
AUSLEY & MCMULLEN 
ATTORNEYS A N D  COUNSELORS AT LAW 

2 2 7  SOUTH C A L H O U N  STREET 

P . O .  BOX 391 (ZIP 32302) 

TAL LA H ASS E E, F L O  R I DA 3 2 3 0 1 

( 8 5 0 )  2 2 4 - 9 1  I 5  FAX ( 8 5 0 )  2 2 2 - 7 5 6 0  

September 19,2005 

HAND DELIVERED 

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

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

Re: Application of Tampa Electric Company for authority to issue and sell securities 
pursuant to Section 366.04, Florida Statutes and Chapter 25-8, Florida 
Administrative Code. 

Dear Ms. Bayo: 

Enclosed for filing in the above matter are the original and five ( 5 )  copies of Tampa 
Electric Company's Application for Authority to Issue and Sell Securities. 

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, 

James D. Beasley 

JDB/pp 
Enclosures 



BEFORE THE FLOFUDA PUBLIC SERVICE COMMISSION 

In re: Application of Tampa Electric 1 
) 
) 
1 

Company for authority to issue and sell 
securities pursuant to Section 366.04, 
Florida Statutes and Chapter 25-8, 

DOCKET NO. 0.70 60 5 -E / 
Submitted for filing on September 19,2005 

Florida Administrative Code. 1 
~ 

TAMPA ELECTRIC COMPANY’S 

APPLICATION FOR AUTHORITY TO ISSUE AND SELL SECURITIES 

Tampa Electric Company (“the Company”) files this, its Application under Section 366.04, Florida 

Statues and Rule 25-8.001, et seq., Florida Administrative Code, for authority to issue and/or sell securities 

for the Company’s fiscal period of twelve months ending December 3 1,2006, and says: 

The exact name of the Company and the address of its principal business office are as follows: 

Tampa Electric Company, 702 North Franklin Street, Tampa, Florida, 33602. 

The Company, a Florida corporation, was incorporated in 1899 and was reincorporated in 1949. 

The Company provides Commission-regulated retail electric services and natural gas 

distribution services through its Tampa Electric and Peoples Gas System divisions, respectively. 

The names and addresses of persons authorized to receive notices and communications with 

respect to this Application are as follows: 

Lee L. Willis 
James D. Beasley 
Ausley & McMullen 
P. 0. Box 391 
Tallahassee, FL 32302 

Angela L. Llewellyn 
Administrator, Regulatory Coordination 
Tampa Electric Company 
P. 0. Box 1 1 1  
Tampa, FL 33601 

(850) 224-91 15 (813) 228-1752 



(a) Brief description 

Common Stock 

(b) Amount authorized 
(face value and number of 

shares) 

25,000,OOO shares without 
par value 

lnstallment Contracts Payable: 
4% Series, due 2025 
4% Series, due 201 8 
4.25% Series, due 2020 
6 114% Series, due 2034 
5.85 % Series, due 2030 
5.1 % Term Bonds, due 201 3 
5.5 % Term Bonds, due 2023 

Unsecured Notes: 
6.875% Series. due 2012 

$5 1,605,OOO 
54,200,000 
20,000,000 
85,950,000 
75,000,000 
60,685,000 
86,400,000 

2 IO.00O.Ooa 

6.375% Series, due 2012 
6.25% Series, due 201 6 

330,000,000 
250,000,000 

10.30% Series, due 2009 
9.93% Series, due 2010 
8.000? Series, due 2012 

5,600,000 
5,800,ooO 

2 1,200,000 

As of June 30,2005, the date of the balance sheet submitted with this Application, the following 4. 

information is shown for each class and series of capital stock and funded debt: 

(c) Amount 
jutstanding (exclusive 
Df any amount held in 

the treasury) 

(d) Amount 
held as 

reacquired 
securities 

(e) Pledged by 
applicant 

(9) Amount 
held in any 

fund 

( f )  Amount 
owned by 
afilliated 

corporations 

None 10 shares None 10 shares None 

None None None None None Preferred Stock 2,500,000 shares with no 
par value, 1,500,000 shares 
with $1 00 par value per 

Preference Stock - Subordinated Preferred 
Stock 

2,500,000 shares with no 
par value I 

~~ 

None None None None None 

Funded Debt: 

Tampa Electric division 

None 
None 
None 

None 
None 
None 

None 
None 
None 
None 

None 
None 
None 
None None None 

None None None 
None 
None 

60.685.0oI None 
None 

None 
None 

None 
None 86,400,00( 

2 1 o.ooo.oo( None None None None 
125,000,00( 
330,000,o(H: 
250,000,00( 

None 
None 
None 

None 
None 
None 

None 
None 
None 

None 
None 
None 

Peoples Gas System division 

Senior Notes: 
10.35% Series. due 2007 2.600.0oQ None None 

None 
None 
None 
None 

None 
None 
None 

2,600,00( 
4,000,00( 

None 
None 

None 
None 10.33% Seriesrdue 2008 1 4.000.0& None 

5.600.W None None None 
5.800.00( None 

None 
None 
None 

None 
None 2 1,200,00( 

I 
~ ~ ~~~~~ 

Unsecured Notes: 
6.875% Series, due 2012 I 40,000,000 40.000.00( None 

None 
None 

None 
None 
None 

None 
None 
None 

5.375% Series, due 2007 I 25,000,000 
6.375% Series, due 2012 70,000,000 

25,000,00( 
70,000,00( 

$1,523,040,00( 
t 

Total Funded Debt $1,523,040,000 
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5 .  Statement of Proposed Transactions 

(a) The Company seeks the authority to issue, sell and/or exchange equity securities and issue, 

sell, exchange and/or assume long-term or short-term debt securities and/or to assume 

liabilities or obligations as guarantor, endorser or surety during the period covered by this 

Application. The Company also seeks authority to enter into interest rate swaps or other 

derivative instruments related to debt securities. Any exercise of the requested authority 

shall be for the benefit of the Company. At no time will the Company borrow funds, incur 

debt or assume liabilities or obligations as guarantor, endorser or surety that are not for the 

benefit of either or both of the Company’s electric and gas divisions. 

The equity securities may take the form ofpreferred stock, preference stock, common stock, or 

options or rights with respect to the foregoing with such par values, terms and conditions, 

conversion and relative rights and preferences as may be permitted by the Company’s Restated 

Articles of Incorporation, as the same may be amended to permit the issuance of m y  such 

securities. 

The long-term debt securities may take the form of first mortgage bonds, debentures, notes, 

bank borrowings, convertible securities, installment contracts and/or other obligations, 

underlying pollution control or sewage and solid waste disposal revenue bonds, accounts 

receivable securitization credit facilities, or options, rights, interest rate swaps or other 

derivative instruments with respect to the foregoing with maturities ranging from nine months 

to 100 years and may be issued in both domestic and international markets. 
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The issuance and/or sale of equity securities and long-term debt requested may be through 

negotiated underwritten public offering, including medium-term note issuance, public offering 

at competitive bidding, direct public or private sale, sale through agents, or distribution to 

security holders of the Company or affiliated companies. 

The short-term debt may take the form of commercial paper, short-term tax-exempt notes, 

accounts receivable securitization credit facilities, or bank borrowings. Short-term debt sold in 

the commercial paper market may bear an interest rate as determined by the market price at the 

date of issuance. Such debt will mature not more than nine months fiom the date of issuance. 

(b) The amount of all equity and long-term debt securities issued, sold, exchanged or assumed and 

liabilities and obligations assumed or guaranteed as guarantor, endorser, or surety will not 

exceed in the aggregate $400 million during the period covered by this Application, including 

any amounts issued to retire existing long-term debt securities. The maximum amount of short- 

term debt outstanding at any one time including bank borrowings will be $475 million. 

(c) The present estimates of the interest rates for the aforementioned debt securities, based upon 

current trading levels of short-tenn debt and 10-year notes of the Company are 3.53% and 

4.85%, respectively. Actual dividend and interest rates will be determined at the time of the 

issuance andor sale of the applicable securities. 

6. Purpose of Issuance 

Proceeds from any sale of securities will be added to the Company’s general funds and used for 

working capital requirements and for other general business purposes, including financing of the 
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Company's capital investments or the acquisition of additional properties or businesses. The net 

proceeds received fiom the sale of securities may also be used for the repurchase or repayment 

of debt or equity securities of the Company. 

(a) Construction 

Although the 2006 business plan is still preliminary, the electric division of the Company 

currently estimates that construction expenditures during the twelve months ending December 

3 1,2006 will be $246 million. Estimates for specific, larger-scale, non-recurring investments 

currently include environmental projects at Big Bend Station totaling $56 million. 

Although the 2006 business plan is still preliminary, the gas division of the Company currently 

estimates that construction expenditures during the twelve months ending December 3 1,2006 

will be $40 million. This projection is based on historical spending and does not necessarily 

reflect specific capital projects for 2006. 

(b) Reimbursement of the Treasury 

Among the general business purposes for which any net proceeds may be used is the 

reimbursement of the treasury for expenditures by the Company against which securities will 

not have been issued in advance. 

(c) Refunding Obligations 

One of the purposes of issuing the securities referred to herein will be to repay previously issued 

short-term debt, of the type described in paragraph 5 ,  which matures fiom time to time on a 
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regular basis. Subject to market conditions, the Company may refimd such short-term debt with 

new short-tem debt, long-term debt or preferred or preference stock. 

In addition, the Company is continuing to monitor and evaluate market conditions in 

anticipation of refunding or refinancing long-term obligations where it is legally and 

economically feasible to do so. Recognizing that changes in market conditions could make such 

refunding transactions feasible, the Company is requesting authority to issue long-term debt 

andor preferred or preference stock within a limitation that provides the Company with 

sufficient flexibility to respond to refunding or refinancing opportunities. 

7. The Company submits that the proposed issuance and sale of securities is for lawful objectives 

within the corporate purposes of the Company, is necessary for the proper performance by the 

two divisions of the Company as public utilities, is compatible with the public interest and is 

reasonable, necessary and appropriate. In support thereof the Company states that the proposed 

issuance and sale of securities and the proposed application of funds derived therefrom, as 

described in paragraphs 5 and 6 above, are consistent with similar actions the Company in the 

past has found to be lawful, reasonable, necessary and appropriate for the conduct of its 

business. The Company further states that t h s  application for authority to issue and sell 

securities is consistent in its objectives with those of applications the Company has filed, and 

this Commission has found to be lawful, reasonable, necessary and appropriate, on numerous 

occasions in the past. 

8. The names and addresses of counsel who will pass upon the legality of the proposed issuances 

are: Sheila M. McDevitt, Senior Vice President-General Counsel, TECO Energy, Inc., Tampa, 
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FIorida; Holland & Knight, Tampa, Florida; andor Palmer & Dodge LLP, Boston, 

Massachusetts andor such other counsel as the Company may deem necessary in connection 

with any ofthe proposed issuances. 

9. A Registration Statement with respect to each public offering of securities hereunder that is 

subject to and not exempt from the registration requirements of the Securities Act of 1933, as 

amended, will be filed with the Securities and Exchange Commission, 100 E; St. N.E., 

Washington, D.C. 20549. 

10. There is no measure of control or ownership exercised by or over the Company as to any other 

public utility except as noted below. 

On April 14, 198 I, the Company's shareholders approved a restructuring plan under which the 

Company and its subsidiaries became separate wholly owned subsidiaries of a holding 

company, TECO Energy, Inc., which is exempt from the requirements of registration as a 

holding company under the Public Utility Holding Company Act of 1935. 
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Required Exhibits 

1 .  The following exhibits required by Rule 25-8.003, Florida Administrative Code, are either 

attached hereto or incorporated by reference herein and made a part hereof: 

(a) Exhibit A: Items 1-5 are being satisfied through the provision of financial statements 

identified in Item 6 below. 

6 .  (i) Attached as Exhibit A-1 (Form 10-K) 
(ii) Attached as Exhibit A-2 (Most Recent Quarter’s Form 10-Q) 

(b) Exhibit B: Projected Financial Information (Sources and 

Uses of Funds Statements and Construction Budgets) 

W€€ERIEFORE, Tampa Electric Company respectfully requests that the Commission enter its Order 

approving the Company’s request for authority to issue and sell during the twelve-month period ending 

December 3 1,2006. 

DATED this 16th day of September, 2005 

TAMPA ELECTRIC COMPANY 

By: 
Deirdre A. Brown 
Vice President-Regulatory Affairs 
702 North Franklin Street 
Tampa, Florida 33602 
Post Office Box I 1  1 
Tampa, Florida 33601 
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Exhibit A-1 



UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, D.C. 20549 

F O M  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 3 1,2004 

Transition Report Pursuant to Section 13 or lS(d) of the Securities Exchange Act of 1934 
For the transition period fiom to 

OR 
- 

Exact name of each Registrant as specified in LRS. Employer 
Conanission its chartcr, state of incorporation, address of IdcntificatOXl 

File No. principal exccutivc offices, telephone number Number 
1-8180 . TECOENERGY,INC. 59-2052286 

(a Florida corporation) 
TEcOPlaza 
702 N. Franklin Street 
Tampa,Florhla 33602 
(813) 228-1111 

1-5007 TAMPAEIJCCTRIC COMPANY 
(a Florida corporation) 
TECOPlaZa 
702 N. FranWin Street 
Tampa, Florida 33602 
(813) 220-1 11 1 

S d t i e s  re&d pursuant to S d m  12@) 0 t h  Act 

Title of each class 

connnon stock, 31.00 par value 
TECO Enagy, h c .  

Common Stock Purchase fights 

59-0475140 

Name of each exchange cm 
which registered 

New Y d  Stock Exchange 
. New York Stock Exchange 

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

Indicate by check mark whether the registrants (1) h v c  filed all reports required to be filed by Section 13 or 15(d) of the 
Securities Exchange Act of 1934 during tht preceding 12 months (or for such shorter period that tbe registrant was required to 
file such reports), and (2) have becn subject to such filing require"& for the past 90 days. 

YES IXJ NO [ I  
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 ID of this Form 10-K or any " m t s  to this Form 10-K. 1 1  

Indicate by check mark whether TECO Energy, hc. is an accelerated fila (as defined in Exchange Act Rule 12b-2). 
YES Ixf NO [ I  

Indicate by check mark whether Tampa Electric Company is an accelerated filer (as defined in Exchange Act 
W e  12b-2). YES r i  NO 1x1 
The aggregatc market value of TECO Energy, Inc.'s common stock held by nonafhiiates of the registrant as of June 30,2004 
was $2,259,962,775 

(continued) 
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The aggregate markef value of Tampa Electric Company’s common stock held by nomffiliates of the registrant as of Junc 30, 
2004 was ZCTO. 

The number of shares of TECO Energy, Inc.’s common stock outstanding as of Fcb- 28,2005 was 206,890,488. As of 
February 28,2005, thcre were 10 shares of Tampa Electric Company’s common stuck issued and outstanding, d of which were 
held, beneficially and of record, by ‘IECO Energy, Inc. 

DOCUMl3NTS INCORPORATED BY REFERENCE 

Portions of the Definitive Proxy Statanent relating to the 2005 Annual Meeting of Shareholders of TECO Energy, Inc. are 
incorporated by refmce into Part JII. 

Tampa Electric Company llltcts the conditions set forth in General instruction 0 (1) (a) and @) of Fann 10-K a d  is tbcreforc 
filing this formwith the reduced disclosure format. 

This combined Form 10-K rtprescnts separate f i l ings by TECO Encrgy, Inc. and Tampa Electric Company. Idormation 
contained herein relating to an individual registrant is filed by that registrant on its own behalf, Tampa Elcckic Company 
makes no rcprcscntations as to the idoxmation relating to TECO Energy, Inc.’s o k  operations. 

Cover page of 172 
Index to Exhibits begins on page 167 
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It". BUSINESS. 
PART I 

TECO ENERGY 

TECO Energy, Inc. (TIECO Energy) was incorporated in Florida in 198 I as part of a restructuring in which it became 
the parent corporation of Tampa Electric Company. TECO Energy and its subsidiaries had 5,543 employees as of Dec. 3 1, 
2004. 

d e  of ethics applicable to all directors, officers and employees, the Standards of Integrity, are available on the Investor 
Relations page of TECO Energy's website, www.tecoenerw.com, or in print free of charge to any investor who requests the 
information. TECO Energy also makes its Securities and Exchange Commission (SEC) ( w . s e c . a o v )  filings available free of 
charge on the Investor Relations page of TECO Energy's website. 

TECO Energy currently o m  no operating assets but holds all of the common stock of Tampa EleCeic Company and 
directly, or through its subsidiaries "ECO Diversified, lnc. or TECO Wholesale Generation, Inc., the other subsidiaries listed 
below. Unless otherwise indicated by the context., "TECO Energy" means the holding company, TECO Energy, hc., and its 
subsidiarks. and references to individual subsidiaries of TECO Energy, Inc. refer to that company and its fcspcctive 
subsidiaries. TECO Enera is a public utility holding company exempt from registration under the Public Utility Holding 
Company Act of 1935. 

TECO Energy is a holding company for regulated utilities and other unregulated businesses. TECO Energy's 
significant business segments and, revenues for those segments for the years indicated are identified below. 

Tampa Electric Company, a Florida corporation and TECO Energy's largest subsidiary, has two business segments, 
and through its Tampa Electric division (Tampa Elecbic) provides retail electric service to more than 625,000 customers in 
West Central Florida with a net Winter system generating capability of 4,421 megawatts 0. People8 Gas Spstem (PGS), a 
division of Tampa Electric Company, is engaged in the purchase and distribution of natural gas for residential. commcrcid, 
industrial and el&c power generation customers in Florida. With more than 3 14,000 customers, F W  has operations in 
Florida's major metropolitan areas. Annual natural gas throughput (the amount of gas deliverad to its customers, including 
transportationad$ service) in 2004 was 1. 1 billion therms. 

common stock of, M membership interests in, 13 subsidiaries which own mineral rights, and own or operate surface and 
underground mines, synthetic fuel produdon facilities, and coal processing and loading facilities in eastern Kentucky, 
Tennessee and southwestern Virginia. 

the common stock of, or membership interests in, eight subsidiaries which provide waterborne transportation, storage and 
transfa services of coal and other dry-bulk commodities. 

