Total property, plant and Preferred securities - 649.1
equipment inet! 5.679.0 5.904.6 .
Capital
Common equity (400 million shares
authorized: par value $1: 187.8 million
shares and 173.8 million shares
Other assets outstanding at Dec, 31, 2003 and
Deferred income taxes 1,051.5 340.2 2002, respectively 187.8 175.8
Other nvestuments 16.5 843.4 Addional paid in capital 1,220.8 1.094.5
Regulatory assets 188.3 163.2 Retained earnimgs 339.5 1.413.7
[nvestment in unconsolidated affiliates 343.5 149.2 Accumulated other
Goodwill 71.2 193.7 comprehensive income (53.8) 41.2:
Deferred charges and other assets 163.1 139.0 Common equity 1,692.3 26428
Assers held for sale 2,077.4 - Unearned compensation (14.6) 31.1)
Total other assets 3,913.5 18506 Total capital 16777 26117
Total assets $10.462.3 $9.078.4 Total liabilities and capital $10.462.3 59,0784
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Consolidated Statements of Income

vnidlions, excepr per siwire amounts

For tne vears ended Dec. 31, 2003 2000 D
Revenues Regulated electric and gas incudes ranchise fees
and gross receipts taxes of $77.7 mullion 1n 2003.
$73.8 million in 2002 and $71.1 mithor 1 2001 $1.991.1 S18670
Unregulated 748.9 TaT o
Total revenues 2.740.0 b &
Expenses Regulated operations
Fuel 3449 2l
Purchased power 184.8 144
Costof natural gas sold 224.0 18R 4
Other 258.4 2500
Other operauons 761.8 : BRI
Mamntenance 152.4 162 1504
Depreciauon 326.0 304.2 2840
Assetimpairment 145.1 - -
Goodwill and intangible asset impairrment 122.7 - -
Restructuring charges 246 1TE -
Taxes, other than income 175.2 1731 161.3
Total expenses 2,719.9 2.283.1 20834
Income {loss} from operations 20.1 381.8 3979
Other income {expense) Aliowance for other funds used during construction 19.8 24y b.o
Other income 1145 190 23.1
Loss on debt extinguishment - 341 -
Contingent arbitration reserve (32.0) -
Earnings iloss! from equitv investments (0.4) 9.1
Total other iIncome iexpense’ 101.9 38.8
interest charges Interest expense 288.4 164.1
Distribution on preferred securites 39.9 17.0
Allowance for borrowed funds used during construction (7.6) {2.6!
‘lotal interest charges 320.7 178.5
(Loss) income from continuing operations before provision for income taxes (198.7) 2382
{Benetit: for income taxes (135.2) (7.3
Net {lossi income from conunuing operations before minority witerests (63.3) 263.5
Minonwvinterest 18.8 - -
Net (loss; income from continuing operations (14.7) 2Tl 263.5
Discontinued operations Income tloss) from discontnued operations (1,394.6) 603 354
Income tax :benefit} provision (504.2) T (2.8)
Total discontinued operations (890.4) 52.4 38.2
Cumulative effect of change in accounting principle. net of tax (4.3 - -
Net (loss) income S (909.4) S 330 S 303°
Average common shares outstanding
Basic 179.9 134.5
Diluted 179.9 135.4
Earnings per share from continuing operations
Basic s (0.08) s 181 S 1.98
Diluted S (0.08 S 1.81 s 1.96
Earnings per share
Basic §  (3.09) s 2,13 S 2.26
Diluted S (5.05) 3 215 & 2.24
Dividends paid per common share outstanding S 0.925 s 1.41 $ 1.37
Consolidated Statements of Comprehensive Income
imillions)
For the years ended Dec. 31, 2003 2002 2001
Net (loss) income $ (909.4) S 3301 S 3037
Other comprehensive loss, net of tax
Foreign currency translation adjustments 1.2 -
Net unrealized gamns {losses! on cash flow hedges 28.1 (19.2)
Minimum pension liability adiustments (43.9) 0.3
Other comprehensive loss. net of tax (14.6) i18.9;
Comprehensive {loss) income $ (924.0) $ S 2848

The accompanying notes are an integral part o the consolidated financul statements
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Consolidated FINANCIAL STATEMENTS

Consolidated Statements of Cash Flouws

imilions:
For the vears ended Dec 31, 2003 2002 20
Cash flows from operating activities
Net(loss, income $ (909.4) S 330 $O3037
Adjustments to reconcile net 1{oss; income to net cash rom operating actiites.
Depreciauon 382.0 303.2 2846
Deferred income taxes (709.4 4e.3 1024
Investment tax credits. net (4.7 18 4.9
Allowance for funds used during construction (7.4 34.5 N
Amortizarion of unearned compensation 18.3 13.9 9.7
Cumulauve effect of change 1n accounung principle, pre-ta 7.1 - -
Gain on sales of pusIess. assets. pre-(ax (147.5 13 -
£Quity in earnings of unconsolidared affiliates 13.8 133 3.1
Minority joss (48.8) - -
Assel lmpairment, pre-tas 1.330.8 - -
Goodwill and intangibie asset impairment. pre-tax 122.7 - -
Loss on joint venture termination, pre-tas 153.9 - -
Connngent arbiration reserve 32.0 - -
Deferred recover clause (27.3) e 19.0
Refunded to customers - 6.4 -
Receivabies. less aliowance for uncollectibles 96.4 64,1 571
Inventones 7.0 39.4 228
Prepayments and other deposits (16.5) 6.3 i14.3:
Taxes accrued 345 241 16.4
Interest accrued (60.7) 14.2 {6.31
Accounts pavabie (17.5) 98.3 5131
Other 98.3 38.9 63.0
Cash flows Tom operaung activities 328.6 635.7 502.7
Cash flows from investing activites
Capita expenditures (590.6) 1.065.2; 1965.9)
Aliowanice tor funds used during construction 274 345 9.2
Purchase of minontv interest - 9.9 -
Net proceeds from sales of business/assets 296.5 103.3 (27286
Restricted cash (63.5) - -
Invesunent in unconsolidated affiliates (30.6) 7.6 276
Other non-curren: mvestments 32.4) BELE Y5.7
Cashi flows trom investung activities (393.2) 1.660.5 11,106.0
Cash flows from financing activities
Dividends (165.2) 2158 1184.2)
Comimon stock 136.6 3726 348.4
Proceeds from long-term debt 655.1 1,758 4 1.2559
Minority interest 4.4 - -
Restricted cash (5.9) -
Repayiment of long-term debt (526.3) 194971 (236.5
Settlement of joint venture termination obligation (33.3) -
Net decrease in short-term debt (323.0 (570.0)
Issuance of preferred securities - -
Equity contract adjusunent payments (20.3) -
Cash flows from financing actvities (238.3) 1.307.4 613.6
Net (decrease; increase in cash and cash equivalents (302.9) 3026 10.3
Cash and cash equivalents at beginning of vear 411.1 108 5 98.2
Cash and cash equivalents at end of vear $ 108.2 S 41 S 1085
Suppliemental disclosure of cash flow information
Cash paid dunng the vear for:
Interest inet of amounts capitalized} ' $ 493.1 S 160.2 S 1781
Income taxes $ 588 S Tly 5 324

11: Inctuded ininterest paid during the vear 1s interest paid on debt obligations for disconunued operations vt $166.6 mitiion tor 2003 There was nointerest
paid on debt obiigations for disconunued operations in 2002 or 2001

The accompanying notes are an integral part of the consolidated financiat statements
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Consolidated Statements of Common Equity

Accumuued
Addinona’ Otiter Toni!
Comnion Paud-ir Treasurs  Reraned  Comprenensie Unearnew Corinion
ynilhons Shares Stock Capita! Srock Earungs  income Loss  Comipensanion Eawn
Balance, Dec. 31, 2000 126.3 $1333 S 3973 S 1aa7 SLITTI s 35 $ 320 S 15008
Net income for 2001 3037 303.7
Otner comprehensive
ioss. after tax 18.9 A8
Common stock 1ssued 13.3 6.3 203.2 1447 5.8 REE
Cash dividends declared 18+.2 184.2
Amoruzanon of
unearned compensaton 47 47
Tas benefits - ESOP diidends
and stock options 0.2 1.4 Lo
Pertormance shares 44 44
Balance Dec. 31,2001 139.6 31396 s 6007 N $1.288.0 S.22.41 S 443 S1971 e
Net income for 2002 330.1 330.1
Other comprehensive
loss, after tax 18.8: (18.8i
Common stock 1ssued 36.2 36.2 3444 8O 572.6
Cash dividends declared 215.81 (215.8
Amortization of
unearned compensaton 139 13.9
Converuble preterred stock -
present value of contract
adjustment pavments {53.1 133.1
Tax benefits - ESOP dividends
and stock options 25 14 39
Pertormance shares T3 7.3
Balance. Dec. 31, 2002 175.8 SiTo8 S1.0¥4.5 N S14137 S.41.2 Si311 $2611.7
Net ioss: for 2003 {909.4 1909 4;
Other comprehensive
loss, after tax il46 (14.6
Common stock 1ssued 12.0 12.0 1250 0.4, 136.6
Cash dividends declared 1163.2; (165.2]
Amortization of
unearned compensation 183 18.3
Tax benefits - ESOP dividends
and <tock options 1.3 04 1.7
Performance shares o (1.4
Balance, Dec. 31, 2003 187.8 $187.8 $1,220.8 s - S 3395 ${53.8) $(14.6) $1,677.7

11 TECO Energy had 400 millton shares of $1 par value commion stuck authorized in 2003 2002 and 2001
The accompanying notes are an integral part of the consoiidated financia statements
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NOTES 1o Consolidated Financial Statements

1. Significant Accounting Policies

The significant accounung policies for both utiin and diversi-
fied operauons are as follows:

Principles of Consolidation

The consohidated financial statements inciude the accounts of
TECO Energy. Inc. and 1ts majority-owned subsidiaries . TECO
Energy or the company;. All significant intercompany balances
and intercompany transactions have been eliminated in consoli-
dauon. The equity method of accounting 1s used to account for
investments in partnership or other arrangements in which TECO
Energy or 1ts subsidiary companles do not have majoriny owner-
ship or exercise control.

Results of operations {or the proportional share of expenses,
revenues and assets reflecung TECO Coalbed Methanes undivided
interest in joint venture property are included in the consclidated
tinancial statements through Dec. 31, 2002,

The use of estimates is inherent in the preparation of financial
statements n accordance with generally accepted accounung
principles {GAAP;. Actual results could differ from these estimates.

Revised Segment Reporting

As more fully described in Note 14, the Union and Gila River
projects’ resuits have been reflected in discontinued operations.
This reclassification. as well as other changes described below, sig-
nificanty revised operaung segments used tor decision-making
purposes.

In 2003, the company. as part of its renewed tocus on core urili-
v operations. revised mnternal reporting information used for deci-
slon making purposes. With this change, management focused on
the results and performance of TECO Wholesale Generation, Inc.
tformerly TECO Power Services Corporation;, or TWG, as a seg-
ment compnsed of all merchant aperations, from which the Union
and Gila River projects’ operations have been reclassified to dis-
conunued operations. TWG includes the results of operations for
the Frontera. Commonwealth Chesapeake, Dell and McAdams
power plants, as well as the equity investmentin the Odessa and
Guadalupe power plants, held through PLC Development
Holdings, LLC (PLC,. and TECO EnergySource (TES). the energy
markeung operation for the merchant plants.

The non-merchant operations, formerly inctuded in the TECO
Power Services operating segment. are comprised of the results
from Hardee Power Partners, Ltd. {HPP), up 1o the date of the sale
isee Note 21 for derails;, the Hamakua power plant in Hawail. the
Guatemalan operations which include the San José and Alborada
power plants and an equity invesunent in the Guatemalan distri-
bution company, EEGSA. and other non-merchant acuvites.
These non-merchant operations are reported in the Other
Unregulated segment (see Note 19).

Cash Equivalents

Cash equivalents are highly liguid, high-quality investments
purchased with an original maturity of three months or less. The
carning amount of cash equivalents approximated fair market
value because of the short maturity of these instruments.

Restricted Cash

Restricted cash at Dec. 31, 2003 is comprised of $15.4 million of
cash accumulated in escrow under the sale agreement of the 44.3-
percent interest of TECO Coal’s synthetic fuel producunon faciliues
to provide credit support for the company's obligation under the
sale agreement due to the company’s current credit rating, and

!
o4
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$36.0 million held m escrow from the sale HPP isee Note 21,

Over ume. up to $30 mullion of cash from the s\nineuc fuel facihin
sale will accumuiate in escrow to support the companv s obliga-
ton under the sale agreement due to the compan s current credi
raung

Cost Capitalization

Development cosiy -~ TECO Energy capitalizes the external costs
of construcnon-related deveiopment activities after achieving cer-
tain project-related miuiestones that indicaie that competion ol g
project 1s probable. Such costs inciude direct incrementa
amounts mcurred for professional senices .primaniy legal, engi-
neering and consultng services.. pernuts. options and deposits on
land and equipment purchase commitments, capitalized interest
and other related costs. Capitalized costs are transterred to con-
struction in progress when financing has been obtained and con-
struction actnvity has commenced. In accordance with Statement
of Positon (SOP: 98-3. Reporrning on tiwe Cosis of Start-un Achvities.
start-up costs and organizaton costs are expensed as incurred

Debr issuance costs - The company capitalizes the external
costs of obtaining debt financing and amortzes such costs over
the life of the related debt

Capitalized interest expense - Interest costs for the construction
of non-utility facilities are capitalized and depreciated over the
service lives of the related propern. TECO Energy capitalized $17.3
million, $63.2 million. and $23.0 million of interest costs in 2003,
2002 and 200!. respectively.

Planned Major Maintenance

TECO Energy accounts for planned maintenance projects by
expensing the costs as incurred. Planned major maintenance
projects that do not increase the overall life or value of the related
assets are expensed. When the major mamtenance materiatly
increases the life or value of the underlving asset. the cost is capi-
talized. While normal mamtenance outages covering various com-
ponents of the plants generally occur on at least a vearly basts,
major overhauls occur less frequently.

Tampa Electric, Peoples Gas Systemn (PGS and TWG expense
major maintenance costs as incurred. For Tampa Electric and
PGS. concurrent with a planned major maintenance outage, the
cost of adding or replacing retrement units-of-property s captal-
ized in conformity with Florida Public Senice Comnussion (FPSC)
and Federal Energy Regulatory Comumission (FERC) regulations.

The San josé and Alborada plants in Guatemnala each have a
long-term power purchase agreement {PPA) with EEGSA. A major
maintenance revenue recovery component is unplicit in the
capacity pavment portion ot the PPA for each plant. Accordingiy, a
poruon of each monthly fixed capactty puyment is deferred to rec-
ognize the poruon that retlects kcovery of tuture planned major
maintenance expenses. Actual maintenance costs are expensed
when imcurred with a like amount of deferred recovery revenue
recognized at the saime tine.

Allowance for Funds Used During Construction (AFUDC)

AFUDC is a non-cash credit to income with a corresponding
charge 1o utility plant which represents the cost of borrowed funds
and a reasonable return on other funds used for construcuion. The
rate used to calculate AFUDC 15 revised pertodically to reflect sig-
nificant changes 1n Tampa Electric’s cost of capital. The rate was
7.79% for 2003, 2002 and 2001 Total AFUDC for 2003, 2002 and
2001 was $27.4 million, $34.5 million, and $9.2 million. respective-
lv. The base on which AFUDC is calculated excludes construction
work-in-progress which has been included in rate base.



Other Investments

Otherimvestments, which include longer-term passive mnvestments, at Dec 31,2003 and 2002 were as follows

Other Investments

‘miilions: Dee 31 Raie Due Dare DU Sl
Notes recelvable trom:
Panda Energv 173703 s - N
EEGSA g 1107 8.1
TECO-Panda Generaung Company, L. - TPGC 1130 0+ ~
TECO-Panda Generaung Company. LP 11730 04 -
Mumcipal Gas Authonn of Georgia 33103 -
Conunuing investments in leveraged leases - 8.4
Other imestments - - -
16.5 1
Current notes receivable -
Other nON-CUIrent INVestments $16.3 N

L Onfun 8 2008 Ui note recen abie Wds COMerted W & ouwnersing mnterest
2 Cuwrentrate at Dee 312003
5 Currentrate at Dec 31,2002

< AsorApr 12003, TPGU was consolidated as part o te TWG consobdated groun See Note 12 tor
Hecenned pasment ol this note recenv abiv, relanng o the saie 0l TECO Coalbed Methane

TR

These financial invesuments have no quoted market prices and.
accordingly, a reasonable esumate of fair market value could not
be made withourt incurring excessive costs. However. the company
believes by reference 1o stated interest rates and secunty descrip-
uon, the tair value of these assets would not differ significanty
from the carning value.

Investrnents in Unconsolidated Affiliates

Investments in unconsohdated affiliates are accounted for
using the equiry method of accounting. The percentage owner-
snp Interest tor each investment at Dec. 31, 2003 and 2002 1s pre-
sented in the following table:

TECO Energy and Subsidiaries’ Percent Ownership in
Unconsolidated Affiliates

Dev. 31, 2003 2002

TECO Wholesale Generation (TWG)
TPGC 100% 30%
Texas Independent Energy, L2/ TIE) - 50 -

Other unregulated
Empresa Eléctrica de Guatemala, S.A. (EEGSA} 24% 247
Hamakua Energy Partners, L.P 50 50
Hamakua Land Partnership, LLP 50 50
US Propane. LLC 38 38
TECOAGC. Ltd. 50 50
Litestream Technologies, LLC 36 65
Hernando Oaks, LLC 50 50
Brandon Praperties Partners. Ltd. 50 50
Walden Woods Business Center, Ltd. 50 30
B-T One LLC* 80 30

11, TWG consalidated TPGC effecuve Apr. 1. 2003 and recerved Pandas 50-
percent interest in june 2003, See Note 12 for a detaled
discussion

2+ The TlE investment is held by PLC Development Holdings, LLC (PLC
TWG indirectiy obtained 30-percent of PLC in January 2003 and the
remaining ownership mterests outstanding in September 2003 see
Notes 12, 17 and 21 tor a complete descripuion of these transactions

:3. See Note 23 for information regarding the recent sale of interests held by
US Propane.

«4t During April 2003, the company renegotiated the terms of the partner-
ship agreement of B-T One. LLC. 1o reflect the economic mteresis of the
partners. Effective Apr. 1. 2003, the company indirectly owns an 80-per-
centinterest in the partne.ship.

234

sev Note 21

Wddinonal detdlis Tegarding i consehadation
enlan 3t 2083 see Note 21

Deferred Income Taxes

TECO Energy utiiizes the tiabilin- method in the measurement
of deferred income taxes. Under the liabilin' method. the tempo-
rary ditferences benwveen the financial statement and tax bases of
assets and liabiliues are reported as deferred taxes measured at
current tax rates. Tampa Electric and PGS are regulated. and their
books and records reflect approved regulatory treatment, includ-
ing certain adjusunents to accumulated deferred income taxes
and the establishment of a corresponding regulatory tax hability
reflecting the amount payable to customers through future rates.

Invesument Tax Credits

Investment tax credits have been recorded as deferred credits
and are being amortized 1o income tax expense over the service
lives of the related propernv.

Revenue Recognition

TECO Energy recognizes revenues consistent with the
Securities and Exchange Commission's Staft Accounting Bulletin
{SAB: 104, Revenue Recogrunion i Financial statements. The inter-
pretve criteria outiined in SAB 104 are that 1} there is persuasive
evidence that an arrangement exists: 2; deliveny has occurred or
services have been rendered: 3; the fee is fixed and determinable:
and 4j collectibiliny 15 reasonably assured. Except as discussed
beiow, TECO Energy and its subsidiaries recognize revenues on a
aross basis when earned for the phvsical delivery of products or
services and the nisks and rewards of ownership have transterred
to the buver. Revenues for anv financial or hedge transactions that
do notresultin physical delivery are reported on a net basis.

The regulated uthties' “Tampa Electric and PGS) retail business-
es and the prices charged to customers are regulated by the FPSC.
Tampa Electric’s wholesale business is regulated by FERC. See Note
4 for a discussion of significant regulatory maters and the applica-
biliy of Financial Accounung Standard No {FAS) 71, Accounting for
tire Effects of Certarn Types of Reguiation. 10 the company.

Revenues for cenain transportation services at TECO Transpont
are recognized using the percentage of completuon method, which
inciudes esumates of the distance traveled andsor the ume
elupsed, compared to the total esumated contract  Revenues for
long-term engineering or construction-tvpe contracts at BCH
Mechanical tformerly part of TECO Energy Services) are recog-
nized under the same method. which includes esumates of the
total costs for the project compared o the estimated progress of
the work required to camplete the contract.
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NOTES to Consolidated Financial Statements

Revenues and Fuel Costs

Revenues include amounts resulung from cost recover clauses
which provide for monthly billing charges to reflect increases or
decreases in fuel. purchased power. conservation and environ-
mental costs for Tampa Electric and purchased gas. interstate
pipeline capacity and conservation costs for PGS. These adjust-
ment factors are based on costs incurred and projected for a spe-
cific recovery period. Any over-recovery or under-recovery of costs
plus an interest factor are taken 1nto account in the process of sei-
ung adjustment tactors for subsequent recovery pertods. Over-
recoveries of costs are recorded as deferred credus. and under-
recoveries of costs are recorded as deferred charges.

Certain other costs incurred by the regulated utlines are
aliowed to be recovered from customers through prices approved
in the reguiatory process These costs are recognized ds the dssoci-
ated revenues are billed. The reguiated utiliues accrue base rev -
enues tor services rendered but unbilled to provide a closer match-
ing ot revenues and expenses. See Note 4.

Asof Dec. 31.. 2003 and 2002, unbilled revenues of $43.7 mulhion
and $41.3 miliion, respecuvely. are included in the “"Receivabies”
line item on the balance sheet.

Purchased Power

Tampa Electric purchases power on a regular basis primarily to
meet the needs of its retail customers. As a result of the sale of
HPP in 2003 isee Notes 14 and 21:. power purchases from: HPP.
subsequent to the sale. are reflected as non-affiliate purchases by
Tampa Electric. Tampa Electric’s long-term power purchase agree-
ment from HPP was not aftected by the sale of HPP. Under the
existing agreement. which has been approved by the FPSC, Tampa
Electric has the right to purchase, on average. appronmately 527
of the total output of the Hardee power station. Tampa Electric
purchased power trom non-TECO Energy aftiliates, including pur-
chases from HPP ata cost of $234.9 million, $233.7 million. and
$209.7 million. respectively. for the vears ended Dec. 31, 2003, 2002
and 2001. The associated revenue at HPP from power sold to
Tampa Electric of $50.1 million. $51.4 million and $65.0 million for
2003. 2002 and 2001, respectively, 1s offset agamnst "Regulated oper-
ations - Purchased power™ in the income statement. The pur-
chased pawer costs at Tampa Electric are recoverable through an
FPSC-approved cost recovery clause.

in order to meet firm comnutments or maintain acceptable
operating conditions, TWG's power plants may also purchase
power 1n the ordinary course of business. Total unregulated pur-
chases of power at TWG for continuing operatons. for the vears
ended Dec. 31, 2003, 2002 and 2001, were $26.6 million. $20.2 mil-
lon. and $4.2 million. respectively. Unregulated power purchases
are reporied 111 “Other operations” in the income statement.

Depreciation

TECQO Energy provides for depreciation primarily by the
straight-hne method at annual rates that amortize the onginal
cost, less net salvage value, of depreciable properry over its esti-
mated service life. Unregulated electric generating, pipeiine and
transmission facilities are depreciated over the expected usehul
lives of the related equipment, a period of up to 40 vears. The pro-
vision for total regulated and unregulated plant in service,
expressed as a percentage of the onginal cost of depreciable prop-
erty. was 4.5% for 2003 and 4.2% for 2002 and 2001. For the vear
ended Dec. 31. 2003, Tampa Electric recognized depreciation
expense of $36.6 million related to accelerated deprecianuon of cer-
tain Gannon power station coal-fired assets. in accordance with a
regulatory order issued by the FPSC. Construction work-in-
progress is not depreciated until the asset is completed or placed
1N service.
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The unplementation of FAS 143, Accounning for Asser
Retrement Qbiigarions, in 2003 resulted in an increase i the car-
ning amount of long-lived assets and the reclassificauon of the
accumuiated reserve for cost of removal from accumulatecd depre-
cration to "Reguiatory hiabilities” 1or all pertods presented. The
adiusted capitalized amount 1s depreciated over tie remainng
userul life of the asset. >ee Note 3.

Accounting for Excise Taxes. Franchise Fees and Gross Receipts

TECO Coat and TECO Transport mcur most ot TECO knergvs
total excise taves, which are accrued as an expense and reconciled
to the actual cash pavment of excise taxes. As generdl expenses.
thiey are not specificalv recovered through revenues Excise taxes
paid by the regulated unlines are not maternal and are expensed
wnen mncurred

Thne regulated uulies are ailowed to recover certam costs
incurred rom customers through prices approved by the FPSNC The
amounts included in customers’ bills for ranchise tees and gross
receipt taxes are included as revenues on the Consolidated
Statements of Income. These amounts totaled $77.7 nullion. $73 8
million and $71.1 million tor the vears ended Dec. 31, 2003. 2002
and 2001. respectively. Franchise fees and gross receipt taxes
pavable by the regulated utilities are included as an expense on the
Consolidated Statements of Income 11 “Taxes, other than mcome
For the vears ended Dec. 31, 2003, 2002 and 2001. these totaled

—n -

$77.5 mithion. $73.7 million and $71.0 million, respectnely.