Merchant), TECO Solutions, Inc. W C O  Solutions), TECO Properties, Inc. (TECO Properties), and TECO Investments, Inc. 
Non-Merchant @rnady has investments in unconsolidated subsidiaries that participate in independent power projects and 
electric distribution in Guatemala. TECO Solutions' subsidiaries, many of which were sold in 2004 as part of TECO Energy's 
mewed focus on core utility and profitable operations, primarily provided mechanical contracting, air conditioning, electrical 
and plumbing systems and repair and maintenance services in Florida (see the Discontinued Operations discussion below). 

TWG Merchant, Inc. CrWG-Mercbant), a Florida corporation, has subsidiaries that have interests in independent 
power projects in Virginia, Arkansas, Mississippi and Arizona. TWG-Merchant continuing operations includes the results of 
options for the Commonwealth Chesapeake power station, the sale of which is expected to close r m r  the end of March 2005, 
Dell and McAdams power plants that are not expected to be completed, as well 85 the equity investment in other U.S. merchant 
plants that were sold in 2004, and TECO EnergySource, Jnc. (TES), the energy marketing operation for the merchant plants. 

Revenues fmm Continuing Operations 

Tampa Ekcmc $ 1,687.4 $ 1,586.1 $ 1383.2 
PGS 417.2 408.4 318.1 

TECO coal 327.6 296.3 317.1 
TECO Transport 249.6 260.6 254.6 
other unregulated businesses 36.6 173.5 215.8 
TWG-Merchant 37.3 32.8 28.0 

2,755.7 2,757.7 2,716.8 
Other and eliminations (86.6) (1 59.4) (206.3) 

$ 2,669.1 $ 2,598.3 $ 2,510.5 

TECO Energy's Corporate Governance Guidelines, the charter of each committee of the Board of Directors, and the 

TECO Coal Corporation mC0 Coal), a Kentucb corporation, owns no operating assets but owns all of the 

TECO "ran~port Corporation ("ECO Transport), a Florida corporation, owns no opaathg assets but o m  all of 

TECO EnergJr's otber unregulated companies with continuing operations include TWG Non-Merchant, Inc. won- 

(millions) 2004 2003 2002 

Total regulated businesses 2,104.6 1,994.5 1,901.3 

I 
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For additional financial information regarding TECO Energy's significant business segments including geographic 
areas, see Note 14 to the TECO %lergy Consolidated Financial Statements. 

Discontinued Operations 

business strategy change to focus OR the electric and gas utilities and long-term profitable unregulated businesses and to reduce 
exposure to the merchant power sector (see Overview section of MD&A). In July 2004, Non-Merchant's 5096 indirect interest 
in the Hamakua Power Station in Hawaii was sold. TECO BGA, Inc., TECO AGC, Ltd., and substantially all the assets of Prior 
Energy also were sold h 2004. H a r k  Power Partners, Ltd. (HPP) and substantially all the net assets of TECO Gas Services 
were sold in 2003, and substantially all the assets of 'IECO Coalbed Methane were sold in 2002. Additionally, at Dec. 3 1, 
2004, TECO Energy was committed to a plan to sell BCH Mechanical and TECO Thermal, both investments of TECO 
Solutions. As such, the assets and liabilities of BCH Mechanical and TECO Thermal are designated as held for sale at Dec. 3 1, 
2004. The sale of BCH Mechanical was completed in 3anuary 2005. See Note 23 to the TECO Energy Consolidrted 
Fiaancial Statements for additional information. Results for BCH Mechanical, TECO AGC, Ltd, TECO BGA, TECO 
Thermal, TECO Coalbed Methane, and Prior Energy 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-existbg agreement to purchase power from HPP. In January 2004, TECO k g y  completed the sale of its g e " l  and 
limited partnership interests in Heritage Propane Partners, L.P. as a part of a largcr transaction that involved the merging of 
privately held Energy Transfcr Company with Heritage Propane Pa". Revenues from the discontinued opcrationS of other 
unregulated companies were $50.4 million, $100.1 million and $122.0 million for the years ended Dec. 3 1 , 2004,2003 and 
2002, respectively. 

Arkansas and Arizona, respectively, is held by an indirect wholly owned subsidiary of TWG-Merchant, TECO-Panda 
Generating Company, LP. (TPGC). TPGC was part of the TWG-Mcrchant operating segment until designated as assets held 
for sale in December 2003. As of Dec. 3 1.2003, TECO Energy management was committed to a plan to sell TECO Energy's 
Mirect ownership of the equity or net assets of TPGC though a sale and transfer agreement to the lendm'of owncrshij~ of 

plants. As of Dcc. 31,2004, management expects to complete the transfer of TPGC in 2005, and there'f'orc thc assets and 
liabilities of TPGC continue to be reported as held for sale. To facilitate the completion of this transaction, the lending group 
approved a pre-negotiated Chapter 11 bankruptcy case for the Union and Gila River project entities. TpGc's results are 
accounted for as discontinued operations for all periods rtported. Revenues from the discontinued operations of TPGC in 2004 
and 2003 were $5 10.7 million and $3 19.4 million, respectively. TPGC had no revenues in 2002. 

In August 2004, a subsidiary of TWG-Merchant completed the sale of its 50% indirect intcacst in Texas Independent 
Energy, I 3  (TIE). In December 2004, TWG-Merchant also completed the sale of Frontera Generation Limited Partnership 
(Frontera). the owner of the Frontera Power Station in Texas. Frontera's results are accounted for as discontinued operations 
for all periods reported. Revenues from the discontinued operation of Frontera in 2004,2003 and 2002 were $61.6 million, 
$63.1 million and $83. I million, respectively. See Notes 16 and 21 to the TECO Energy Consolidated Financial Statements 
for additional infomation. 

TECO Energy's other unregulated companies completed several dispositions in 2004,2003 and 2002 as part of the 

TWG-Merchant's interest in the Union and Gila River project companies, which own merchant generation plants in 

TAMPA ELECTRIC-EI~~~~~C O p r ~ t i ~ n ~  

Tampa Electric Company was incorporated in Florida in I899 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, transmission, 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, with 
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 southwestem Polk County, Florida and two electric 
generating stations (one of which is on long-term standby) located near Sebring, a city located in fIighlands County in South 
Central Florida. 

Brotherhood of Electrical Workers and 220 were represented by the Office and Professional Employees International Union. 

commercial sales, 10% from industrial sales and i I %  from other sales, including bulk power sales for resale. The sources of 
operating revenue and megawatt-hour sales for the years indicated were 8s follows: 

Tampa Electric had 2,380 employees as of Dec. 3 1,2004. of which 8% were represented by the International 

In 2004, approximately 49% of Tampa Electric's total operating revenue was derived from residential sales, 30% from 



Operating Revenue 
Imillionr) 2004 2003 2002 
Residential $ 820.2 $ 767.4 $ 753.9 
C O l M l t X C i a l  505.5 460.1 459.6 
Industrial - Phosphate 68.7 65.3 74.3 
lndutrial- 0 t h ~  97.3 88.5 83.8 
Other retail sales of electricity 139.2 124.9 117.4 
Total retail 1,630.9 1,506.2 1,489.0 
Sales for resale 41.1 41.6 67.7 
Other 15.4 38.3 26.5 

$ 1.687.4 $ 1586.1 $ 1383.2 

Megawatt-hour Sales 
(ntillions) 2004 2003 2002 
Residential 8,293 8,265 8,046 
commercial . 5,988 5,860 5,832 
Industrial 2,556 2,579 2,6 12 
Other retail sales of electricity 1,600 f $38 1,435 
Total retail 18,437 18,242 17,925 
Sales for resale 664 691 1,084 

Total energy sold 19,101 18,933 19,009 
No significant part of Tampa Electric's business is dependent upon a single customer or a few c u s ~ ~ ,  the loss of 

any one or more of whom would have a significant adverse effect on Tampa Electric. The Mosaic Company, a large phosphate 
producer, is Tampa Electric's largest customer and represents less than 3% of Tampa Electric's 2004 base revenues. 

daylight how and colder temperatures, and summer peak loads 8 f e  experienced due to the use of air conditioning and other 
cooling equipment- 

Tampa Electric's business is not highly seasonal, but winter peak loads are experienced due tu clecbic ha, fewer 

Regulation 

The retail operations of Tampa Electric are regulated by the Florida fublic Strvice Commission OFfSC or the 
Commission), which has jurisdiction over retail rates, quality of service and reliability, issuances of securities, planning, siting 
and construction of facilities, x " i n g  and depreciation practices, and other matters. 

requirements) equal to its cost of providing service, plus a reasonable rem on invested capital. 

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 Electrk'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 me determined in FPSC rate setting hearings which occur at irregular intervals at the initiative of Tampa Electric, the 
FPSC or other parties. 

Tampa Electric's rates and allowed return on equity (ROE) range of 10.75% to 12.75% with a midpoint of 1 1.75% are 
in effect until such time as changes are occasioned by an agreement approved by the FPSC or other FFSC actions as a result of 
rate or other proceedings initiated by Tampa Electric, FPSC staff or other interested parties. Tampa Electric expects to continue 
eaming Within its allowed ROE range without a base rate increase, even with the rate base additions associated With the 
repowering of the H. L. Culbreath Bayside Power Station (Bayside). 

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 fitel, environmental compliance, conservation program 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 hcurred. 

In September 2004, 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 2005. In November, the FPSC 
approved Tampa Electric's requested changes. The rates include the impacts of increased natural gas and coal prices, the 
collection of underestimated 2004 fuel expenses, the proceeds from the sale of sulfur dioxide (SOz) emissions allowances 
associated With Hookers Point Station and the operating and maintenance ( O M )  costs associated with the Big Bend Units 1 - 
3 pre-selective catalytic reduction ( S a )  projects required by the Environmental Protection Agency (EPA) Consent Decree and 
Florida Department of Environmental Protection (FDEP) Consent Final Judgment. In addition, the rates also reflect the 

In g c d ,  the FPSC's pricing objective is to set rates at a level that allows the utility to collect total revcnuts (revenue 

The costs of owning, operating and maintaining the utility system, other than fuel, purchased power, conservation and 

Fuel, purchased power, conservation and certain environmental costs are recovered through levelized monthly charges 



Commission’s September 2004 decision to reduce the annual cost recovery amount for water transportation scnices for cod 
and petroleum coke provided under Tampa Electric’s contract with TECO Transpcwt described below. The 2004 costs 
associated whb this disallowance were recognized in 2004. See Regulation - Tampa Electric Rate Strategy and Regulation - Cost Recovery Clauses-Tampa Electric sections 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 also the Regulation - Regional Transmission Organization (RTO) section of MD&A. 

substation and transmission line siting, noise and aesthetics, solid waste and other environmental matters (see Environmental 
Matters section below). 

regulation by the FPSC and FERC, and any charges deemed to be imprudently incurred may be disallowed for recovery from 
Tampa Electric’s customers. For information about Tampa Electric’s contract for coal transportation and dry-bulk storage 
services with TECU Transport, see the Regulation - Coal Transportation Contract section of MD&A. 

Federal, state and local environmental laws and regulations cover air quality, water quality, land use, power plant, 

The transactions between Tampa Electric and its affiliates and the prices paid by Tampa Electric are subject to 

competition 

Tampa Electric’s retail eI&c business is substantially free from direct competition with other electric utilities, 
municipalities and public agencies. At the present time, the principal form of competition at the retail level consists of self- 

eration available to larger users of electric energy. Such users may seek to expand their alternatives through various 
atives, 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 s d c c  to retail customers. 
In 1999, the FERC approved a three-year market-based sales tariff for Tampa Electric, which allows Tampa Electric to 

sell exccss whok.safe powex at market prices within Florida. The FERC had already approved market-based priccS for 
interstate salts for Tampa Electric and the othcr investor-owned utilities (IOUs) operating in the state; b o ~ v c r ,  Tarnpa M d c  
is the only IOU in the state with intrastate market-based sales authority. 

. In November 2004, Tampa Electric and the market-based rate authorized entities Within TECO Energy filed a 
triennial market power study update. On Mar. 2,2005, after a review of that filing and supporting information, the FERC 
determined that Tampa EltCtnic had failed certain tests for m k e t  power Within certain regions of Florida The FERC has 
instituted an investigation of Tampa Electric’s potential market power in those regions and ordered that Tampa EIectric make a 
compliance filing to determine if Tampa Electric has market power in other regions of the state. If it is determimd that Tampa 
Electric has market power in those regions in question, it could lose its market-based rate authorization for only those regions, 
and, therefore make wholesale power sales at cost-based rates rather than market-based rates. Tampa E l d c  intends to 
comply with all of the filing requirements and is evaluating the appropriate response to the FERc’s orda (see Regulation - 
FERC Market Power Test section of MD&A). 

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 govems the building of new generation involving steam capacity of 75 megawatts or more, 
r q u k  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 (IOUs) to issue RFP’s 
prior to filing a petition- for Determination af Need far 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. 

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 bansmission services to be unbundled from power sales and owners of transmission systems to take transmission 
service d e r  their own transmission tariffs. To facilitate compliance, owners must maintain Staadards 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. 

h 2004, FERC also issued Standards of Conduct for Transmission Providers to ensure that all transmission customers, 
affiliated and non-affiliated, are treated on a nondiscriminatory basis. TECO Energy and its affiliates were compliant with the 
new rules by the required date of Nov. 19,2004. 

transmission facilities in large regional markets. In response, the peninsular Florida IOUs agreed to form an RTO to be known 
as GridFlorida U which would independently control the transmission assets of the filing utilities, as well as other utilities in 

. 

There is presently competition in Florida’s wholesale power markets, increasing largely as a result of the Energy Policy 

FERC requires transmission system owners to operate 811 Open Access Non-disMiminatory Transmission, Standard 

In December 1999, the FERC issued Order No. 2000, dealing with FERC’s continuing effort to affect open access to 
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the region that chose to join. In March 2001, the FERC conditionally approved GridFlorida, but in M a y  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 an RTO model 
that did not provide for the RTO to own the transmission assets. 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 Office of Public Counsel (OK) filed an appeal with the Florida Supreme 
Court asserting that the FF'SC 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 fiaal. 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, fedwallstate interactions. During 20013, deliberations by the FPSC were put on hold to allow a consulting firm, 
engaged by the GridFlorida applicants, to conduct a cost/benefit study of the GridFlorida RTO. As a result, the FPSC held a 
series of collaborative meetings during the year with all interested parties to facilitate the development of the study methodology 
as well as participate in the submission of data required to complete the study. Upon c o n c h h n  of the study, which is expected 
to occur in the second quarter of 2OO5, the study results will be presented to the FPSC. The FPSC is then expectcd to make a 
determination as to whether to set the remaining items for hearing or to require the Florida IOUs to take other actions. 

File1 

Approximately 63% of Tampa Electric's generation of electricity for 2004 was coal-fired, with natural gas rqxcscnting 
approximately 36% and oil representing approximately 1 %. Tampa Electric used its generating Units to meet approximately 
87% of the system load requirements, with the remaining 13% coming from purchased powex. The percentage of total 
generation from coal was lower in 2004 than in previous years, as a result of Gannon's repowering to the natural gas fuclcd 
Bayside Power Station. 

been as follows: 
Tampa Elec~c's average delivered fuel cost per million Btu and average delivered cost per ton of coal bumed have 

Avemge cost per million Btu: 2004 2003 2002 2001 2000 
coal ' $ 2.14 s 2.02 $ 1.93 !t 2.06 $ 1.92 
Oil $ 1*35 * $ 6.42 $ 5.33 $ 5.79 $ 5.33 
Gas ma-) $ 7.34 $ 6.45 $ 5.86 !§ 4.84 $ 5.49 
Composite $ a3.64 $ 2.83 $ 2.11 $ 2.19 $ 2.07 
Average cost per ton of coal burned !§ 50.06 $ 48.32 $ 45.04. $ 47-53 $ 44.36 
* The average cost per million Btu for oil was low in 2004 due to the sale of $7.4 million of Hookas Point emission 

allowances, which r e d d  Hookers Point No. 6 fuel oil expense. Excluding the sale, the average cost pa million Btu in 
2004 was $6.81. 

Tampa Electric's generating stations burn fuels 8s follows: Bayside 1, which went into commercial operation in April 
of 2003, and Bayside 2, which went into commercial operation in January of 2004, burn natural gas; Big Bend Station, which 
has sulfur dioxide scrubber capabilities, burns a combination of high-sulfur coal, petroleum coke and No. 2 futl 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. 

that its fuel consumption Will be about 4.7 million tons for 2005. During 2004, Tampa Electric purchased approximately 68% 
of its coal under long-term contracts with six suppliers, and approximately 32% of its coal and petroleum coke in the spot 
market. Tampa Electric expects to obtain approximately 55% of its coal requirements in 2005 under long-term contracts with 
eight suppliers and the remaining 45% in the spot market. The level of spot market purchases for 2005 is expected to be above 
historical levels due to the test burning of various coals to determine sources of coal to be used after nitrogen oxide (NOx) 
controls are installed at the Big Bend Station. See the Environmental Compliance section of MD&A. Tampa Electric's 
remaining long-term contracts provide for revisions in the base price to reflect changes in several important 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. 

Transport section below. 

and the remainder was a processed oil by-product known as petroleum coke. Federal surfacemining 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. 

Coal. Tampa Electric burned approximately 4.9 million tons of coal and petroleum coke during 2004 and estimates 

For information concerning transportation services by affiliated companies to Tampa Electric, see the TECO 

In 2004, approximately 64% of Tampa Electric's coal supply was deep-mined, approximately 25% was surfacemined 
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Natural Gas. In ZOoQ,"Tampa Electric contracted for 80% of the summer 2005 period expected gas needs and 65% 
for the winter 2005-2006 period. In the summer 2005, Tampa Elecmc expects to contract for an additional 20-3095 of the 
winter 2005-2006 period and 20% of the summer 2006 period requirements. Additional volumes are expected to be procurd 
on the short-texm spot market. 

Od Tampa Electric has in place agreements to purchase No. 2 oil, low sulfur No. 2 oil and No. 6 oil for its Big Bend, 
Polk and Phillips stations. All of these agreements have prices that are based on spot indices. 

Franchim and Other Rights 

Tampa Electric holds franchises and other rights that, together with its charter powers, give it the right to cany on its 
retail business in the localities it serves. The franchises give Tampa Electric rights to 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 that have franchise agreements with Tampa Electric, except for the cities of Oldsmar and Temple Terrace, have 
reserved the right to purchase Tampa Electric's property used in the exercise of its franchise if the franchise is not renewed; 
otherwk, based on judicial precedent, Tampa Electric is able to keep its facilities in place subject to reasonable d e s  and 
regulations imposed by the municipalities. 

Tampa Electric has franchise agreements with i3 incorporated municipalities within its retail Seryice area. These 
agreements have various expiration dates ranging from November 2005 to March 202 1. 

Franchise ftts payable by Tampa Electric, which totaled $29.7 million in 2004, are calculated using a formula based 
pinuwily on electric revenues and are collected on customers' bills. 

Utility operations in Hillsborough, Pasco, Pinellas and Polk Counties outside of incorporated munic@alitics are 
coaduckd in each case under one or more permits to use state or county rights-of-way granted by the Florida Departtnent of 
Transportation or the county " m i s s h a s  of such counties. There is no law limiting the time €or which sqch permits may be 
granted by counties. There are no fixed expiration dates for the Hillsborough County, Pinellas County and Polk County 
agreements. The agrement covering electric operations in Pasco County expires in 2023. 

Environmental Matters 

Cument Decree 

of Justice, signed a Consent Decree which became effective Oct. 5,2000, and a Consent Final Judgment with the Florida 
Department of l3vironmental Protection WEP), effective Dec. 7,1999. Pursuant to thest agreements, allegations of 
violations of New Source Review requirements of the Clean Air Act were resolved, provision was made for e " m e n t a l  
controls and pollution reductions, and Tampa Electric began implementing a comprehensive program that will dramatica'liy 
decrease emissions from the company's power plants. 

The emission reduction requkements included specific detail with respect to the availability of flue gas desulfurization 
system (scrubbers) to help reduce Sa, projects for NO, reduction efforts on Big Bend Units 1 through 4, and the repowering 
of the coal-fircd Gannon Station to natural gas. The commercial operation dates for the two repowered Bayside units were Apr. 
24,2003 and Jan. 15,2004. The completed station has total station capacity of about 1,800 megawatts (nominal) of natural 
gas-fueled elecbic generation. 

In 2004, Tampa Electric decided to install SCRs for NO, control on Big Bend Unit 4, with an expected in-service date 
by Jun. I ,  2007. Tampa Electric has also decided to install SCRS on Big Bend Units 1 , 2 and 3 with in-sewice dates for Unit 3 
by M a y  1,2008, Unit 2 by M a y  1,2009 and Unit 1 by May 1,201 0. Tampa Electric has begun the detailed engineering and 
design of the SCR system. Tampa Electric's capital investment forecast includes amounts in the 2005 through 2009 period for 
compliance with the NO,, SO, and particulate matter reduction requirements (see Environmental Matter - Capital 
I5xpenditure.s section below). 

Tampa Eleclric Company, in cooperation with the EnviroNnental Protection Agency (EPA) and the U.S. Department 

Emission Reductions 

significant reductions in emissions. Since 1998, Tampa Electric has reduced annual SO2, NOx, and particulate matter (PMJ 
emissions from its facilities by 161,642 tons, 39,066 tons, and 4,285 tom, respectively. Reductions in Sa missions were 
accomplished through the installation 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, as well. Currently, the scrubbers at Big Bend Station remove more than 95% of the SO2 emissions from the 
flue gas streams. To date, these projects have resulted in the reduction of SOz, NO, and PM emissions 92%, 57%, and 82%, 
respectively, below 1998 levels. 

Projects Tampa Electric has committed to under the Consent Decree and Consent Final Judgment will result in 



The repowering of Gannon Station to Bayside Power Station in April 2003 (Bayside Unit 1) and January 2004 
(Bayside Unit 2) resulted in significant reduction in emissions of all pollutant types. Tampa Electric's decision to install 
additional NO, 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 NO, by 59,652 tons per year. In total, Tampa Electric's 
emission reduction initiatives will result in the reduction of SO2, NO, and PM emissions by 8946,8795, and 7096, respectively, 
below 1998 levels. With these improvements in place, Tampa Electric's facilities will meet the same standards required of 
newer power generating facilities and help to significantly enhance the quality of the air in the community. 

mercury 
emissions have occurred due to the re-powering of GaMon Station to Bayside Station. At Bayside, where mercury levels have 
decreased 99% below 1998 levels, there are virtually zero mercury emissions. Additional mercury reductions are also 
anticipated ffom the installation of NO, controls at Big Bend Station, which would lead to a mercury removal efficiency of 
approximately 70%. 

emissions. It is expected that in 2005, the repowering will result in a decrease in C02 emissions of approximately 5.1 million 
tons below 1998 levels. With this reduction, the Tampa Electric system C02 emissions will be in linc with its 1990 C02 
emission levels. 

Due to pollution control co-benefits from the Consent Decree and Consent Final Judgment, reductions 

The repowering of G m o n  Station to Bayside Station will also iead to a significant reduction in carbon dioxide (CO2) 

Supelfrurd and F o m r  Manufactured Gas Phnt  Sites I 

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. 3 1,2004, 
Tampa Electric Company has estimated its ultimate financial liability to be approximately $17 million, and this amount has becn 
reflected in the consolidated financial statements. The environmental remediation costs associated with the sites, which am 
expected to bc paid over many years, are not expected to have a significant impact on customer prices. 

Company. The estimates to perform the work ltre based on actual estimates obtained from contractors or Tampa Electric 
Company's expaknce witb similar work adjusted for site specific conditions and agreements with the res@ctive governmental 
agencies. The estimates are made in current dollars, are not discounted and do not assume any insurance recov~es.  

parties' relative ownership interest in or usage of 8 site. Accordingly, Tampa Electric Company's sham of remediation costs 
varies with each site. In virtually all instances where other PRPs are involved, those PRPs are considered creditworthy. 

Factors that could impact these estirnat+ 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 frclm 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. 

The estimated amounts represent only the estimated portion of the cleanup costs attributable to Tampa Electric 

Allocation of the responsibility for mediation costs among Tampa Electric Company and otha PRPs is based on each 

. 

Capital Expenditures 

capital additions to mett e n v i m " t a l  requirements. 

expenditures are estimated at $44.3 million for 2005 and an additional $354.9 million in total for 2006 through 2009. These 
totals include the expenditures requited to comply with the EPA Consent Decree, which are discussed above. 

In 2004, Tampa Electric spent approximately $6.7 miilion for compliance with the EPA consent decree requirements 
at Big Bend station for reduction of NO, and PM emissions and to improve the scrubber system to reduce SO, emissions. 
Since Tampa Electric has chosen to continue to bum coal at Big Bend station, M e r  NO, emission reductions are expected to 
require expenditures in 2005 estimated at $30.1 million and as much as $253.5 million being spent d u h g  2006 through 2009 
for the SCR equipment. Expenditures for the continued improvement of electrostatic precipitators for PM emissions reductions 
are expected to be $6.6 million during 2006 through 2009. Tampa Electric has also spent $66 1.1 million, excluding allowance 
for h d s  used during construction (AFUDC) and dismantlement, on Bayside Power Station, the repowwing of the company's 
coal-fired Gannon Station to use natura1 gas, to meet the EPA Consent Decree condition of eliminating coal-firing at Gannon 
Station. 

During the five years ended Dec. 3 1 , 2004, Tampa Electric spent $5 1.5 million, excluding the Gannon repowering, on 

In total, Tampa Electric spent an estimated $12.3 million in 2004 on environmental projects. Environmental 
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PEOPLES GAS SYSTEM - G ~ s   operation^ 

Peoples Gas System (F'GS) operates as the Peoples Gas System division of Tampa Electric Company. PGS is engaged 
in the purchase, dishbution 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 3 14,000 customers. The system includes approximately 9,900 miles of mains and over 5,800 miles of service 
lines. (See PGS' Franchises s d o n  below.) 

Fn 2004, the total throughput for PGS was 1.1 billion them. Of this total throughput, 13% was gas purchased and 
resold to retail customers by PGS, 7 1% was third-party supplied gas that was delivered for retail transportation-only customers, 
and 16% was gas sold off-system. Industrial and power generation customers consumed approximately 61% of PGS' annual 
therm volume, commercial customers used approximately 3396, and the balance was consumed by residential customers. 

comprise 27% of total revenues. New residential construction including natural gas and conversions of existing residences to 
gas have steadily increasd since the late 1980's. 

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 eiectric power and steam. 

W e  the residential market represents only a small percentage of total them volume, residential operations generally 

Natural gas has historically been used in many traditional industrial and commercial operations throughout Florida, 

Revenues and therms for PGS for the years ended Dec. 3 1, arc as follows: 
~ ~ ~ ~~ ~ 

Revenues T h e m  
(miuionr) 2004 a 2003 2002 2004 2W3 2002 
Residential !§ 115.0 $ 105.7 $ 76.6 65.8 64.2 60.2 
commercial 151.8 143-7 122.3 368.1 354.8 327.6 
Industrial i 06.5 114.9 80.3 399.4 406.2 . 423.8 
P o w  Generation 11.1 10.1 1 1.4 291.7 363.7 492A 
Other revenues 32.8 34.0 27.5 
Total $417.2 $408.4 $318.1 1.125.0 1,188.9 1304.2 

- - 7 

PGS had 556 employees as of Dec. 31,2004. A total of 87 employees in six of FGS' 15 opzrating divisions are 
represented by various union organizations. 

Regulation 

The opesations of PGS are regulated by the FPSC separately from the regulation of Tampa EI&c's electric 
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 rcv~ucs (revenue 
requirements) equal to its cost of providing service, plus a reasonable rtturn on invested capital. 

The basic costs of providing natural gas service, other than the costs of purchased gas and interstate pipehe 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 return on rate base, which is intended to approximate PGS' weighted cost of capital, pr imdy 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 2002 Rate Proceeding section of MD&A. 

FGS recovers the costs it pays for gas supply and interstate transportation for system supply through the purchased gas 
adjustment clause. This charge is designed to recover the costs incurred by PGS for purchased gas, and for holding and using 
interstate pipcline 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. For a description of the most recent adjustment, see the Regulation - Cost 
Recovexy Clauses - Peoples Gas section of MD&A. 

In addition to its base rates and purchased gas adjustment clause charges for system supply customers, PGS customers 
(except interruptible customers) also pay a per-therm charge for all gas; this charge is intended to pennit PGS to recover its 
costs incmed in developing and implementing energy consewation programs, which are mandated by Florida Iaw and approved 
and supervised by the FPSC. PGS is permitted to recover, on a dollar-for-dollar basis, expenditures made in connection with 
these programs if it demonstrates that the programs are cost effective for its ratepayers. -3 

The FPSC requires natural gas utilities to offer trmsportation-only service to all non-residential customers. As a result, 
PGS receives its base rate for distribution regardless of whether a customer decides to opt for transprtation-only service or 
continue bundled service. PGS had over 1 1 ,OOO transportation customers as of Dec. 3 1,2004 out of 28,900 eligible customers. 
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In addition to economic regulation, PGS is subject to the FPSC’s safety jurisdiction, pursuant to which the FPSC 
regulates the constmction, operation and maintenance of PGS’ distribution system. Ingeneral, the I C  has implemented this 
by adopting the Minimum Fkderal Safety Standards and reporting requiremen6 for pipeline facilities and transportation of gas 
prescribed by the U S  Department of Transportation in Parts 19 1,192 and 1 99, 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, electrkity 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. 

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 FGS for the transportation of the gas. 

Competition is most prevdent in the large commercial and industrial markets. In recent years, these classes of 
customers have been targeted by competing companies seeking to sell altemate 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. 

In Florida, gas service is unbundled for all non-residential customers. In 2000, PGS implemented its “NaturalChoice” 

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 transporbtion capacity for delivcry by 
PGS to its customas. 

Gas is delivered by Florida Gas Transmission Company (FGT) through more than 57 intercomdons (gate stations) 
serving PGS’ operating divisions. In addition, PGS’ Jacksonville Division receives gas delivered by the South Georgia Natural 
Gas Conipany pipeline though two gate stations located northwest of Jacksonville. Gulfst” Natural Gas Pipeline initiated 
gas dclivuy in 2003 through four gate stations. The addition of the Gulfstream pipeline enhances reliability of Service and 
helps meet the capacity needs for PGS’ growing customer base. 

operating at its maximum capacity. PGS presently holds sufficient firm capacity to permit it to meet the gas requirements of its 
system commodity customen, except during localized emergencies affecting the FGS distribution system and on abnormally 
cold days. 

Fm rrmpomtion rights on an interstate pipeline represent a right to 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 
it actually uses such capacity on any given day. When the capacity is actually used, PGS pays a volumetrically-based wage 
charge for the amount of the capacity actdly used. The levels of the reservation and usage charges are regulated by FERC. 
FGS actively markets any excess capacity available on a day-today basis to partially offset costs recovered through the 
Purchased Gas Adjustment Clause. 

market purchases. Pricing generally takes the form of either a variable price based on published indices, or a fixed price for the 
contract term. 

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 intemrpt or curtail deliveries to its interruptible customers. In general, the largest of PGS’ industrid customers are in the 
categories that are first curtailed in such situations. PGS’ tariff and transportation agreements with these customers give PGS the 
right 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. 

Companies with firrn pipeline capacity receive priority in scheduling deliverks during times when the pipe lk  is 

FGS procures natural gas supplies using base-load and swing-supply contracts with various suppliers along with spot 

Neither PGS nor any of the interconnected interstate pipelines have storage facilities in Florida. PGS occasionally faces 

PGS holds franchise and other rights with approximately 100 municipalities throughout Florida. These franchises give 
PGS a right to occupy munkipal 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; 
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otherwise, based on judicial prccehent, PGS is able to keep its facilities in place subject to reasonable rules and regulations 
imposed by the municipalities. 

ranging from the present through 2032. PGS expects to negotiate 4 to 6 franchises in 2005, the majority of wbich will be 
renewals of existing agreements. Franchise fees payable by PGS, which totaled $8.6 million in 2004, 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 

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. 

PGS' franchise agreements with the incorporated municipalities within its service area have various expifation dates 

Utility operations in areas outside of incorporated municipalities are conducted in each case under one or more pennits 

Environmental Matters 

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

Tarnpa Electric Company is one of several potentially responsible parties for certain sulmfund sites and, through PGS, 
for former manufactured gas plant sites. See the previous discussion in the Environmental Matters section of Tampa Electric 
-mectricoperationts. 

Expenditures 

environmental requirements, nor are any anticipated for 2005 through 2009. 
During the five ycars ended Dec. 3 1,2004, PGS has not incurred any material capital expenditures to meet 

mco COAL 

Overview 

TECO Coal Corporation, with offices located in Corbin, Kentucky, is a whollyawned subsidiary of TECO Energy, 
lac. and through its subsidiaries operates surface and underground mines as well as coal processing facilities in eastern 
Kentucky, Tennessee and southwestern Virginia. 

Company, Clintwood Elkhum Mining Company, Pike-Letcher Land Company, Premier Elkhorn Coal Company, Peny County 
Coal Coqxwation, Bear Branch Coal Company, and TECO Synfuel Operations, U. The TECO Coal subsidiaries own or 
control, by lease, " i l  rights, and own or operate surface and underground mines, synthetic fuel production facilities and coal 
processing and loadmg facilities. TECO Coal produces, processes and sells bituminous, low sulfur coal of stcam, industrial and 
metallurgical grades. TECO Coal currently operates 28 underground rnines which employ the room and pillar mining method 
and 10 surface mines. 

Tampa Electric. Of the total sold, 6.3 million tons were produced and processed into synthetic fuel. 

TECO Coal owns no operating assets but holds all of the common stock of Gatliff Coal Company, Rich Mountain C d  

In 2004, TECO Coal subsidiaries sold 9.1 million tons of coal. All of this coal was sold to customers other than 

In 1974, Tampa Electric purchased Cal-Glo Coal Company, which produced a low sulfur, low ash fusion coal with 
high energy content. This suited Tampa Electric's combustion quality and environmental requirements. la 1982, TECO Coal 
Corporation was formed and Cal-Glo Coal Company was renamed as Gatliff Coal Company. Rich Mountain Coal Company 
was established in 1987 when leases were signed for properties in Campbell County, Tennessee. 

products (see Glossary of Selected Mi- Term in this section). In addition, in that year, Properties were also acquired in 
Pike County, Kentucky and Clintwood Elkhorn Mining Company was formed. Premier Elkhorn Coal Company and Pike 
LRtcher Land Company were formed in 199 1, when additional property was acquired in Pike and -her Counties, Kentucky. 

In 1997, Bear Branch Coal Company secured key leases for property located in Perry County, Kentucky. 
The newest mining company in the TEE0 Coal family is Perry County Coal Corporation, which was purchased in 

In 2000, TECO Coal purchased synthetic fuel production facilities from Headwaters Technologies, Inc. TECO 

In 2004, Premier EIkhom Coal Company acquired properties and the Millard Preparation Facilities (currently idle) 

I988 saw a marketing change in which Gatliff Coal Company began selling fmo-silicon and silicon grade coal 

2000 and is located in Ferry, Knott and Leslie Counties, Kentucky. 