Asset Impairments

Effecuve Jan. 1, 2002, TECO Energy and uts subsidianes adopted
FAS 144, Accounting for the Impairment or Disposai of Long-Lived
Assers. which superseded FAS 121, Accounting for the Impairment
of Long-Lived Assets and Long-Lived Assets 1o be Disposed of. FAS
144 addresses accountuing and reporung for the impairment or dis-
posal of long-lived assets. including the disposal of a component
of a business.

in accordance with FAS 144, the company assesses whether
there has been an impairment of its long-lived assets and certain
intangibles held and used by the company when such impairment
indicators exsst. During 2003. certain events, including market
conditions. turd-party actions, operaung resubis and changes n
the company’s long-term strategic plan have occurred. requiring
nianagement to assess the [ikeithood of an impairment for certain
long-hved assets and certain intangibies held and used by the
company. Indicators of impairment existed for certain asset
groups. including long-term turbine purchase contracts, finite-
Iived muangible assets and merchant power plants. triggenng a
requirement to ascertan the recoverabiiey of these assets using
undiscourted cash flows before interest expense. See Note 10 for
specific details regarding the results of these assessments

Deferred Credits and Other Liabilities

Other deferred credits primanily include the accrued post-
retirement benefit liabiliny, the pension lability, deferred gains and
the hiability tor tuture contract adjustment payments related to the
mandatorilv convertible equity securities.

Stock-Based Compensation

TECO Energy has adopted the disclosure-oniy provisions of FAS
123, Acconunnng for Stock-Based Compensation, but apphes
Accounung Principles Board Opimion No. {APB; 25, Accounung for
Srock Issued 1o Emplovees. and related mterpretauons in account-
ing for its stock-based compensation plans. See Note 9 tor the pro
forma impact that the apphication uf the recognition provisions of
FAS 123 would have on reported net mcome and earnings per
share

235



Effecuve Jan. 1. 2003, the company adopted FAS 148
Accounnng for Stock-Bused Comvensation-Transition and
Disclosure. an amendmenr of FASE Starement No. {23, This stan-
dard amends FAS 123 to provice alternanve methods of transition
for companies that voiuntarily change to the tair value-based
method of accounting for stock-based empiovee compensauon. It
also requires promunent disclosure about the effects on reported
net mcome of the company s accounting policy decisions with
respect to stock-based emplovee compensation i both annua!
and interim financial statements. The adoption of the disciosure
provisions of this standard did not have a material impact on e
company’s financial position.

Restrictions on Dividend Payments and Transfer of Assets
Dividends on TECO Energvs common stock are declared and
puaid atthe discrenon ot its Board of Directors. The primary sources
ot runds to pay dividends on TECO Energy's common stock are div-

idends and otrer distributions trom 1ts operaung companies

TECO Energy’s 3380 million note indenture contains a covenant
that requires the company to achieve certain interest coverage lev-
eis in order to pay dividends. TECO Energy’s Merrill Lynch credit
facdity contains a covenant that could limut the pavment of divi-
dends exceeding $40 million in any quarter under certain circum-
stances if the facility is drawn. Tampa Electric’s first mortgage bond
indenture and certain long-term debt at PGS contain restrictions
that limit the payment of dividends and distribuuons on the com-
mon stock of Tampa Electric. Tampa Electric’s first mortgage bond
indenture does not linut loans or advances. As of Dec. 31. 2003 and
2002. the balances restricted as to transfers from Tampa Electric o
TECO Energy under the first mortgage bonds were 3% and 20°.,
respecuvely, of consolidated common equity. Tampa Electric’s new
credit facilities include a covenant limiung cumulatve distributions
and outsianding affiliate loans.

In addinon, TECO Diversified. Inc., a2 wholly-owned subsidiarv
of TECO Energy and the holding company for TECO Transport.
TECO Coal and TECO Solutions. has a guarantee related 1o a coal
supph agreement that hmits the payvment of dividends to 1ts com-
mon shareholder. TECO Energy. but does not limit loans or
advances.

See Notes 6, 7 and 20 for a more detailed description of signifi-
cant financial covenants.

TECO Energy holds the right to defer payvments on 1ts subordi-
nated notes issued 1 connection with the 1ssuance of trust pre-
terred securities by TECO Capital Trust I or TECO Caputad Trust 11,
Should the company exercise this right. it would be prohibited
from pawving cash dividends on its common stock until the unpaid
distributions on the subordinated notes are made. TECO Energy
has not exercised that right.

Foreign Operations

The functional currency of the company's foreign investments
is primarily the U.S. dollar. Transactions in the local currency are
remeasured to the U.S. dollar for financial reporting purposes. The
aggregate remeasuremnent gains or losses included in net ncome
in 2003, 2002 and 2001 were not significant. The foreign invest-
ments are generally protected from any significant currency gains
or losses by the terms of the power sales agreements and other
related contracts, in which pavments are defined in U.S. dollars.

Reclassifications

Certain prior vear amounts were reclassified to confarm with
the current vear presentation. Results for all prior periods have
been reclassified from continuing operations to discontinued
operations as appropriate for each,of the entities as discussed in
Note 14.

<36

2. Derivatives and Hedging

From ume to ume, TECO Energy and its affiliates enter intw
futures. fonvards. swaps and option contracts for the following
purposes.

o To limit the exposure to price fluctuations tor phvsical pur-
chases and sales of natural gas in the course of normal opera-
uons at Tampe Electric and PGS.

To Limit the exposure to 1nterest rate fiuctuanons on debt
1ssuances at TECO Energv and its other affiliates.

To limut the exposure to electiicity, natural gas and tuel odl
price fluctuations related to the operations of natural gas-
tired and tuel oil-fired power piants a: TWG. and

To lunit the exposure to price fluctuanons tor pinsica: pur-
chases of fuel at TECO Transport.

TECO Energy and its affiliates use aenvatn es oniy to reduce
normal operating and market risks. not for speculative pumposes
The company's prunary objecuve n using dervatve instruments
for regulated operations 1s 1o reduce the impact of market price
volatility on ratepavers. For unregulated operations, the company
uses derivative instruments primarily to opumize the vaiue of
phyvsicai assets, including generauon capacity. natural gas produc-
uon, and natural gas delivery.

The risk management policies adopted by TECO Energy pro-
vide @ framework through which management monitors various
risk exposures. Dailv and pertodic reporting of positions and other
relevant metrics are performed bv a centralized risk management
group which is independent of all operatng companies.

The company applies the provisions of FAS 133, Accounting for
Derivative Instruments and Hedging Activiries. The standard
requires companies to recognize derivatives as either assets or lia-
bilities in the financial statements, to measure those instruments
at fair value, and to reflect the changes in the fair value of those
instruments as either components of other comprehensive
income (OCli or in net income, depending on the designation of
those instruments. The changes in fair value that are recorded in
OCI are notimmediately recogiized in current net income. As the
underlving hedged transaction matures or the physical commodity
15 delivered. the deferred gain or the loss on the related hedging
instrument must be reclassified from OCl to earnings based on 1ts
value at the tume of its reclassification. For effecuve hedge transac-
tions, the amount reclassified from OCI to earmings is offset i net
income by the amount paid or received on the underlying physical
transaction. Additionally, amounts deferred in OCl related to an
effective designated cash flow hedge must be reclassified to cur-
rent earnings if the antcipated hedged transaction is no longer
probable of occurring. Atadopuon on Jan. 1. 2001, the company
had derivatves in place at TECO Coalbed Methane that qualified
for cash flow hedge accounung treatment under FAS 133, and
recorded an opening swap liability of $19.0 milion and an after-tax
reduction to OCl of $12.6 million. TECO Coalbed Methane was
subsequently reclassified to discontinued operations, reflecting the
December 2002 sale of the company's investment in the enuty, as
discussed in Notes 14 and 21.

At Dec. 31, 2003 and 2002, respecuvely, TECO Energy and its
affiliates had derivauve assets (current and non-current) totaling
$21 1 million and $12.6 million, and habilities {current and non-
current, totaling $12.0 million and $4.1 million. At Dec. 31, 2003
and 2002, accurnulated other comprehensive income (OCl}
included $4.3 million and $32.4 million. respecuvely, of unrealized
after-tax losses, representing the fair value of cash flow hedges
whose transactions will occurin the future, Included in OCl at
Dec. 31. 2003 1s an unreahzed after-tax loss of $14.6 million on
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interest rate swaps designated as cash flow hedges. reflecung the
remaining amount included in OCI related to cash flow hedges for
the period preceding the expected disposinon of TPGC isee Note
14,. At Dec. 31, 2002 the unrealized after-tax loss of $37.3 million,
included in OCI, represented the company’s proportonate share
of OCl at TPGC, 1n accordance with the equiry method of account-
ing. Amounts recorded in OCl reflect the estimated fair value of
dervative instruments designated as hedges, based on market
prices as of the balance sheet date. These amounts are expected to
fluctuate with movements in market prices and may or may not be
realized as a loss upon future reclassification from OCL

For the vears ended Dec. 31, 2003, 2002 and 2001. TECO Energy
and 1ts affiliates reclassified amounts from OCl texcluding certam
reclassificauons for interest rate swaps described below: and rec-
ognized net pre-tax losses ot $12.6 million, $29.0 mitlion and $14.7
million. respecuvely. Amounts reclassified from OCl were primar-
Iv related to cash flow hedges of physical purchases of naturat gas
and physical sales of electricity. For these tvpes of hedge reiation-
ships. the loss on the derivative, reclassified from OCI to earmings.
15 offset by the reduced expense arising from lower prices paid or
received for spot purchases of natural gas or decreased revenue
from sales of electricitv. Conversely, reclassificauon of a gain from
OCl to earnings is offset by the increased cost of spot purchases of
natural gas or sales of electriciny.

As aresultot 1; the suspension of construction on the Dell and
McAdams power plants at TWG 1n 2003 and 2) the maimtenance
acuvity on the Frontera Power Stauon at TWG in earlv 2003, the
company disconunued hedge accountung for purchases of natural
gas and sales of electricity which were no longer anticipated 10
take place within two months of the originally designated time
period for delivery. The disconunuation of hedge accounting
resulted in a reclassification of a pre-tax gain of $0.2 million from
OCI to earnings. reflecting the fair value of the related derivarives
as of the disconunuation date. This gain is included in the net pre-
tax loss reported above for 2002. In addition. as a result of the des-
ignauon of TPGC as an asset held for sale. the company concluded
that the hedged interest expense for periods bevond the expected
disposition date are no longer probable. As a result, the company
reclassified a pre-1ax loss of $63.8 million ($41.5 million after tani
tfrom OCI to mcome trom discontinued operations tsee Note 14..
Gains and losses on these derivative instruments, subsequent to
the discontinuauon of hedge accounting treatment. were recorded
1N earnings.

Based on the fair value of cash flow hedges at Dec. 31, 2003,
pre-tax losses of $9.0 million are expected to be reversed from OCI
to the Consolidated Statements of Incomne within the next nwelve
months. However. these losses and other future reclassifications
from OCI will fluctuate with movemnents in the underlying market
price of the derivative instruments. The company does not cur-
renty have any cash flow hedges for transactions forecasted to
take place in periods subsequent to 2006.

At Dec. 31, 2003, Prior Energy, a subsidiary of TECO Energy, had
transactions 1n place to hedge gas storage inventory that qualify
tor tair value hedge accountung treatment under FAS 133. During
the vears ended Dec. 31. 2003, 2002 and 2001, respectively. the
company recognized pre-tax gains (losses) of $(1.3; million, Su.7
million and $0.1 million. respectively. These gains and losses are
included in discontinued operations as a result of the expected
sale of Prior Energy (see Notes 14 and 21). See Note 23 for details
regarding the subsequent sale of Prior Energy. For the years ended
Dec. 31, 2003. 2002 and 2001, respectively. the company also rec-
ognized pre-tax losses of $6.5 million. $2.4 million and $1.5 mil-
lion, relating to dervatives that were not designated as either a
cash flow or fair value hedge.
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3. Goodwill and Other Intangible Assets

Effecuve Jan. 1. 2002. TECO Energv and 1ts subsidianes adopted
FAS 141, Business Cominnanons. and FAS 142, Goodwili and Otiter
Itangble Assers. FAS 141 requires all business combinations it
ated atter June 30. 2001 to be accounted for using the purchase
method of accounung With the adoption of FAS 142, goodwill is
no longer subject to amoruzauon. Rather. goodwiil and intangible
assets. with an indefinite Life, are subtect to an annual assessment
forumpairment by apphing a fair-value-based test. Intangibie
assets with a measurabie useful hfe are required to be amoruzed

Asrequired under FAS 142, Gooweril and Otner Intangibie
Assers, TECO Energy reviews recorded goodwill and intangible
assets at least annualiy for each reporung unit Reporung units are
generally determined as one leve! below the operatng segment
level: reporung units with similar characterisucs are grouped for
the purpose of determining the impairment, if any. ot goodwill and
other intangible assets. The tair value for the reporuing unuts evalu-
ated 1s generally determined using discounted cash flows appro-
priate for the business model of each significant group of assets
within each reporung umit. The models incorporate assumptions
relating to future results of operations that are based on a combi-
nation of historical experience. fundamental economuc analysis.
observable market activity and independent market studies.
Management periodically reviews and adjusts the assumpuons, a»
necessary, to reflect current marke: condinons and observable
actviny [ a sale is expected 1n the near term or a similar transac-
non can be readily observed in the markemplace, then thus informa-
tion is used by management to estimate the fair value of the
reporting unit.

As a result of the consolidation of TPGC. effective Apr. 1. 2003
(see Note 12). the completion and commercial operauon of the
Union Power Partners (UPP) plant in June 2003, and the termina-
tion of the partnership with Panda Energy in June 2003, manage-
ment inttiated an interim review for the possible impairment of
goodwil associated with TWG's reporting units. This evaluation
indicated that an impairment of goodwill existed. Accordingly, the
fair value of the reporung unit was determined. in accordance with
the poiicy described above, to calculate the goodwill impairment.
Consequently. the company recorded a pre-tax impairment charge
in june 2003 of $95.2 million to write off all of the guodwill previ-
ously recorded at these reporting units based on the implied fair
value of the goodwill for each respective reporung unit. This good-
will arose from the previous acquisitions of the Commonwealth
Chesapeake power station in \Virginia and the Frontera power sta-
tion i1 Texas. TWG has no remaunng goodwill

In connection with the annual goodwill assessment, the com-
pany determined that the goodwill recognized and associated with
TECO Energy Services, relating to BCH Mechanical and BGA, was
impatred. The company recognized a goodwill impairment pre-
tax loss of $19 4 million. Additionally. goodwill of $9.6 multion
reiated to Prior Energy has been reclassified to “Assets held for
sale” isee Notes 14 and 23,

The amount of intangible assets recorded 1n "Other assets” at
Dec. 31, 2003 and 2002 was $4.9 mullion and $12.6 milbon. respec-
uvely (net of accumulated amortization in 2002 of $13.3 million).
For the vears ended Dec. 31, 2003 and 2002, the company recog-
nized amortization expense of $4.7 milhon and $23.1 milhon,
respectively, TECO Energy expects 1o recognize amortizatlion
expense of $0.2 million each vear for 2004-2009.

Intangible assets at Dec. 31, 2002 1included $8.1 million relating
to an indefinite-lived intangible asset arising from gasification
technology nicenses held by TWG and a long-term customer
arrangement at BGA. However. in 2003, due to changes in man-
agement’s long-term strategic plan and the expected disposal of
BGA, a pre-tax impairment charge of $8.1 nullion was recognized
to write off the value of these intangible assets.



The pro formu reconciilanon of reported net income and earn-
Ings per share to adjusted net Income exciuding goodwll amort-
zation eapense for the vears ended Dec. 31. 2003, 2002 and 200
tollows
Pro Forma Effect of FAS 142 Adoption

rmillions. except per share amounis. 2003 2002 200!
Net (loss) income:
As reported $(909.41  $330.1 $303.7
Add: Goodwili amoruzed.
net of rax - - 37

Adiusted net iloss! mcome
Earnings per share - basic:

$(909.4;, $3301 $307.4

As reported § (5.05 & 215 & 22
Add: Goodwill amortuzed.
net of tax - - 003

Adjusted basic earnings pershare § (5.05; ¢
Earnings per share - diluted:

As reported $ {3.05 & 213 & 2722
Add: Goodwill amoruzed.
net ot tas - - 003
Adjusted duuted earnings
per share § (505 & 213 § 227
4. Regulatory

As discussed in Note 1, Tamipa Electric's and PGS’ retail busi-
nesses are regulated by the FPSC.

Base Rate - Tampa Electric

Since the expiration, 1 1999, of agreements entered 1nto in
1996 with Florida's Office of Public Counsel (OPC; and the Florida
Industrial Power Users Group (FIPUG;. which were approved by
the FPSC. Tampa Electric 1s not under a new stipulation to stabilize
prices while securing fair earnings opportuniues. Tampa Electric’s
rates and allowed return on equity {ROE) range of 10.75 percent to
12.75 percent with a midpoint of 11.75 percent are in effect untl
such ume as changes are occasioned by an agreement approved
by the FPSC or other FPSC actions as a resuit of rate or other pro-
ceedings ininated by Tampa Electric, FPSC staff or ather interested
parues. Tampa Electric expects to conunue earning within its
aliowed ROE range.

Tampa Electric has not sought a base rate increase to recover
the investument in the Bayside Power Station. of which phase one
entered service 1n April 2003.

Cost Recovery - Tampa Electric

2003 Proceedings

In February 2003. Tampa Electric filed a request for an add:-
tional fuel cost adjustment of almost $61 million due to continued
increases in the cost of natural gas and oil and the plan to phase
out Gannon Units 1 through 4 in 2003. In March 2003, the FPSC
approved Tampa Eiectric’s new fuel rates as well as new fuel rates
for the other peninsular Florida investor-owned utihues.

In September 2003, Tampa Electric filed with the FPSC for
approval of fuel and purchased power, capacity. environmental
and conservauon cost recovery clause rates for the period Januan
through December 2004. in November 2003, the FPSC approved
Tampa Electnc’s requested changes. The resulung rates included
the impact of increased use of natural gas at the Bavside Power
Station, the collection of approximately $91 million for under-
recovery of fuel expense for 2002 and 2003, and estimated water-
borne transportation rates for coal transportation services (see
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Note 17 . Tne FPSC did not allow recovery of 8 4 muthon it char-
acterized as savings from shutung down e Gannon Station eart:-
er than originally planned wnich the FPSC asserted generated
operatons and mamntenance savings The rates include protected
costs associated with emvironmental projects required under the
Emironmental Protecuon Agency .EPA Consent Decree and the
Florida Department of Environmental Protecuon FDEP Consen:
Final judgment :see Note 20 for additonal details regarding these
emvironmental marters . The costs associated with this disai-
jowance were recognized in 2003

Tampa Electric filed 12s obiection w the disalionance ot the
recovery of the 38 4 million and a monon asking the FP'sC o
reconsider its decision because all facts and law were not taken
Into account. The moton was filed on fan. 6. 2004, and a decision
on this matter 1s expected in the first quarter of 2004,

As part of the regulatory process. 1t1s reasonably ikely tha:
third parties may mtervene on this or stmiar matters i the teture
The company s unable to predict the tming. nature or mpact o
such future actions.

Base Rate - Peoples Gas

OnJune 27, 2002, PGS filed a petiion with the FPSC o increase
its senice rates. The requested rates would have resulted in a
$22.6 million annual base revenue increase, reflecung « ROE mid-
point of 11.75 percent.

On the date of the FPSC hearing, PGS agreed to a settlement
with all parties involved, and a final FPSC order was granted on
Dec. 17,2002, PGS recewved authorization to increase annual base
revenues by $12.03 million. The new rates aliow for un ROE range
of 10.25 1o 12.25 percent with an 11.25 percent midpoint ROE and
a capital structure with 57.43 percent equiny. The mncrease went
into effect onJan. 16, 2003.

Cost Recovery - Peoples Gas

In November 2003, the FPSC approved rates under Peoples’ Gas
Purchased Gas Adjustment (PGA} cap factor for the period January
2004 through December 2004. The PGA 15 a factor that can vary
monthly due to changes in actual fuel costs but is not anucipated
to exceed the annual cap.

Other [tems

Coal Transporiation Contract

Tampa Electric’s contract for coal transportation and storage
senvices with TECO Transport expired on Dec. 31, 2003, In June
2003, Tampa Electric 1ssued o Request For Proposal (RFP1 1o
potential providers requesting services for the next five vears. The
result of the RFP process was the execuuon ot a new contract
berwveen Tampa Electric and TECO Transport with market rates
supported by the results of the RFP and an independent consult-
ant in mariume transportation matters. The prudence of the REP
process and final contract is expected t be reviewed by the FPSC
in May 2004, with a decision expected in July 2004,

Regronal Transmission Organization (RTO;

In October 2002. the RTO process involving the proposed for-
mation of GridFlorida LLC, as initiated in response to the Federal
Regulatory Commussion’s (FERC'si continuing effort to affect open
access to transmission facilities 1n large regional markets, was
delaved when the OPC filed an appeal with the Florida Supreme
Court asserting that the FPSC could not relinquish 1ts junsdictional
responsibihity to regulate the 10Us and the approval of GridFlorida
would result in such a relinguishment. Oral arguments occurred
in May 2003. and the Florida Supreme Court disnussed the OPC
appeal ciung that 1t was premature because certain portions of the
FPSC GnidFiorida order are not final.
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In September 2003. a joint meeung of the FERC and FPSC took
place to aiscuss wholesaie market and RTO 1ssues related 1o
GndFlonda and in parucular federai‘state interacuions. The FPSC
nas scheduled a series of collaboranve meetings with all interested
parties and upon their conclusion. will set iterns for hearing and a
heaning schedule. This 1s expected to occur througnout 2004.

Regulatory Assets and Liabilities

Tampa Electric and PGS matntain their accounts in accordance
with recognized policies of the FPSC. In addition. Tampa Electric
maintains 1ts accounts in accordance with recognized policies pre-
scribed or permutted by the FERC. These policies conform with
generally accepted accounung principles in all material respects.

Tampa Electric and PGS apply the accounting treatment per-
mutted by FAS 7L Accounnng ror the Effects of Certamn Types of
Reguianion. Areas of applicabiliny include deferral of revenues
under approved regulatory agreements; revenue recognition
resuiung from cost recovery clauses that provide for monthly
billing charges to reflect increases or decreases in fuel; purchased
power, conservauon and environimental costs: and deferral of costs
as reguiatory assets. when cost recovery 1s ordered over a period
longer than a fiscal vear. to the period that the regulatory agency
recognizes them. Details of the regulatory assets and liabilines as
of Dec. 31, 2003 and 2002 are presented in the following table:

Regulatorv Assets and Liabilities vndiions.

Dec. 31, 2003 2007
Regulatory assets:
Regulatory tax asse: § 633 S 349
Other:
Cost recovery clauses 59.7 34.7
Coal contract buyv-out - 2.7 3.4
Dererred bond refinancing costs 32.2 35.9
Environmental remediation 20.7 203
Competitive rate adjustment 5.3 T4
Other 4.4 1.6
125.0 108.3
Total regulatory assets $1883 S163.2
Regulatory liabilities:
Regulatory ta liabiliny § 299 8 3686
Other:
Deferred allowance auction credits 1.9 2.1
Recoverv clause related - 22
Environmental remediation 20.7 20.3
Transmission and distribution
SIOrm reserve 40.0 36.0
Deferred gain on properrty sales ° 1.9 0.9
Accumulated reserve - cost of removal 462.2 440.6
Other 3.6 -
530.3 502.1
Totat regulatory liabiliues $560.2  $338.7

11, Related primarily to plant hfe. Includes $17.0 million and 820 9 nullion
o excess deterred taxes as of Dec 31, 2003 and 2002, respectively

12, Amoruzed over a 10-vear period ending December 2004

{31 Unamortized refinancing costs'

Related to debt transactions as follows imillionst: Amoruzed until

$ 300 2004
S 516 2005
§ 221 2007
$ 250 2011
$ 500 201
$150.0 2012
$150.0 2012
$ 859 2014
§ 250 2021
$100.0 2022

41 Amortzed over a 3-year period with various ending dates.
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5. Asset Retirement Obligations

Onjan. 1, 2003. TECO Energv adopted FAS 133, Accouning for
Asser Reirrement Obliganons The company recognized habilines
for reurement obligations associated with certain long-hived assets
in accordance with the reievant accountng guidance. An asset
reurement obligaton tor a long-iived asset is recognizea at tair
vaiue at inception of the obhigauon if there 1s a legal obiigauon
under an exisung or enacted law or statute, a written or oral con-
tract. or by legal construction under the doctrine of promisson
estoppe. Reurement obligations are recognized oniv it the tegal
obligaton ensts In connection with or as & result of the permanent
reurement. abandonment or sale of a iong-lived asser.

When the liabiliny is inutially recorded. the carning amount ot
the related long-iived asset1s correspondingly increased Over
ume. the hability 15 accreted to 1ts future value The corresponding
amount capitalized at inception is depreciated over the remaining
usefui lite of the asset. The hiabilin must be revalued vach period
based on current market prices.

TECO Energy has recognized asset retirement obligations tor
reclamation and site restoration obligations principatly associated
with coal minung, storage and transter facihiues The majonty of
obligations arise from environmental remediation and restoration
activities for coal-related operations. Prior to the adopuon of FAS
143, TECO Coal accrued reciamauon costs for such activities. For
TECO Coal. the adoption of FAS 143 modifies the valuation and
accrual methods used to estumate the fair vidue of asset reurement
obligations.

As a result of the adoption of FAS 143, TECO Energy recorded
an mcrease to net property, plant and equipment of $7.8 mulion
inet of accumulated depreciation of $6.6 million; and an increase
to asset retirement obligations of $22.1 million, partally ofiset by
previousty recognized accrued reclamauon obligations associated
with coal mining activities of $12.3 mithon. A pre-tax charge of
$1.8 million. net of a $0.2 million offset due to a regulatory asset at
Tampa Electric. {S1.1 millton after tax) was recognized as a change
in accounting principie.