Synfuel, LLC was formed in 2003 to administer the production and sale of synfuel product at various TECO Coal subsidiaries. 

from AEP, Kentucky Coal, LLC located in Pike County, Kentucky. 
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Mining operations 

COMPANY FACILITY LOCATION RAILROAD SERVICE UTILITY SERVICE 
Gatliffcoal Ada Tippk Hi”. KY CSXT Railrogd RECC 

ClimtwOodW Chlwcmd #2 P h t  Biggs, KY Norfolk Soutban AmaicanEktricpowQ 

, hmiuEgrbr*n Burk Brancb P h t  Myra, KY CSXT Railroad AmaicaaEloctriCPowCC 
, PrrmiaEWIora M i W  Plant Millard, KY CSXT Railroad AmaicaaEkctriCpawa 

CMmty coal Pary comtty Plant f Hazard KY CSXT Railtoad ArnaicanElecaicpowa 

c l i u ~ ~  Clintwood Iy3 Plant Htlrky, VA Norfolk southem AmaiCrmweetr iCPowa,  

TECO Coal, through its subsidiaries, currently has four mining complexes, all operating in Kentucky with a portion of 
Clintwood Elkhorn Mining Company operating in Virginia. A mining complex is defined as all mines that supply a single wash 
plant, except in the case of Clintwoud Elkhom Mining Company and Premier Elkhom Coal Company, which provide 
production for two wash plants. These complexes blend, process and ship coal that is produced h m  one or more mines, with a 
single complex handling the coal production of as many as 17 individual underground or surface mines. TECO Coal uses two 
distinct extraction techniques: continuous underground mining and dozer and fiont-end loader surface mining (see Glossary of 
Selected Mining Term in this section). The complexes have been developed at strategic locations in close proximity to the 
TECO Coal preparation plants and rail shipping facilities. Coal is transported from TECO Coal’s mining complexes to 
customers by means of railroad cars, trucks, barge or vessels, with rail shipments representing approximately 91% of 2004 coal 
shipments. The map that follows shows the locations of the four mining complexes and TECO Coal’s offices in Corbin, 
Kcntucb. 

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 o p t i n g  companies, with Clintwood Elkhom Mining Company and Premier Elkhorn Coal Company having two 
facilities. The Clintwood facilities are located at Biggs, Kentucky and Hurley, Virginia, and the Premier facilities are located at 
Myra, KentucQ and the just acquud-(and presently idle) facility at Millard, Kentucky. The equipment at each facility is in 
good condition and regularly maintained by qualified personnel. In 2003, major renovations were completed at the Pew 
County Coal Corporation facility that enable the plant to meet the additional production requirements brought about by the 
opening of the Elkhorn 4 seam underground mine. The following table presents a summary of TECO Coal processing facilities: 
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Significant Activities 
Significant activities commenced in 2004 included the following: 

Perry County Coal 
Commenced production from the Elkhom #3 seam with the frrst of three planned production sections. 
Explored and identified major reserves in the Elkhom #4 seam located to the southwest of the current Perry 
County Coal facilities. 

Premier E h m  Coal 
Acquired the Millard Preparation Facilities and 14,800 acres of property from AEP, Kentucky Coal, LLC. 

Clhtwood E W m  Mining 
Acquirtd property by lease in excess of 4,000 acres of from Virginia Minerals, LTD., containing 1.6 million tom 
of recoverable coal. 

Mining Complexes 
The following table presents a summary of annual production for each mining complex for each of the last three years. 

mTAL 

200324HM 2004 OrAosulred 
0.39 0.29 0.29 1974 

159 1.75 2.14 1988 

3.69 3-65 3.78 1991 

2.64 2.81 288 2000 
I 

9.09 I 
s-slahcc 
U - U-d R-Rpil  T-TNdr 
CM - Cmtinuour M b  
Dh- Bull Dozas rad Front-End kradcrs 

HM - Highwatl Mioer R N  - Rail 00 occao Vase1 

T/B - Tnrk tb B v  R/B - Rail to Barge 

Gatliff Cod Company 

location consist primarily of high-quality steam coal (see Glossary of Selected Mining Terms in this section) for utilities. 
Products f” this operation are transported by trucking contractors. Rich Mountain Coal Company formerly operated as a 
contractor for Gatliff Coal Company’s Tennessee production which is currently in non-producing reclamation status. Gatliff 
Coal Company produced and sold 0.29 million tons of coal in 2004, leaving a reserve base of 9.8 million recoverable tons (see 
Glossary of Selected Mining Terms in this section). 

Located in Bell County, Kentucky, Gatliff Coal Company is supplied by one surface mine. Principal products at this 



ClintwdE1wlorn Mining Company 

supplied by eight underground mines and threz surface mines. Principal products at the Biggs, Kentucky location include high 
volatile metallurgical coals (see Glossary of Selected Mining Term in this section). The second Clintwood Elkhom Mining 
Company facility is located near Hurley, Virginia and is supplied by three underground mines and one surface mine. The 
Hurley, Virginia operation facility also supplies high-volatile metallurgical coal as well as steam coal products. Products from 
both locations are shipped domestically to customers in North America via Norfolk Southem Corporation and vessels via the 
Great Lakes. IntemationaI customers receive their products via ocean vessels departing from Lambelts Point, Virginia. l n  total, 
Clintwood Elkhom Mining Company produced 1.75 million tons of coal in 2004, leaving a reserve base of 37.8 million 
recoverable tons. 

Clintwood Elkhorn Mining Company has two facilities. One is located near Biggs, Kentucky in pike County and is 

Premier Elkhorn Coal Company 
Located near Myra, in Pike County, Kentucky, Premier Elkhom Coal Company is supplied by production from thirteen 

underground mines and four surface mines. Principal products include high-quality stearn coal for utilities, specialty stoker 
products for faro-silicon and industrial customers, and PCI and metallurgical coal for the steel mills. Facilities include a state- 
of-the-art unit train load-out With 200 car siding capable of loading at 6.000 tons per hour as well as 8 single car siding. 
Products h m  this location are shipped domestically via CSXT Railroad and trucking contractors. Internatidly, products are 
shipped via TECO Bulk Terminal, a subsidiary of TECO Transport, in Davant, Louisiana. All production is performed by 
Prcmier Elkhom Coal Company although Pike Letcher Land Company controls by fee and lease all of the rccoverablc reserves. 
The acquisition of the Millard Reparation Facilities (which is presently idle) and 14,800 acres of property from AEP, Kentucky 
Coal, LJX was completed during 2004. Premier Elkhorn Coal Company produced 3.65 million tons of coal in 2004, leaving a 
reserve base of 54.6 million recoverable tons. 

P m y  C o w  Coal Corpomtwn 
Located near Hazard, Kentucky in Perry County, Kentucky, Perry County Coal Corporation is supplied by four 

underground mines and one surface mine. Principal products include high-quality s t e a m  coal for utilities and industrial stoker 
coal. Facilities include an upgraded 1,350 ton per hour preparation plant and two unit train load-outs (sec G l m  of Selected 
Mining Terms in this section), each capable of loading at 5,000 tons per hour. Products from this location are shipped 
domestically via CSXT Railroad and trucking contractors. All production is performed by Perry County Coal Corporation, 
although’Bcar Branch Coal Company controls by lease a substantial amount of the Hazard area resew=. Addkiomlly, during 
2004, P e q  County Coal explored and identified major reserves in the Elkhom #M seam at a location southwest of the current 
Perry County Coal facilities; exploration is on-going for this project, only a small portion of which relates to newly identified 
reserves in the Elkhorn #M seam. Perry County Coal Corporation produced 2.8 1 million tons of coal h 2004, leaving a reserve 
base of 94.8 million recoverable tons. 

TECO Syra+l Opemtwm, LLG 

40.5% in June 2004 along With associated rights to a percentage of the benefits in the business which adjust from time to time. 
Allocation of the benefits varied in 2004 such that more than 90% of the benefits were to third parties. See the TECO Cod 
section of MD&A for a description of these transactions, The 6.3 million tons of synfuel produced in 2004 replaced some of 
TECO Coal’s conventional coal production in 2004. Sales of the fuel produced through these types of facilities are eligible for 
non-conventional fuels tax credits under Section 29 of the Internal Revenue Code, which are availabie through 2007. TECO 
Coal received Private Letter Rulings from the Intemal 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 indirect interest in the production facilities. 

The Section 29 tax credit is determined annually and is estimated to be $1. I2 per million Btu in 2004, and was !§ 1.10 
per million Btu in 2003 and $1.09 per million Btu in 2002. This rate escalates with inflation but could be limited by domestic 
oil prices. The annual weighted average price of domestic oil for 2004 would have had to exceed $5 1 .OO per barrel to have 
adversely impacted the credits allowed for 2004. If the oil price limitation is reached, the level of the tax credits starts to 
decrease. TECO Coal has engaged in hedging transactions to padally mitigate the risk to higher oil prices-. TECO Coal 
recorded no Section 29 tax credits for 2004 associated with its remaining synthetic fuel membership interest because of TECO 
Enagy’s anticipated tax position in 2004. This compares with credits of $66.0 million in 2003 and $107.3 million in 2002. See 
the TECO Coal and the Income Taxes sections of M D U .  

TECO Coal sold a 49.5% membership interest in its synthetic fuel production faciIities in April 2003, and an additional 
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Sales and Marketing 

The marketing and sales force for the TECO Coal subsidiaries includes sales managers, distributiodtrmportation 
managers and administrative personnel. Primary customers are utilities, steel companies and industrial plants. TECO Coal 
subsidiaries sell coal under long-term agreements, which are generally classified as greater than 12 months, and on a spot basis, 
which is generally classified as less than 12 months (see Glossary of Selected Mining Term in this section). 

Consequently, these contracts typically vary significantly in price, quantity, quality, length, and may contain terms and 
conditions that allow for penodic pnce reviews, price adjustment mechanisms, and recovery of governmental impositions, as 
well as provisions for force majeure, suspension, termination, effects of environmental legislation and assignment. 

The terms of TECO Coal’s subsidiaries’ coal sales contracts result from bidding and negotiations with customers. 

Distribution 

TECO Coal subsidiaries transport coal from their mining complexes to customers by rail, barge, vessel and trucks. 
They employ transportation specialists who coordinate the development of acceptable shipping schedules with their customers, 
transportation providers and mining facilities. 

Competition 

Primary competitors of TECO Coal’s subsidiaries are other coal suppliers, many of which are located in Central 
Appalachia. Even though consolidation and banhuptcy have decreased the number of coal suppliers, the industry is still 
intensely competitive. To date, TECO Coal has been able to compete for coal sales by mining high-quality steam and specialty 
coals and by eff+ctively managing production and processing costs. 

EmploJr- 
As of Dec. 31,2004. “€EO Coal and its subsidiaries employed a total of 789 employees. 

Regulations 

Mine Safety Md Health Act 

Safety and Health Act of 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 ia substantial “pliancc 
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. 

The operations of underground mines, including all related surface facilities, are subject to the Federal Coal Mint 

Bfack Lung Bcnt$ts 

198 1, each coal mine operator must make payment of federal black lung benefits to claimants who are current and former 
employees, certain survivors of a miner who dies from black lung disease, and to a trust fund for the payment of benefits and 
medical expenses to claimants who last worked in the coal industry prior to Jul. 1, 1973. Historically, a small percentage of the 
miners currently seeking federal black lung benefits are awarded these benefits by the federal government. The trust fund is 
funded by an excise tax on coal production of up to $1.10 per ton for deepmined coal and up to $0.55 per ton for surface- 
mined coal, with neither amount to exceed 4.4% of the gross sales price. 

lung laws that, among other things, establish a presumption in favor of a claimant’s treating physician, limit a coal operator’s 
ability to introduce medical evidence, and redefine Coal Workers Pneumoconiosis to include chronic obstructive pulmonary 
disease. These changes in the regulations will increase the percentage of claims approved and the overall cost of Black Lung to 
coal operators. TECO Coal, with the help of its consulting actuaries, intends to continue aggressively monitoring claims very 

Under the Black Lung Benefits Revenue Act of 1977 and the Black Lung Benefits Reform Act of 1977, as amended in 

In December 2000, the Department of Labor issued new amendments to the regulations implementing the federal black 

closely. 

Workers * Compenration 

state workers’ compensation laws. Workers compensation laws are administered by state agencies with each state having its 
own set of rules and regulations regarding compensation that is owed to an employee that is injured in the c o m e  of 
employment. 

TECO Coal is liable for worker’s compensation benefits for traumatic injury and occupational exposure claims under 
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Environmental Laws 

Suvace Mining Control and Reclamation Act 
Coal mining operations are subject to the Swface 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 m1-g land 
and water adversely affected by past coal mining. Other provisions establish standards for the control of environmental effects 
and reclamation of surface coal mining and the surface effects of underground coal mining and requirements for federal and 
state inspections. 

Clean Air AcKlean Water Act 

and water pollution standards. In 2004, TECO Coal spent approximately $1.7 million on environmental protection and 
reclamation programs. TECO Coal expects to spend a similar amount in 2005 on these programs. 

While conducting their mining operations, TECO Coai’s subsidiaries are subject to various federal, state and local air 

CERCLA (Supc@md) 
The Comprehensive Environmental Response, Compensation, and Liability Act affects coal mining and hard rock 

operations by creating liability for investigation and remediation in response to releases of hazardous substances into the 
envhnment and for damages to natural resources. Under Superfund, joint and several liabilities may be -sed OZL waste 
generators, site o w ”  or operators and others regardless of fault. 

that ex& defined quantities. 
Under the EPA’s Toxic Release Inventory process, companies are required to report annually listed toxic materials 

Glossary of Selected Mining Terms 

Assigned reserves. Coal that has been committed by the coal company to operating mine shafts, mining equipmenh and plant 
facilities, and all coal which has been leased by the company to ohm. 

Bitminous cwl. The most common type of coal, With moisture content less than 20% by weight and heating value of 10500 
to 14,000 Btu per pound. It is dense and black and often has well-defined bands of bright and dull material. 

B t u  (British Thermal Unit). A measure of the energy required to raise the temperature of one pound of water one degree 
Fahrenheit. 

Central Appalachia. Coal producing states and regions of eastem Kentucky, eastern Tennessee, western Virginia and southern 
West Virginia 

Coal seam. Coal deposits occur in layers. Each layer is called a “seam.” 

Cool washing. The process of removing impurities, such as ash and sulfhr-based compounds, from coal. 

Compliance coal. Coal that, when burned, emits 1.2 pounds or less of sulfur dioxide per million Btus, which is equivalent to 
.72% sulfur per pound of 12,000 Btu coal. Compliance coal requires no mixing with other coals or use of sulfur dioxide 
reduction technologies by generators of electricity to comply with the requirements of the federal Clean Air Act. 

Continuour miner. A machine used in underground mining to cut coal from the seam and load it onto conveyors or into shuttle 
cars in a continuous operation. 

Continuous mining. One of two major underground mining methods now used in the United States. This process utilizes a 
continuous miner. The continuous miner removes or ‘‘cuts” the coal ffom the seam. The loosened coal then falls on a conveyor 
for removal to a shuttle car or larger conveyor belt system. 

Deep mine. An underground coal mine. 

Dozer and Front-end loader mining. An open-cast method of mining that uses large bull dozers to remove overburden, which 
is used to backfdl pits after coal removal. 

Ferro-silicon. An alloy of iron and silicon used in the production of carbon steel. 

Force Majeure. An event that may prevent the company from conducting its mining operations as a result of, .in whole or in 
part,: Acts of God, wars, riots, fires, explosions, breakdowns or accidents; strikes, lockouts or other labor difficulties; lack or 
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shortages of labor, materials, utilities, energy sources, compliance with governmental rules, regulations or otha governmental 
requirements; any other like causes. 

High Val Bituminous coal. Coal that has a fixed carbon content less than 69%, and a volatile matter greater than 3 1% with a 
minimum of 14,000 Btus per pound. Volatile matter refers to the impurities that become gaseous when heated to certain 
temperahlres. 

Highwall miner. An auger-like apparatus that drives parallel rectangular entries from the surface up to 1000 feet deep. 

Indurtrial coal. Coal used by industrial steam boilers to produce electricity or process steam. It generally is lower in Btu heat 
content and higher in volatile matter than metallurgical coal. 

Lung term contracts. Contracts with terms of one year or longer. 

Low ashfirsion. Coal that, when burned, typically produces ash that has a melting point below 2450 degrees Fahrenheit. 

Low Sd@r coal. Cod that, when burned, emits 1.6 pounds or less of sulfur dioxide per million Btus. 

Mtmllurgicul coal. The various grades of coal suitable for carbonization to make coke for steel manufacture, Also known as 
‘”et” coal, it possesses four important qualities: volatility, which affects coke yield; the level of impurities, which affkcts coke 
quality; composition, which affccts coke strength; and basic characteristics, which affwt coke oven safety. Met coal has a 
particularly high Btu, but low ash content. 

Overburden. Layers of earth and rock covering a coal seam. In surface mining operations, overburden is removed prior to coal 
extraction. 

Overburden ratio. The amount of overburden, commonly stated in cubic yards, that must be removed to exbvate one ton of 
coal. ’ 

Pilklr. An area of coal left to support the overlying strata in a mine; sometimes left permanently to support surface structures. 

Pneumoconiosis. A lung disease caused by long-continued inhalation of mineral or metallic dust 

Preparation plant. Usually located on a mine site, although one plant may serve several mines. A preparation plant is a facility 
for m b g ,  sizing and washing coal to prepare it for use by B particular customer. The washing process bas the added benefit 
of removing some of the coal’s sulfur content. 

Pmbuble (Indicated) reserves. Reserves for which quantity and grade and/or quality are computed from idomtion similar to 
that used for proven reserves, but the sites for inspection, sampling and measurement are farther apart; therefore, the degree of 
assurance, although lower than that for proven reserves, is high enough to assume continuity between points of observation. 

Proven (Memured) reserves. Reserves for which (a) quantity is computed from dimensions revealed in outcrops, trenches, 
workings or drill holes; grade and/or quality are computed from the results of detailed sampling and (b) the sites for inspection, 
sampling and measurement are spaced so closely and the geologic character is so well defined that size, shape, deptb and 
mineral content of reserves are well established. 

Pulverized Coal Injection (PCf). A system whereby coal is pulverized and injected into blast furnaces in the production of steel 
d o r  steel products. 

Reclanration. The process of restoring land and the environment to their approximate original state following mining activities. 
The process commonly includes %contouring” or reshaping the land to its approximate original appearance, restoring topsoil 
and planting native grass and ground covers. Reclamation operations are usually underway before the mining of a particular 
site is completed. Reclamation is closely regulated by both state and federal law. 

Recoverable reserves. The amount of proven and probable reserves that can actually be recovered from the fesefve base taking 
into account all mining and preparation losses involved in producing a saleabIe product using existing methods and under 
current law. 

Reserves. That part of a mineral deposit that could be economically and legaily extracted or produced at the time of the reserve 
determination. 
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Resource (Non-reserve Cool Debosir). A coal-bearing body that does not qualify as a commercially viable coal reserve. 
Resources may be classified as such by either limited property control, geologic limitations, insufficient exploration or other 
limitations. In the future, it is possible that portions of the resource could be re-classified as reserve if those limitations are 
removed or mitigated by: improving market conditions, additional property control, favorable results of exploration, advances 
in technology, etc. 

Roof: The stratum of rock or other mineral above a coal seam; the overhead surface of a coal working place. Same as “top.” 

Room and pillar mining. In the underground room and pillar method of mining, continuous mining machines cut three to nine 
entries into the coal bed and connect them by driving crosscuts, leaving a series of rectangular pillars, or columns of coal to 
help support the mine roof and control the flow of air. As mining advances, a grid-like pattern of entries and pillars is formed. 
Additional coal may be recovered from the pillars as this panel of coal is retreated. 

Spot wnket .  Sales of coal under an agreement for shipments over a period of one year or less. 

Steam coni. Coal used by power plants and industrial steam boilers to produce electricity or process st”. It generally is 
lower in Btu heat content and higher in volatile matter than metallurgical coal. 

Sulfur. One of the elements present in varying quantities in coal that contributes to environmental degradation when coal is 
burned. Sulfur dioxide is produced as a gaseous by-product of coal combustion. 

Sulfur content. Coal is commonly described by its sulfur content due to the importance of sulfur in environmental regulations. 
“Low sulfur” coal has a variety of definitions but typically is used to describe coal consisting of 1 .O% or less sulfur. A majority 
of TECO Coal’s Central Appalachian reserves are of low sulfur grades. 

Suvuce mine. A mine in which the coal lies near the surface and can be extracted by removing overburden: 

Synthetic Fuel (Synfuel). A solid fuel that is produced by mixing coal and/or coal waste with various additives, causing a 
chemical change to occur *thin the original product. 

Tipple. A structure that facilitates the loading of coal into rail cars. 

Tons. A “short” or net ton is equal to 2,000 pounds. A “long” or British ton is 2,240 pounds; a “metric” ton is approximately 
2,205 pounds. The short ton is the unit of measure ref- to in this Form 10-K. 

Unassigned reserves. Coal that has not been committed, and that would require new mineshafts, minhg equipment, or p h t  
facilities before operations could begin in the property. 

Undergrozwzd mine. Also known as a “deep” mine. Usually located several hundred feet below the earth’s surface, an 
underground mine’s coal is removed mechanically and transferred by shuttle car or conveyor to the surface. 

Unit train. A train of a specified number of cars carrying only coal. A typical unit train can carry at least 10,OOO tons of coal in 
a single shipment. 

UriZizy coal. Coal used by power plants to produce electricity or process steam. It generally is lower in Btu heat content and 
higher in volatile matter than metallurgical coal. 
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TECO TRANSPORT 

TECO Transport directly or indirectly owns an interest in eight 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 901 employees as of Dec. 31,2004. 

TECO Transport’s subsidiaries perform substantial services for Tampa Electric. In 2004, approximately 3 1% of TECO 
Transport’s revenues were fkom Tampa Electric and approximately 69% were from third-party customers including phosphate 
customers, steel industry customers, grain customers, cod and petroleum coke customers, and participation in the U.S. 
Government’s cargo preference programs. The pricing for services performed by TECO Transport’s operating companies for 
Tampa Electric is based on a market-based fixed-price per ton, generally adjusted quarterly for changes in certain fuel and price 
indices. Most of the third-party utilization of the ocean-going vessels (ships and barges) is for domestic and international 
movements of dry-bulk commodities and domestic phosphate movements. Both the t d n a l  and river transport operations 
handle a variety of dry-bulk commodities for third-party customers. 

Ocean Shipping transports products in the Gulf of Mexico and worldwide, and TECO Barge operates on the 
Mississippi, Ohio and Illinois rivers and their tributaries. Their primary competitors are other barge and shipping lines and 
railroads, as well 8s a number of other companies offering transportation services on the waterways used by TECO Transport’s 
subsidiaries. Ocean Shipping is the largest US flag coashKjse dry-bulk operator based on capacity, while TECO Barge is one of 
the ten largest companies in its business, based on number of barges, 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 depcndent 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 who operate floating cfanes or other 
floating discharge and loading equipment, and other land-based t m n i m l s .  

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 cornrnoditics. In 2004, 
all transportation services provided by TECO Transport’s subsidides were within this exemption. 

During 2004, Ocean Shipping contributed an ocean barge to a joint venture for a 50% ownership intetest valued at 
approximately $3 million and recorded an after-tax impairment of $0.3 million on the barge. Ocean shipping also recorded an 
additional $0.3 million after-tax impairment to adjust the fair value of other vessels. 

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 2004, TECO Transport spent $0.2 million for envhnxnental 
compliance. Environmental expenditures are estimated at $0.3 million in 2005, primarily for work on solid waste disposal and 
storm water drainage at the Bulk Terminal facility in Louisiana and for expenses related to oil and bilge water disposal at its 
river-barge repair facility in Illinois. 

Competition Within E C O  Transport’s markets is based primarily on geographic markets scrved, pricing, and service 

TECO Transport’s subsidiaries are subject to the provisions of the Clean Water Act of 1977 which authorizes the 

OTHER UNREGULATED COMPANIES 

TWG Non-Merchant 

Florida, Hawaii and Guatemala. Non-Merchant had 122 employees 8s of Dec. 3 1,2004. 

wholly owned the 370-megawatt Hardee Power Station located in Hardee County, Florida, was sold. See Note 16 to the TECO 
Energy Consolidated Financial Statements for a description of the sale and its impact on the results of continuing operations. 
Under the terms of the sale, subsidiaries of Non-Merchant continued to provide services to HPP under the existing operation 
and maintenance agreement until Sep. 30,2004. Additionally, Tampa Electric’s long-term power purchase obligation to 
receive electricity from HplP remains in effect with no changes as a result of the sale. 

In July 2004, Non-Merchant’s 50% indirect interest in the Hamakua Power Station (Hamakua) in Hawaii was sold. 
See Note 16 to the TECO Energy Consolidated Financial Statements for a description of the sale. 

Non-Merchant indirectly owns 100% of Central Generadora El&trica San Jose, Limitada (CGESJ), the owner of a 
project located in Guatemala, which consists of a single-unit pulverized-coal baseload facility (the S m  Jose Power Station). 
This facility w a s  the fmt 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 Elktrica de Guatemala, S.A. 

TWG Non-Merchant, Inc. Won-Merchant) has subsidiaries that have or had interests in independent power projects in 

In October 2003, the partnership interest of Hardee Power Partners, Ltd. (HPP), a Florida limited partnership which 
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(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 at the! end of its current term for 
approximately $2.5 million. In 2002, CGESJ transferred the port assets to Tecnologia Maritima, S.A. (TEMSA), a new indirect 
wholly-owned subsidiary. TEMSA, in addition to receiving the coal shipments for CGESJ, provides unloading services to third 
parties. Affiliates of Non-Merchant had originally obtained $1 14 million of limited recourse financing from Bank of America 
(BOA), Overseas Private Investment Corporation (OPIC) and Trust Company of the West (TCW) for the San Jose Power 
Station. In May 2004, CGESJ paid off its loans with BOA, OPIC and TCW with proceeds from a non-recourse $120 million 
loan from a syndication led by Banco Industrial, a local bank in Guatemala. Political risk insurance has been obtained for 
currency inconvertibility, expropriation and political violence covering up to 100% of Non-Merchant’s indirect equity 
investment and economic returns. 

Tampa Centro Americana de Electricidad, Limitada (TCAE), an entity 96.06% owned by TPS Guatemala One, Inc., a 
subsidiary of Non-Merchant, and the owner of the Alborada Power Station, has a U.S. dollar-denominated PPA with EEGSA to 
provide 78 megawatts of capacity for a 15-year 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 Non-Merchant providing assistance in fuel administration. Affiliates of Non-Merchant 
had originally obtained $29 million of limited recourse financing from OPE 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 fiom Banco Industrial, a local 
bank in Guatemala. Political risk insurance has been obtained for currency inconvertibility, expropriation and political violence 
covering up to 100% of Non-Merchant’s indirect equity investment and economic returns. 

In 1998, a consortium that includes affiliates of TECO Energy, Iberdrola, an electric utility in Spain, and Electricidade 
de Portugal, an electric utility in Portugal, completed the purchase of an 80% ownership interest in EEGSA for $520 million. 
The company indirectly o w  a 24% interest in this consortium and contributed $100 million in equity. EEGSA serves more 
than 740,000 customers. EEGSA’s service temtory includes the capital of Guatemala, Guatemala City. The coIlsortiurn 
obtained limited-recourse debt financing for a portion of the purchase price. A subsidiary of Non-Machant has obtaintd 
political risk insurance for currency inconvertibility, expropriation and political violence covering up to 100% of Non- 
Merchant’s indirect equity investment and economic returns. 

effective Jan. 1,2004, CGESJ and TCAE were deconsolidated. See Note 2 to the TECO Energy Consolidated Financial 
Statements for additional information about the adoption of FIN 46R. 

Statements. 

As a result of the adoption of FIN 46R Consolidation of Variable Interest Entities, an interpretation of ARB No. S I ,  

Fur financial infomation about geographic areas, see Note 14 to tbe TECO Energy Consolidated r(*inapci.l 

- 
TECO solutiom 

offa customers @rimarily in Florida) a comprehensive package of energy sefvices and products. The subsequent move away 
from proposed deregulation and TECO Energy’s renewed focus on he core utility operations bas caused the company to 
reexamine its participation in these lines of business. The result was the sale of several of the entities within TECO Solutions 
(see Note 16 to the TECO Energy Consolidated Financial Statements for detailed information about these sale transactions). 
operating companies under TECO Solutions include TECO BCH Mechanical, TECO Gas Services Inc. and TECO Partners. 
Inc., with total employees of 505 as of Dec. 3 1,2004. 

systems, and repair and maintenance services to institutional and commercial customers throughout Florida. On Jan. 7,2005, 
TECO Solutions entered into an agreement to sell BCH Mechanical effective Dec. 3 1,2004. BCH’s results of operations are 
accounted for as discontinued operations for ai1 periods reported. 

In 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. 

Effective Jan. 1,2004, TECO Solutions completed the sale of TECO BGA, hc. (BGA), an engineering energy services 
company. BGA’s results are accounted for as discontinued operations for all periods reported. 

Effective Feb. 1,2004, TECO Solutions completed the sale of substantially all the assets of Prior Energy, a leading 
natural gas management company. Prior Energy’s results are accounted for as discontinued operations for all periods reported. 

TECO Propane Ventures (TPV) held TECO Energy’s propane business investment. In ZOOO, TECO Energy combined 
its propane operations with three other southeastern propane companies to form U.S. Propane. In B series of transactions, U.S. 
Propane combined With Heritage Holdings, Inc. In 2004, U.S. Propane completed the sale of its direct and indirect equity 
investments in Heritage Propane Partners, LP. (Heritage). TPV owns no operating assets. 

TECO Solutions was formed when it appeared that Florida was moving toward more competitive energy markets to 

TECO BCH Mechanical and its affiliated companies (BCH) provided air-conditioning, electrical and plumbing ’ 



TWGMERCHANT,INC. . '  

TWG Merchant, hc. (TWG-Merchant) has subsidiaries that have interests in independent power projects in Virginia, 
Mississippi, Arkansas, and Arizona. In 2003, TECO Energy announced that its strategy going forward was to focus on the 
Florida utilities and profitable unregulated businesses and to reduce the company's exposure to the merchant power markets. 
Since that h e ,  TECO Energy has continued the steps in implementing that strategy, including the sale of merchant power 
assets as discussed below in the &munary of Projects. TWG-Merchant had 182 employees as of Dec. 3 1,204. 

As discussed above under TECO Energy, the TWG-Merchant operating segment is comprised of all continuing 
merchant operations, including the direct and indirect results from continuing operations of the independent power projects in 
Virginia, Mississippi and Arkansas, as well as the energy marketing operations for these plants, TECO EnergySource, Inc. 
(TES). Prior to its sale in December 2004, the results of operations for Frontera were included in TWG-Merchant. Also, prior 
to Dec. 3 I ,  2003, the results of operations of Union and Gila River's independent power projects in A r b a s  and Arkuna, 
respectively, (TPGC) were included in TWG-Merchant. These are now reported in discontinued operations. The results of 
TWG-Merchant's investment in the Texas Independent Energy, L.P. (TIE) projects are also included in the TWG-Merchant 
segment 

and regulations covering air quality, water quality, land use, power plant, substation and transmission line si-, noise and 
aesthetics, solid waste and other environmental matters. 

for the TWGiMerchant operating segment. 

Like Tampa Electric, the U.S. operations of TWG-Merchant are subject to federal, state and local environmental laws 

See Note 14 to the TECO Energy Consolidated Financial Statements for specific details of the results of 

Summary of fmjects 

Union and Gila River Projects (TPGC) 
In 2000, TWG Wholesale Generation, Inc. (TWG) announced a joint venture with Panda Energy rpternational (Panda) 

to build, own and operate two natural gas power plants located in Arkansas and AX~ZOM, respctively, known as the Union and 
Gila River projects. In February 2002, subsidiaries of TWG entered into an agreement requiring those subsidiaries to purchase 
100% of Panda's interest in the joint venture for $60 million in 2007, unless Panda chose to remain a partba by m c e h g  the 
agreement and paying a cancellation fee. In April 2003, subsidiaries of TWG-Merchant and Panda a@ to amendments to 
this agreement which resulted in TWG-Merchant indirectly consolidating the joint venture (TPGC) at that the .  In June 2003, 
subsidiaries of TWG-Merchant terminated Panda's continued involvement in the partnership, resulting in the -@tion of 
after-tax charges in the second quarter of 2003 of !§ 155.9 million, as a d k t  result of the consolidation of TPGc (see Note 20 
to the TECO Energy Consolidated Financial Statements). 

River power stations, including $I 1,675 million in five-year non-recourse debt and $500 million in equity bridge loans. The 
equity bridge loans were guaranteed by TECO Energy and were repaid in 2002 and 2003. As a result of events in October 
2003 iind December 2003 (see the TWGMerchant. section of MD&A), and other economic factors impacthg the general 
market conditions for independent power projects, TWG-Merchant recognized an after-tax asset impairment charge of $762.0 
million ($1,185.7 miIiion pretax) in 2003. In 2004, discussions with the steering committee of the I d b g  group resulted in an 
agreement on a11 material terms and fonns of definitive agreements for a sale and transfer of ownership of the project 
companies to the lending group. However, during the process of seeking the required 100% approval from the lenders, two 
lenders dissented. The lending group indicated that a pre-negotiated Chapter 1 1 banlauptcy for the project companies was 
likely to be required. In January 2005, the lending group approved a pre-negotiated Chapter 11 filing of the project companies 
in order to facilitate the completion of this transaction. No material changes in the terms of the transaction are anticipated, and 
the company expects to complete the transfer of TPGC in 2005. See also Notes 12,20,21 and 23 to the TECO Energy 
Consolidated Financial Statements for additional details of the results of operations for these project companies. 

In 2001, the project entities owned by TWG and Panda closed on a $2,175 million financing for the Union and Gila 

PLC DevelopmenflIE 

termination, described above (see Note 13 to the TECO Energy Consolidated Financial Statements). TWG-Merchant's 
foreclosure on an additional loan to a subsidiary of Panda resulted in TWG-Merchant obtaining an indirect effective economic 
interest of 50% in the aggregate of 2,Wmegawatts in TIE. On Aug. 30,2004, a TWG-Merchant subsidiary completed the 
sale of its 50% indirect inkrest in TIE. The company recorded a $152.3 million pretax impairment charge ($99.0 million after 
tax) to Write off the value of the investment 8s a result of the sale (see Note 16 to the TECO Energy Consolidated Financial 
Statements). 

A TWG-Merchant subsidiary acquired an ownership interest in PLC on Jan. 2,2003, as part of the TPGC joint venture 
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Dell and McAdams Projects 

being developed in Arkansas and Mississippi, respectively, with combined capacity of the two plants to be nearly 1,200 
megawatts. 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. As of Dec. 3 1,2003, approximately $685 million had been invested in these plants. In 
December 2004, TWG-Merchant recorded an after-tax impairment charge of approximately $391 million related to these 
projects (see Note 18 to the TECO Energy Consolidated Financial Statements). At this time, TWG-Merchant has made the 
decision that these projects will probably not be completed. 

In 2000, TWG-Merchant acquired full ownership of two independent power projects, the Dell and McAdams projects, 

Frontera Power statwn 
In March 2001, subsidiaries of TWG-Merchant acquired the Frontera Power Station, a 477-megawatt natural gas-fued 

combined-cycle plant located near McAllen, Texas. In December 2004, subsidiaries of TWG-Merchant sold its 100% interest 
in Frontera. As a result of the sale, an after-tax loss of approximately $27 million was recorded. (See also Notes 16 and 21 to 
the TECO Energy Consolidated Financial Statements for additional information.) 