For the vear ended Dec. 31, 2003, TECO Energy recognized $1.2
million of accretion expense associated with asset reurement obli-
cations. During this peniod. no new reurement obhgations were
incurred and no significant revisions to esumated cash flows used
in determiming the recognized asset retirement obligations were
necessary. FAS 143 was not effective for the vears ended Dec. 31,
2002 and 2001

As regulated utilities, Tampa Electric and PGS must fiie depreci-
ation and dismantiement studies periodically and receive approval
from the FPSC before unplementing new depreciation rates.
Included 1n approved depreciation rates is either an imphcit net
salvage factor or a cost of removal factor, expressed as a percent-
age. The net salvage factor is principally comprsed of two compo-
nents—a salvage factor and a cost of removal or dismantement
tactor. The company uses current cost of removal or dismantle-
ment factors as part of the esumauon method o approximate the
amount of cost of removal in accumulated depreciation.

Upon adoption of FAS 143 at Jan. 1. 2003, the estimated accu-
mulated cost of removal and dismantlement included in net accu-
mulated depreciation as of Dec. 31, 2003 and 2002 of $462.2 mii-
lion and $440.6 million. respectively, was reclassified to a regulato-
v liabihiry for all pertods presented {see also Note 4;. For Tampa
Electric and PGS, the onginal cost of utility plant reured or other-
wise disposed of and the cost of removal, or dismantlement, less
salvage value is charged 10 accumulated depreciation and the
accumulated cost of removal reserve reported as a regulatory lia-
biliry, respectively.
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6. Short-Term Debt

AtDec. 31,2003 and 2002. the following credit facihiues anc related borrowings existea

Credit Facilities

-

Dec. 31,2003

Dec. 31,2002

Letrers Lerrers
Credi: Borroumg: of Cred:it Cred:r Borrowings of Credi:
imillions. Facilines Ouistanaing  Ouistanding Facihinies  Cuisranaing  Quisianding
Recourse:
Tampa Electric.
I-vear faciliv $ 1250 s - s - S 3000 s - s -
3-vear facihity 125.0 - - - - -
TECO Energy:
1-vear term loan - - - 350.0 350,10 -
18-month facility 100.0 - - - -
1-vear raciliny 375 375 - - - -
3-vear tacilin 350.0 - 109.9 3500 - 179 8
Total $ 7375 § 373 $109.9 S 100V $3aee 1788

11 »ee Note 23 tor details regarding the subseguent reauction of this credit tacilin
These credit facilities require commitnent fees ranging from 20

10 50 basis points. The weighted average interest rate on outstand-

ing notes pavable at Dec. 31, 2003 and 2002 was 5.63% and 1.88%.
respectively. At Dec. 31, 2003 and 2002. notes pavabie consisted of

the following.

Notes Pavable

tnullions. Dec. 31. 2003 2002
Cred:t tuciliues outstanding $ 375 83300
Commercial paper - 10.3
Total notes pavable $ 375 83605

Tampa Electric 1-vear and 3-vear facilities

On Nov. 7, 2003, Tampa Electric Company replaced 1ts matur-
ing $300 million credit faciliny with a $125 million one-vear credit
facility and a $125 million three-vear credit faciliv, maturing in
November 2004 and November 2006, respectvelv. In addition to
the financia! covenants described below and 1n Notes 1 and 20. the
mwo new facilities include a covenant limiting cumulauve distribu-
tions after Oct. 31, 2003 and outstanding affiliate loans to an
amount representing an accumnulanon of net ncome atter May 31,
2003 and capital contributions from the parent after Oct. 31. 2003,
plus $450 million.

TECO Energy 1-year term loan

On Nov. 13, 2003. TECO Energy repaid the $350 million one-
vear credit facilioy matuning on that date.

TECO Energy 18-month faciliry

On Apr. 9, 2003, TECO Energy entered into a $350 million unse-
cured credit facility with Merrill Lynch for a term of up to eighteen
months. The Merrill Lynch credit facility requires TECO Energy's
debr-to-capital ratio. as defined in the credit agreement, not to
exceed 65%. This facilitv also has covenants that. if the facility s
drawn, could limit the payment of dividends exceeding $40 million
in any quarter unless, prior to the payment of anv dividends. the
company delivers to Merrill Lynch liquidity projections saustactory
to Merrill Lynch demonstrating that the company will have suffi-
clent cash or cash equivalents to payv both the dividends contem-
plated and each of the three quarterly dividends next scheduled to
be paid on its cominon stock. Current quarterly dividends are
$34.8 million.

On Novw. 12, 2003, TECO Energy and Merrill Linch amended the
existing $350 million credit facility 1o allow $100 million of credit
capacity 1o remain in place subsequent to the repayment of the
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$330 mitlion bank term maturiny on Nav. 13. 2003 Under the
terms of the onginal agreement. the facility wouid have been
exunguished upon that repayment. The amendment made the
$100 milhon commuitment of undrawn line capacity available
through Apr. §, 2004, at which ume the facility can be drawn up to
$100 million and reman outstanding to Oct. 8. 2004. The $100
million facility is requured to be reduced for certain asset sales and
financings. See Note 23 for details regarding the subsequent
reducuon of this facility due to subsequent asset sales.

On Dec. 19, 2003. TECO Energy and Merrill Lynch further
amended the existing Merrill Lynch credit faciliy to putin place
with Merrill and JP Morgan a conungent credit facility of 3200 mil-
hon. The contngent facility becomes effective only if the existing
$350 million bank credit facility becomnes unavatable because of
non-compliance with the 65% debt-to-total-capital covenant or
transfer of assets covenant as a result of write-offs or the disposi-
tion of TWG assets. Upon the occurrence of these parucular
events, TECO Energy would pledge the common stock of TECO
Transport Corporation as security under the amended credit facili-
nv and the commuunent available under the facihny would be
increased to $200 million. all of which would be available for let-
ters of credit or cash draws. [f the terms of the facilicy change as a
result of these parucular events. the amended facility would
mature 11 December 2004. The conungent faciiiny, if activated.
would replace the exusting S100 million Merrill Lynch facility. See
Note 20 for a summary of performance against significant finan-
clal covenant requirements.

TECO Energy 1-year facility

On June 24, 2003, TECO Energy entered into a one-vear $37.5
million credit faciliny with four banks. collateralized by 50% of the
Union and Gila River assets. The proceeds from the credit facility
were used In the termination of the parmership with Panda. This
credit facihiny has a debt-to-capital covenant similar to those of the
othier TECO Energy credit facilities, but also includes an earnings
before interest, taxes, depreciation and amortizauon (EBITDA; to
interest coverage requirement of 2.5 umes, a limitaton on liens of
not more than 60% of the fair value of assets, and a restriction on
the sale of anv of the company’s interestin the Union and Gila River
projects. Thus loan can be repaid without penalty at any ume with
three husiness days' notce. See Note 20 for a summary of perform-
ance against significant financial covenant requirements.
Subsequent to Dec. 31, 2003, this ubhigation was repaid (see
Note 23,
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7. Long-Term Debt

AtrDec. 31, 2003, rotal long-term debt had a carrving amount of
$4.382.6 milhon and an esurnated fair market value of $4,503.6
million. The estimated {air market value of fong-term debt was
based on quoted market prices for the same or sunilar issues, on
the current rates offered for debt of the same remamning maturiues
or for long-term debt issues with vartable rates that approximate
market rates, at carrving amournts. The carmyving amount of long-
term debt due within one vear approximated fair market value
because of the short matunty of these instruments.

A substanual part of the tangible assets of Tampa Electric 1s
pledged as coltateral to secure its first mortgage bonds. and certain
pollution control equipment 1s pledged to secure certain install-
Iment contracis pavable.

TECO Energy's matunues and annual sinking fund requure-
ments of long-term debt tor 2004 through 2008 are as follows:

Long-Term Debt Marurities For Continuing Operations

Dec. 31,2003 Toral
tnllions 2004 2005 2006-2008 2004 - 2008
TECO Energy
Debt securiries S - S - S 680.0 $ 680.0
Preferred securities - - 149.1 +48.1
Tampa Electric 0.8 - 125.0 125.8
Peoples Gas 5.3 3.3 2.7 33.5
TWG - - - -
TECO Transport - - 110.6 110.6
TECO Coal - - -
Other - 233 20.7 316 97.8
316 26.2 1.435.0 1.516.8

Liabiliues associated
with assets held
for sale 2,087.3 - - 2.087.3

Total long-term

debt maturines  S$2.1189 $26.2 $1.459.0 $3.604.1

L FAS 130, Accewnting jor Certai fimancial nstrunmienss with:
Characternes of both Labidines and Equany. wineh was adopted on juiy
1, 2063, requires the classification of the preterred secuninies as debt

820 T mithon. and 331.6 mullion for 2004, 2003 and 2006-2008. respec-
el

Debt

TECO Energy - 3300 million 7.5% Senior Unsecured Notes

On June 13, 2003. TECO Energy issued $300 million of 7.5%
Senior Unsecured Notes due in 2010. These notes contain a
covenant that timits the ability of the company to create any hen
upon any of its property in excess of 5% of consolidated tangible
net assets, as defined in the agreement, without equally and rat-
ably securing the 7.5% Notes. Net proceeds of $293 million were
used to repay short-term debt and for general corporate purposes.
See Note 20 for a summary of performance against significant
financial covenant requirerments.

TECO Energy - 8380 million 10.5% Senior Unsecured Notes

In November 2002, the proceeds from the issuance of TECO
Energy notes were used for general corporate purposes and to pay
the $34.1 million option premium associated with the refinancing
of 5200 million of notes. The $34.1 million option premium (320.9
million after taxj was recognized as a charge in 2002,

Tampa Electric - $250 million 6.25% Senior Notes

In April 2003, Tampa Electric issued $250 million of 6.25%,
Senior Notes due in 20186, in a private placement. Net proceeds of
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Includes debt matunines tor the Guatemalan operatons of $17 8 million,

approximately $250 million were used to repay short-rerm indebt-
edness and for general corporate purposes at Tampa Electnic The
6.25% Senior Notes contain covenants that 11 require Tampa
Electric Company 1o maintam. as of the last day of each tiscal
quarter. a debt-to-capital raue. as detined in the agreement. that
does not exceed 607, and 2 prohibit the creauon of any liens on
anyv of its property 1n excess of $787 million in the aggregate. with
certan excepuions. as defined. without equaliv and ratably secur-
ing the 6.25% Senior Notes

Preferred Securities

As aresult of the adopuon of FAS 130, on July 1. 2003, the pre-
ferred securiues 1ssued by the company were reclassitied ana pre-
sented as long-term debt for external financiai reporting purposes
only. The curnulatve effect of the adoption of FAS 130 was an
after-tax loss 0f $3.2 million {$3.3 million pre-tax.. reflecung an
adiustrment 1o recognize terest expense ratably over the e vt
the instruments 1 accordance wit: the new guidance See Note
22 for a discussion of the esumated impact of new accounung
guidance 1n 2004.

Capital Trust |

In December 2000, TECO Capital Trust 1 a trust estabhished 1o
the sole purpose of 1ssuing Trust Preferred Secunues { TRuPS; and
purchasing company preferred securities, issued & million shares
0f 825 par. 8.5% TRuPS. due 2041. with an aggregate Liquidation
value of 8200 million. Each TRuPS represents an undiided bene-
ficial interest in the assets of the Trust. The TRuPS represeni an
indirect interest 1n a corresponding amount of TECO Energy 8.5%
junior subordinated notes due 2041. TECO Energy’s proceeds
from the sale of the junior subordmated notes were used 1o reduce
the commercial paper outstanding and for general corporate pur-
poses. Distributions are pavable quarterly wy arrears on January 31.
Apr. 30, Julv 31, and October 31 of each vear. Distributions were
$17.0 mulion 1n 2003 and 2002 and $14.6 million 1n 2001.

The junior subordinated notes may be redeemed at the option
of TECO Energy atany ume on or after Dec. 20. 2005 at 1007 of
their principal amount plus accrued interest through the redemp-
tion date. Upon any liquidanion of the company preferred securi-
ties. holders of the TRuPS would be enntled to the liquidauon pref-
erence of 325 per share plus all accrued and unpaid dividends
through the date of redemption.

Capital Trust Il

In Januany 2002, TECO Energy sold 17.965 mullion mandatorily
convertble equity security umits in the form of 9.5 equity units at
325 per unit resulung in 8436 milhon of net proceeds. Each equity
unit consisted of $25 in principal amount of a trust preferred secu-
rity of TECO Capital Trust 11, a Delaware business trust formed for
the purpose of issuing these securities, with a stated hquidation
amount of $25 and a contract ta purchase shares of common stock
of TECO Energy in fanuary 2005 at a price per share of between
$26.29 and $30.10 based on the market price at that ume. [f the
equity units had been converted as of Dec. 31, 2003. the company
would have been required to issue 17.1 million shares of common
stock to satisfy the mandatory conversion obligauion. Thisis also
the maximum number of shares issuable under the conversion
feature. The equity units represent an indirect interest in a corre-
sponding amount of TECO Energy 5.11% subordinated debt. The
holders of these contracts are entitled to quarterly contract adjust-
ment payments at the annuahized rate of 4.39% of the stated
amount of 825 per year through and including fan. 15, 2005. The
net proceeds from the offering were used to repay short-term debt
and for general corporate purposes.
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At Dec. 31. 2003 and 2002. TECO Energv had the tollowing long-term debt outstanding.

Long-Term Debt :nuilions Dec. 3: Due s U
TECO Energy Notes  7.2% reffectine rate of 7.38% 2010 8§ 6000 & BOUL
v.125% reftecuve rate of 6.31°% 2007 300.0 RV
7% (effective rate of 7.08% 2012 400.0 4000
10.5% reffecuve rate of 1237 - B 2007 380.0 3800
T.5% leftecuve rate 0f T.65% - 2010 300.0 -
Preferred secunues: 8.50% 2041 200.0 -
4.50™ - 2007 449.1 -
2,629.1 L6B0 G
Tampa Electric First mortgage bonds itssuable in series:
T.75% teffecuive rate of 7.96% 2022 75.0 T30
R.125% ieffecuive rate of 6.61% 2003 - BRRY]
[nstaliment contracis pavable:
8.25% Rerunding bonds effective rate of 8 §1°0 203+ 86.0 850
3.85% Refunding bonds refiective rate ot 5.88 2030 75.0 o
3.1%: Refunding bonds effectve rate of 5 77% 2013 60.7 607
3.5% Rerunding bonds effecuve rate 016 347~ 2023 86.4 86,4
4% effecuve rate of 1.22% 2025 St st
17 teffecuve rate of 4.177% 2018 54.2 54.2
4.23% (erfective rate of 4.44%: 2020 20.0 20.0
Notes: 6.875% (effective rate of 6.98% 2012 210.0 2100
6.375% (effecuve rate of 7.35%: 2012 330.0 330.0
3.375% reffecuve rate of 5.39%! 2007 125.0 125.0
6.25% {effective rate of 6.31%" 2016 250.0 ~
1,423.9 1.248.9
Peoples Gas System Senior Notes: - 10.35% 2007 3.4 4.2
10.33% 2008 4.8 5.6
10.3% 2009 6.4 7.2
3.93% 2010 6.6 T4
8% 2012 23.3 254
Notes: 6.875% {effective rate of 6.98% 2012 10.0 40.0
6.375% {effecuve rate of 7.35%, - 2012 70.0 70.0
5.375% teffective rate of 5.59% 2007 25.0 25.0
179.5 184.8
TECO Wholesale Non-recourse secured facility notes, Series A: 7.8% 2003 - 111.0
Generation Non-recourse secured facility notes. variable rate:
1.38% for 2003 and 4.36% for 2002 2004-2007 36.7 50.1
6.63% for 2003 and 6.88% for 2002 2004-2009 16.0 16.0
4.75% far 2003 and 5.00% for 2002 ° 2004-2009 14.0 14.0
Non-recourse secured facility notes: 10.1% 2004-2004 15.3 16.4
9.624¢ 2004-2009 19.1 248
Nan-recourse secured facilin note. vanable rate: 3.00% weighted average " " 2004-2006 1,395.0 -
Non-recourse financing facilin' - Union Counny- 7.5% 2004-2021 692.3 -
2,188.4 232.3
Diversified companies  Dock and wharf bonds, 5% 2007 110.6 110.6
Non-recourse mortgage notes, 4.45% tetfecuve rate of 1.62°0 2004 1.6 -
3.95Y teffective rate of 4.16%) - 2004 3.0 -
Capital lease: implicit rate of 8.5% 2003 - 25.3
118.2 1359
Unamortized debt premium (discount,. net (27.6) (30.5)
6,511.5 3.451.4
Less amount due within one vear - 316 1271
Less long-term liabilities held for sale " 2.087.3 -
Total long-term debt $4,392.6 533243
11 These notes are subject to redempuon in whole or in part, at any ume, a ing bonds. consistent with regulatory treatment
the option of the company. T+ Proceeds of these bonds were used o refund bonds with interest rates of
:2: These long-term debt agreements contain vartous restrictive covenants, 5.73%0-8%.
s\t:)clrel ;zlxmuanons on restncted payments, liens and indebtedness isee 8 ;F('r)lgqmterest rate on these bonds was fixed tor a five-vear termon Aug 5.
il ! o -
{3; These secunuies may be redeemed 1n whole orin part. by action ot the 191 Composite vear-end interest rate
company on or after Dec. 20, 2005 101 Thus obligaton 1s expected 1o be transterred in the disposition of the
14" These securities are comprised of nvo components-an equity contract Union and Gila River power plants As a result. the labitity has been
which pavs a coupon of 4.39%. adyusted quarteriy. and a note obiigation reclassified to "Liabiliiies associated with assets hetd for sale”. see Note 14
which pays & coupon of 5.11% iettective rate ot 5.85%;. The note obliga- for addinunal details
ton 1> subject to a potential rate reset on Oct 13, 2004 i11: These notes represent 100% of the debt tor BI-One, LLC. an 80-percent
(31 Tax-exempt securities owned unconsohidated affthate. In total. the company has a $1 0 million
161 Proceeds of these bonds were used to refund bonds with an interest rate guarantee on these notes.
of9 9% 1n February 1995. For accounting purposes. interest expense has (12) Of the amount due 1n 2004, $0.8 mullion may be sausfied by the substitu-
been recorded using a blended rate of 6.52% on the onginal and refund- tion of property in lieu of cash pavments
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8. Preferred Stock

Preferred stock of TECO Energy - $1 par 10 million shares
authonzed. none outstanding.

Preference stock of Tampa Electric - no par 2.5 million shares
authorized, none outstanding.

Preferred stock of Tampa Electric - no par 2.5 million shares
authorized. none cutstanding.

Preferred stock of Tampa Electric - $100 par value 1.5 million
shares authorized. none ourstanding.

9. Common Stock

Stock-Based Compensation

1n April 1996, the shareholders approved the 1996 Equity
incenuve Plan (1996 Plan:. The 1996 Plan superseded the 1990
Equiny Incenuve Plan 11990 Plan . and no addidonal grants will be
made under the 1980 Plan. The rights of the holders of outstand-
ing options under the 1990 Plan were not affected. The purpose of
the 1996 Plan 15 to attract and retain key emplovees of the compa-
ny. to provide an incentive for them to achieve long-range per-
formance goals and to enable them 1o participate in the long-term
growth of the company. The 1996 Plan amended the 1990 Plan to
increase the number of shares of common stock subject to grants
by 3.750,000 shares, expand the nvpes of awards available to be
granted and specifv @ hmit on the maximum number of shares
with respect 1o which stock options and stock appreciation rights
may be made 10 any parucipant under the plan. Under the 1996

ian. the Compensanon Comnuttee of the Board of Directors may
award stock grants. stock options and/or stock equivalents to offi-
cers and key emplovees of TECO Energy and its subsidiaries.

The Compensation Commitiee has discretion to determine the
terms and conditions of each award. which may be subject 1o con-
ditions relating to continued emplovment, restrictions on transfer
or performance criteria.

In 2003, under the 1996 Plan, 2.828.806 stock options were
granted. with a weighted average option price of S11.10and a
maximurn term of 10 vears. In addinon. 561,050 shares of restrict-
ed stock were awarded, each with a weiglhired average fair value of
Stl14. Compensation expense recognized for stock grants award-
ed under the 1996 Plan was $1.6 million. $1.7 million and $2.8 mil-
hon in 2003, 2002 and 2001, respectively. Approximately half of the
stock grants awarded m 2003 and 2002 and all of the stock grants
awarded in 2001 are performance shares, restricted subject to
meeting specified total shareholder return goals. vesting in three
vears with final payout ranging from zero to 200% of the original
grant. Adjustments are made to reflect contingent shares which
could be issuable based on current period results. The consolidat-
ed balance sheets at Dec. 31, 2003 and 2002 reflected a $(4.7) mil-
lion and a $(6.3) million liability. respectively, classified as other
deferred credits. for these conungent shares. The remainmg stock
grants are restricted subject to continued employment generally,
with the 2003 and 2002 stock grants vesting in three vears, and the
1997 and 1996 stock grants vesung at normal retirement age.

in April 2001, the shareholders approved an amendment to the
1996 Plan to increase the number of shares of common stock sub-
ject to gramts by 6.3 million.

Stock option transactions during the last three years under the
1996 Plan and the 1990 Plan (collectively referred to as the "Equitv
Plans”) are summarized as follows:

S0
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Stock Options - Equitv Plans

Uption Suares Weighted Arg
‘thousands. Ovaon Price

Balance at Dec. 31. 200¢ +.33¢ $2254
Granted 1.26 S31.3¢
Exercised 1803 21.33
Cancelled o 32

Balance at Dec. 31. 2001 3190
Granted 17T
Exercised 487
Cancelied it

Balance at Dec. 31, 2002 bl
Granted 2.82¢
Exercised 14
Cancelled 306

Balance at Dec. 31, 2003 8,925

Exercisabie at Dec. 31, 2003 ~
Available for future grant ar Dec. 31. 2003 1447

As of Dec. 31, 2003. the 8.9 million opuons outstanding under
the Equity Plans are summarized beiow

Stock Options Qutstanding at Dec. 31, 2003

Weighted Arg.

Opnion Shares Range of Weighted Avg. Remaining
ithousands! Opuon Prices Ownion Price Conrructual Lite
2783 S11.09 - 811.78 SI1.10 9Years
2.070 S19.44 -822.48 $21.16 SYears
335 §23.55 - 823.97 $24.22 4 Years
3.537 827.56 - $31.58 $29.08 T ears

In April 1997, the Shareholders approved the 1997 Director
Equiry Plan 11997 Plan). as an amendment and restatement of the
1991 Director Stock Option Plan (1991 Plani. The 1997 Plan super-
seded the 1991 Plan, and no addiuonal grants will be made under
the 1991 Plan. The nights of the holders of outstanding options
under the 1991 Plan will not he affected. The purpose of the 1947
Plan is to attract and retain highlv qualified non-employvee direc-
tors of the company and to encourage them to own shares of
TECO Energy commoan stock. The 1997 Plan is admimistered by
the Board of Directors. The 1987 Plan amended the 1991 Plan 1o
mcrease the number of shares of common stock subject 1o grants
bv 230,000 shares. expanded the tvpes of awards available to be
granted and replaced the fixed formula grant by giving the Board
discretionary authoriny to determine the amount and umuing of
awards under the plan.

In 2003. 40.000 opuons were granted, with a weighted average
option price of $11.73. Transacuons auring the iast three years
under the 1997 Plan are summarized as tollows:

Stock Options - Director Equity Plans
Option Shares Vseighted Avg.
tthousands)  Option Price

Balance at Dec. 31. 2000 258 $21.68
Granted 35 $31.26
Exercised 91 $19.12
Cancelled -~ -

Balance at Dec. 31, 2001 202 $24.49
Granted 28 $27.97
Exercised 122 $20.95
Cancelled (2 $27.56

Balance at Dec, 31. 2002 206 $25.31
Granted 40 S11.73
Exercised - -
Cancelled 10; $23.41

Balance at Dec. 31, 2003 236 32308

Exercisable at Dec. 31,2003 40 $11.72

Available for future grant at Dec. 31,2003 230




As of Dec 31, 2003, the 236.000 options outstanding under the
1997 Pian with option prices of $11 0% - 331,58, nad a weightec
average option price of $23.08 and a weighted average remaining
contracrual life of six vears

TECO Energy has adopted the disclosure-oniv provisions of FAS
123, Accounung for Stock-Based Compensanor. as amended by
FAS 148. but applies Accounung Pninciples Board Opinion No. 25
and related interpretations in accounung for ts pians, Therefore.
since stock opuons are granted witn an oprion price greater than

Pro Forma Stock-Based Compensation Expense

or equai 1o tie fair value on the grant date. no compensaton
expense iias been recognized tor stock options granted under the
1996 Pran and the 1997 Plan [f the company had elected o recog-
nize COMPensation expense tor stock options based on the far
vaue at grant date. consistent with the metnod prescribed by FAS
124, netincome and earnungs per share would have been reduced
1o the pro forma amounts as foliows. These pro torma amounts
were deterrmned using the Black-Schotes vamiatuon modet with
Welgntec average assumpuons as set [10rth deiow

pitilions, except per share amounts

2003 2902 20!

Net tloss. income from continuing operations As reported S {14.7 < S 2835
Pro formu expense 2.7 5.
Protorma S (17.4 S | S 2efl
Netiioss income As reported $(909.4: S 330l S 3037
Pro forma expense 2.7 51 43
Pro torma $!912.10 SRS S 29y 4
Net:loss ncome from contnuing operations - EPS, pasic As reported $ (0.08; LGl SOLEs
Pro torma $ (0.10) SRS S 15
Net lussy income rom conunuing operatons - EPS, duuted As reported S (0.08} S 18l N
Pro forma S (0.10) SRS N
Netincome .1oss. - EPS. basic As reported S (5.05) S 215 S
Pro forma S (5.07) S 2102 S
Netincome Hoss. - EPS. diluted As reported § (5.03) 020 s
Pro formu $ (5.07) S22 S
Assumptons
Risk-free interest rate 3.52% 5.09% 4.89%
Expected lives iin vears 7 65 6
Expected stock volatility 32.68% 23.92¢; 27.45%
Diidend vieid 6.87% 3.47% 5.467

‘T Compensation experise tor stock options determined using the far-valie based method, after @

Dividend Reinvestment Plan

in 1982, TECO Energy implemented a Dividend Retnvestment
and Commion Stock Purchase Plan. TECO Energy raised $8.0 mil-
iton, $11.2 milifon and $8.6 milhion of common equity from tus
plan m 2003, 2002 and 2001, respectively.