Commonwealth Chesapeake Power Station 

Chesapeake Power Station (CCC), a 315-megawatt power plant on the Delmarva Peninsula of Virginia. In 2003, an aftcr-tax 
charge of $26.7 million was recognized to establish a reserve against an arbitration award against TMDP by NCP of Virginia, 
L.L.C. (NCP), which held a minority interest in CCC. In August 2004, TMDP entered into an agreement with NCP and its 
owners under which TMDP purchased NCP’s interest in CCC for $30 million in cash plus TECO Energy stock valued at $10 
million. This transaction rcsulted in a positive after-tax impact on earnings of approximately $4.3 million. In December 2004, 
TWG-Merchant recorded an after-tax impairment charge of approximately $52 million related to CCC. On Jan. 13,2005 
TMDP entered into an agreement to sell its membership interests in CCC. The sale is expected to close near the d of the fmt 
quartcr of 2005, subject to a financing contingency and certain regulatory approvals. (See also Notes 18 and 23 to the TECO 
Energy Consolidated Financial Statements for additional information.) 

TWG-Merchant, through TM Delmarva Power, LLC (TMDP), has a 100% economic interest in Commonwealth 

I 

TM Power Ventures 

Partners, M. (Mosbacher Power), an independent power company headquartered in Houston, to jointly develop, own and 
operate domestic and international independent power projects. In 2002, TWG-Merchant purchased Mosbacher Power’s 
minority ownership interest in TMPV, thereby giving TWG-Merchant a 100% ownership intcrest in TMPV. In 2003, TMPV 
sold its interest in a rcpowcrtd independent power project in the Czech Republic, receiving $33 million in cash. 

In 1998, TM Power Ventures LLC (“V) was created by subsidiarks of TWG-Merchant and Mosbacher Power 

Competition and Mukets 

The US. power plants that TWG-Merchant indirectly owns and operates and those for which construction has been 
suspended are located in markets With a history of high load growth. However, starting in late 2001 and early 2002, conditions 
in energy markets and the independent power business changed dramatically, Wholesale power prices declined significantly in 
markets across the country for many reasons, including a general slowing, or in some states, a reversal of the movement towards 
wholesale electric competition and the large amount of new generating capacity that came online in 2002 and 2003, which 
contributed to significant excess generating capacity in many areas of the country, Accordingly, TWG-Merchant ceased work 
on any new power plant developments, and has been active in its efforts to reduce its merchant exposurc (see Strategy and 
Outlook section of MD&A). 

As announced previously in April 2003, TECO Energy’s renewed focus is on core utility operatiom and profitable 
unregulated businesses. TECO Energy sought 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, and to exit from existing merchant projects. Significant steps were achieved in 2004 and 2003, as discussed 
above with re~pect to TWG-Merchant’s ownership exit plan from merchant activities. 

See the discussion of the risks applicable to TWG-Merchant in the Investment Considerations s.&tion of MD&A. 
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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 are subject to a first mortgage bund indenture under which no bonds 
are cunently outstanding, and the properties of most of the subsidiaries of TECO Wholesale Generation are generally subject to 
liens securing long-term debt. 

' 
MI)&A). Total capacity at Bayside has increased to 1,827 megawatts as a result of the operation of Bayside Unit 2. Gannon 
Units 1 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, aftcr which the assets may be 
utilized for future gas opera~ons. The agreement between Tampa Electric, EPA, and the FDD required all'coal burning at the 
G m n  Station to ceaSe by the end of 2004, but allows the units to be repowered on natural gas. 

Tampa Electtic owns 188 substations having an aggregate transformer capacity of 20,4f6 Mega Volts Amps W A ) .  
The transmission system consists of approximately 1,304 pole miles (including underground and double-circuit) of high voltage 
transmission lines, and the distribution system consists of 7,053 pole miles of overhead lines and 3,323 trench miles of 

TAMPA ELECTRIC 

underground lines. As of Dec. 3 1 , 2004, there were 625,850 meters in service. AI1 of this proptrty is located in Florida. 

leases, contracts, covenants and similar encumbrances and minor defects of a nature common to Properties of the size aud 
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 IineS. 
Transmission and distribution lines located in public ways are maintained under franchises or permits. 

TECO Energy, Tampa Electric and numerous other TECO Energy subsidiaries. 

All plants and important fixed assets are held in fee except that title to some of the properties is subject to easements, 

~ 

Tampa Electric has a long-term lease for the office building in downtown Tampa which serves as hcadquartcrs for 

PGS' distribution system extends throughout the areas it sefves in Florida and consists of approximately 15,700 miles 
of pipe, including approximately 9,900 miles of mains and over 5,800 miles of service lines. Mains and service h e s  are 

PGS' operating divisions are located in 14 markets throughout Florida. While most of the operations and 
~ maintained under rights-of-way, fianchises or permits. 

administrative facilities are owned, a small number are leased. 

PEOPLES GAS SYSTEM 
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TECO TRANSPORT 

TECO Bulk Terminal's storage and transfer terminal is on a 1,070-acre site fronting on the Mississippi 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 17 towboats and 632 river barges, approximately 8 1% of which it owns, on the 
Mississippi, Ohio and Illinois rivers and their tributaries. TECO Barge owns 15 acres of land fronting on the Ohio River at 
Metropolis, Illinois 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. Additionally, TECO Barge performs fleeting and supply 
activities at leased facilities in Cairo, Illinois. 

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. 

As of Dec. 31,2004, TECO Ocean Shipping owns or operates a fleet of 8 ocean-going tugbarge units, a 33,500 short 

TECO COAL 

Prom Control 

Operations of TECO Coal and its subsidiaries are conducted on both owned and leased properties totaling more than 
221 ,OOO acres in Kentucky, Tennessee and Virginia. TECO Coal's current practice is to obtain a title review from a licensed 
attorney prior to purchasing or leasing property, and it has not obtained title insurance in connection With its acquisitions of cod 
reserves and/or related surface properties. In many cases, the seller or lessor will grant the purchasing or leasing entity a 
warranty of property title. When leasing cod reserves andor related surface properties where mining has previously o c c ~ r r e d ,  

TECO Coal may opt not to perform a separate title confirmation due to the previous mining activities on such a p r o m .  In 
cases hv01Ving less significant properties, and consistent with industry practices, title and boundaries are not completely 
verified until such time as TECO Coal's subsidiaries prepare to disturb or mine such properties. 

associated operation to be 
exhaustion of the minable and merchantable coal from the leased property. If, however, extensions of the original lease term 
become necessary, provisions have generally been made within the original lease to extend the lease term upon contbued 
payment of minimum royalties. 

In situations where property is controlled by lease, the lease term are generally sufficient to allow the reserves for the 
within the initial lease tem. h fact the terms of many of these leases extend until the 

AS of Dec. 3 1,2000, the TECO Coal operating companies have a combined estimated 199 million tons of proven and 
probable recoverable reserves. All of the reserves consist of High Voi A Bituminous Coal. Reserves are the podon of the 
proven and probable tonnage that meet TECO Coal's economic criteria regarding mining height, preparation plant rec~vtry, 
depth of overburden and stripping ratio. Generally, these reserves would be commercially mineable at year-end price and cost 
levels. Additionally, 35.5 million tons of coal classified as "resource" were identified in the third-party audit report. 

legally extracted or produced at the time of the reserve determination. Roven and probable coal reserves, as defined by SEC 
Industry Guide 7, are included in the Glossary of Selected Mining Terms in the Business - TECO Coal section. 

Circular 891 (Coal Resource Classification System of the U.S. Geological Survey). In this method of classification, "proven" 
reserves are consided to be those lying within one-quarter mile ( 1,320 feet) of a valid point of measurement and 'probable" 
reserves are those tying between one-quarter mile and three-quarters mile (3,960 feet) from such an observation point. 

to 30 years. TECO Coal also has two chief geologists with the responsibility to track changes in reserve estimates, supervise 
TECO Coal's other geulogists and coordinate third-party reviews of TECO Coal's reserve estimates by qualified mining 
consultants. In 2004, a third-party audit of TECO Coal's reserves was performed. The results of that audit are reflected in the 
numbers within this report. 

well as the Assigned and Unassigned reserves per mining complex. 

Resaves m e  defined by SEC Industry Guide 7 as that part of a mineral deposit which could be cconodcally and 

Drill hole spacing for confidence levels in reserve calculations is based on guidelines in U.S. Geological Survey 

TECO Coal reserve estimates are prepared by TECO Coal's staff of geologists, whose experience range from 15 years 

The following table presents a summary of recoverable reserves by quantity and the method of property control as 
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- 
(lmlioa ofbns) 

WDhg cOm@eX h t i o n  TOM h v e o  ProbaMt Owned 

Gamcaal Bell County, KY/ Knox County, 9.8 7.3 2.5 1.0 8.8 
C a m p y  KYI Campbcll County, TN 
ClinlwOodElkJKRn Pikc h r y ,  KY 37.8 30.2 7.6 3.8 34.0 
Mining BucharrPn CoLPlty, VA 

hiaEUEhoraCoal  pikt County, KY/ 56.6 44.1 12.5 50.9 5.7 
Ldcber Cmly, KYI 
Floyd County, KY 

k l k  Comfy, KY/ 
Perry county Coal PtnyCOrmty, KY/ 94.8 45.5 49.3 0 94.8 

1 Knactcolmty,Ky 

The following table presents a summary of recoverable reserves by quality, including sulfur content and coal type, per 
mining complex. 

~ssignd~' Unassbtdu' 

u)o4 2003 2W 2003 

1.4 1.8 8.4 9.5 

37.8 43.5 0 0 

56.6 73.4 0 0 

94.8 86.3 0 5.0 

Recoverable Reserves By Qllity 

sulfur Content 

IioDIdtoas) C146'U >1% u' 
COmpulrnCC 

 ton^ u' 

9.8 8.4 

37.8 14.4 23.4 14.3 I 
I .4 0 

- 
RcmiaElkhtxnC#l 

parycormrycarl 

I3500 LSU 

56.6 23.2 33.4 23.2 

94.8 86.3 8.5 55.2 

I I HVM, LSU, FQSF 13380 

I 13,225 B, ISU, PCL SF 
I 

1 LSU, PCI, SF, V 13,195 
I 1 

HVM - High Vol Met . XI- Pulvaired Coal injection v * V~~ 
U U  - law s u m  utility SF- Synfuel Roduct 

Reserve Estimation Procedure 

TECO Coal's reserves are based on over 2500 data points, including drill holes, prospect measurements, and mine 
measurements. Our reserve estimates also include information obtained from our on-going exploration drilling and in-mine 
channel sampling program. Reserve classification is determimd by evaluation of engineering and geologk information along 
with economic analysis. These reserves are adjusted periodicaIly to reflect fluctuations in the economics in 'the market andlor 
changes in engheerhg parameters andor geologic conditions. Additionally, the information is constantly being updated to 
reflect new data for existing property as well as new acquisitions and depleted reserves. 

This data may include elevation, thickness, and, where samples are available, the quality of the coal from individual 
drill holes and channel samples. The information is assembled by qualified geologists and engineers located throughout TJXO 
Coal. Information is entered into sophisticated computer modeling programs from which preliminary reserves estimations are 
generated. The information derived from the geological database is then combined with data on ownership or control of the 
mineral and surface interests to detexmine the extent of the resewes in a given area. Determinations of reserves are made after 
in-house geologists have reviewed the computer models and adjusted the grids to better reflect regional trends. 

During its reserve evaluation and mine planning, TECO Coal takes into account factors such as restrktions under 
railroads, mads, buildings, power lines, or other structures. Depending on these factors, coal recovery may be limited or, in 



some instances, entirely prohibited. Current engineering practices are used to determine potential subsidence zones. The 
footprint of the relevant structure as well as a safety angle-of-draw are considered when mining near or under such facilities. 
Also, as part of TECO Coal's reserve and mineability evaluation, TECO Coal reviews legal, economic and other technical 
factors. Final review and recoverable reserve determination is completed after a thorough analysis by in-house engineers, 
geologists and frnance associates. 

OTHER WNREGULATED COMPANIES 

TPS Guatemala One, Inc. has a 96.06% interest in TCAE, which o m  7 acres in Escuintla, Guatemala on which tbe 78 
MW oil-fired Alborada Power Station is located. TPS San Jost, LDC has a 1 0 0 %  ownership in a project entity, CGESJ, which 
owns 190 acres in Masagua, Guatemala on which the 120 M W  coal-fired San Jose Power Station is located. 

TWG-MERCHANT 

TWG-Merchant indirectly holds a 300% ownership interest in Union Power Partners, IP, Panda Gila fiver, LP, and 
Trans-Union Interstate Pipeline, LP. Union Power Partners owus 330 acres of land in Union County, Arkansas, on which the 
2,200 M W  gas-fired combined-cycle Union electric generation plant is located. Panda Gila ]River, LP owns approximately 
1,099 acres of land in Marimpa County, Arizona, on which the 2,145-megawatt gas-fired combined-cycle Gila River electric 
generation plant is located. Trans-Union owns an interstate pipeline associated with the Union facility. See the TWG 
Merchant section of MD&A for a discussion of the expected transfer of the ownership of these projects. 

approximately 105 acres of land outside of New Church, in Accomack County, Virginia on which the 3 15-megawatt oil-fsred 
single-cycle Commonwealth Chesapeake Power Station is located. Completion of the announced sale of Commonwealth 
Chesapeake Company, LLC is expected by the end of the first quartcr of 2005. 

TPS Dell, L W  owns approximately 100 acres in the City of Dell in Mississippi County, Arkansasl' on which the 
partially constructed 599-megawatt gas-fired combined-cycle Dell electric generation plant is located. TPS McAdams, U, 
owns a p p x b t e l y  210 acres of land in McAdams and Sallis in Attala County, Mississippi, on which the partially constructed 
599-megawatt gas-- combined cycle McAdams electric generation.plant is located. Construction on these projects was 
suspended at the end of 2002 due to projected low energy prices in the markets these plants were expected to serve. 

TM Delmarva Power, Lu: has a 10096 ownership interest in Commonwealth Chesapeake Company, U, which owns 
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Item 3. LEGAL PROCEEDINGS. 

Gmpo Lawsuit 
In March 2001, TWG (under its former name of TECO Power Services Corporation) was served with B lawsuit filed in 

the Circuit Court for Hillsborough County by a Tampa-based firm named Grupo Interamerka, U. ( “ G ~ I I ~ ” )  
with a potential investment in a power project in Colombia in 1996. Grup alleged, among other things, that TWG breached an 
oral contract With Grupo. On Aug. 3,2004, the trial court granted TWG’s motion for summary judgment, resulting in only one 
count remaining. On Oct. 18,2004, TWG’s motion for summary judgment on the remaining count was granted. The 
plaintiffs have appealed and the company expects that the appellate court would render a decision by the end of 2005. 

On Aug. 30,2004, a Colombian trade union, Sindicato de Trabajadores de la Electricidad de Colombia, which was to 
be the ownerfiessor of the power plant if the transaction had been consummated, filed a demand for arbitration in Colombia 
pursuant to provisions of a confidentiality and exclusivity agreement (the “confidentiality agreement”) between the trade union 
and a subsidiw of TWG, TPS International Power, Inc., alleging breach of contract and seeking darnages of $48 million. 
TECO Energy, Inc. and TWG also were named, although those companies were not parties to the confidentiality agreement. 
This arbitration is being funded by Grupo pursuant to a contract under which Grupo would share in any recovery. The 
arbitration is in its preliminary stages, and, although the respondents have not been served, the parties’ arbitrators have been 
selected by the parties. 

connection 

Other Issrrcr 
A number of securities class action lawsuits were filed in August, September and October 2004 against the company 

and certain current and former officers by purchasers of TECO Energy securities. These suits, which were filed in the W.S. 
District Court for the Middle District of Florida, allege disclosure violations under the Securities Exchange Act of 1934. These 
actions were consolidated and remain in the initial pleading stage as of Dec. 3 1,2004. On Fcb. 1,2005, the court entered its 
order appointing the lead plaintiff, comprising NECA-IBEW Pension Fund (The Decatur Plan), M o m  County Employees 
Rctiremcnt Systcm, John Marder and Charles Korpak, and also the lead counsel. The plaintiffs have until Apr. 4,2005)to fde a 
consolidated complaint. The company intends to defend the litigation vigorously. In addition, in conr#ction With the SEC 
informal inquiry resulting from a letter .from the non-equity member in the Commonwealth Chesapeake Project raising issues 
related to the arbitration proceeding involving that project, which previously was disclostd in the company’s Quarterly Report 
on Form 10-Q for the quarter ended Mar. 3 1,2004, the SEC has requested additional information primarily relating to the 
allegations made in these securities class action lawsuits and focusing on various merchant plant investments and related 
matters. 

Grupo-related proceedhgs, at this time, and there can be no assurance that any such matters Will not have a material adverse 
impact on TECO Energy’s financial condition or results of operations. 

The company cannot predict the ultimate resolution of these matters, including the class action litigation and the 

See also the discussions of the outcome of the coal transportation contract hearing before the FPSC in the Regulation - Coal Transportation Contract Section of MD&A, Notes 3 and 13 to the TECO Energy Consolidated Financial 
Statements and Notes 3 and 10 to the Tampa Electric CompanyConsolidated Financial Statemeats, and also the discussion 
of environmental matters in Note 12 to the TECO Energy Consolidated Financial Statexmnts and Note 9 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 2004 to a vote of TECO Energy’s security holders, through the 
solicitation of proxies or otherwise. 
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EXECUTIVE OFFICERS OF*= REGISTRANT 

The names, ages, current positions and principal occupations during the last five years of the current executive officers of 
TECO Energy are described below. 

- Name 

Shed1 W. Hudson 

Charles R Black 

William N. Cantrell 

Clinton E. Childress 

Gordon L. Gillette 

Sal Litrico 

Sheila M. McDcvitt 

John B. Rami1 

J. J. Shackleford 

& 

62 

54 

52 

56 

45 

49 

58 

49 

58 

Current Positions and Principal 
Occupations Durinp Last Five Years 

Chairman of the Board and Chief Executive officer, TECO Energy, Inc. and 
Tampa Electric Company, July 2004 to date; and prior thereto, Managing 
Partner for South Florida, Deloitte & Touche, LLP (public accounting), Miami, 
Florida. 