Common Stock and Treasury Stock

On Mar. 12,2001, the company completed a public offering or
8.625 million common shares at $27.75 per share, 7.0 million
shares of which were reissued from treasury shares.

On Oct. 4. 2001, $&P announced the inclusion of TECO Energy
shares in the S&P 500 index effective as of the market close on Oct.
49,2001, On Oct. 12,2001, TECO Energv 1ssued 3.5 million addi-
tional comimon shares at $26.72 per share. The sales of the comn-
mon shares resulted in total net proceeds to TECO Energy of
$325.5 million 1 2001, which were used 1o fund capual expend;-
tures. for working capital requirements, general corporate purpos-
es and to repay short-term debt.

In June 2002. the company completed a public offering of
15.525 million common shares at a price to the public ot $23.00
per share. The sale of these shares resulted in net proceeds to the
company of approximately $346.4 million. which were used to
repay short-term debt and for general corporate purposes. In
October 2002, the company 1ssued 19.385 million common shares
at a price to the public of $11.00 per share. The sale of these shares
resulted in net proceeds to the company of approximately S206.8
million, which were used to repay short-term debt.

On Sep. 10. 2003, TECO Energy sold 11 million shares of com-
mon stock to funds managed by Frankiin Advisers, Inc. of San
Mateo. California at a price of $11.76 per share. Net proceeds of
approxumatelv $129 million were used to repay short-term indebt-
edness and for general corporate purposes.
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Shareholder Rights Plan

In accordance with the company s Sharcholder Rights Plan, a
Righit 10 purchase one additional share of the company's common
stock ata price of $90 per share 1s attuched to each outstanding
share of the company’s common stock. The Rights expire in May
2004, subject to extension. The Rights will become exercisable 10
business days after a person acquures 10 percent or more of the
company’s eutstanding conumnon stock or commences a tender
offer that would result in such person owning 10 percent or more
of such stock. If any person acquires 10 percent or more of the
outstanding common stock. the rights of holders, other than the
acquiring person, become rights to buy shares ol common stock
of the company tor of the acquiring company if the company 1s
involved i a merger or other business combination and 18 not the
sunving corporationt having a market value of twice the exercise
price of each Right

The company may redeem the Rights at a nomunal price per
Right unul 10 business davs atter a person acquires 10 percent or
mare of the outstanding common stock.

Emplovee Stock Ownership Plan

Effective Jan. 1, 1990, TECO Energy amended the TECO Energy
Group Retirement Savings Plan. a tax-qualified benetit plan avail-
able to substanually all employvees, to include an empiovee stock
ownership plan (ESOP:. During 1990, the ESOP purchased 7 mil-
lion shares of TECO Energy common stock on the open market for
$100 mullion. The share purchase was tinanced through a loan
from TECO Energy to the ESTIP This loan 1s at a fixed mterest rate
0f 9.3% and will be repaid trom dividenc’s on ESOP shares and
from TECO Energyv's contributions to the ESOP.

TECO Energy's conuibutions to the ESOP were $21.1 million,
$13.6 muliion and $5.6 mulion in 2003, 2002 and 2001, respectively.
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TECO Energyv's annual contribution equals the interest accrued on
the loan during the vear plus additonal principal payments needed
to meet the matching allocauon requirements under tie plar, less
dividends received on the ESOP shares. The components of net
ESOP expense recognized for the past three vears are as follows:

ESOP Expense

tmdlions 2003 2002 200
Interest expense S 26 § 43 $52
Compensation expernse 16.0 12.2 T4
Dividends (5.3 (8.5 8.3
Net ESOP expense $13.3 580 sS4

Compensation expense was determined by the shares allocated
method.

At Dec. 31, 2003, the ESOP had 4.8 miliion allocated shares. 0.3
mitlion commutted-to-be-released shares. and 0.6 mulion unalio-
cated shares. Shares are released to provide empiovees with the
company match i accordance with the terms of the TECO Energy
Group Retirement Savings Plan and in lieu of dividends on allocat-
ed ESOP shares. The dividends received by the ESOP are used to
pay debt senvice on the loan benween TECO Energy and the ESOP.

For financial statement purposes. the unallocated shares of
TECO Energy stock are reflected as a reduction of common equity.
classified as unearned compensation. Dividends on all ESOP
shares are recorded as a reduction of retained earnings, as are divi-
dends on all TECO Energy common stock. The tax benefit related
to the dividends paid to the ESOP in 2003 for aliocated shares '$1.6
million; 1s a reduction of income tax expense and for unallocated
shares {80.4 million; is an increase in retaned earnings. All ESOP
shures are considered outstanding for earnings per share compu-
tatons.

10. Asset Impairments

In September 2003, as a result of the market conditions for
merchant assets, management tested the merchant plants for
impairment. This test was performed using undiscounted cash
flows based on assumptions which included long-term gross mar-
gin projections, long-term forecasts of suppiy and demand growth
rates. and reasonably available information 1o develop long term
expectations. As of Sep. 30. 2003. based on the then-current
assumptions and expectations of management, 1o impairment
was indicated based on the undiscounted cash flows of the mer-
chant assets tested, in accordance with FAS 144,

As of Dec. 31, 2003, based on the negotiations with potential
buvers, including the project lenders. a change in management’s
expectations regarding an exit strategy in the near term, and man-
agement’s designation of the Union and Giia River project compa-
nies as held for sale, a pre-tax asset impairment charge of $1.099.3
million was recognized and reflected in discontinued operauons,
in accordance with FAS 144 (see Note 14 for additional details:.
The impairment charge was calculated as the difference benween
the carnving value of the net assets and liabilities held for sale and
the respective estimated fair value of those net assets and liabili-
ues. The fair value was estimated using available market informa-
tion. corroborated by discounted cash flow analvses. The dis-
counted cash flow analyses included significant assumptons relat-
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1ng to long-term pnice and economic forecasts. refinancing of the
non-recourse debt and an appropnate discount raty

In December 2003. addinional pre-tas asset impatrment charges
of $:1.0 mubion :S25.6 million after tax: were recognized primarih
related 1o certain stean turoines and hcenses. ongmaliv pianned
for use 1 a cogenerauon project. and an eswmated pre-tax ioss on
the disposal 00 BGA 1see Notes 14 and 23 for addimonai details of
the disposition,.

In 2003. TECO Energy recognized 4 pre-1ay assel impairmens
charge of $104.1 militon :1864.2 mullion after tax relaung 1o mstakh-
ment pavments made and capitalized unaer wiroine purciaase
commutments in prior periods. As reported previoushy and in Note
17. certan turbine nghts had been transterred trom Otner
Unregulated operauons to Tampa Electric in 2002 for use i Tampa
Electrics generanon expansion activities. These canceliations.
made 1n April 2003, fully terminate all turbine purchase obiiga-
tions for these entities.

11. Restructuring Costs

In September and October of 2003, TECO Energv announced a
corporate reorganizaton to restructure the company ong tunc-
uonal lines. consistent with 1ts objectives to grow the core unhity
operations, maintain liquidity, generate cash and maximize the
value in the existing assets. As a result of these actions, the compa-
nv is now aligned to provide for centralized oversight along func-
tional lines for power plant operauons. energy deliven. energy
management. terminal operations, human resources and technolo-
gy support services. The 2003 actions included the involuntarv ter-
munation or retrement of 337 emplovees. including officers and
other personnel from operatons and support senvices.

1n 2002, TECO Energy initiated a restructuring program that
impacted approximately 230 employees across muluplie operations
and services within, primanly, Tampa Electric. This program
included retirements. the elimunation of positions and other cost
control measures. The total costs assoctated with this program,
included severance, salary conunuation and other termunation and
retirement benefits.

The company recognized a pre-1ax expense of $24.6 million and
$17.8 million for accrued benefits and other ternunaton and retire-
ment benefits for the vears ended Dec. 31. 2003 and 2002, respec-
uvely The company compieted these restructuring acuvities as of
Dec. 31,2003, As of Dec. 31, 2003 and 2002, respectvely, no adjust-
ments were made to the benefits initially accrued tor and $14.0 mil-
lton and S17.8 nuliion, respectively, of the accrued benefits were
paid or otherwise settled. The table below detalis the pre-tax
expense recognized by the operating segments

Restructuring Charges
For the vear ended Dec. 31,

fonlitons) 2003 2002
Tampa Electric $ 9.9 $16.6
Peopies Gas 4.1 -
T™WG 0.4 -
TECO Transport 1.7 -
TECO Coul - -
Other Unregulated 5.9 1.2
Elimmations and other 2.6 -
‘Total TECO Energyv $24.6 Si7.8

I Thus amount relates 1o charges at TECO Foergy parent



12. TPGC joint Venture Termination

in Januarv 2002, TWG {formerly TECO Power senices
Corporation subsidiaries agreed to purchase the interests of
Panda Energv in the TPGC projects in 2007 for $60 million, and
TECO Energy guaranteed payment of this obliganon. Panda
Energy obtained bank financing using the purchase obligauon and
assigned TECO Energy's guarantee as collateral Under certan ¢ir-
cumstances, the purchase obligauion could have been accelerated
for a reduced price based on the uming of the accelerauon. In
connection with this purchase obiigauon, Panda Energy retained a
cancellanon night, exercisable 1n 2007 for $20 million by the holder.
with early exercise permitied for a reduced price of 38 million.

On Apr. 9, 2003. the TWG subsidianes and Panda Energy
amended the agreements related to the purchase obligatior. The
moditied terms accelerated the purchase obligation to occur on or
before July 1. 2003. and reduced the overall purchase obiigation to
$3¢ million. Under the guarantee. TWG becamne obligated to make
interest and certain principal payments to ot on behalf of Panda
related o the coliateralized foan obligation of Panda. The pur-
chase obhigation of $38 million included $35 million tor Panda
Energv's nterestin TPGC, and a short-term receivable from Panda.
coliateralized by Panda’s remaining interests in PLC isee Notes 1
and 17 for additional details on TECO Energy's indirect ownership
interest in PLC:. Both modifications to the purchase obligation
were subject to the condition, which TECO Energy could waive.
that bank financing be obtained by TECO Energy. Panda Energy's
cancellation right was accelerated to expire on June 16, 2003.
TECO Energy's guarantee of the TWG subsidiaries obligation was
modified to retlect the amendments to the purchase obligauon. in
April 2003, TECO Energy recognized the fair vaiue of the guarantee
as 4 pre-tax loss of $35.0 million (321.4 million after tax:. included
in discontinued operations, as a result of the expected disposition
ot the project companies isee Note 14;. From April 2003 through
June 2003, TECO Energy made and accrued certain principal pay-
ments under the guarantee commitment.

As a result of the amendments to these agreements 1n early
April 2003, management believed the exercise of the modified
guarantee and the related purchase obligation became highiv
probable. The likelihood of the exercise of the purchase obligation
created a presumiption of effective control. When combined with
TECO Energy's exposure to the majorinv of risk of loss under the
previoushy disclosed letters of credit and contractor undertakings.
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management believed that consolidauon of TPGC was appropnate
as of the date of the modificatons to the agreements  For conven-
lence of reporung periods and accounting Cycies. management
selected Apr 1. 2003 as the initial date of consolidauon Prior to
Apr. 1. 2003, TWG recognizead assets of $834.1 miliion, Labilites ot
$48.9 million and an unrealized loss i OCI of $69.0 muthon, to
reflect tne equity method of accounung tor is investmentm
TPGC. Asaresult of the consoiigation on Apr 1, 2(K3. the compa-
nv recognized addinonal assets of S2.4460.4 mullion. primarily relat-
ing to utiliny plant and construcuon work m progress, addiional
hiabihiues of $1.976.8 million "including non-recourse debt, anaan
addiuonal unrealized 10ss 1n OCI of 369.0 muihon for interest rate
swaps designated as hedges. See Note 14 for a discussion of the
subsequent designation of the TPGC protects as assels and [labili-
ties held for sale.

In june 2003, TECO Energy saustied the bank financing condi-
ton resuiung i the acceleration of TECO Energy s guarantee obh-
ganon and executed a final agreement with Panaa to ettect the ter-
munanon of Panda’s involvemens: in the parinership. Proceeds
from the bank financing obtamed 1 june 2004, which is more tully
discussed in Note 6. were used to fund the net terminauon pay-
ment to Panda. Upon accelerauon of the guarantee obhigauon and
the resulting partnership termuinanon. TWG indirectiy received the
30-percent outstanding partnership interests m TPGC. As previ-
oushy discussed, under the amended agreements, $35.0 mithon,
pre-tax, had been recognized in April 2003 as the fair value of the
guarantee obligation. The remaining amount was recorded as due
from Panda and collateralized by Pandas remaining interests i
PLC. Foreclosure proceedings were consummated on Panda’s
remaining interests in PLC 1 September 2003 1see Notes 1, 17 and
21 for additional details). As of Dec. 31, 2003 substanually all of
the assets and liabiliues associated with the TPGC projects (Uniton
and Gila River) were classified as held for sale. All results of opera-
nons for these nwo projects have been reclassitied to discontinued
operanions for all periods presented.

For the vear ended Dec. 31. 2003, TWG recorded total pre-tax
charges of $249.1 million ($155.9 million after tax; as a direct result
of the consolidation of TPGC. Of the total charges recorded. $45.2
million pre-tax ($61.2 million atter tax:. was recorded in continu-
ing operatons to reflect a goodwill impairment discussed 1n Note
3. See Note 14 for a discussion of the remaming amount recorded
in disconunued operations
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13. Income Tax Expense

Income tax expense consists of the following components:

Income Tax Expense

rmillions Feaera! Foreign Siate Tot,
2003 '
Contnuing operations
Current pavable S 497 §22 S 63 S 582
Deferred (175.4) 5.3 18.61 (188.7
Amoruzation of investment tax credits (4.7 - - 4.0
inconie ax benefit from continuing operauons 1130.4: 7.5 12,3 135.2!
Discontinued operations
Current pavable 8.4 - 8.0 16.4
Deterred (487.3) - (33.3 {520.61
Income tax benefit from discontinued operations 1478.9: - (25.3: (504.2
Total inconie 1y expense ibenefit $(609.3) §73 ${37.61 §1639.4:
2002
Continuing operatons
Current pavabie § 178 $ 10 S 104 S
Deferred 08 - 3.2
Amortzauon of invesument tax credits i1.8) - -
Income tax benefit from conunuing operatiorns {57.9 1.0 5.2
Discontinued operations
Current pavabie 222 - 3.6 278
Deferred 182 - 2.2 120.4)
Income tax benefit from discontinued operations 4. - 34 T4
Total income tax expense (benefit. S 1339 310 S 86 S 443
2001
Continuing operations
Current pavable S 813 S - S 175 S 988
Deferred CENE - 7.1 (101.2)
Amornzaton of investment tax credits 4.9 - - (4.9
Income tax benefit from conuinuing cperatons AT - 10 4 7.3}
Disconunued operations
Current pavable 13.5 - (L
Deferred .4 - 11.7)
Income tax benetit from disconunued operatons 4.9 - (2.8,
Total income tax eapense thenefit: 226 $ - § s {1.n
TECO Energy uses the liability method to determine deferred Deferred Income Tax Assets and Liabilities
income taxes. Under the habilinv method, the company esumates inutlions: Dec. 31, 2003 2002
its current tax exposure and assesses the temporary differences Deterred mcome tax assets’
resulting from differences in the treatment of items, such as depre- Propertv related S 53788 & 868
ciauon, for financial statement and tax purposes. These differences Alternauve minumum tax credn forward 224.6 201.3
are reported as deferred taxes. measured at current rates, in the Goodwill writedown 107.5 -
consolidated financial statements. Management reviews all rea- Other 204.8 52.1
sonably available current and historical information, including fou- Valuation aliowance (64.2) -
ward-looking information. to determine if it 1s more likely than Total deferred inconie tax assets $1.051.5 S 3402
not, that some or all of the deferred tax asset will not be realized. If Deferred ncome ta liabiliies
management determines that it 1s likely that some or all of a Property related S (521.8) S (565.3)
deferred 1ax asset will not be realized, then a valuation allowance is Basis difierence in oil and gas properties 14 (13.9)
recorded to report the balance at the amount expected to be real- Other 19.4 84.2
ized. In accordange‘\quh the pOhC)“ at Dec. 31, 2003 a valuanon Total deferred income tax liabilines S (498.0) $1495.0)
reserve of $6+.2 million was established and charged to income to - - T
Netdeferred tax assets $ 5335 $1(154.8;

reflect the esurnated amount of state deferred tax assets which

may not be realized due to the lack of future taxable income. 1 Certamn property related assets and hahiiiies have been netied
Based primarily on the reversal of deferred income tax liabili-
ties and future earnings of the company's core utility operations,
management has determined that the net deferred tax assets
recorded at Dec. 31. 2003 will be realized in future periods.
The principal components of the company's deferred tax assets
and liabilities recognized in the balance sheet are as follows:

Included in the “Property related” component of the deferred
tax asset. as of Dec. 31, 2003, 15 the unpact of the asset impair-
ments and the retated effect on hedge accounung discussed in
Notes 2, 10 and 14.
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Effective Income Tax Rate

nuliions For the years ended Dec. 3. 2003 2
Net ‘loss income Irom continuing operatons belore MUNONT interest $ (635 §$283 3
Plus muinonov interes: 48.8 -
Net lass: income Irom conuinuing operatons (14.7, 263.3
Total iIncome tax provision ibenefit - {135.2 T3
iLoss income (rom continuing operauons before income taxes 149.9 2235 2382
Income taxes on above at tederal statutory rate of 35%. 52,4, T 904

increasc -decrease. due to
State iIncome tax, net of federal income tax (8.0 34 68
Foreign income taxes 7.5 0 -
Amoruzauon of investment tax credits (4.7 48 4.
Permanent reinvestment - foreign income (12.3: 8.l T2
Non-convenuonal ruels tax credit {66.0; 1673 842
AFUDC Equiny (6.9, G 7 23
Other 7.6 ol 3.9
Total Inconze tax provision [fom conunuing operations $(135.2! AT .73
Provision tor Inconte taxes as 4 percent of INCOMe rom conunuIng operations. before mcome raxes 90.2% S2ler 2287
11 Thes carcuizion = Aol necessariy Mednmdial as & result of hie INteradton between i iosses and tax credits for the penioue
During 2003, pre-tax losses flom continuing operations. Sec. 29 Components of income from discontinued operations -
credits and the reclassitication of results of operations to disconun- Union and Gila River Project Companies
ued operations as described in Note 14. caused vanauons in the imillions,;
overall effectuive income tax rate throughout the vear and at vear- For the vears ended Dec. 3. 2003 2002 2001
end. Revenues $ 3194 S - $ -
The provision for iIncome taxes as a percent of income from dis- Asset impairment ' (1,185.7) - -
continued operauons was 36.2%. 12.3% and -8.0%. respecuvely, in (Loss) income from operations  (1,239.8) - -
2003, 2002 and 2001. The to1al effecuve income tax rate differs (Loss) on joint vennure
from the federal statutory rate due to state income tax. net of feder- termination (153.9) - -
A income tan, the non-conventional fuels tax creditand other mis- {Loss! income before provision
cellaneous tems  The actual cash paid for income taxes as required for income taxes (1.441.4) 27y 13.1
by tne alternative nununum tax rules in 2003, 2002. and 2001 was {Benefit] provision for
$38.8 miliion, $71.9 million and $32.4 million, respectively. Income 1axes (522.7) 106 5.0

14. Discontinued Operations and Assets
Held for Sale

Union and Gila River Project Companies (TPGC}

In October 2003, the company. the bank financing group and
the Union and Gila River project companies entered into a suspen-
slon agreement {see Note 20) in arder to continue discussions
regarding the operaung budgets and performance of the two
power plants. In late December 2003. a stand-still agreement was
entered into by the same parties to conunue to facilitate the dis-
cusstons (see Note 201. See Note 23 for a discussion of subsequent
events which unpact both the suspension and the stand-still
agreements. As of Dec. 31. 2003. management was commtted to a
plan to sell TECO Energy's ownership of the equiry or net assets of
the project companies. The company expects to complete the
transfer of TPGC in 2004. The Union and Gila River project com-
panies comprised part of the TWG operating segment until desig-
nated as assets held for sale in December 2003.

See Note 23 regarding subsequent events relating to the Union
and Gila River project companies.

As an asset held for sale. the assets and liabilities that are
expected to be transferred as part of the sale, as of Dec. 31, 2003,
have been reclassified. respectively. in the balance sheet.
Furthermore, the company has determined that TPGC meets the
critenia of a discontinued operation. Results from operatinns for
the Unton and Gila River project companies have been reclassitied
to "Disconunued operanons” for all periods presented. For the
vears ended Dec. 31, 2002 and 2001. TPGC was a development
stage company. The following table provides selected components
of discontinued operations for TPGC.

Net tloss! mcome from
discontinued operations  $ (918.7) S 168 S 81

v Includes charges recognized in accordance Wit AN 133

Asser impairment charge

The pre-tax asset impairment charge of $1,185.7 million ($762.0
million after tax; is compnsed of an impairment m long-lived
assets and a related charge to reflect the impacts of hedge
accounung. The pre-tax asset impairment charge of $1.099.3 mul-
lion was recognized 1n accordance with FAS 144 The recognition
of the asset impairment effectively accelerated the recognition of
previously capitalized interest. As a result. in accordance with
cash tlow hedge accounung under FAS 133, areversal trom OCl of
$22.6 million of pre-tax losses on the mrerest rate swaps wis
required to give effect in the income statement to the previously
hedged interest which was capitalized dunng construction.

In addition. the change in future expectations regarding the
probability of the company retannng the long-term. non-recourse
debr resulted in the reversal of an additional $63.8 million pre-tax
losses which were previously deferred in OCI and related to the
future recognition of capitalized interest amortization and future
nterest expense on the non-recourse debt. anticipated to be rec-
ognized 11 periods subsequent to 2004. See Note 10 for a full
description of the asset impairment component and Note 2 for
additional details on the hedge accountng (OCl reversal) compo-
nents.

Loss on joint venture termimnation

As discussed in greater detail in Note 12. the consolidation of
TPGC on Apr. 1, 2003 resulted in the recognition of a pre-tax
charge of $153.9 million {$94.7 mullion atter taxi which was record-
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ed 1n disconunued operatons. This pre-tax charge included: $35.0
million 1821.4 milhion after tax! related to the parmership termina-
nion under the guarantee: and 3118.9 million (873.3 million after
tax. related to the consohdation of TPGC to reflect the impact of
Panda’s portion of TPGC's partnership deficit and the eliminauon
of certain related-party habilities 1see Note 17 ..

The foliowing table provides a summary of the camang
amounts of the significant assets and habilives reported in the
combined current and non-ciurent "Assets held for sale” and
“Liabilities associatea with assets held for sale” lime 1tems:

Assets held for sale - Union and Gila River Project Companies

imullions Dec. 31. 2003
Current assets s 728
Net property, plant and equipment 1.367.9
Other invesunents 676.!
Other non-current assets 237
Total assets held for sale 21408

Liabilities associated with assets held for sale -
Union and Gila River Project Companies

‘millions, Dec. 31. 2003
Current habilities S 940
Long-term aebt, non-recourse:
Secured facility note 1.395.0
Financing facility note 676.1
Other non-current liabuities 21.7

Total habilities associated with assets held tor sale $2.186.8

i1 As defined in the legal documents

Current and non-current assets

Current assets include $18.8 million of restricted cash which,
under the terms of the lending agreements for the projects. is pri-
marilv related to cash to be used for construction-related purposes
only. Also included in current assets is $16.2 million, representing
the current portion of the investment in Union County bonds.
described in Other investments below.

Ner properny. planr and equipmen:

Net property, plant and equipment has been reduced by accu-
mulated depreciaton of $43.4 million and an asset impairment
charge of $1.099.3 million. This unpairment charge arose as a
result of changes in management’s expectations. including its
long-term strategic outlook. and is mare fully described in Note 10.
The decline of the fair value of the disposal group icomprised of
the assets and liabilities expected to be transferred upon disposi-
tion) below the carmying value is directly attributable to the decline
in future wholesale power price expectations as a result of the
repercussions of the failure of deregulation in California and the
Enron bankruptcy: less than economic dispatch in some areas of
the countny: the U.S. economic slowdown: uncertainty with
respect to long-term price recovery; and the significant excess gen-
erating capacity 1 the many areas of the country. The primary
triggering event for the recognition of the charge by the company
was the significant change in management’s expectations regard-
ing the company’s long-term future involvement in the Union and
Gila River project companies and the decision. during the fourth
quarter of 2003, to sell the project companies,

Other investments

Other investments inciudes industrial revenue bonds from
Union County, Arkansas. which were acquired by Union Power
Partners. L.P. {UPP). a subsidiany of TPGC, with financing obtained
by borrowings from Union County (the County). As of Dec. 31,
2003, UPP's investment 1n the bonds from the County totaled
$692.3 million. which equals the non-recourse financing facility
from Union County. Union Counn’'s debt service pavments on the
bonds equal UPP's debt service obligations to the County. This
agreement provides an incentve to and a means through which
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the company can invest in the Counnv. For perods prior 1o Dec
31.2003. TECO Energy did nat inciude TPGC in the Consohidated
Bajance Sheet isee Note 12 .

Interest income on the investment and interest expense on the
related long-term. non-recourse financing have no netimpacton
the company's results of disconunued operations. The obitgauon
to pay cash under the long-term debt s fulhy offser by the nght to
recetve cash from the bond 1ssuer. The interest rate and matunn
date on both the bonds and the related long-term aebt s 7.3
vear and june 2021.

Current and non-curren: habilities

Included in current habuities 1s the current poruon of the
financing raciliny due to Union Counn. described in Quier invest-
ments above, of $16.2 million and $38 6 muiion 1326 4 muliion cur-
rent and $32.2 miliion non-current for interest rate swaps entered
into by the Union and Gila River projects in connection with the
non-recourse collateralized borrowings.

The purpose of the mterest rate swap agreement is o effective-
lv convert a portion of the floating-rate debr to a fined rate. At Dec
31, 2003 and 2002, the nouonal amount of the interest rate swap
agreements was $697.5 million and $1.035.0 mullion. respectinely
The Interest rate swap agreements have terms ranging trom 2 1o 5
years with the majority maturing in june 2006. As more tullv
described 1n Note 2, the designation of the secured facility note as
a liabilin: associated with assets held for sale resulted in the
prospective loss of hedge accountng for the periods bevond the
expected effective date of the sale.

Non-recourse, secured facihny note

In 2001, the Union and Gila River project companies obtained
construction financing of $1.395.0 million 1n the form of floating
rate, non-recourse senior secured credit facilities from a bank
group. The construction loans will convert to term loans upon the
completion and full commercial operation of the Union and Gila
River projects. however, conversion will not occur during the
Suspension Period. as agreed under the Suspension Agreement
described in Note 20. The Union and Gila River project companies
each jointly and severally guaranree and cross-collateralize the
loans and debts of the other The loans are non-recourse to TECO
Energy. TWG and its subsidiaries that own the project entiues.

Credu Facilities

The Union and Gila River project comparnies have credit facili-
ties for commercial letters of credit and debt service as part of the
non-recourse project financing. These facilities are recourse only
to the project companies, and not to TECO Energy or its other sub-
sidianies. Cach project company’s commercial letter of credit facih-
v of $100 million is to facilitate gas purchases and power sales.
Total aggregate letters of credit outstanding under the two com-
mercial faciliies at Dec. 31, 2003 was $144.2 million. Each project
company also has a $40 million debt senvice reserve fucility, nei-
ther of which has been drawn upon at Dec. 31, 2003. The Union
and Gila River project companies’ non-recourse project facilities
have mawurity dates of June 2006,

See Note 23 regarding subsequent events relating to the Union
and Gila River projects companies.

Other transactions

In 2003 and 2002. the company completed several sales trans-
actions and achieved significant milestones towards addimonal
transactions anticipated to be completed. as of Dec. 31, 2003, in
2004. The completed transactions include: the sale of Hardee
Power Partners, Lid. {HPP) in 2003: and the sale of TECO Coalbed
Methane in 2002 (see Note 21]. As a result of the accounting treat-
ment of the sale of HPP. the results from operations of HPP
through the date of the sale and for all prior periods presented are
included in continuing operations. For all peniods presented, the
results from operations of TECO Coalbed Methane are presented
as discontinued operations on the income statement. As of Dec.
31, 2003, no significant assets or habilities remained relating to



these two entines, with the excepuon of certain cash proceeas held
bv TECO Energy which are subject to restriction, as aescnbed iy
Note 1.

As of Dec. 31. 2003, management was commutted to a pian 1©
sell Prior Energy and BGA :formeriv a component of TECO Energy
Sernvices.. The company expects to complete these sales 1 early
200+ 1see Note 23 for detads of these subsequent transacuons  As
of the same date. a subsidiary of TECO Energy completed the sale
of substantially all of the net assets of TECO Gas Senvices. These
entities compnsed part of TECO Energy s Other unregulated busi-
nesses segment. In accordance with FAS 144, the assets and habiii-
ties that have vet to be transferred as part of these transactons. as
of Dec. 31,2003 have been reclassified. respecuveiy, 111 the balance
sheet. Results from operauons for Prior Energy and TECO Gas
Senvices have been reclassified to "Discontunued operations”

Beiow 15 a table which provides selected components of discon-
unued operations for transactions other than the Union and Gila
River projects { TPGC: transacnon:

Components of income from discontinued operations - Other
imtilions,

For the years ended Dec. 31, 2003 2002 2001
Revenues §2l6 3513 S60.1
Income from operauons 9.1 22.1 24
Gain on sale 39.7 12.7 -
Income before provision

for income taxes 46.8 32.9 223
Provision for income taxes 18.5 3.2 7.8
Netincome from

discontinued operations §283 S$361 3301

1 Includes internal financing costs, allocated prior to discontinued opera-
aons designanon  Internaliv allocated costs tor 2003, 2002 and 2001
were Al pre-tan rates ol 87 7% and 7%, respectih ey based an the aver-
ageinmvestimentin each SUDSIGLA

Revenues

Revenues for energy marketing operations at Prior Energy and
TECO Gas Services are presented on a net basis in accordance with
Emerging Issues Task Force No. {EITF} 99-19. Reporting Revenue
Gross as a Principal versus Net as an Agent, and EITF 02-3,
Recognition and Reporting of Gains and Losses on Energy Trading
Conrracts Under Issues No. 98-10 and 0017, to reflect the nature of
the contractual relationships with customers and suppliers. As g
result, costs netted against revenues for the vears ended Dec. 31,
2003, 2002 and 2001 were $833.4 million, $568.3 million and $105.3
million, respecuvely

Gainon sale

As a result of the sale of TECO Coalbed Methane in December
2002, the company recognized pre-tax gains of $39.7 million 5241
million after tax; and $12.7 million :ST.7 million after tax; for the
years ended Dec. 31, 2003 and 2002, respectively

The following table provides a summary of the carrving
amounts of the significant assets and liabiliues reported in the
combined current and non-current “Assets held for sale” and
“Liabilities associated with assets held for sale” line items for all
other transactions described above:

Assets held for sale - Other

fmillions; Dec. 31, 2003

Current assets $ 96.3
Net property. plant and equipment 1.5
Other non-current assets 8.2
Total assets held tor sale $106.2

Liabilities associated with assets held for sale - Other

fmillionsi Dec. 31. 2003
Current liabilities $35.4
QOther non-current liabilities

Total habilities associated with assets held {or sale $55.4

15. Other Comprehensive Income

TECO Energy reported the following other comprehensive
income iloss for the years ended Dec. 37 2003. 2002 and 2001
related to changes in the fair value or cash flow nedges. foreign
currency adjustments and adjustments to the mMinimum pension
liabiiinv assoclated with the company s supplementai execuinve
retirenient plan

Comurenensive income . Loss

anillions Gross Taix \er
2003
Unrealized loss gainoncash

fiow hedges $(31.8: s{loe  SIL
Less: Loss igain- reciassitiea to

netincome 76.4 27.1 49.3

Gain tloss; on cash flow neages S 446 S 185 $ 281
Foreign currency adjusunents 1.2 — 1.2
Pension adjustments - (69.3) (25.4! {43.9!

Totwal other comprehensive

doss income §${23.5) § (89 S48

2002
Unrealized loss; gainon

cash flow hedges 431,20 S04 $:308
Less: Loss (gamn: reciassified to

net mcome 11.4 17.6

Gaun (loss) on cash flow hedges S B 5132
Foreign currency adjustments - (1.2
Pension adjustments- 2.8 (4.4
Total other comprehensive

iloss) income S306T S(1lgy  s(8s
2001

Ininal adeption of FAS 133
Unrealized iloss: gain on

cash flow hedges 3241 25 (19.6
Less: Loss 1gaint reclassified

10 netmeome 197 76 12.1
Gaun tHoss: on cash tlow hedges 5.3l S22y S92
Pension adjustments - 0.3 0.2 0.3

Total other comprehensive
iloss) income $i30.90 S{1201 $1189;

S Amounts inciude interest rate swaps designated ds cash flow hedges at
TPGC. which was consolidated eftectve Apr 1, 2004 as « result of the
ternunation ot the partnership. Pnor o Apr 1, 2004, onlv the company’s
propornonate share of it equity imvestees comprehensive foss was
included See Notes 12 and 14 for additonal details regarding the OCI
batances for cash flow hedues

20 see Note 16 tor additional detaris regarding pension adjustments,

16. Employee Postretirement Benefits

Pension Benefits

TECO Energy has a non-contributory defined benefit retire-
ment plan which covers substanually all emplovees. Benefits are
based on emplovees’ age, vears of service and final average earn-
ings. On Apr. [, 2000, the plan was amended to provide for bene-
fits to be carned and pavable substanually on a lump sum basis
through an age and service credit schedule for eligible participants
leaving the company on or after july 1. 2001. Other sigmificant pro-
visions of the plan, such as eligibility, definitions of credited serv-
ice. final average earnings, etc., were largelv unchanged. This
amendment resulted in decreased pension expense of approx-
mately $0.8 million in 2001 and a reduction of benefit obligation of
$6.2 million at Sep. 30, 2001.

The campany’s policy 15 to fund the plan withmn the guidelines
set by ERISA for the minimum annual contribution and the maxi-
mum aliowable as a tax deduction by the [RS. In 2004, the compa-
ny expects to make a contribution of about $14.2 mullion.
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Amounts disclosed for pension benefits also include the
unfundea obligauons for the supplemental executve returement
pians. non-qualified. non-contributory defined benefit reuremnent
plans available to certain senior management. in 200+, the com-
pany expects (0 make a contribunion of apout $1.7 million to these
plans. TECO Energy reported other comprehensive losses of $43.9
million and $4.4 million 1n 2003 and 2002. respectively. and other
comprenensive income of $0.3 million 1n 2001. related 10 adjust-
ments to the mmmimum pension liability associated with the pen-
sion plan and supplemental executive reurement plans.

The asset allocauon for the company's pension plan as of Sep.
30.2003 and 2002, and the rarget aliocation for 2004, by asset cate-
gon.. follows:

Asset Allocation

Targer Percentage of Plan Assets
Allocarion jor at Sep. 30.
Asser caregory 2002 2003 2002
Equiues 357~ - 607 377 33
Fixed income 4075 - 453 3% 1T%
Real Estate - - -
Other - - -
Total 100% 100%

The company’s investment objective is to obtain above average
returns while minimuzing volatility of expected returns over the
long term. The target equines/fixed income mx s designed to
meet investment objectives. The company’s strategy ts to hire
proven managers and allocate assets to reflect a mix of investment
stvles. emphasize preservauon of principal to minimuze the iimpact
of dechining markets. and stav fully invested except for cash to
meet benefit payment obligations and plan expenses.

The assumptions for the expected return on plan assets were
developed based on an analysis of historical market returns, the
plan’s past experience and current market conditions. Estimates of
future market returns are lower than actual long-term historical
returns of the plan butwere factored into the expected return on
asset assumptions fo generate a conservative forecast.

In 2001, TECO Energy elected to change the measurement date
for pension obligauons and plan assets from Dec. 31 1o Sep. 30.
The effect of tus accounung change was not material.

Other Postretirement Benefits

TECO Energy and tts subsidiaries currentiy provide certain
pustretirement health care and life insurance benetits for subsian-
ualiv all empiovees retring after age 50 meeung ceram senice
requirements. The compan contrioution tomard health care cov-
erage 1or most empiovees who reured aster te age of 55 benween
Jan. 1. 1890 and June 30. 2001 1s lnmuted 1o a defined dollar benefi
based on vears of service On Apr. 1. 2000, the company adopted
changes to this program for participants reuring from tne compa-
ny on or after julv 1. 2001. The company contribution toward pre-
65 and post-65 nealth care coverage for most empioyees rearing
on or after Julv 1. 2001. 1s limuted to a detined dollar benefit based
on an age and senice scheduie. The impact of this amendment.
including a change in the company s commitment for future
retirees combined with a grandfathering provision tar current
retired parucipants. resulted in a reduction i the benetit obiiga-
ton of $1.4 million 1 2001, In 2004, the company expects 1o Make
a contribution of about $9.5 million to this program  Postreure-
ment benefit levels are substanually unreiated to salan: The comi-
pany reserves the night to ternunate or modity the pians in whole
or in part at any ume.

On Dec. 8, 2003. President Bush signed into law the Medicare
Prescription Drug, Improvement and Modemuzation Act of 2003
{the Act). Beginning in 2006. the new law adds prescription drug
coverage to Medicare, with a 28% tax-free subsidy to encourage
employers to retain their prescripuion drug programs for retirees,
along with other kev provisions. TECO Energy's current retree
medical program for those eligible for Medicare (generally over age
65} includes coverage for prescription drugs. The company is con-
unuing to analyze the potential impact the Act may have on the
company’s FAS 106, Emplovers Accounting for Postretirement
Benefirs Other Than Pensions. expense and what, if anv. plan
design changes should be made with respect to the company's
retree medical program in response to the Act.

In 2001, TECO Energy elected to change the measurement date
for benefit obligations from Dec. 31 to Sep. 30. The etfect of this
accounting change was not material.

The following chants summarize the income statement and bal-
ance sheet impact. as well as the benefit obligauons. assets. fund-
ed status and rate assumpuions associated with the pension and
other postretirement benefits.

Benefit Expense
Pension Benefits Other Pastrenrement Benefits

imillions: 2003 2002 2001 2003 2002 2001
Components of net periodic benefit expense
Senvice cost (benefits earned during the period: $ 143 S 1.8 $ 42 $ 35 $ 34
Interest cost on projected benefit obligations 30.8 287 12.5 11.2 10.9
Expected return on assets (42.1) 42.91 - - -
Amoruzation of:

Transition obligauon (asser) (LD (L1 2.7 2.7 2.7

Prior service cost (benefit) (0.5) (0.5 1.8 1.9 2.0

Actuarial (gain) loss (4.4} 1.5 0.1 0.4
Pension expense {benetit; 2.8 18.9; 227 19.4 19.4
Special termination benefit charge - - 0.6 -
Addinonal amounts recognized - - - 0.1 - -
Net pension expense (benefitirecognized in the Consolidated

Statements of Income $ 28 S 5.0 S /8.9 $22.8 $20.0 $19.4
Assumptions used to determine net cost
Discount rate 6.75% 7.507% 7.50% 6.75% 7.50% 7.50%
Rate of compensation increase 4.82% 4.66% 1.69% 4.82% 4.66% 1899
Expected return on plan assets 9.00% 9.00% 9.00% Nia N/A N/A
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The foliowing table shows the funded status of the qualified
and non-gualified pension plans for which the projected obliga-
tion exceeds the tair value of the pian assets

pension pian. The table below snows the funded status at the end
©12003 anc 2002 for the respeciive pians.

Pension Plans - Accumulated Obligation Exceeds Plan Assets

Pension Plans - Projected Obligation Exceeds Plan Assets nulitons Dec 37 20028 2002
smillions. Dec. 31, 2003 z00r Accumulated benefit obligation S 4800 S5 3.8
Projected benefit obiiganion § 5545 S 4331 Fair vaiue of plan assets 391.8 -
Fair value of plan assets 391.8 3TLe Accumuiated obligation 1n excess
Projected obligauon in excess of plan assets § 882 8
of plan assets 162.7 S 832 Proiected beneti: obliganon $ 5545 ¢
Accumnuiated benefit obligation § 480.0 § 4005 T e e s st s T
1 In 2002 Onjv ihe Duk-Quaitlieg pian s I\i‘.\t‘ﬂltd guv o the wetnat ing

As of Dec. 31, 2003, for the gualified and non-qualified pension
plans. the accumulated obliganion exceeded the fair value of the
plan assets. As of Dec. 31, 2002 the accumulated obligation
exceeded the rair value of the plan assets for onlv the non-qualiified

Emplovee Postretirement Benefits

tair value of plan assets exceeded the accu
cuailfied pian

Aled obagelion ior tne

The accurnulated postretirement benefit obligation exceeds
pian assets for the postreurement health and welidre benetits plan

Pension Benefits Other Postretpement Benefits

anillions 2003 2002 2003 2002
Change in benefit obligation

Net benefit obligauon at prior measurement date $453.1 S3823 S 184.6 S 1502
Service cost 14.3 118 1.2 3.3
Interest cost 30.8 287 12.5 11.2
Plan parucipants’ contributions - - 1.4 1.0
Actuarial loss 89.7 38.3 6.5 256
Plan amendments - 1.1 - -
Special termination benefits - 27 - 0.6
Curtallment { - - -
Gross benefits paid (33.5) 298 (10.5) (7.5)
Net benefit obligation at measurement date $554.5 $455.1 $ 198.7 S 184.6
Change in plan assets

Fair value of plan assets at prior measurement date $37 $428.0 s - s -
Actual return on plan assets [ {(24.9: - -
Emplover contributions T 1.7 9.1 6.5
Plan participants’ contributions - - 14 1.0
Gross benefits paid /including expenses’ (33.5) (329 (10.5) (7.5
Fair value of plan assets at measurement date $391.8 $371.4 S - S -
Funded status

Fair value of plan assets $391.8 $371.9 s - s -
Benefit obligation 3545 435.1 198.7 1846
Funded status ar measurement date (162.7) 832 (198.7) 184,61
Net contributions after measurement date 6.7 0.4 2.4 1.9
Unrecognized net actuarial loss 165.6 889 474 424
Unrecognized prior service cost (benefit; (6.9) ey 203 224
Unrecognized net transition obligation 1asset! (1.4) 12.5) 24.7 27,
Accrued liabiliny at end of vear S 1.3 S 38 $(103.7) S 190.5;
Amounts recognized in the statement of financial position

Prepaid benefit cost S 169 S 148 s - s -
Accrued benefit cost (15.7) (18.3: (103.7) (90.5;
Additional minimum liabiliny (82.7) 1138 - -
intangible asset 1.3 1.5 - -
Accumulated other comprehensive income 81.5 12.2 - -
Net amount recognized at end of vear $ 13 S 138 $(103.7) S 1Y0.5i
Assumptions used in determining benefit obligations, end of vear

Discount rate to determine projected benefit obligation 6.00% 6 75% 6.00% 6.75%
Rate of increase in compensation levels 4.25% 4.82%,

Emplover contributions and benefits paid in the above table
include both th.ose amounts contributed direcdy to, and paid
directly from both plan ac<ets and directly to plan participants.
The assumed health care cost trend rate for medical costs was
11.5% in 2003 and decreases to 5.0% in 2013 and thereafter.

A 100 basis point increase in the medical trend rates would pro-
duce a 4 percent (30.6 million) increase in the aggregate senvice and

Y

interest cost for 2003 and a 4 percent (87.5 milhon: increase in the
accumulated postreurement benefit obligation as of Sep. 30, 2003

A 100 basis point decrease in the medical trend rates would
produce a 3 percent (50.4 million! decrease 1n the aggregate serv-
ice and Interest cost for 2003 and a 3 percent (5.3 million)
decrease in the accumulated postretirement benefit obligation as
of Sep. 30. 2003.
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17. Related Parties

In February 2002, Tampa Electnc and TECO-PANDA Generaung
Company 1l {TPGC il entered 1nto an assignment and assumpuion
agreement under which Tampa Eiectric obtamed TPGC [1's nghts
and interests [0 four combusuon turbines being purchased from
General Electric. and assumed the corresponding liabilities and
obligations for such equipment. In accordance with the terms of
the assignment and assumption agreement. Tampa Electric paid
$62.5 million to TPGC !l as reimbursement for amounts already paid
1o General Electnic by TPGC Il for such equipment. No gain or ioss
was incurted on the transter. In the first quarter of 2003, Tampa
Electric recorded a S4€.9 million after-tax charge related to the can-
cellation of these turbine purchase commutments :see Note 10 .

In the second and third quarters of 2003, Tampa Electric
returned approximately $158 million of capital to TECO Energy.
TECO Energy had previousiy contributed capital to Tampa Electric
in support of Tampa Electric’'s construcuon program in the whole-
sale busimess, which was subsequently scaled back.

In October 2003. Tampa Electric signed a five-vear conmact
renewal with an affiliate company. TECO Transport Corporation, for
integrated waterborne fuel transportation services effective jan. 1.
2004. The contract calls for inland river and ocean transportation
along with nver terminal storage and blending services for up 10 5.5
million tons of coal annually through 2008. See Note 4 for addition-
al details.

At Dec. 31. 2002, notes recevable from unconsolidated affiliates
included the following: $795.8 million due from TPGC; $137.0 mil-
lion due from PLC; $1.4 million due from Energeticke Centrum
Kladno (ECKG}; $13.7 million due from Mosbacher Power Parters
L.P:rand $11.1 miliion due trom EEGSA.

As of Dec. 31, 2003, a note receivable of $8.1 million due from

Earnings Per Share

EEGSA. an unconsolidated affiliate. beaning a current efiective
interest rate of 6.14°. was recorded on the balance sheet

On Jan. 3. 2003, the $137.0 million loan receivable from PLC. a
whollv-owned subsidiary of Panca Energy. converted to a 30-per-
cent ownership interest in PLC. Jeading to a joint venture with
Panda Energy. Thisjoint venture holds a 50-percent ownership
interest 1n Texas Independent Energy, LP . TIE  The TIE partner-
ship owns and operdtes the Odessa and Guadalupe power stations
in Texas. In September 2003. TWG competed foreciosure pro-
ceedings against Panda Energy tor thetr ownership interest in PLC
as a resulr of Pandas defautt under a $23.0 muilion note recenable
Consequently, as of Sep. 30. 2003. PLC 15 tully consoiidated and the
$23.0 million note receivable was converted to @l equit mierest
See also Notes 1, 12 and 21 tor addional intormation regarding
PLC.

The company and uts subsidiaries had certain transactions, in
the ordinary course of business. with entittes i which directors of
the company had interests. These transactions were not material
for the vears ended Dec. 31, 2003, 2002 and 2001 No matenal bal-
ances were pavable as of Dec. 31. 2003 or 2002.

18. Earnings Per Share

For the vears ended Dec. 31, 2003. 2002 and 2001. stock options
for 9.2 million shares. 4.5 million shares and 1.2 million shares,
respectively, were excluded from the computation of diluted earn-
ings per share due to thewr antdiluuve effect. Addiuonally, 17.1
million comnion shares issuabie under the purchase contract
associated with the mandatorily converuble equity units 1ssued in
Januany 2002 were also excluded from the computation of diluted
earnings per share for each of the vears ended Dec. 31, 2003 and
2002, due to their anudilutive effect.

‘millions, except per share amounts) 2003 2002 2001
Numerator Net (loss) income from continuing operations, basic and diluted $ (14.7) §277.2 $ 2655
Discontinued operations, net of tax (890.4) 529 38.2
Cumulative etfect of a change in accounting principle. net (4.3) - -
Net i{oss) income. basic and diluted $(809.4) $330.1 $ 303 7
Denominator  Average number of shares outstanding - basic 179.9 153.2 134.5
Plus: Incremental shares for assumed conversions:
Stock options at end of period and conungent pertormance shares - 2.1 4.2
Less: Treasury shares which could be purchased - 2.0 (3.3
Average number of shares outstanding - diluted 179.9 153.3 1354
Earnings per share from continuing operations Basic S (0.08) s 1.8l S 148
Diuted $ (0.08) S 1.8l $ 1.96
Earnings per share from discontinued operations, net Basic S (4.95) 5 0.34 S 028
Diluted $  (4.95) s 034 S 0.28
Earnings per share from cumulative effect of change in accounting principle, net Basic S {0.02) S - s -
Diluted S (0.02) S - 5 -
Earnings per share Busic $ (3.05) S 215 $ 226
Diluted $ (5.05) § 215 S 224

19. Segimment Information

TECQO Energy is an electric and gas utility holding company
with significant diversified activities. Segments are determined
based on how management evaluates. measures and makes deci-
sions with respect to the operations of the entity. The manage-
ment of TECO Energy reports segments based on each subsidiary’s
contribution of revenues, net income and total assets, as required
by FAS 131. Dusclosires about Segments of an Enterprise and
Related Information. All significant intercompany transactions are
eliminated in the consolidated financial statements of TECO
Energy, but are included in determining reportable segments.
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As more fully described in Note 1, in 2004, the company revised
internal reporung information for the purpose of evaluating,
measuring and making decisions with respect to the components
which previously comprised the TECO Power Services operating
segment. The revised operaung segment, TECO Wholesale
Generation, is comprised of all imerchant operauons. The non-
merchant componen': are now included in Other Unregulated
operations.

The information presented in the following table excludes all
discontinued operations. See Note 14 for additional details of the
components of discontinued operations.