President, Tampa Electric Company, October 2004 to date; Senior Vice 
President-Generation, TECO Energy, Inc. and Tampa Electric Company, 
September 2003 to October 2004; and prior thereto, Vice President-Energy 
Supply, Engineering and Construction, Tampa Electric Company. 

President, Peoples Gas System, April 2000 to date; President, Tampa Eltctrk 
Company, September 2003 to October 2004. 

Senior Vice President-Corporate Services and Chief Human Resources officer, 
TECO Energy, Inc., October 2004 to date and Chief Human Rtsowces Officer 
and Procurement offiw, Tampa Electric Company, September 2003 to date; 
Chief Human Resources officer, TECO Energy, Inc. and Vice Resident-Human 
Resources, Tampa Electric Company, July 2000 to Septcmbcr 2003; and prior 
thereto, Director of Compensation and Benefits. 

Executive Vice Ptesident and Chief Financial Officer, TECO Energy, hc., July 
2004 to date; Senior Vice Resident-Finance and Chief Financial officer, TECO 
Energy, Inc., April 2001 to July 2004, Senior Vice Resident-Finance and Chief 
Financial Officer, Tampa Electric Company, April 2001 to date; and prior 
thereto, Vice Resident-Finance and Chief F-ial officer, TECO Energy, Inc. 
and Tampa Electric Company. 

President, TECO Transport Corporation, July 2004 to date, and prior thereto, 
Vice President of TECO Ocean Shipping, Xnc. 

Senior Vice President-General Counsel and Chief Legal Of€iccx, TECO b g y ,  
Inc., April 2001 to date; Vice Resident-General Counsel, TECO Energy, hc., 
January 1999 to April 2001; General Counsel, Tampa Electric Company, . 
January 1999 to date. 

President and Chief Operating officer, TECO Energy, Inc., July 2004 to date; 
Executive Vice President and Chief Operating Officer, TECO Energy, Inc., 
September 2003 to July 2004; Executive Vice Resident, TECO Energy, hc., 
December 2002 to September 2003; President, Tampa Eleztric Company, Apnl 
1998 to September 2003. 

President of TECO Coal Corporation, since prior to 2000. 

There is no f ~ l y  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 Apr. 27,2005, 
and until such officer's successor is elected and qualified. 
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PART XI 

Item 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MA'ITERS AND ISSUER 
PURCHASES OF EQUITY SECURITIES 

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" Quarter 2* Quarter 3d Quarter 41h Quarter 
2004 

figh $ 15.38 $ 14.60 $ 13.57 $ 15.49 
LOW $ 13.86 $ 11.30 $ 11.87 $ 13.40 
Close $ 14.63 $ 11.99 $ 13.53 $ 15.35 
Dividend f 0.19 $ 0.19 $ 0.19 $ 0.19 

2003 
$ 17.00 $ 13.69 $ 14.20 $ 14.85 

$ 11.80 
ash 
LQW $ 9.47 $ 10.05 $ 11.50 
Close $ 10.63 $ 11.99 $ 13.82 $ 14.41 
Dividend $ 0.355 $ 0.19 $ 0.19 $ 0.19 

The approximate number of shareholders of record of common stock of TECO Energy as of Feb. 28,2005 was 20.544. 

Dividends on TECO Energy's common stock are declared and paid at the discretion of its B o d  of Directors. The 
primarysources of funds to pay dividends to its common shareholders are dividends and other distributions from its operating 
companies. 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 $200 million credit facility contains a covcnant that could 
limit the payment of dividends e x d i n g  $50 million in any quarter under certain circums~ces. Certain 1ong-m debt at 
FGS contains restrictions that h i t  the payment of dividends and distributions on the common stock of Tampa Electric. Tampot 
Electric's $125 million credit facility, which included a covenant limiting cumulative distributions and outstanding mdiate 
loans, was amended in 2004 resulting in the elimination of this covcnan~ 

Transport, TECO Coal and TECO Solutions, has a guarantee relatad to a coal supply agreement that limits the payment of 
dividends to its common shareholder, TECO Energy, but does not limit loans or advances. 

to the TECO Energy Consolidated Financial Statements for a more detailed d d p t i o n  of signfiat  financial covenants. 

trust preferred securities by TECO Capital Trust I or TECO Capital Trust E. Should the company exercise this right, it would 
be prohibited from paying cash dividends on its common stock until the unpaid distributions on the subordimatd notes are 
made. TECO Energy bas not exercised that right. 

the stock. Tampa Electric Company pays dividends substantially equal to its net income applicable to common stock to TECO 
Energy. Such dividends totaled $163.2 million in 2004, $15 1.4 million in 2003 and $197.4 million in 2002. 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. 

In addition, TECO Diversified, Inc., a wholly-owned subsidiary of TECO Energy and the holding company for TECO 

See Liquidity, Capital Resources - Covenants in Financing Agreements section of MD&A, and Nates 6,7 and 12 

TECO Energy holds the right to defer payments on its subordinated notes issued in connection With the issuances of 

All of Tampa Electric Company's common stock is owned by TECO Energy, Inc. and, therefore, there is no market for 
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Set forth below is a table showing shares of TECO Energy common stock deemed repurchased by the issuer. 

l h  Plans or Program 
I - Oct. 1,2004 - Oct. 31,2004 442 $14.09 

- I 

(c) 
Total Number of 

(b) Shares (or Units) 
*chased as Part of 
Publicly Announced 

Average Price 
Paid per Share (or 

Unit) Plans or Programs 

(a) 
Total Number of 
Shares (or Units) 

Purchased (’) 

(dl 
MaxhumNumber 
(or Approximate 
Dollar Value) of 

Sham (or Units) that 
May Yet Be 

purchased Under the 

- - NOV. 1,2004 - NOV. 30,2004 13,107 $15.22 

Dec. 1,2004 - Dec. 31.2004 13,03 1 $15.43 

Total 4& Quarter 2004 26,580 $15.30 

- - 
I - - 

(1) These shares were not repurchased through a publicly announced plan or program, but rather relate to compensation 
or Etirement plans of the company. Specifically, these shares represent shares delivered in satisfaction of the 
exercise price andlor tax withholding obligations by holders of stock options who exercised options (granted under 
TECO Energy’s incentive compensation plans), shares delivered or withheld (under the terms of grants under TECO 
Energy’s incentive compensation plans) to offset tax withholding obligations associated with the vesting of restricted 
shares, restricted shares that were d e f d  upon vesting pursuant to the TECO Energy Group D e f d  Comgensation 
Plan and shares purchased by the TECO Energy Group Retirement Savings Plan pursuant to directions from plan 
participants or dividend rehvestment. I 

Item 6. SELECTED FulANCIAL DATA OF TECO ENERGY, INC. 

(millions, except per share amounts) 
Years ended Dec. 31, 2004 2003 2002 2001 2000 
Revenues ( I )  $ 2,669.1 $ 2398.3 $ 2,510.5 $ 2,364.9 $ 2,177.6 
Net ~oss)incomefromcontinu~goperattions~ll $ (4.04.4) $ 61.7 $ 268.5 $ 264.0 $ 225.5 
Net (loss) incOmt from discontinued operations (IKz) (147.6) (966.8) 61.6 39.7 25.4 
Cumulative effect of change in - - - accounting principle, net - (4.3) 
Net (loss) income $ (552.0) $ (909.4) $ 330.1 $ 303.7 $ 250.9 
Total assets !ti 9,476.5 $10,462.3 $9,078.4 $ 7.176.2 s 6,167.11 
Long-term debt $ 3,880.0 $ 4,392.6 $ 3,324.3 $ 1,842.5 $ 1,374.6 
Earnings per share (EPS) - basic; 

From continuing operations (‘I $ (2.10) $ 0.34 $ 1.75 $ 1.96 $ 1.79 

From cumulative effect of change 
F” discontinued operations ( I )  (0.77) (5.37) 0.40 0.30 0.20 

- - - in accounting principle - (0.02) 
EPS basic $ (2.87) $ (5.05) $ 2.15 $ 2.26 $ 1.99 
Earnings per share (EPS) - diluted; 

From continuing operations (‘I $ (2.10) $ 0.34 $ 1.75 $ 1.95 $ 1.77 

F” cumulative effcct of change 
From discontinued operations (’) (0.77) (5.36) 0.40 0.29 0.20 

- - - in accounting principle - (0.02) 
EPS diluted $ (2.87) $ (5.04) $ 2.15 $ 2.24 $ 1.97 
Dividends paid per common share $ 0.76 $ 0.925 $ 1.41 $ 1.37 $ 1.33 
( I )  

(2) 

A ” t s  shown include reclassifications to reflect discontinued operations as discussed in Note 21 to the TECO 
Energy Consolidated Financial Statements. 
2004 and 2003 include hnpainnent charges of $558.6 million and $100.1  million, respectively. See Notes 17 and 18 
to the TECO Energy Consolidated Financial Statements. 
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Item 7. MANAGEMENT’S DISCUSSION & ANALYSIS OF FINANCIAL CONDITION & RESULTS OF 
OPERATIONS. 

differ materially from those projected in these forward-looking statements include: general economic conditions in Tampa 
Electric’s and Peoples Gas’ service areas affecting energy and gas sales; economic conditions, both national and international, 
affecting the demand for TECO Transport’s waterborne transportation services; state or federal regulatory actions that could 
reduce revenues or increase costs at all of TECO Energy’s operating companies; weather variations affecting energy and gas 
sales and operating costs at Tampa Electric and Peoples Gas and the effect of extreme weather conditions; commodity prke 
changes affecting the margins at TECO Coal; and the ability of TECO Energy’s subsidiaries to operate equipment Without 
undue accidents, breakdowns or failwes. Additional factors that could impact actual results include: the ability to complete the 
planned transfer of the Union and Gila River power stations to the lending group in the time frame anticipaWl the ability to 
complete the sale of the Commonwealth Chesapeake Power Station; any debt extinguishment costs or premiums associated with 
the early retirement of TECO Energy debt; unexpected capital needs or unanticipated reductions in cash flow that affect 
liquidity; declines in the mticjpated waterborne fuel volumes transported by TECO Transport for Tampa Electric; TECO 
Cod’s ability to successfu1ly operate its synthetic fuel production facilities in a manner qualifying for Section 29 federal income 
tax credits, which could be impacted by changes in law, regulation or administration; and materially advcrsc outcomes in the 
disclosed litigation. Some of these factors and others are discussed more fully under “hvestment Considerations.” 

“ECO Energy, Inc. is a holding company, and all of its business is conducted through its subsidiaries. In this 
Management’s Discussion and Analysis, “we,” “our,” ‘*oursT’ and ”us” refer to TECO Energy, Inc. and its consolidated p u p  of 
companies, unless the context otherwise requires. 

~ 

OVERVIEW 

Our actions in 2004 were driven by the implementation of the strategy announced in April 2003, which is to focus on 
OUT regulated utility operations in the high-growth Florida markets and our other profitable unregulated businesses and to 
reduce our cxposure to the merchant power sector. A major component of this effort was an agreement to exit OUT ownership of 
the Union and Gila River power stations and to transfer the ownership of these power stations, which are part of the TECO 
Wholesale Generation (TWG) segment of TECO Energy that has heen involved heretofore in merchant power activities. The 
exit strattgy, which was am~unced in February 2004, is to transfer the ownership of these power stations to the leding group. 

actions completed in 2004 that further reduced our exposure to the merchant power markets. (Merchant p o w  plants are power 
plants ha t  are not part of regulated utility operations, operate in the wholesale power market, and do not have long t#m 
contracts for the majority of their output. Most of the power from a merchant power plant is sold under short term agreements 
or in the more volatile wholesale power spot markets.) These actions included the sale of our 50% ownership interest in Ttxas 
Independent Energy (TIE), owner of two power plants in Texas; the sale of our 100% ownership interest in tk FroDttra POW 
Station in Texas; and the announcement in January 2005 of an agreement to sell the Commonwealth Chesapeake Power Shtion 
in Virginia. We experienced losses and value impairments on these sales and anticipated sales. In addition, we recognized an 
impairment of the value of the unfinished Dell and McAdams power stations, which there is a high probability we will no 
longer complete, to reflect the current market value for these plants. In 2004, we also sold the remaining major businesses in 
TECO Solutions, our small engineering and energy services unit, which operated in Florida as an adjunct to Peoples Gas. Some 
were sold at a gain and some at a loss. The components ofTEC0 Solutions were acquired four or five years ago when it 
appeared that the Florida energy market would become more competitive. 

With the commercial operation of the second phase of Tampa Electric’s H.L. Culbreath Bayside Power Station 
(Bayside) in January 2004, we completed &he major power generation construction program at Tampa Electric and TWG. 
With the construction programs complete, in 2004 we were able to build strong liquidity for normal operations and to begin 
accumulating the cash to position us to pay off all or the majority of our debt maturities in 2007. 

on either preparing for or recovering from the succession of major hurricanes that impacted Florida and smundhg states. 
Tampa Electric’s service area was directly impacted by three of the storm, each of which caused varyingdegrees of damage to 
its facilities and widespread customer outages. TECO Transport suffered no significant facility or equipment damage; however, 
its operations were disrupted by all four s t o m  (see the Tampa Electric and TECO Transport sections). 

Our financial results in 2004 were driven by the write-offs and valuation adjustments taken in the course of the year to 
eliminate the future risk to earnings and cash flow from the merchant power sector (see the Results Summary and TWG- 
Merchant sections). 

The continued generally poor financial p d o m c e  at our other merchant power plants contriiuted to additional 

For more than three months beginning in mid-August, Tampa Electric, Peoples Gas and TECO Transport were focused 
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I The operations of the five core businesses, Tampa Electric, Peoples Gas, TECO Coal, TECO Transpofl and the 
Guatemalan operations, were fundamentally sound in 2004. While TECO Transport experienced difficult market and operating 
conditions in the course of the year, these five companies produced good operating results. (See the individual operating 
companies for a detailed discussion of their respective results.) 

RESULTS SUMMARY 

Our financial results for 2004 reflect the write-offs resulting from the sales of our merchant generating assets and asset 
valuation adjustments associated With the remaining unfinished merchant power plants. The net loss k 2004 was $552.0 
million, primarily due to $555.6 million of charges and gains detailed in the 2004 Non-operating Item Affecting Net Income 
table. The net loss from continuing operations in 2004 was $404.4 million, compared with net income from continuing 
operations of $61.7 million in 2003. Non-GAAP (Generally Accepted Accounting friciples) results from continuing 
operations excluding the charges and gains detailed in the 2004 Non-operathg Items Affecting Net Income table were $15 1.2 
million in 2004, compared with $176.3 million in 2003. Results from discontinued operations in 2004 reflect primarily the 
operating results from the Frontera, Union and Gila River power stations, BCH Mechanical, and the 2004 write-offs and 
charges associated with these businesses. 

Power Station in Virginia, and the adjustment of the value of the unfinished Dell and McAdams pow stations to reflect the 
current fair market value resulted in $562.5 million of after-tax write-offs in 2004, comprised of $482.6 million in continuing 
operations and $79.9 million in discontinued operations. 

Results from continuing operations in 2004 were lower than 2003, primarily due to the Write-offs associated with the 
merchant power plants and other charges detailed in the 2004 Non-operating Items Affecting Net Income table. Excluding 
these charges and gains, results from continuing operations were lower due to the sale of an additional 403% membership 
htcrest in TECO Coal's synthetic fuel production facilities, much lower equity Allowance for Funds Used During Construction 
income (AFUDC, which represents allowed equity cost capitalized to construction costs) at Tampa Electric, and lower results at 
TECO Transport. The sale of the portion of the synthetic fie1 production facilities is and will continue to generate significaat 
cash, but earnings at a lower level, due to our continued role in operating the synthetic fuel production facilities at a time when 
TECU Energy cannot utilize the Section 29 tax credits. The net loss on a per share basis was $2.87 in 2004, compared With net 
loss of $5.05 in 2003. The loss from continuing operations on a per share basis was $2.10 in 2004, compared with d n g s  per 
share from continuing operations of $0.34 in 2003. The number of average shares outstanding at Dcc. 3 1,2004 was 7% higher 
than at Dec. 31,2003 primarily due to the shares,issued in the early settlement offer for our equity securily Units c0mplet.d in 
August. 

hpabment of some of our merchant power assets, charges for corporate restructuring and staffing reductions, valuation 
adjustments at the energy services companies and limitations on the use of tax credits (see the table 2003'Nonq~eratiug Items 
Affecting Net Income). Excluding these charges and gains, results from continuing operations were lower due to higher 
depreciation and intcrcst expense at Tampa Electric; continued weak results at TECO Transport due to lower coal tonnage for 
Tampa Electric and continued weakness in the river business; higher interest expense at the TECO Energy parent level 
associated with the debt incurred to fund the TWG projects; lower results from TWG's interest in the TIE projects in Texas; 
and the elimination of interest and support income from Panda Energy related to the TIE projects. These results were parthlly 
offset by the gain on the sale of Hardee Power Partners, higher operating results at TECO Coal from increased synthetic fuel 
production and sales, and the sale of the 49.5% membership interest in the synthetic fuel production facilities. The net loss on a 
per-share basis was $5.05 in 2003,compard With earnings of $2.15 per share in 2002. Earnings per share h m  continuing 
operations were $0.34 in 2003, compared with earnings per share from continuing operations of $1.75 in 2002. The average 
number of shares outstanding at Dec. 3 1,2003 was more than 17% higher than at Dec. 3 I, 2002. 