Segment Information

Tampa  Peovies WG TECO TECG Orher Eliminations
cmillions Eleciric G Mercnan: Transpor! Coa. Unreguuuted & Otier Energn
2003 Revenues - outsiders §$1.582.7 §$408.4 S 959 sle22 $296.3  S194.0 § 05 2.740.0
Sales to affiliates 3.4 - - 98.4 - 69.5 (171.31 -
Total revenues $1.586.1 S 408.4 $ 959 S 260.6 $2586.3  $263.5 $1170.8. §2.740.0
Depreciation 210.3 32.7 12.3 20.6 34.2 15.9 - 326.0
Restructuring costs - 9.9 4.1 0.4 1.7 - 5.9 2.6 246
Interest charges 83.0 15.6 50.6 1.9 11.0 347 118.9 320.7
iBenefit, provision tor taxes 18.1 15.2 (27.0; ¢ 9.7 (64.4: (85.6 {(31.2 {135.2
Net 'loss income from
contnuing operauons § 989 § 245 S(147.6° 8 153 S TN 8 (54 $ 775 § (147
Goodwili. net - - - - - T1.2 - T1.2
[nvestment m
unconsoiidated aftiates - - 158.9 - - 184.6 - 3435
Ouwer non-current mvesumnents - - - - - 16.5 - 16.5
‘Total assets 4.178.6 631.5 3.398.7 315.8 340.8 938.7 618.2 10,462.3
Capual expenditures 289.1 42.6 194.3 19.6 20.6 24.3 0.1 590.6
2002 Reventes - outsigers $ 1,348 33181 S I S 1438 33164 32265 s - 326644
Sales to affiliates 343 - - 110.7 0.7 Tz Mnd -
Total revenues $1.583.2 S 3181 S 1L S 2346 S3171 $2497.7 S22y S 20644
Depreciation 189.8 30.5 12.0 223 3la 172 - 303.2
Restructuring costs - 16.6 - - - - - 178
Interest charges 315 14.8 243 6.3 8.2 294 1716
{Benefiti provision for taxes 85.7 147 5.8 10.8 229 301 31T
Netincome :loss! from
CONUNUInNg operauons $OIT1I8 & 24: S T8 s 21U $ 764§ 27 S i36.1 s 2770
Goodwill, net - - Y5.1 - - 48.6 - 193.7
Investment in
unconsolidated affiliates - - {38.2; - - 1874 - 149.2
Other non-current mvestments - - T93.8 - - 9.2 0.3 845.3
Total assets 41194 629.9 2.020.1 353.1 2835 1.167.3 503.1 9,078.4
Caputal expenditures $532.2 33+ 223.1 25.2 48.2 T9.5 32 1.065.2
2001 Revenues - outsiders $1380.1 53529 3 818 S 1517 $248.5  $2184 s - 32,4833
Sales to affiliates 326 - - 123.2 5.1 80.4 i241.3 -
Total revenues S14127 33329 S 8l.8 32749 $303.5 52988 Si{241.3. $2.483.3
Depreclauon 1734 279 9.8 241 283 211 - 284.6
Restructuring costs - - - - - - - -
Interest charges 60.8 143 173 3.9 7.6 39.1 3
iBenefit; provision for taxes 83.5 14.2 15 14.2 119.0 6.1 198.7
Netincome (loss) from
continuing operations ' S 1540 8 231 S 0.5 276 S 590 8 221 208 S 2655
Goodwill, net - - 70.0 - - 5.8 - 165.8
[nvestment 1
unconsolidated affihates - - 14.1 - - 187.0 - 172.9
Other non-current investments - 12401 - 85.7 0.6 2104
Total assets 36745 53824 11297 333.1 2385 11013 96.5 T.176.2
Capital expenditures 426.3 730 368.4 388 25.8 240 46 4659

i1 From conunumg operauons  All periods have been adjusted to reflect te reciassirication ot resubts Irom operations t discontinued operations tor the
Union and (ila River projects itormeriy part of TWG., and TECO Coalbed Methane, Prior bneigy and substantially all of TECO Gas Services tormerhy part of
Other Unregulated:.

12; Sce Note 11 for a discussion of restructuring charges in 2003 and 2002
3' Segment netincome 1s reported on a basis thatincludes inte:nally dlocated financing costs tnternally allucated costs tor 2003, 2002 and 2001 were at pre-

tax rates of 47, 7% and T respectively, based on the average investment i each subsidian
14 Taxes have been allocated, tar segment reporting purposes, 1o TWG based on the weighted-average tax rates of the TWG components

10

165+ Netncome for 2003 1ncludes a $25.9 million atter-tax charge 1$46.7 mulhon pre-tax: related to a conungent arbitraton proceedimyg see the Legal
Contingencies section of Note 20;, a $61.2 mullion atter-tax charge i$95 2 nuliton pre-tax: for goodwill impairment . see Note 3, and a $15.3 nulhon atter-tay
assetunpairment charge 1824.5 million pre-tan: refated to the wurbine purchase canceiiations . see Note 10

Netincome for 2003 mcludes a $40 9 mullion after-tax asset impairment charge $$63 3 midlion pre-tas .

<54

13" Netincome for 2003 includes a $48.4 nullion after-tax {S79 6 muihion pre-tax: asset impairment charge related to the wirbime purchase cancellations isee Note
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Tampa Electnc Company provides retail eiectnc utilin senvices
to maore than 612.000 customers in West Cenual Fionda. lts
Peoples Gas Svstem division is engaged in the purchase. distribu-
ton and marketing of natural gas for more than 299,000 residen-
ual. commercial. industrial and efectric power generation cus-
tomers In the state of Fionda.

TECO Transport. through its wholly-ouned subsidiaries. trans-
ports. stores and transfers coal and other dry bulk commodiues tor
third parues and Tampa Electric. TECO Transport's subsidiaries
operate on the Mississippl. Ohio and [linois rivers, in the Gulf of
Mexico and worldwide.

TECO Coal, through 1ts whollv-owned subsidiaries, owns min-
eral nights and owns or operates surface and underground mnes
and coal processing and loading faciliues in Kentucky. Tennessee
and Virginia. In 2000, these subsidianes pegan operating nwo s\Ti-
thetic rue: processing facifities. whose producuon gqualifies tor the
non-conventonal fuels tax credii. TECO Coal transterred the svn-
thetic fuei operatons o a newly formed LL.C for the purpose of
conunuing growth In the production and sale of syntheuc fuel. in
Aprii 2003, TECO Coal sold a 49.5 percent interest in this entiny.

TWG has subsidiaries that have interests in independent power
projects in Virginia. Texas, Arkansas, Mississipp1 and Anzona.

TECO Energy s other unregulated businesses are primarily
engaged in energy senices. engineering and owning and operating
independent power projects with long-term conrracts. in Hawau.
Guatemala, and. until the date of the sale ot HPP, Fiorida .see Note
21

Foreign Operations

Other Unregulated includes independent power operations
and investments in Guatemala, TECO Energy. through us sub-
sidiaries. has a 96 percent ownership interest and operates a 78-
imegawatt power station that supplies energy to EEGSA. an electric
utility in Guatemala. under a U.S. dollar-denominated power saies
agreement.

At Dec. 31, 2003, TECO Energy, through a whollv-owned sub-
sidiary, had a 100 percent ownership interest in a 120-megawatt
power station and 1n transmussion facilities 1 Guatemale. The
plant provides capacity under a U.S. dollar-denominared power
sales agreement to EEGSA.

TECO Energv. through a subsidiary. owns a 30 percentinterest
1 a consortum that includes Iberdrola. an electric utihn in spain,
and Electricidad de Portugal. an electric utiliny in Portugal. The
consortitm owns an 80.9 percent interest in EEGSA.

Total assets at Dec. 31, 2003. 2002 and 2001 included $445.8
mithion. $415.9 million and $454.2 million, respectively. related to
these Guatemalan operations and investments. Revenues includ-
ed $91.5 million, $88.5 million and $79.9 million for the years
ended Dec. 31. 2003, 2002 and 2001. respectively, and operating
income included $53.1 milion, $33.0 million and $38.0 million for
the same periods from these Guatemalan operauons and invest-
ments.

20. Commitments and Contingencies

Capital Investments

TECO Energy has made certain commitments in connection
with its conunuing capital expenditure program. At Dec. 31, 2003.
these estumated capital invesunents total approximately $1 7 bil-
lion for the vears 2004 through 2008 and are summarized as fol-
lows.

[
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Forecasted Capital Investments
AsofDec 312003

maliions 200+

Tampa Electric S18248 8

Peoples Gas 40.0

WG 148 ;]

TECO Transport 194 ¢

TECO Coal 207 B 333 43 4
Other 1.2 1.0 24 40
Towzicapnal invesuments 32796 S318% SDonsn $0T0C

For 2004, Tampa Electric expects to spend $182 4 mulhon, con-
sisung of 89 4 million tcomimitied as of Dec 31 2003 tor tie com-
pletion ot tiie repowering project at the Gannorn Station. $18 2 mul-
ilon tor environmental expenditures and $155.3 mulhion 1o suppont
svstem growth and generauon religbiliny Tampa Eleciries esumat-
ed capital expenditures over the 2003-2008 period are projected to
be $1,006 4 million. inciuding $323.8 miiiion for emironmenial
expenditures.

Caprtal expenditures for PGS are expected to be about $40 mui-
llon in 2004 ard 3160 million dunng the 2003-2008 pericd
Included in these amounts are approxamately 323 nullhon annually
tor projects associated with customer growth and system expan-
sion. The remainder represents capital expenditures tor ongomng
maintenance and system safety.

TWG eapects to tnvest $14.9 million n 2004, 56.2 muthon of
ongoing mamtenance and warranty related items on the TECO
Undertaking for Union and Gila River power stations plus $8.7 mil-
lion of net contributions to projects of unconsolidated affiliates.
Capital expenditures at TWG for 2003 through 2008 are expected to
be about $100 milhon for the completion of the Dell and McAdams
power stauons. TWG had outstanding commuunents of approal-
mately $13.3 million primarily for contnibunons to projects ot
unconsolidated affiliates and mamntenance projects

The other unregulated companies expect to invest 341.8 million
111 2004 and $136.1 million during 2005 through 2008, mainly for
normal renewal and replacement capital

Legal Contingencies

TN Delmarva Power Arbitration Proceeding

A dispute resulung in an arbiration proceeding was brought
against a TWG subsidiany, TM Delmarva Power, LLC (PMDPy, by
the non-equity member. NCP of Virginia. LL.C. INCP: in the
Commonwealth Chesapeake Project (CCC. The arbirration panel,
i 2-tu-1 decision, found in favor of NCP and sued an mternim
award on Dec, 17. 2002 and, after several bnefing cvcles and a
reopened hearmg, ssued s final award 1 September 2003,

Under the award TMDP 15 obligated 1o acquire NCP's voung
and other nghts, pay NCP interest on the deemed acguisition price
from a pre-determined date, and pay NCP's legal fees as prescribed
under the final award. The forced acquisition created a pre-tax loss
0f $32.0 million, represenung the excess of the purchase price over
the fair value of the interests acquired. TMDP 15 seeking o vacate
the arbitraton award in the U.S. District Court for the District of
Ceiumbia and has not vet paid the amount of the award. As of
Dec. 31. 2003, the company has reserved for the full $46.9 million,
represenung the maximum pavment obligation for the award plus
accrued interest. The vacatur proceeding 1s still pending, and
15 expected 1o be compieted in the third or fourth quarter of 2004.



Other Actions

in March 2001, TWG under 1ts former name of TECO Power
Services was served with a lawsuit fited i the Circunt Court for
Hillsborough County by a Tampa-based firm called Grupo
Interarnenca. LLC. "Grupo” in connecuon with a potential
mvestment in a power project in Columbia 1n 1995. Grupo alleges.
among other things, that TWG breached an oral contract with
Grupo that would have allowed Grupo to acquire up to a 20-per-
centinterest in the Cojumbian wholesale generanon project when
TWG declined to invest in such project. Grupo 1s seeking damages
equal to the net present vaiue of the value of 20-percent of the
project over its life. TWG disputes the allegauons and denies ha-
biiiny since any understanding made regarding the investment in
the project was subject to TECO Energy Board approval which was
not obtained. A trial date has not been set

Three lawsutts have been filed in the Circunt Court in
Hillsborough Countyv agamst Tampa Electric. in connection with
the locatiun of ransmission structures 11 ceriain residentual areas.
by residents in the areas surrounding the structures  The high-
voltage power lines are needed by Tampa Electric to move electric-
1y to the northwest part of 1ts service territorn where population
growth has been experienced. The residents are seeking to remove
the poles or 1o receive monetary damages. Tampa Electric 1s work-
g with the community 1o determine the feasibility of alternate
TOutes OF STTUCTUTes or soime combination.

From ume 1o time TECO Energy and uts subsidiaries are
involved in various other legal. tax. and regulatory proceedings
before various courts. regulatory commissions, and governmental
agencies in the ordmary course of its business. Where appropriate.
accruals are made in accordance with FAS 5, Accounnng for
Contingencies, to provide for matters that are reasonably likely to
result in an estimable, matenal loss. While the outcome of such
proceedings 1s uncertain, management does not believe that the
ultimate resolunion of pending matters will have a material adverse
effect on the company's results of operavons or financial condi-
uon.

Superfund and Former Manufactured Gas Plant Sites

Tampa Electric Company, througlh its Tampa Eiectric and
Peoples Gas diisions. is a potentially respousible party for certain
superfund sites and. through its Peoples Gas division, for certain
former manufactured gas plant sites. Whule the joint and several
liability associated with these sites presents the potenual for signi-
icant response costs. as of Dec. 31, 2003, Tampa Electric Company
has esumated 1ts ulumate financial lability to be approximately
$20 millwon. and this amount has been accrued in the company's
financial statements. The environmental remediation costs asso-
clated with these sites. which are expected to be paid over many
vears. are not expected to have a significant impact on customer
prices.

The esumated amounts represent only the estimated portion of
the cleanup costs attributable to Tampa Electric Company. The
estimates to perform the work are based on actual estimates
obtained from contractars. or Tampa Electric Company's experi-
ence with simmilar work adjusted for site specific conditions and
agreements with the respective governmental agencies. The esti-
mates are made in current dollars. are not discounted and do not
asswime any insurance recoveries.

Allocation of the responsibility for remediation costs among
Tampa Electric Company and other potentially responsible parties
(PRPs) 1s based on each parny's relative ownership interest in or
usage of a site. Accordingly, Tampa Electric Company's share of
remediation costs varles with each site. In virtually all instances
where other PRPs are involved. those PRPs are considered credit-
worthy.

Factors that could impact these estimates include the ability of
other PRPs to pav their pro rata portion of the cleanup costs, addi-
tional testing and invesugation which could expand the scope of
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the cieanup acuviues, addinonal habilinv that mught arise from tne
cleanup acuwities themseives or changes 1n laws or reguiations
that could require additional remediation These costs are recon -
erabie through customer rates estabiished in suosequent base rate
proceedings

Long Term Commitments

TECO Energy has commizments under fong-term operaung
leases, pnmarily for building space, office equipment anc neavy
eguipment, and marine assets at TECO Transport. On Dec. 3C.
2002. TECO Transport compietea a sale-leaseback transacuon to
be accounted for as an operaung lease covering one vcean-going
tug and barge. five river towboais and 49 river parges On Dec. 21
2001, TECO Transport soid three ocean-going harges and onie
ocean-going tig boat in a sale-leaseback transacuon to be
accounted for as an operaung lease. Both fease terms are 12 vears
with early buvout options atter 5 years.

Total rental expense tor these operaing leases. included i the
Consolidated Statements of Income tor the vears ended Dec. 31
2003, 2002 and 2001 was $29.5 million. $26.0 million and $2u 4
million, respectively. The following s a schedule of future nuni-
mum lease payments at Dec, 31. 2003 for all operaung leases with
noncancelabie lease terms in excess of one vear:

Future Minimum Lease Pavments For Operating Leases

Year ended Dec. 31. Amount inulhons

2004 S 241
2005 213
2006 176
2007 149
2008 2.4
Later Years 79.2

Total minimum lease payments S169.3

In 1994, Tampa Electric bought vut a long-term coal supply
contract which would have expired in 2004 for a lump sum pay-
ment o $23.5 million. In February 1995. the FPSC authonized the
recovery of this buv-out amount plus carrving costs through the
Fuel and Purchased Power Cost Recovery Clause over the 10-vear
period beginning Apr. 1. 1993, In each of the vears 2003, 2002 and
2001, 82.7 million of buy-out costs were amortized to expense.

Guarantees and Letters of Credit

OnJan. 1, 2003, TECO Energy adopred the prospecave initial
measurement provisions for cerrain tvpes of guarantees. in accor-
dance with FASB Interpretation No. (FIN' 45, Guaraniors
Accounnng and Disclosure Requarements for Guarantees, Including
Indircet Guarantees of Indebredness of Others (an inzerpretation of
FASB Statements No. 5,537, and 107 and rescission of FASB
Interpretarion No. 34). Upon issuance or modification of a guaran-
tee after Jan. 1, 2003. the company must determine if the obhga-
tion 1s subject to either or both of the following:

* Initial recognition and tmnal measurement of a habihty:

andror

* Disciosure of specific details of the guarantee.

Generally. guarantees of the performance of a third party or
guarantees that are based on an underiving twhere such a guaran-
tee 1s not a derivative subject 1o FAS 133) are likely 1o be subject to
the recogniuon and measurement, as well as the disclosure provi-
sions. of FIN 43. Such guarantees must initially be recorded at fair
value, as determined in accordance with the interpretation.

Alternatively, guarantees between and on behalf of entiues
under common control or that are similar to product warranties
are subject only to the disclosure provisions of the interpretation.
The company must disctose information as to the term of the
guarantee and the maximum potential amount of future gross
payments {undiscounted; under the guarantee, even if the likeli-
hood of a ciaim 1s remote.
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NOTES to Consolidated Financial Statements

A summary of the face amount or maximum thegretical obligation under TECQ Energy s letters of credit and guarantees as of Dec. 31

2003 are as foliows

Letters of Credit and Guarantees

(8 milions,
Lertters of Credit and Guaraniees
for the Benefit of 200+ 2005

After Liatnlities Recogriized
2006-2008 200& Totu! arDec 30,2003

Tampa Electric

Letters of credit s - S - s - S 0 09 S -
Guarantees:
Fuel purchase:energy management - - - 50 15.0 -
- - - 15.40 154 -
TECO Wholesale Generation
Lerters of credit - 67.2 - - - 67.2 -
Guarantees:
Debrrelated - - - - - -
Tax related - - - 1.3 -

Fuel purchase/energy management 10.0 - - 149.3 146
Construcuon ‘Investment related 3.0 - - - -
82.2 - - 150 8 P40
TECO Transport
Letters of credit - - - 1.5 1.5 -
TECO Coal
Letters of credit - - - 20.0 20.0 -
Guarantees: Fuel purchase related - - - 1.5 1.5 1.5
- - - 215 213 15
Other unregulated subsidiaries
Letters of credit 11.5 - 4.7 +3 20.3 -
Guarantees:
Debt related - - - 245 243 -
Tax related - - - 23 25 -
Fuel purchase/energy management ’ 173.2 - - 14.7 187.9 334
184.7 - 4.7 16.0 2354 334
Total $266.9 S - S 47 §2357 $507.3 LEEN]

L These guarantees renew annually and are shown on the pasts that they wiil continue to renew bevond 2008 The umounts shown are the maamum theoreti-
cal amount guaranteed under current agreements Liabilities tecogmized represent the associated obligation of TECO Energy under these agreements at Dec
31,2003 The obligations under these ietters ot credit and guarantees include net accounts payable and net derivatve iabilities

TECO Energy and its subsidiaries also enter into colnmercial
agreements i the normal course of business that vpically contun
standard indemnificauon clauses. TECO Energy may sometimes
agree to make payments to compensate or indemnify the counter-
party for legal fees. environmental remediation costs and other
similar costs ansing from possible future events or changes in laws
or regulations. These agreements cover a variety of goods and serv-
ices. and have varving triggering events dependent on actions by
third parues.
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Primariiv inciudes letters ot credit tor construction support tor the Gua River and Union power statons
These guarantees will be ehminated as a result of the sale of Prior Energy subsequent 1o Dec 31,2003 See Note 23

TECO Energy 1s unabie to esumate the maxmum potential
future exposure under these clauses because the events that would
obligate TECO Energy have not occurred, or it such event has
oceurred, TECO Energy has not been notified of any occurrence.
As claims are made or changes n laws or regulations indicate, an
amount related to the indemnificauion 1s reflected in the financial
statements.
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Financial Covenants

Asumman of TECO Energy s significant financial covenants as o Dec 31,2003 1s as 1ollows

TECO Energy Significant Financial Covenants

ondiions, uniess otherivise indicared,

Instrument

Financial Covenanst

Reauirement Restriction

GUCanon a:

D 302003

Tampa Electric

Mortgage bond indenture

PGS senior notes

Credit facilin

10T notes

Dividend restriction

EBIT. interest

Restricted pavmenis
Funded debt:capital

Sale of assers
Debt caplia
EBITDA interest

Restrictuon on distributions

Debt capal

Cumulanve distributions canno:
exceed cumuiative net income plus $4

Minmmum of 2.0 times

Sharenoider equity at least 3300

Cannot exceed 65

Less than 20% of total assets

Cannot exceed 60°

Minimum of 2.5 umes

Luirrut on cumulauve distributions and

outstanding affiliate loans -

Cannot exceed 607

442
J s umes
S483 unrestricted

44,

Limit on liens Cannot exceed $787 8362
TECO Energy
Credit facilites Debt.capial Cannot exceed 65% 61y
$37.5 credit racihn EBITDA  interest Minimum of 2.5 times 24 tumes”
Limit on liens Cannot exceed 607 of fair value of assets 24.9°
Debt:capital Cannot exceed 65% 6Ly

$380 million note indenture

$300 milhon note indenture

TPGC guarantees -

Limit on restricted

pavments ’
Limut on liens

Limit on indebredness

Limrt on liens
Nebt/capial

EBITDA/interest

Cumulanve operating cash flon

in excess of 1.7 numes interest
Cannot exceed 5% of tangible assets
[nterest coverage at least 2.0 tmes
Cannot exceed 5% of tangible assets
Cannot exceed 65%
Minimum of 3.0 umes

$284 unrestricted

S20m unrestricted
2.6 umes

S206 untestricted *
61.9°

L

TECO Diversified

Energy management senices
agreement guarantee

Coal supply agrecment

guarantee

Consolidated tangible net worth

Consolidated funded debt

Dividend restriction

Minimum of $200 net worth
Cannot exceed 607

Tangible net worth not less than
$200 ar $424 *40% of tangible net assets

$548
17.87

S548

1 Asdetined in each applicable mstrument.
12 Retlects the determinanon as ot Dec 31, 2003, after giving effect to $138 miilion distributed 1o TECO Energy as a return ot capiial curing 2008 There were
375 nullion ot callable bonds outstanding under the ndenture at Dec. 31 2003
3 EBIT generally represents earmings before interest and taxes  EBITDA generally represents EBIT before depreciation and amoruzation  However, meach air-
cumstance, the term 1s subject to the detinition prescribed under the relesant legal agreements

Z

2003 and caputal contributions from the parent after Oci. 31, 2003, plus S450 milhion
3¢ Une of TECO Energvs credit facilines, 1f drawn upon. can imit payment at dividends each quarter 10 340 miiton, unless the company provides the lender
with satistactory iguidity projections demonstrating the company's ability to pay both the dividends contemplated and each ot the three guarterh dsadends
next scheduled to be paid  See Note 6 for the details regarding thus credit faciiny
16 Ths faciliny was repaid in full in February 2004 prior to a declarauon of detault under the agreements. See Note 23

te

=3

Lunits cumulative distribunons after Oct. 31, 2003 and outstanding affiliate loans to an amount represenung an accumulauon of aet meonw atter May 31,

The fair market value of the assets has not been caiculated  This calcuiation represents total collateraiized debt, including TWG non-recourse debt, divided
by the book value of total assets
The Iimuation on restricted pavments restricts the company from paving disidends or manng distributions or certam myestiments unless there 1s sufticient

cumulanive operating cash flow. as defined, inexcess of 1 7 times interest to make such distnbution or msestment The operating cash flow and restricted

payiments are caiculated on ¢ cumulaove basis since the ssuance of the 10 3% Notes m the tourth quarter of 2002 Ths caleulaton, at De .
the amount accumulated and available for tuture restricted pavmenss, representing the accumulation of fulr quarters actvites
4. The repayment of the collareralized $37.5 mulhion credit tacibivy iy eart

2004 ncreases this unrestncted amount to $244 nuliion

110} Inciudes the Construcuon Undertaking Guarantees related to the TPGC projects

111 This caleulation was not required for Sep 30 or Dec. 31, 2003, as provided by the terms ol the Suspension Agreement entered into between the lenders, the
project compainies and TECO Energy. as discussed below. The related long-term obhgatior 1s a component of the disposal group reported as o current habil-
iv on the balance sheetin the "Liabilities associated with assets held for sale” Line item :see Note 14, Also, see Note 23 1or subsequent events relating to this

covenant.
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See Note 23
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In April 2003, Moody's iowered TECO Energy s senor unsecured
debt rating to Bai with a negative outook. This debt raung change
triggered the pavrment of the $250 million equity bndge loan ba:-
ance assoclated with the construcuon of the Union and Gula River
power projects. In addiuon. this raungs change required the com-
pany to post letters of credit. in an amount saustacton' to e
majority of lenders. to secure the projects and project lenders for
the remaining potenual cost to complete the projects.

Suspension / Standstill Agreement

On Oct. 28, 2003, TECO Energy and the Union and Gila River
project companies entered 1nto a Suspension Agreement with the
lending group tor the Uruon and Gila River projects to suspend
unul Feb. 1. 2004 1see Note 23 - subsequentiy, oraliv extended to
Feb. 5. 2004 the quarterly calcuiauon of the 3.0 umes EBITD A-t0-
nterest coverage ratio covenant inciuded in the "TPGC guaran-
ees” line in the table above. The Suspension Agreement contem-
plated discussions among TECO Energy, the Unton and Gila River
project companies and the lending group to reach an understand-
ing regarding the projects’ operating budgets and pertormance
hetore expiration of the suspension period on Jan. 31, 2004, At the
end of the suspension period, the Sep. 30 and Dec. 31. 2003 quar-
terly calculations would be performed.

in December 2003, the Union and Gila River project companies
were unable to make interest pavments on the non-recourse debt
and payments under interest rate swap agreements due Dec. 31,
2003 when the project lenders declined to fund the debt senvice
reserve. On Dec. 31, 2003, TECO Energy and the Union and Gila
River project companties entered into a Standstill Agreement with
the lending group for the Umion and Giia River projects under
which the lending group agreed to not exercise its nights or pursue
remedies until after Jan. 31. 2004, while preserving such rights and
remedies, relating to this pavment default.

Subsequent to Dec. 31. 2003, the bank group for the Union and
Gila River projects approved a non-binding letrer of intent con-
taining a binding Settdement Agreement which impacted these two
agreements, See Note 23 for additional details of these subsequent
events and their impact.

21. Mergers, Acquisitions and Dispositions

Hardee Power Partners

In 2003, Hardee Power Partners, Ltd. (HPP}, which holds u 370-
MW gas-fired generation facility located in central Florida. was
sold to an affiliate of Invenergy LLC and GTCR Golden Rauner
LLC. Under the terms of the sale. subsidiaries of the company will
continue to provide service to HPP under the exisung operation
and maintenance agreement. The new owner may. at any time.
choose to cancel this agreement. Additionally, Tampa Electric’s
long-term power purchase obligation 1o receive electricity from
HPP remains in effect with no changes as a result of the ransac-
tion :see Note 1;. The sule proceeds of approximately $107 mullion
exceeded the net book value of $51.5 million (including assets of
$149.1 million and liabilities of $97.6 mullion; resulting in a pre-tax
gain of $56.3 million.

Due to the anticipated power purchases by Tampa Electric from
HPP under the pre-existing long-term power purchase agreement
(see the Purchased Power section of Note 1, resuluing in cash out-
flows, the results from operations are precluded from being pre-
sented as discontinued operations.
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PLC Development/TIE

At Dec. 31, 2002, TWG had a loan receivable of S137 million
from PLC. a subsidiary of Panda Energy international Onjan 3
2003. this loan was converted to a partnersaip interest in PLC. See
Notes 1 and 17 for addinonal derails regarding the conversion of
this loan to an equity interest in PLC, Furthermore. 1z deptember
2003. the company consummated the foreciosure on Pandu
Energy's interestin PLC for a detault unaer a S23 miliion note
receivable ieading to TWG's 100-percent ownership i PLC which
owns 50 percent of TIE 'see Notes 1. 12and 17 As of dep 30
2003. TWG consolidated PLC. resulung in a net increase in mnves:-
mientin unconsolidated affiliates of approximateiy Sl million
For addiuona: detaus related to thus transacuon see Note 12

Synthetic Fuel Facilities

Effective Apr. 1, 2003. TECO Coal sold a 48.5-percent mterest in
1ts s\mtheuc fuel production faciliiies located at its operations in
eastern Kentucky, No significant gain or loss was recognized at the
ume of the sale. The company. through 1ts various affihates, wili
provide feedstock suppiy. and operating. sales and management
services 1o the buyer through 2007, the current expiry date tor the
related Section 29 credit for which the producnon qualifies
Because the transaction was structured on @ "pav-as-vou-go” basis
npical of similar transactions in the industry. TECO Coal received
no significant cash at the time of sale. The sale required receipt of
a positive response 1o a Private Letter Ruling PLR! request, and
the proceeds from this transacuon were held in escrow pending
resolution of this contingency. On Oct. 31. 2003, TECO Coal
received a PLR from the IRS that resolved any uncertainty related
to the previous sale of the 49.5-percent interest 11 1ts s\ntheuc fuel
tacihues; triggered the release of certain cash escrows related 1o
this sale: and confirmed that synthetic fuel produced by TECO
Coal is eligible for Section 29 credits and that its testing procedures
are in compliance with the requirements of the [RS. On Nov. 3,
2003, $58.9 million of restricted cash that had been held in escrow
was released following receipt of the PLR.

TECO Coalbed Methane

TECO Coalbed Methane. a subsidiary of TECO Lnergy. pro-
duced natural gas from coal seams m Alabama’s Black Warrior
Basin. In September 2002. the company announced its mtent to
sell the TECO Coalbed Methane gas assets On Dec. 2u, 2002, sub-
stantally all of TECO Coalbed Methane's assets in Alabama were
sold to the Municipal Gas Authority of Georgia. Proceeds from the
sale were $140 million, $42 mullion paid in cash at closing. and a
$98 milhon note recevable which was paid in January 2003. Net
income for the vear ended Dec. 31, 2003 included a $23.5 million
after-tax gamn for the final cash instaliment from the sale of these
assets. TECO Coalbed Methane's results are included in discontin-
ued operanons for all periods presented 'see Note 14;

Commonwealth Chesapeake

In May 2002, TWG purchased Mosbacher Power Partners’ inter-
est in T™M Power Ventures (TNPV') for $29.3 milhion. The majority
ot the purchase price was allocated to TMPV's investment in the
312-megawatt Commonwealth Chesapeake Power Station located
on the Delmarva Peninsula in Virgima. and was inmally recorded
as an inerease in goodwill. The acquisiion increased the compa-
m s ownership interest in TMPV to 100 percent In 2003, the good-
will ininally recorded was written off. See Note 3 tor additional
details.



Prior Energy

In Novemnber 2001. TECO Solutions acquired Prior Energy
Corporation. a naturai gas managerment Compant serving Cus-
tomers in Alabama. Florida. Georgia. Louisiana. Mississipp:, North
Carolina, Soutn Carolina. Tennessee and Texas. Prior Energy nan-
dles all tacets of narural gas energy management services, inciud-
ing natural gas purchasing and markeung. The company has an
estabiished market base in the Southeast and one of the top cus-
tomer senvice reputations in the region. The acquisition was
accounted for by the purchase method of accounung with Nov 1,
2001 as the acquisiion date The final working capital adjustment
and purchase price allocation was completed in 2002, The total
cost of the acquisition was $23.0 million plus a net working capital
pavrnent of $6.4 million. Goodwill of $9.6 million was imiually
recorded. Netintangible assets 0f $39.8 million were recorded,
representing the value of customer backlog and suppiy agree-
ments as well as the open cash flow hedges as of Nov. 1, 2001

At Dec, 31, 2003, the assets and liabiliies expected 10 be trans-
terred 1 the disposiuon of Prior Energy have been presented as
held for sale on the balance sheet. The results of operations have
been included 1n discontinued operauons for ali periods presented
isee Note 14, See Note 23 for details regarding the recent sale of
Prior Energy

Frontera Power Station

In March 2001, TWG acquired the Frontera Power Station locat-
ed near McAllen, Texas. accounting for the transaction using the
purchase method of accounting. This 477-megawatt. natural gas-
fired combined-cycle plant. originally developed by CS\W Energy
1CSW. began commercial operation 1n Mayv 2000. As a condition
of the merger of Central & South West Corporation, CSW's parent
company. with American Electric Power Company. Inc.. the FERC
required CSW to divest its ownership in this facility. The total cost
of the acquisiton was $265.3 million. Goodwill of $70.4 millien.
representing the excess of purchase price over the fair market
value o} assets acquired, was recorded. and was amoruzed on a
straight-hne basis over 40 vears until the requirements of FAS 142
became effecuve on Jan. 1, 2002 1see Note 3;. The results of opera-
uons of Frontera Power Station are included as part of TWG's
results beginning Mar. 16. 2001.

The following pro forma disclosure includes the Frontera Power
Station as if it had been included in TECO Energy's financial state-
ments {or the veur ended Dec. 31, 2001.

Pro Forma Disclosure
(mullions. except per share data)

Pro Forma

Year ended Dec. 31, 2001
Revenues 52,5065
Netincome from conunuing operatons 262.2

Eurnings per share from conunuing operanons - basic 3 1.95

This pro forma information 1s not necessarily indicatve ot the
operating results that would have occurred had the acquisitions
peen completed as of the dates indicated. nor are they indicarive
of tuture operating results.

22. New Accounting Pronouncements

Gains and Losses on Energy Trading Contracts

0On Oct. 25,2002, the Emerging Issues Task Force released El
02-3. Recogninion und Reporring of Gains and Losses an Energ
Trading Contracts Under [ssues No 98-10 and 00-1 7. which 1+ pre-
cludes mark-to-market accounting for ener@y trading contracts
that are not denvatives pursuant to FAS 133, 2 requires that gains
and losses on all derivauve mnstrumenss within the scope of FAS
133 be presented on a net basts in the income statement 17 held tor
trading purposes. and 3 fimits the cireumstances mwieh «
reporing enuty mav recognize i "day one” gaimn or loss on a dernva-
tve contract. The measurement provisions of the issue are efteg-
tive for all fiscal periods beginning after Dec. 13,2002, The ne:
presentauon provisions are effective tor all financial statements
issued after Dec. 15. 2002, The adoption of the measurement pro-
visions on Jan. 1. 2003 did not have a matenial impact. See Note 14
ror addiuonal details ol amounits presented on a net basts.

T

Consolidation of Variable Interest Entities

The equity method of accounung is generally used 10 account
for ssignificant vestments in parmership arrangenients in which
TECO Energy or its subsidian’ companies do not have a majonn
ownership interest or exercise control. On Jan. 17, 2003, the FASB
issued FIN 46, Consolidation of Varable interest Enanes. an inter-
pretation of ARB No. 51 which unposes a new approach in deter-
mining if a reporting enuty should consohdate certain legai enti-
ties, including partnerships, limited liability companies. or trusts,
among others. collectivelv defined as variable interest entities or
V1Es. On Dec. 24, 2003, the FASB published a revision to FIN 46
iFIN 46R;, 1o clarify some of the provisions of FIN 46 and exempt
certain enties from its requirements.

Under FIN 46R. a legal enutv is considered a VIE. with some
exemptions If specific criteria are met. if it does not have sufficient
equity at risk to finance its own acivies without relying on finan-
cial support from other parties. Addinonal critenia must be applied
to determine if this condition 1s met or if the equity holders, asa
group, lack any one of three stipulated charactenstcs of a control-
ling financial interest. 1f the legal enuty is a VIE, then the reporung
entiny determined to be the primary benefictary of the VIE must
consolidate it Even it a reporung entity 1s not obligated to consoli-
date aVIE, then certain disclosures must be made about the VIE if
the reporting enuty has a significant vanable interest. Cerntain tran-
sition disclosures are required for all financial statements 1ssued
arter jan. 31,2003, The effective date of the interpretation was
modified under FIN 46R. A reporung entinv is required 1o apply the
provisions of FIN 46R to all VIEs that previously were subject to cer-
tain previousiy issued special purpose enury, or SPE, accounting
pronouncements for all reporung periods ending atter Dec. 15,
2003. For all other V1Es, a reporung entinv is required to adopt the
provisions of FIN 46R for all reporung periods after Mar. 15, 2004,

Based on its review under the existing approved guidance,
TECO Energy believes that FIN 46R will umpact the accounting for
certain unconsolidated affiliates. Below 1s a discussion of the legal
ennues as of Dec. 31, 2003 that TECO Energy believes will be sub-
ject to either addinonal disclosure requirerments or consohdation
by the company. 1n accordance with FIN 46R.
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NOTES to Consolidated Financial Statements

In November 2000 and January 2002, respectvely, TECO Energv
established TECO Funding [. LLC and TECO Funding II, LLC. Eacn
of these limited-liability companies are whollv-owned subsidiaries
of TECO Energy. These companies sold preferred secuntes to
Capital Trust [ and Capital Trust I, respectively. The runding com-
pantes used the proceeds (o6 purchase subordinated notes from
TECO Energy. The subordinated notes are not secured by specific
assets of the company. The terins of these notes are similar to the
terms of the preferred securnites 1see Note 7 for addinonal details,
inciuding the impact of FAS 150 on the preferred securities,. The
funditig companies are expected to be considered \1Es in accor-
dance with FIN 46R. As of Dec. 31. 20U3. management expects the
potenual impact of the adopuon of FIN 46R to not be materal for
the tunding companies.

Pike Letcher Syntuel, LLC was established as part of the Apr. 1.
2003 sale of TECO Coal's synthetic fuel production facilities. See
Note 21 for addiional details regarding the terms of the sale and
purpose of the enury. TECO Energy's maximum loss exposure in
this enuny is 1ts equity iInvestment of approximately $10.9 mulion
and potential iosses related to the producton costs for the future
production of syntheuc fuel. in the event that such production cre-
ates Section 29 non-conventional fuel tax credits in excess of TECO
Energy's capacity 1o generate sufficient taxable income to use such
credits.

TECO Transport entered into two separate sale-leaseback trans-
actions for certain vessels which were recognized as sales in
December 2001 and December 2002, and are currendy recognized
as operating leases for the assets. The sale-leaseback transactions
were entered into with separate third parties that the company
believes meet the definition of a VIE. TECO Transport currently
leases two ocean-going tughoats, four ocean-going barges, five
river towboats and 49 river barges tirough these two trusts. The
estimated maximum loss exposure faced by TECO Transport 1s the
incremental cost of obtaining suttabie equipment to meet the
company's contractual shipping obligatons. The company does
not expect to consolidate upon the effective date of FIN 46R.

TECO Properties formed a limited liability company with a
project developer which meets the definiuon of a VIE. Hernando
Oaks, LLC was formed by TECO Properties with the Pensacola
Group to buy and develop 627 acres of land in Hernando County,
Florida into a residential golf communiry comprised of an 18-hole
golf course and 975 single-family lots for saie to homebuilders
The company has provided subordinated financial support in the
form of a guarantee on behalf of the limited liability company.
Hernando Oaks, LLC had total assets at Dec. 31, 2003 of S21.6 mii-
lion. TECO Properties’ estimated maximum loss exposure in this
project is approxumately $10.6 million, representing the sum of 1ts
guarantee and equiry investment. The company expects to con-
solidate Hernando Oaks. LLC for all financial reporting periods
ending after Mar. 15, 2004,

TECO Energy Senices (formerly TECO BGA) formed a partner-
ship to construct, own and operate a water cooling plant to pro-
duce and distribute chilled water 1o customers via a local distribu-
tion loop primarily for use in air conditioning systems. The part-
nership. TECO AGC, Ltd.. meets the definition of a VIE. The com-
pany 1s the primary beneficiary, in accordance with FIN 46R. due
to subordinated financing and other funding of $3.3 million pro-
vided to the partnership as of Dec. 31, 2003. in addition to the
company's equity investment. This note receivable from the part-
nership is collateralized by the assets in the partnership. The esti-
mated maximum loss exposure associated with this partnership is
approximately $3.8 million as of Dec. 31, 2003, representing sub-
stanually all of the assets of the partnership. The company expects
to consolidate TECO AGC, Ltd. for all financial reporting periods
ending after Mar. 15, 2004.
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Amendment to Derivatives Accounting

In April 2003, the FASB issued FAS 149, Amendment 6f
Starement 133 on Dertvanue Instruments and Hedging Activities
which clarities the definition of a derivative and modifies. as nec-
essarv. FAS 133 1o reflect certain dectsions made by the FASB as
part of the Derivauves Implementauon Group DIG! process. The
majonty of the guidance was already effecuve and previoush
applied by the company in the course of the adoption of FAS 133

In parncular, FAS 149 incorporates the conclusions previouslv
reached i 2001 under DIG Issue C10. "Can Opnion Contracts and
Forward Contracts with Opnionaiiny: Features Quain ror o
Normal Purchases and Norinal Sales Exceprion’. and DIG ssue
C15. "Normal Purchases and Normal Sales Exception for Cerraun
Uption-Type Contracts and Forweard Contracts i Electricin . In
limited circumstances when the criteria are met and documented.
TECO Energy designates option-npe and fornward contracts m
etectricity as a normal purchase or normal sale !NPNs: excepiion
to FAS 133. A contract designated and documented as qualining
tor the NPNS exception is not subject to the measurement and
recogiiton requirements of FAS 133. The incorporation of the
conclusions reached under DIG Issues C1u and C15 mto tne stan-
dard will not have a material impact on the consolidated tinancial
statements of TECO Energy.

FAS 149 establishes multipie effecuve dates based on the source
of the guidance. For all DIG Issues previously cleared by the FASB
and not modified under FAS 149, the effective date of the 1ssue
remains the same. For all other aspects of the standard. the guid-
ance is effective for all contracts entered into or modified arter
June 30, 2003. The company does not anticipate that the adoption
of the additional guidance in FAS 149 will have a matertal impact
on the consolidated financial statements.

Financial Instruments with Characteristics of both
Liabilities and Equity

In May 2003, the FASB 1ssued FAS 150, Accounting for Certain
Financial Instruments with Characteristics of both Liabilinies and
Equin. which requires that an issuer classify certain financial
instruments as a liability or an asset. Previously. many {financial
instruments with characteristics of both liabilites and equity were
classified as equuty. Financial instruments subject to FAS 150
include financial instruments with any of the following features:

* Anunconditional redemption obhgation at a specified or
detertninable date, or upon an event that 1s certain to occut;
An obligation to repurchase shares. or indexed to such an
obligation, and may require phyvsical share or net cash settle-
ment.

An unconditional. or tor new issuances conditional, obliga-
tion that may be settled by issuing a variable number of equi-
tv shares if either {a: a fixed monetary amount 1s known at
inception, (b) the variabihity is indexed to something other
than the fair value of the 1ssuer’s equity shares, or (¢) the vari-
abiliny moves inversely 1o changes in the fair value of the
issuer’s shares.

The standard requires that all such instruments be classified as
a liabiiny, or an asset in certain circumistances, and itially meas-
ured at fair value. Forward contracts that require a fixed physical
share setdement and mandatorily redeemable financial instru-
ments must be subsequenty re-measured at fair vadue on each
reporting date.

This standard is effective for all financial instruments entered
into or modified after May 31, 2003, and for all other financial
instruments, at the beginning of the first interim period beginning
after june 15, 2003. See Note 7 for a discussion of the impact of the
adoption of this standard on july 1, 2003.
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23.Subsequent Events

Sale of TECO BGA. Inc. {formerly a component of TECO Energy
Services)

Effective Jan. 1, 2004. the company completed the sale of TECO
BGA, Inc. (formeriyv a component of TECO Energy Senvices: to an
entry owned by an emplovee group for a pre-tax loss on disposal
of $12.2 million :$7.5 million after tax . Thus loss was recordeq as
part of the asset timpairment charge reported in the income state-
ment for the vear ended Dec. 31. 2003, 1n accordance with FAS 144
tsee Note 10 and the Other transactions section of Note 14 for
addinonal details relaung to this disposition..

Repayment of $37.5 million one-vear TECO Energy credit facility
OnJan 3.2004. TECO Energy repaid $20 million of the $37.5
miiion one-vear credit facthny collateralized by the Union and Gila
River assets OnFeb. 4, 2004, TECO Energy repaid the remaining

S17.5 million of the une-vear credit faciin

Sale of TECO Propane Ventures' Indirect Interest in Heritage
Propane Partners, L.P.

OnJan. 20, 2004. US Propane LP in which TECO Propane
\entures nolds a 38% equiry interest, completed the sale of its
direct and indirect equity mvestments in Heritage Propane
Partners, L.P (Heritage:. The sale. part of a larger transacuon that
involved the merging of privately neld Energy Transfer Company
with Heritage. was announced Nov. 7. 2003. TECO Propane
Ventures recelved $49.4 million in cash on Jan. 20. 2004 related 1o
the sale and will record a $17.2 million pre-tax gam.

Recent Agreements Related to the Union and Gila River Project
Exit Activities

Letter of Intent

On Feb. 5. 2004, the bank group for the Union and Gila River
projects approved a non-binding letter of intent containing a bind-
ing Settlement Agreement. Under the agreement. TECO Energy
and the project companies will work toward a definitive agreenent
with the lending banks for a purchase and sale or other agreement
to transfer the ownership of the projects to the lending banks in
exchange for a refease of ali obligations under the project loan
agreements. The letter of intent specifies target dates for a defini-
tive agreement by Jun. 30, 2004 and for closing by Sep. 30, 2004.
The Settlement Agreement provides for the treatment of the $66
million of letters of credit posted by TECO Energy under the
Construction Undertaking, with $35 million: for the benefit of the
project companies idrawn in February 2004) and the remaining
$31 million of letters of credit to be cancelied and returned to
TECO Energy. Under the letter of intent. all parties have specified
a target compleuon of due diligence for final acceptance under the
construction and undertaking contracts for both projects within 45
days; however, TECO Energy and the project companies will
remain responsible to address certain permit issues at the Gila
River project. No new investment in the projects will be made by
TECO Energy. Since the projects have achieved commercial oper-
ation on all facilities at Union and Gila River, TECO Energy believes
that it has met all but limited warranty and final acceptance
responsibilities to the project companies. TECO Energy and van-
ous of its subsidiaries plan to continue to provide services and
conunue to provide expertise and operatng support to help the
project companies operate the facilities consistent with past prac-

tices at least through the complenon of the transfer of ownershup
The lending banks and TECO Energv and 1ts affiliates have
reserved their nghts to assert certain claims they mav nave agaiist
one another untif a definitive agreement 1s reached.

Exprration of Suspension * Standstli Agreemen:

The letter of intent permits the parties to reserve therr rights
agamnst each other. including with respect 1o TECO Energy » tatlure
to complv with the 3.0-imes EBITDA-to-mnterest ratio coverage
requirement in 1ts Construction Undertakings tor tne quarters
ending Sep. 30 and Dec 31,2003 .a cross detault to the non-
recourse credit agreemeits that were covered by the Suspension
Agreement. which has expired. and tire fanlure ot the projec: cont-
pantes to make 1nterest pavments on the non-recourse project
debt and pavments under interest rate swap agreements due Dec
31,2003 when the project lenders dechned o fund the debt senace
reserve

The Constructuon Undertakings permut TECO Energy to ternu-
nate its obligations thereunder. including the requuirement to com-
ply with the covenants. by providing a Subsutute Guarantor rea-
sonabiv saustactory to the lending group. On Sept. 22, 2003, TECO
Energy tendered a Subsutute Guarantor. which 1t believes sausfled
the requirernents of the Construcuon Undertakings. The lending
group dechned to accept this tender as being satistactony  Under
the letter of intent, TECO Energy has retained its night to assent
that the Construction Undertakings were terminated in the event
that the lending group seeks to exercise its rights thereunder based
on a violation of the EBITDA-to-interest coverage rato covenant.

As aresult, the lending bank group could seek to exercise reme-
dies against the project companies as a resuit of defaults in con-
necuon with the non-recourse project debt. inctuding accelerating
the non-recourse debt, foreclosing on the project collateral and
suspending further funding; subject to the defenses that TECO
Energy and its affiliates mav have.

Under the Suspension Agreement berween TECO Energy. the
project companies and the lending bank group, TECO Energy was
not required to calculate the EBITDA to interest coverage rauo
required in the undertaking for the quarters ended Sep. 30. 2003
and Dec. 31, 2003 until Feb. 1, 2004 orally extended until Feb. 5.
2004;. On that date. the calculations were made resultingma 2.7
and 2.4 umes mnterest coverage ratio for the two quarters, respec-
uvelv. Due to non-compliance with this covenant. the lenders
could accelerate the $1.395 billion of non-recourse construction
debt. absent the sale of the projects to the bank group.

Sale of Prior Energy

Effective Feb. 1. 2004. a subsidiary of TECO Energy completed
the sale of Prior Energy for net proceeds of approximately $30 mil-
lion. Thus sale did not result in a material gain or loss to the com-
pany. Outstanding guarantees related o the operations of Prior
Energy are expected to be eliminated as a result of this transaction
(see Note 20;. See the Other transactions section of Note 14 for
additional details relating to this disposition.

TECO Energy 18-Month Credit Facility

As a result of receipt of cash proceeds from certam asset sales
in early 2004, the exssting S100 million unsecured credit facility
with Merrill Lynch has been reduced to $20.6 million per the terms
of the amended facility. The $20¢ milhon conungent credit facility
with Merrill Lynch and JP Morgan. if activated would replace the
existing Merrill Lynch facilin:. See Note 6.
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24. Quarterly Data (unaudited)

The resuits for the three months ended Sep. 30, 2003 have been restated trom amounts previously reported in the Form 10-Q for the
quarter then ended due 1o a re-evaiuation of the accounting for the HPP sale transaction subsequent to the filing aate. The "Restated” coi-
umn for Sep. 30, 2003 below:

ik Reflects the results of operauons for HPP as a component of continuing operations, ratier than disconunued operations, due 1o a
pre-existing long-term power purchase agreement from HPP to Tampa Electric. it actordance with FAS 144 :see tne Purchased
Power section of Note 11: and -

{2 Reflects in the fourth quarter, rather than the third quarter. the gain on the sale of HPP 10 a third parny, tn accordance with SAB

104 1see Note 21:.

The reclassification of HPP's operating results for the three months ended Sep. 30. 2003, after intercompuny eliminations, increased a
revenues by 37.3 million. b income trom operations by $T.1 mullion and ¢ netincome from conunumg operations by 32 8 miliion The
recogninion of the gain on the sale of HPP in the tourth quarter. rather than the third quarter. reduced net income 0 the third quarter d
$34 6 nullion '80.19 per share  The $34 6 million after-tax (356.3 mullion pre-tax gain on the sale of HPP was recognized in the tourth quar-
ter. These revisions had no impact on TECO Energy's net loss for the vear ended Dec. 31, 2003.

0

nuitlions, except per siare amounts Restated
Quarter ended Dec, 31 Sep 30 Sep. 30 June 30 - Mar 31
2003
Revenues $ 633.8 $759.1 $7518 $ 6953 $631.8
Income from operatons S 163.8: S 922 S 851 S 05 S 88
Netincome
Netincome from continuing operations s 4.0 S 46 S L $ 50 $i20.3
Netincome ${790.7; S (19.5] S 150 S 1014 s 27
Earnings per share (EPS - basic
EPS from conunuing operations s 10.02 S 0.03 S 001 S 003 $ 01
EPS s 42l S {oln S 0.08 S {0.58: s 0.02
Earnings per share (EPS' - diluted
EPS from conunuing operauons S 0.0 S 003 S 00! g 0.03 $ (012
EPS S d2h S (0.1 S 008 S (0.38 $ 00!
Dividends puid per common share s 019 S 019 $ 019 5 014 S 0355
Stock price per common share -
High S 1485 S 1420 S 1420 $ 1369 $ 17.00
Low S 11.80 S 11.50 S 11,50 $ 1005 S 947
Close s 1441 S 13.82 S 1382 S 1199 s 10.63
Quarter ended Dec. 31 Sep. 30 Jrne 30 Mar 31
2002
Revenues S 66552 $T272 $672.7 $594.8
Income trom operatons S 380 S141.5 S 957 S 86.6
Netincome
Net income from continuing operations S 283 S106.6 S 780 $ 66.1
Netincome S 301 S118Y S 837 $ 754
Earnings per share (EPS; - basic
EPS from conunuing operations S 07 S 068 S 033 S 047
EPS S 029 S 06 $ 039 $ 054
Earnings per share (EPS: - diluted
EPS from continuing operations S 017 S .68 S 0433 S 047
EPS S 0.29 $ 076 $ 054 S 054
Dividends paid per common share - S 0335 S .33 S 0335 $ 0345
Stock price per common share *
High $ 1648 S 2471 $ 29.05 S 28.94
Low $ 10.02 S 1420 $§ 2270 $ 2340
Close S 1547 S 15.88 S 2475 3 28.63

1. The amounts which were reported in the Form 10-Q tor the quarter ended Sep 3(. 2003 iwinch amounts were subsequently changed to retlect both the
revisions for the HPP sale and the reclassifications for the disconunued operations ecurming 1n the fourth quarter as further discussed 1in Note 141 were as
fullows' revenues of $940 7 million: income from operauons ot $74 4 mullion; net income ilossi from conunuing operations of $:19 2 nullion: net ncome of
$15.0 million: EPS from contnuing operations - basic and diluted of $10.11;, and EPS - basic and diluted of $0 08

{2+ Amounts shown reflect reclassifications to reflect discontinued operations as discussed 117 Note 14

{31 Dividend paid on TECO Energy common stock.

{4 Trading prices for common shares.

{3 Amounts shown for 2002 reflect reclassifications to conform with the current vear presentation. In particular, reciassitications have been made from
conunuing sperations to discontinued operations as discussed in Note 14,
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REPORT of Independent Certified Public Accountants

To Board of Directors and Shareholders of TECO Energy, Inc.:

In our opimuon. the accompanving consohidated balance sneets and the related consclidated staternents of income. coOmmon eguity anc
cash flows present fairly. 1 all material respects. the financiai posizion of TECO Energy, Inc. and uts subsidianies at Dec. 31, 2003 and Dec 31
2002, and the results of their operations and their cash flows tor each of the tiree vears in the penod ended Dec 31, 2003 10 contormin with
accounung principies generally accepted in the United States of America. These financial statements are the responsibiliny ol the Company
management: our responsibiliny 1s to express an opinion on these financial statements based on our audits We conducted our audis o
these statements in accordance with auditing standards generally accepted in the Unnted States of America. which require that we pian and
perform the audit to obtain reasonable assurance about whether the financial statements are free of matenal misstatement An audit
includes exarmining. on a test basis. evidence supporung the amounts and disciosures 1n the financial statements. dssessing the accounting
principles used and significant esurmates made by management, and evaluaung the overali financidi statement presentation MWe delieve that
our audits provide a reasonable basts for our opinior.,

As discussed 1n Note T to the consolidated financial statements, the Company changed the manner in which it accounts for mandatoriiy
redeemable securities as of July 1. 2003. As discussed in Note 3 1o the consolidated financial statements. the Compam cnanged the manner
In which It accounts (or assel relrement costs as of Jan. 1. 2003 As discussed in Note 3 to the consohdated financial statements th
Company changed the manner in which 1t accounts for goodwiil and other intangible assets as of jan. 1. 2002 As discussed in Note 2 to the
consolidated financial siatements. the Company changed tne manner in wiich 1t accounts for dervative instruments as of jan 2, 200,

N

S -
, - / =
Fvcnmn et -

Tampa. Florida
March 2, 2004

Selected Financial Data

‘millions, excepr per share ainounts;

Year ended Dec. 31. 2003 2002 2001 2000 1999
Revenues § 2,740.0 $ 26649 $2.483.3 §2.2232 $1.9326
Net oss: income from continuing operations S (147 s 2TT2 S 2635 S 2258 S 1782
Net (loss; income from discontinued operauons (890.4) 32.9 38.2 253 6.9
Cumulative effect of change in

accounting principle, net (4.3) - - - =
Net {loss: income S (909.4 S 3301 S 3037 S 2509 S 186.1
Total assets $10,462.3 S 90784 STITR.2 S6.167.8 S5.103.2
Long-term debt S 14,3926 S 33243 $1.842.5 S13746 $1.2078
Earnings per share (EPS. - basic

From conunuing operations S 10.081 3 1.81 s 1.98 S 17y 3 1.37

From discontinued operations (4.95) U.34 0.28 (.20 0.05

From cumulative effect of change

in accounting principle (0.02) - - - -

EPS busic $ {3.05) N S 2.26 S ISR} S 142
Dividends paid per common share S 0.925 N 4] S 1.37 S 143 S 1.283
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INFORMATION for Investors

Internet
Currentinformaron about TECO Energy 1s on the Internet at www.tecoenergy.com

TECO Energ, 1s histed on the New York Stock Exchange svmbol TS

TECO Energy Offices
T02 N Frangiin stueet
Tampa. FL 33602
813-228-1111
Fan B13-228-1670C

Auditors
PricewaterhouselCoopers LLP
Tampa. FL

Annual Meeting

The Annual Meeung ot Shareholders will be held on Apni! 28,2004, 11.30 am at
Hilton Tampa Aurporr Westshore
2225 N. Lois Avenue
Tampa. FL 33607

Shareholder Inquiries
Communication concerning transter requirements, lost certiticates, dinidends and change
of address should be directed to the Transfer Agent.

Transfer Agent & Registrar

The Bank of New York

Receive und Deliver Deparunent
PO. Box 11002

Church Street Stanion

NewYork. NY 10286
www.stockbnv.com

Dividend Reinvestment
The company offers a Dividend Reinvestment and Comumon Stock Purchuse Plan which
aliows common shareholders of record to purcnase additional shares of common stock at
the current market price All correspondence concermng this Plan should be directed to the
Plan Agent

The Bank ot New York

Invesumnent Senvices Departmient

PO. Box 1458

Newark, NJ 0T101-9774

Form 10-K Available
TECO Energy's Annual Report on Form 10-K, which is filed with the Secunues and
Exchange Commussion. 1s available to shareholders at no charge on the Internet at
www.sec.gov or through the Investor Relations page at www.tecoenergy.com. Requests
should be addressed to:

TECO Energy. Inc.

Investor Relations

PC.Bon 11l
Tampa, FL 33601
TECO Energy Offices 813-228-1326
TECO Plaza 800-810-2032
702 N. Franklin Street
Tampa, FL 33602 Analyst Contacts
813-228-1111 Gordon L. Gillette, Seriior Vice President - Finance and Chief Financial Otficer
Fax 813-228-1670
www.lecoenergy.com Sandra W. Callahan, Vice President - Treasury and Risk Management

Mark M. Kane, Director - Investor Relations
813-228-1111
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EXHIBIT 21
SUBSIDIARIES OF THE REGISTRANT

All of the following subsidiaries of TECO Energy. Inc.. are organized under the laws of Florida excep: as indicated. The
following list omits certain subsidiaries pursuant 10 paragraph (b){21)(11) of Regulation S-K Item 601.

Tampa Electric Company
TECO Diversified. Inc.
TECO Transport Corporation
TECO Bulk Terminal. LLC (formerly Electro-Coal Transfer. LLC a Louisiana limuted liability company)
TECO Ocean Shipping. Inc. (formerly Gulfcoast Transit Company )
TECO Barge Line. Inc. (formerly Mid-South Towing Company )
TECO Towing Company
TECO Coal Corporation (a Kentucky corporation)
Gatliff Coal Company (a Kenrtucky corporation)
Bear Branch Coal Company (a Kentucky Corporation)
Rich Mountain Coal Company (a Tennessee corporation)
Clintwood Elkhom Mining Company (a Kentucky corporation)
Pike-Letcher Land Company (2 Kentucky corporation)
Premier Elkhorn Coal Company (a Kentucky corporation)
Perry County Coal Corporation (a Kentucky corporation)
TECO Solutions. Inc.
TECO Energy Services, Inc. (formerly TECO BGA. Inc.)
BCH Mechanical. Inc.
TECO Gas Services, Inc.
Prior Energy Corporation (a Delaware Corporation)
TECO Partners. Inc.
TECO Propane Ventures. LLC (a Delaware limited liability company)
TECO Coalbed Methane Florida, Inc. (formerly TECO Coalbed Methane. Inc. an Alabama corporation)
TECO Properties Corporation
TECO Stevedoring Services. Inc. (formerly GC Services Company. Inc.)
TECO Finance. Inc.
TECO Investments. Inc.
TECO Funding Company [. LLC (a Delaware limited liability company)
TECO Funding Company II. LLC (a Delaware limited liability company)
TECO Wholesale Generation. Inc. (formerly TECO Power Services Corporation)
TPS Guatemala One, Inc.
TPS Hamakua. Inc.
TPS Hawail. Inc.
TM Power Ventures. LLC (a Delaware limited liability company)
TM Delmarva Power LLC (a Delaware limited liability company)
TECO Power Ventures, Inc.
TPS TriCo., LLC (a Delaware limited liability company)
TPS Dell, LLC (a Delaware limited liability company)
TPS McAdams, LLC (a Delaware fimited liability company)
TPS Tejas GP, LLC (a Delaware limited liability company)
TPS Tejas LP, LLC (a Delaware limited liability company)
TPS LP, Inc.
TPS GP, Inc.
TECO-Panda Generating Company, L.P. (a Delaware partnership)
Union Power 1. LLC (a Delaware limited liability company)
Union Power II. LLC (a Delaware limited liability company)
Panda Gila River I, LLC (a Delaware limited liability company)
Panda Gila River II, LLC (a Delaware limited liability company)
Trans-Union Interstate 1. LLC (a Delaware limited liability company)
Trans-Union Interstate I, LLC (a Delaware limited liability company)
TPS International Power, Inc. (a Cayman Islands limited liability company)
TPS San Jose International. Inc. (a Cavman Islands company)
TPS San Jose. LDC (a Cayman Islands company)
TECO EnergySource, Inc.
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Exhibit 23.1

CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

We hereby consent to the incorporation by reference in the Registration Statement on
Form S-3 (File Nos. 33-43512, 333-83958 and 333-110273) and on Form S-8 (File Nos.
333-02563. 333-25563, 333-60776 and 333-72542) of TECO Energy. Inc. of our report
dated March 2, 2004 relating to the financial statements. which appears in the Annual
Report to Shareholders, which is incorporated in this Annual Report on Form 10-K. We
also consent to the incorporation by reference of our report dated March 2., 2004 relating
to the financial statement schedules. which appears in this Form 10-K.

/s/ PricewaterhouseCoopers LLP

Tampa. Florida
March 9, 2004
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Exhibit 23.2

CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

We hereby consent to the incorporation by reference in the Registration Statements on
Form S-3 (File Nos. 33-61636. 333-55090 and 333-91602) of Tampa Electric Company
of our report dated March 2. 2004. relating to the financial statements and financial
statement schedule, which appears in this Form 10-K.

's/ PricewaterhouseCoopers LLP

Tampa. Florida
March 9, 2004
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Exhibitr 24.1.1
TECO ENERGY. INC.
POWER OF ATTORNEY

Each of the undersigned in his capacity as a Director or officer or both. as the case may be, of said Corporation. does hereby
appoint R. D. Fagan, G. L. Gillette and D. E. Schwanz, and each of them, severally. his true and lawful attorneys or attorneyv to
execute in his name, place and stead. in his capacity as Director or officer or both, as the case may be. of said Corporation. the Annua!
Report on Form 10-K for year ended December 31. 2003, and any and all amendments thereto and all instruments necessany or
incidental in connection therewith, and to file the same with the Securities and Exchange Commission. Each of said attorneys has the
power to act hereunder with or without the other of said atorneys and shall have full power of substitution and resubstitution.

IN TESTIMONY WHEREOF, the undersigned have executed this instrument on the dates set forth below.

/s’ R. D. Fagan January 27, 2004
R. D. Fagan, Chairman of the Board,
President, Director and Chief Executive Officer
(Principal Executive Officer)

/s/ G. L. Gillette February 20. 2004
G. L. Gillette. Senior Vice President-Finance
and Chief Financial Officer
(Principal Financial Officer)

/s/ S. M. Payne February 10, 2004
S. M. Payne, Vice President-Corporate
Accounting and Tax and Assistant Secretary
(Principal Accounting Officer)

/s/ C. D. Ausley January 27, 2004
C. D. Ausley, Director

/s/ S. L. Baldwin January 27, 2004
S. L. Baldwin, Director

/s/J. L. Ferman, Jr. January 27, 2004
J. L. Ferman, Jr., Director

/s/ L. Guinot, Jr. January 27. 2004
L. Guinot, Jr., Director

/s/ 1. D. Hall January 27, 2004
1. D. Hall, Director

/s/ S. W. Hudson January 27, 2004
S. W. Hudson, Director

/s/ T. L. Rankin January 27, 2004
T. L. Rankin, Director
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/s’ W. D. Rockford

W. D. Rockford, Director

/s’ W. P. Sovey

W. P. Sovey, Director

/s/ J. T. Touchton

J. T. Touchton, Director

/s/ J. A. Urquharn

J. A. Urquhart. Director

/s! J. Q. Welch, Jr.

J. O. Welch, Jr., Director

2
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January 27, 2004

February 13, 2004
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Exhibit 24 1 2
TAMPA ELECTRIC COMPANY
POWER OF ATTORNEY

Each of the undersigned in his capacity as a Director or officer or both. as the case may be. of said Company . does hereby
appoint R. D. Fagan, G. L. Gillette and D. E. Schwartz, and each of them, severally. his true and lawful attornevs or attorney to
execute in his name, place and stead, in his capacity as Director or officer or both, as the case may be, of said Company. the Annual
Report on Form 10-K for year ended December 31, 2003, and any and all amendrments thereto and all instruments necessary or
incidental in connection therewith, and to file the same with the Securities and Exchange Commission. Each of said attornevs has the
power to act hereunder with or without the other of said attorneys and shall have full power of substitution and resubstitution

IN TESTIMONY WHEREOF, the undersigned have executed this instrument on the dates set forth below.

/s/ R. D. Fagan January 27, 2004
R. D. Fagan, Chairman of the Board,
Director and Chief Executive Officer
(Principal Executive Officer)

/s/ G. L. Gillette February 20. 2004
G. L. Gillette, Senior Vice President-Finance
and Chief Financial Officer
(Principal Financial Officer)

/s/ P. L. Barringer February 10, 2004
P. L. Barringer, Chief Accounting
Officer
(Principal Accounting Officer)

/s/ C. D. Ausley January 27, 2004
C. D. Ausley, Director

/s/ S. L. Baldwin January 27, 2004
S. L. Baldwin, Director

/s/J. L. Ferman, Jr. January 27, 2004
J. L. Ferman, Jr., Director

/s/ L. Guinot, Jr. January 27, 2004
L. Guinot, Jr., Director

/s/ 1. D. Hall January 27, 2004
1. D. Hall, Director

/s/ S. W. Hudson January 27, 2004
S. W. Hudson, Director

/s/ T. L. Rankin January 27, 2004
T. L. Rankin, Director
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/s/ W. D. Rockford January 27, 2004

W. D. Rockford Director

/s/ W, P, Sovev January 27. 2004

W. P. Sovey, Director

/s/ J. T. Touchton January 27, 2004

J. T. Touchton, Director

/s/J. A, Urquhart January 27, 2004

J. A. Urquhart, Director

/si 3. O. Welch, Jr. February 13, 2004
J. O. Welch, Jr., Director
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Exhibit 24.2.1
TECO ENERGY. INC.

Transcript from Records of Board of Directors

Januarv 27. 2004
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RESOLVED. that the preparation and filing with the Securities and Exchange Commission of
the Annual Report on Form 10-K for the vear ended December 31, 2003 pursuant to the Secunties
Exchange Actof 1934, as amended. including any amendments thereto and containing the information
required by such form and any additional information as the officers of the Corporation. with the
advice of counsel. deem necessary. advisable or appropriate (the **10-K™). are hereby authorized and
approved. that the Chief Executive Officer. the President and any Vice President of the Corporation
be. and each of them acting singly hereby is. authorized for and in the name and on behalf of the
Corporation to execute the 10-K and cause it to be filed with the Securities and Exchange
Commission: and that the officers referred to above be. and each of them hereby is. authorized 10
execute the 10-K through or by R. D. Fagan. G. L. Gillette or D. E. Schwartz, or any of them. as duly
authorized attorneys pursuant to a Power of Attorney in such form as shall be approved by the
Corporation's general counsel.
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I, D. E. Schwartz, hereby certify that [ am Secretary of TECO Energy, Inc.. a Florida
corporation (the "Corporation"), and set forth above is a true and correct copy of certain resolutions
from the minutes of the meeting of the Board of Directors of the Corporation convened and held on
January 27, 2004, at which meeting a quorum for the transaction of business was present and acting
throughout.

I further certify that the resolutions set forth above have not been altered, amended or
rescinded and the same are now in full force and effect.

EXECUTED this 24" day of February, 2004.

/s/ D. E. Schwartz

Secretary
TECO ENERGY, INC.

Corporate Seal
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Exhibit 24.2.2

TAMPA ELECTRIC COMPANY
Transcript from Records of Board of Directors

Januarv 27. 2004
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RESOLVED. that the preparation and filing with the Securities and Exchange
Commission of the Annual Report on Form 10-K for the vear ended December 31. 2003 pursuant
to the Securities Exchange Act of 1934. as amended. including any amendments thereto and
containing the information required by such form and any additional information as the officers of
the Company. with the advice of counsel. deem necessary. advisable or appropriate (the “10-K™).
are hereby authorized and approved: that the Chief Executive Officer. the President and anv Vice
President of the Company be. and each of them acting singly hereby is. authorized for and 1n the
name and on behalf of the Company to execute the 10-K and cause it to be filed with the Securities
and Exchange Commission: and that the officers referred to above be. and each of them hereby 1s.
authorized to execute the 10-K through or by R. D. Fagan. G. L. Gillette or D. E. Schwartz. or any
of them. as duly authorized attornevs pursuant to a Power of Attorney in such form as shall be
approved by the Company's general counsel.

Sk ok kKR Rk ok ko kR kKR kR

I, D. E. Schwartz, hereby certify that [ am Secretary of Tampa Electric Company. a
Florida corporation (the "Company"), and set forth above is a true and correct copy of certain
resolutions from the minutes of the meeting of the Board of Directors of the Company convened
and held on January 27, 2004, at which meeting a quorum for the transaction of business was
present and acting throughout.

I further certify that the resolutions set forth above have not been altered, amended or
rescinded and that the same are now in full force and effect.

EXECUTED this 24" day of February, 2004.

/s/ D. E. Schwartz

Secretary
TAMPA ELECTRIC COMPANY

Corporate Seal
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Exmbit 31.1
CERTIFICATIONS

1. Robert D. Fagan. certify that:

rJ

(93]

[ have reviewed this annual report on Form 10-K of TECO Energy. Inc.

Based on my knowledge. this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made. in light of the circumstances under which such statements were made. not
misieading with respect to the period covered by this report:

Based on my knowledge. the financial statements. and other financial information inciuded 1n this report. fairly present in ali
material respects the financial condition. results of operations and cash flows of the registrant as of. and for. the periods
presented In this report:

4. The registrant’s other certifving officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-135(e) and 15d-15(e)) for the registrant and have:

a) Designed such disclosure controls and procedures. or caused such disclosure controls and procedures to be designed
under our supervision. to ensure that material information relating to the registrant. including its consohdated
subsidiaries. is made known 10 us by others within those entities, particularly during the period in which this report is
being prepared:

b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures. as of the end of the period covered by this
report based on such evaluation: and

¢) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the
registrant's most recent fiscal quarter that has materially affected. or is reasonably likely to materially affect, the
registrant's internal control over financial reporting: and

5. The registrant’s other centifving officer and I have disclosed. based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely 1o adversely affect the registrant’s ability to record, process. summarize and report
financial information; and

b) Any fraud, whether or not material. that involves management or other emplovees who have a significant role in the
registrant’s internal control over financial reporting.

Date:  March 15, 2004 /s~ R.D.FAGAN

R. D. FAGAN

Chairman of the Board, President,
Director and Chief Executive Officer
(Principal Executive Officer)
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Exhibi 31.2
CERTIFICATIONS

[. Gordon L. Giliette. certify that:

1. 1havereviewed this annual report on Form 10-K of TECO Energy. Inc.:

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a matenal fact
necessary to make the statements made, in light of the circumstances under which such statements were made. not
misleading with respect to the period covered by this report:

(V')

Based on my knowledge. the financial statements. and other financial information mcluded in this report. fairly presentin all

material respects the financial condition. results of operations and cash flows of the registrant as of. and for. the periods
presented in this report:

4. The registrant’s other certifving officer and 1 are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-13(e) and 15d-15(e)) for the registrant and have:

a)

Designed such disclosure controls and procedures. or caused such disclosure controls and procedures to be designed
under our supervision. to ensure that material information relating to the registrant. including its consolidated
subsidiaries. is made known to us by others within those entities. particularly during the period in which this report is
being prepared;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures. as of the end of the period covered by this
report based on such evaluation: and

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the
registrant's most recent fiscal quarter that has materially affected. or is reasonably likely to materially affect, the
registrant's internal control over financial reporting: and

5. The registrant’s other certifying officer and I have disclosed. based on our most recent evaluation of internal control over

financial reporting. to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

a)

Date:

All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record. process. summarize and report
financial information; and

Any fraud, whether or not material. that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

March 15, 2004 s’ G.L.GILLETTE
G. L. GILLETTE
Senior Vice President - Finance
and Chief Financial Officer
(Principal Financial Officer)
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Exhibit 31.3
CERTIFICATIONS

[. Robert D. Fagan. certify that:

1. Ihavereviewed this annual report on Form 10-Q of Tampa Electric Company ..

2. Based on my knowledge. this report does not contain any untrue statement of a matertal fact or omit to state a matenal fact

necessary to make the statements made. in light of the circumstances under which such statements were made. not
misleading with respect to the period covered by this report:

(V%)

Based on my knowledge, the financial statements. and other financial information included in this report. fairly presentn ali

material respects the financial condition. results of operations and cash flows of the registrant as of. and for. the periods
presented in this report:

4. The registrant’s other certifving officer and [ are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

a)

n

Designed such disclosure controls and procedures. or caused such disclosure controls and procedures to be designed
under our supervision. to ensure that material information relating to the registrant. including its consolidated
subsidiaries. is made known to us by others within those entities. particularly during the period in which this report is
being prepared:

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this repert our
conclusions about the effectiveness of the disclosure controls and procedures. as of the end of the period covered by this
report based on such evaluation: and

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the
registrant's most recent fiscal quarter that has materially affected. or is reasonably likely 1o materially affect, the
registrant's internal control over financial reporting; and

The registrant’s other certifving officer and [ have disclosed. based on our most recent evaluation of internal control over

financial reporting. to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

a)

Date:

All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record. process. summarize and report
financial information: and

Any fraud, whether or not material. that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

March 15, 2003 /s' R.D. FAGAN
R. D. FAGAN
Chairman of the Board, President,
Director and Chief Executive Officer
(Principal Executive Officer)
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Exhibit 31.4
CERTIFICATIONS

I. Gordon L. Gillette. certify that:

2

I have reviewed this annual report on Form 10-K of Tampa Electric Company..

Based on my knowledge. this report does not contain any untrue statement of a material fact or omit 1o state a material fact
necessary to make the statements made. in light of the circumstances under which such statements were made. not
misleading with respect to the period covered by this report:

3. Based on my knowledge. the financial statements. and other financial information included in this report. fairly present i all
material respects the financial condition. results of operations and cash flows of the registrant as of. and for. the periods
presented in this report:

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

a) Designed such disclosure controls and procedures. or caused such disclosure controls and procedures to be designed
under our supervision. to ensure that material information relating to the registrant, including its consolidated
subsidiaries. is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures. as of the end of the period covered by this
report based on such evaluation; and

c) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the
registrant's most recent fiscal quarter that has materially affected. or is reasonably likely to materially affect, the
registrant's internal control over financial reporting: and

5. The registrant’s other certifving officer and I have disclosed. based on our most recent evaluation of internal control over
financial reporting. to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record. process. summarize and report
financial information: and

b) Any fraud. whether or not material. that involves management or other emplovees who have a significant role in the
registrant’s internal control over financial reporting.

Date: March 185, 2004 /s’ G. L GILLETTE

G. L. GILLETTE

Senior Vice President - Finance
and Chief Financial Officer
(Principal Financial Officer

<78



Exhibit 3201

TECO ENERGY.INC

Certification of Periodic Financial Report
Pursuant to 18 U.S.C. Section 1350

Each of the undersigned officers of TECO Energy. Inc. (the "Company™) certifies, under the standards set
forth in and solely for the purposes of 18 U.S.C. Section 1350. as adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002. that, to his knowledge. the Annual Report on Form 10-K of the Company for the vear ended
Dec. 31. 2003 fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934
and information contained in that Form 10-K fairly presents, in all material respects. the financial condition and
results of operations of the Company.

Dated: March 13. 2004 /s R.D. Fagan
Robert D. Fagan
Chief Executive Officer

Dated: March 15. 2004 /s’ _G. L. Gillette
Gordon L. Gillette
Chief Financial Officer

A signed original of this written statement required by Section 906 has been provided to TECO Energy, Inc. and will
be retained by TECO Energy, Inc. and furnished to the Securities and Exchange Commission or its staff upon
request.
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Exhibit 32.2

TAMPA ELECTRIC COMPANY

Certification of Periodic Financial Report
Pursuant 1o 18 U.S.C. Section 1350

Each of the undersigned officers of Tampa Electric Company (the “Company™) certifies. under the
standards set forth in and solely for the purposes of 18 U.S.C. Section 1350. as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, that. to his knowledge. the Annual Report on Form 10-K of the Company for the
vear ended Dec. 31, 2003 fully complies with the requirements of Section 13(a) or 13(d) of the Securities Exchange
Act of 1934 and information contained in that Form 10-K fairly presents. in all material respects. the financial
condition and results of operations of the Company.

Dated: March 15. 2004 s’ R.D.Fagan

Robert D. Fagan

Chief Executive Officer
Dated: March 15, 2004 is/ G, L. Gillette

Gordon L. Gillette
Chief Financial Officer

A signed original of this written statement required by Section 906 has been provided to Tampa Eleciric Company
and will be retained by Tampa Electric Company and furnished to the Securities and Exchange Commission or its
staff upon request.
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