The sale of our interests in ow merchant generating assets in Texas, the announced sale of Commonwealth Chesapeake 

In 2003, results from continuing operations were lower than in 2002, primarily due to charges associated with the 
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Cumulative effect of change in accounting principle - (0.02) - 
EarninFs (loss) from continuinE operations $ (2.10) $ 0.32 $ 1.75 
Earnings (loss) per share - diluted 

Earnings per share $ (2.87) $ (5.04) $ 2.15 
Discontinued operations (0.77) (5.36) 0.40 

Eamhgs from continuing operations before cumulative effect of change in (2.10) 0.34 1.75 

Net income (loss) from discontinued operations 
Charges and gains from continuing operations 

( I  47.6) (=a 61.6 
(555.6) (1 14.6) (28.6) 

Cumulative effkct of change in accounting principle I (4.3) - 
Non-GAAP results from conbuing operations (1) $ 151.2 $ 176.3 $ 297.1 
Average Co-n shares outstanding 

Basic 1 92.6‘” 179.p’ 153.2e) 
Diluted 1 92.6‘4’ 180.2”’ 153.3’2’ I 

(1) A mffiAAP financial measure is a numerical measure of historical or future financial perfomancc, f ” i a l  position or 
cash flow that includes amounts, or is subject to adjustments, that have the effect of including amounts, that are excluded 
fiom the most directly comparable GAAP mea~ure so calculated and presented. 
Average shares outstanding for 2002 reflects the issuance of 15.525 million shares in June 2002 and 19.385 mitlion 
shares in October 2002 mnongst other issuances 
Avcrage shares outstanding for 2003 re f l~ ts  the issuance of 11 million shares in September amongst other hsuancts. 
Average shares outstanding for 2004 reflect the issuance of 10.2 million shares in September in conjunction with the 
early settlement of the 9.5% adjustable conversion-rate equity security units amongst other issuance. 

(2) 

(3) 
(4) 

I 

NOU-GAAP I n f ~ m t i O n  
Many thes  in this Management’s Discussion and Analysis we will refer to non-GAAP results. Management uses non- 

GAAP results, which excludes certain charges and gains, to measure the performance of our operations. For a more complete 
discussion of our use of non-GAAP results see the Non-GAM Resentation d o n .  

2004 Non-aperating Items Mdng Net Income 
Net income impact Tamp0 TWG Peoples TECO TECO Other P a E d  Total 
(millions) Electric Merchant Gas Trmporr C w l  Unngulotd Other 
Mtrchantpowervaluations $ - $532.0 $ - $ - $ - $ - $ - $ 532.0 

- I - - 12.8 D 12.8 Steam turbine valuations - 
Debt extinguishment - - c - - 6.7 (0.5) 6.2 
Taxes on cash repatfiation - - - - - 17.4 - 17.4 
Asset impairment c - - 0.6 * - - 0.6 

D (4.3) TMDP arbittation reserve - (4.3) 
Restructuring charges - - 0.4 1.1 - - 5 .O 6.5 

- - - - 3.4 d 3.4 Valuation adjustment - 
- (7.0) Tax credit reversals - - - - (7.0) - 

Total charges $ -  $ 527.7 $ 0.4 $ 1.7 $ (7.0) $ 40.3 $ 4.5 $ 567.6 
Gain on asset sales $ -  $ -  $ - $ -  $ -  $ 1 2 . 0  $ -  $ 12.0 
Discontinued operations: 

- - - - 

Valuation adjustments $ - $ 25.6 $ - $ - $ - $ 20.3 $ - $ 45.9 
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2003 Non-operating Items Affecting Net Income 
Net income i-t n TomPo TWG Peoples TECO TECO Other Pared Total 
(millions) Electric Merchant Gas T m n s p o ~  Coal U n n g h t r d  Other 
Turbine valuations $ 48.9 $ - $ - $ -  $ -  $ 28.5 $ - $ 77.4 

- - - - 16.3 Goodwill impairment - 16.3 - 
TMDP arbitration reserve - 26.7 - - - - - 26.7 
Restructuring charges 6.1 0.3 2.6 1.0 - 3.6 1.6 15.2 

c c c - 9.0 - 9.0 Project cancellation costs - 
Valuation adjustment - - - - - 3.2 - 3.2 
Tax credit reversals - - - - 7 .O 2.7 - 9.7 
Change in accounting - - - 0.8 0.3 - 3.2 4.3 
Total charges $ 55.0 $ 43.3 $ 2.6 $ 1.8 $ 7.3 $ 47.0 $ 4.8 $ 161.8 
Wee Power Partners 
Gainonsaleandoperations $ - $ - $ - $ -  $ -  $ 42.9 $ - $ 42.9 
Discontinued operations: 

Valuationadjustments $ - $ 806.9 $ - $ - !§ - $ 20.7 $ - $ 827.6 
Loss on joint venture 
termination !$ - $ 9 4 . 7  $ - $ - $ -  $ -  $ -  $ 94.7 

Gain on sale of TECO 
Coalbed Methane $ - % -  s - % -  s -  $ 23.5 $ - $ 23.5 

STRATEGY ANDOUTLOOK 

In April 2003, we announced that our business strategy would change to focus on our electric and gas utilities, which 
operate in the high-growth Florida market, and our long-term profitable unregulated businesses and to reduke OUT exposure to 
the merchant power sector. This change in strategic direction followed a series of major investments in ur$tgulattd domestic 
power generation facilities outside of Florida in the 2000 through 2003 period and other smaller investments in untcgulated 
energy sewice providers within Florida, in anticipation of a movement toward competitive energy markcts in Florida and other 
states in which we wcrc investing in new power plants. During that same period, wt also continued the development of the 
regul3W electric and gas businesses in Florida, including significant additions to Tampa Electric’s electric generation and 
Peoples Gas System (PGS) infrastructure. 

After we had wmmitted to the major investments in unregulated power, starting in late 2001 and early 2002, 
conditions in energy markets and the independent power business changed dramatically, which reduced the prospects for the 
profitability of the investments in our unregulated domestic independent power generation facilities. At the time w e  decided to 
expand the independent power operations, our strategy was to construct facilities and sign contracts for the rtlajority of the 
output and have only a small percentage of the output in the spot, or merchant, market. The wholesale p o w  market evolved 
differently, however, and most of these facilities’ sales were short-term agreements and spot sales. Jhring the same period, 
wholesale power prim declined significantly in markets across the country for many reasons, including a general slowing, or in 
some states a reversal, of the movement towards wholesale electric competition and the large amount of new generating 
capacity which came online in 2002 and 2003 that contributed to significant excess generating capacity in many areas of the 
country. 

In April 2003, we also stated that we were ceasing any new development activities in the independent power business 
and would take steps to reduce our exposure to merchant power. Following the completion of the large Union and Gila River 
power stations, in the face of prolonged weak conditions in the merchant energy markets, in October 2003, we announced that 
we would invest little, if any, additional cash in the existing merchant generating plants. Following a thorough review of the 
outlook for the non-recourse, project-financed Union and Gila River power plants, and assessment of our ability to continue to 
support the plants, we decided to cease providing additional funding to the projects and to sell our ownership interest in these 
projects to the lending group or others (see the TWG-Merchant section). 

In general, wholesale power prices remained weak in 2004, and the prospects for long-term price recovery appear poor 
for the next several years in markets where we had made major investments in unregulated power plants. These changed market 
conditions, persistent low power prices and lack of long-term contracts have caused weaker earnings and cash flow expectations 
and caused us to continue to delay some projects and sell others. These conditions led us to a number of actions in 2004 which, 
while resulting in additional write-off5 and impairment charges, further reduced our merchant energy exposure. 

In 2004, we completed sales of our interests in two of TWG’s three operating merchant power projects, and in January 
2005, we announced an agreement to set1 the third. We also sold our unregulated energy service businesses in 2004 and in 
January 2005. With the elimination of these unprofitable and higher risk businesses, we are positioned to focus on out five core 
businesses: the electric and gas utilities, the unregulated coal and transportation businesses, and the profitable wholesale power 
generating plants with contracts and our distribution investment in Guatemala. 
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In 2002 and 2003, we took significant steps to meet the cash obligations and liquidity needs associated with the 
completion of our large construction program including asset sales, cancellation of projects, a dividend reduction and capital 
markets transactions. As discussed in the Liquidity, Capital Resources section, our current and future liquidity needs are lower 
than in previous years and are now at levels more appropriate for our expected significantly lower levels of capital expenditures 
and lower risk business profile. 

financial results, with contributions fiom OUT regulated businesses, Tampa Electric and PGS, and the profitable unregulated 
businesses. Capital expenditures, except for the required environmental capital expenditures at Tampa Electric, are expezted to 
be near maintenawe levels for the next several yam. We have no significant corporate debt maturities until 2007. W e  expect 
to use free cash flow generated in the 2005 through 2007 period to retire all or the majority of the TECO Energy debt maturing 
in 2007. We expect our financial results in 2005 to provide a base from which we will seek to return to a stronger financial 
position and improve earnings in the future. In addition, our goal, over time, through our actions to reduce debt and reduce 
business risk identified in our strategy is to return to an investment grade credit rating. 

A major source of the cash that we expect to generate is through the sale of the membership interests in TECO Coal’s 
synthetic fuel production facilities and the Section 29 tax credits generated by the ownership for the third-party owners. These 
tax credits will expire Dec. 3 1,2007, and, while we cannot predict if these tax credits will be: extended or renewed in their 
current form, we are assuming that there will be no change in the current legislation. Based on h e  assumption that the tax 
d i t s  expire as scheduled, both net income and cash flow at TECO Coal are expected to decline in 2008 due to the loss of the 
benefits from the sale of the third-party owntrship interests. 

In 2008, TECO Coal expects to no longer produce synthetic fuel, but it expects to produce conventional coal at levels 
approximately the same as current total production (approximately 9 million tom). When production of synthetic fuel ends, 
TECO Cod will stop mining the high-cost coals currently being mined for use in the production of synthetic fuel and will stop 
operating the synthetic fuel production equipment, which are expected to reduce production costs. At that time, the earnings 
and cash flow fiom TECO Coal will be dependent on the selling price of coal in 2008, and its ability to ”age production 
costs. Prior to the expiration of the Section 29 tax credits at the end of 2007, we expect to develop a strategy directed toward 
mitigating the reduction in earnings and cash flow that will result from the expiration. The stratem will be bcused on 
optimizing our cod operations for operating in the post-Section 29 tax credit environment, and improving results from all of the 
operating companies, and reducing interest expense at the parent. Based on our cash flow projections and our expected ability 
to retire all or the majority of the $680 million of TECO Energy corporate debt maturing in 2007, we expect earnings and cash 
flow to benefit from lower interest expense and lower cash interest payments in 2008. 

With the elimination of the associated losses expected from the merchant power operations, we expect improved 

- 
OPERATINGRESULTS 

Management’s Discussion & Analysis of Financial Condition and Results of Operations utilizes TECO Energy’s 
consolidated financial statements, which have been prepared in accordance with GAAP, to analyze the financial condition of 
the company. Our reported operating results are affected by a number of critical accounting estimates such as those involved in 
our accounting for regulated activities, asset impairment testing and others (see the Critical Accounting Policies and Estimates 
section). 

continuing operations of our business segments (see Note 14 to the TECO Energy Consolidated Financial Statements). 
The following table shows the unconsolidated revenues and net income and earnings per share contributions from 
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{millrbns) Except per share amijunts 200.4 2003 2002 
Unconsolidated Revenues 

Regulated companies Tampa Electric $ 1,687.4 $ 1,586.1 $ 1,583.2 
Peoples Gas System 417.2 408.4 318.1 

Total regulated 2,104.6 1,994.5 1,901.3 
Unregulated companies TECO Coal 327.6 296.3 317.1 

TECO Transport 249.6 260.6 254.6 
Other unregulated businesses 36.6 173.5 215.8 
TWG - Merchant 37.3 32.8 28.0 

Total unregulated $ 651.1 $ 763.2 $ 815.5 

Regulated companies Tampa Electric $ 146.0 $ 98.9 $ 171.8 

Total regdated 173.7 123.4 196.0 
Unregulated companies TECO coal 61.3 77.1 76.4 

Other unregulated businesses 12.1 23.2 27.0 
TWG - Merchant (583.0) (99.8) (15.7) 

Total unregulated (499.4) 15.8 108.7 
Financing/Other (78.7) (77.5) (36-2) 

Net income (loss) from continuing operations $ (404.4) $ 61.7 $ 268.5 

Net Income (loss) (‘ 

Peoples Gas System 27 -7 245 24.2 

TECO Transport 10.2 15.3 21.0 

- -  
Discontinued operations (1 47.6) (966.8) 61.6 

Net income (loss) before cumulative effect of change in accounting principle (552.0) , (905.1) 330.1 
Cumulative effect of a change in accounting principle - : (4.3) - 
Nct income $ (552.0) $ (909.4) $ 330.1 
Earnings per Share - Basic 

Regulated companies Tampa Electric $ 0.76 $ 0.55 $ 1.12 
Peoples Gas System 0.14 0.14 0.16 

Total remlatcd 0.90 0.69 1.28 
Unregulated companies TECO coal 0.32 0.43 0.50 

TECO Transport 0.06 0.08 0.14 
Other unregulated businesses 0.06 . 0.13 0.17 
TWG - Merchant (3.03) (0.56) (0.10) 

Total unregulated (2.59) 0.08, 0.7 1 
Financing/Other (0.41) (0.43) (0.24) 

Earnings (loss) per share from continuing operzttions $ (2.10) $ 0.34 $ 1.75 s 

Earnings (loss) per sham before cumulative effect of change in accounting principle (2.87) (5.03) 2.15 
Cumulative effect of a change in accounting principle - (0.02) - 
EPS Total $ (2.87) $ (5.05) $ 2.15 

( 1 )  Revenues for all periods have been adjusted to reflect the presentation of energy marketing related revenues on a net 
basis and the reclassification of the results from those businesses that have been sold to discontinued o p t i o n s  (see the 
Discontinued Operations section). Unconsolidated revenues include intercompany transadom that are eliminated in the 
preparation of TECO Energy’s consolidated financial statements. 
Segment net income is reported on a basis that includes intemally allocated financing costs to the Umegdated companies. 
Intemally allocated finance costs for 2004,2003 and 2002 were at pretax rates of 8%, 8% and ’796, respectively, based 

on the average investment in each unregulated subsidiary. 

Disconhued operations (0.77) (5.37) 0.40 

(2) 



TAMPAELECTRIC 

Electric Operations Results 

2003, which excluded turbine purchase cancellations and restructuring charges, were $153.9 million. These results were driven 
by lower non-fuel operating expenses, continued strong customer growth and higher energy sales offset by l o w  AlFLII>c 
equity, an $8.2 million after-tax disallowance by the Florida Public Service Commission (FPSC) for the recovery of a portion of 
the watmbome transportation costs for delivery of solid fuel (see the Regulation section), and weatha patterns that resulted in 
3% lower totaldegree days than normal and almost 7% lower total- degree days than 2003, when total-degree days were more 
than 4% above normal. The equity component of AFUDC, from the Gannon to Bayside repowering project, decreased to $0.7 
million, compared to $19.8 million in 2003. 

Tampa Electric’s net income in 2003 was $98.9 million, compared to $17 1.8 million in 2002. Non-GAAP results in 
2003 were $153.9 million, excluding a $48.9 million after-tax write-off associated with combustion turbine purchase 
cancellation and a $6.1 million after-tax restructuring charge. The decrease was due to after-tax accelerated depreciation 
related to Gannon Station coal-fired assets of $22.6 million, a $5.1 million after-tax disallowance by the FPSC for operations 
and maintenance expmes for the Gannon Station, lower AFUDC equity and higher interest expense. The expense items 
prc~ously noted, l o w  sales to other utilities and decreased sales to phosphate customers more than offset continued good 
residential and commercial customer growth, lower operations and maintenance expenses and more favorable summer weather. 
Tbe quity component of AFUDC decreased to $19.8 million in 2003, compared to $24.9 million in 2002 due to the April in- 
SQyict date of Bayside Unit 1. 

In 2004, Tampa Electric’s m i c e  area was impacted by hurricanes Charley, Frances and Jeanne. These storms caused 
more than 600,OOO customer outages and damaged the transmission and distribution systems and other facilities. The restoration 
costs were expected to be $72 million, which exceeded Tampa Electric’s $44 million ycar-end unfunded storm damage rcsefvc 
balance. Although rate base, operations and maintenance expense and capital expenditures were not affected by hurricane 
restoration costs, 8s costs were charged to the storm damage reserve, Tampa Electric paid 833 estimated $52 million of cash for 
hurricane restomtion in 2004 with $20 million to be paid in 2005. In addition, the storms reduced pretax base revenues by BD 
estimated $4.9 million, which by definition are not covered by the storm damage resuve. Tampa Electric has received FPSC 
approval for d c f d  of the $28 million until the company seeks alternative accounting treatment for the costs that exceed the 
rcserve b a l m  (see the Rtgulation section). 

Tampa Electric’s 2004 net income was $146.0 million, compared to $98.9 million in 2003. Non-GAAP results in 

Summary of Opersting Results 0 Tampa Electric 

RCVCXNlCS $ 1,687.4 6.4 $ 1,586.1 0.2 $ 1383.2 
‘ oth~opcratingexpenses 190.5 -6.1 202.8 -4.5 212.3 

( d l W M )  2004 9b Change 2003 96 Change 2002 

Maintenance 
Depreciation 
Taxes, other than income 

87.2 
180.9 
120.8 

-4.0 90.8 -16.5 108.7 
b 1 4 . 0  2 10.3 10.8 189.8 
7.3 112.6 0.3 112.3 

Non-hl operating expenses 579.4 -6.0 616.5 -1.1 623.1 
Fucl 612.9 38.3 443.3 4.5 424.1 

Total fuel expense 785.2 15.8 678.2 0.1 677.8 
Purchased power 172.3 -26.6 234.9 -7.4 253.7 

Turbine valuation adjustment - - 79.6 - - 
Total operating expenses 1,364.4 -0.7 1,374.3 5.6 1,300.9 

operating income $ 322.8 52.4 $ 211.8 -25 .O $ 282.3 
AFUDC Equity $ 0.7 -96.5 $ 19.8 -20.5 $ 24.9 

$ 146.0 47.6 $ 98.9 42.4 $ 171.8 

Restructuring charges after-tax - - 6.1 - 10.3 

Net income 
Turbine cancellation charges after-tax - c 48.9 - D 

Net income before charges $ 146.0 -5.1 $ 153.9 -15.5 $ 182.1 

Tampa Electric Operating Revenues 
Retail megawatt-hour sales rose 1.1% in 2004, primarily from increased residential and commercial sales driven by 

customer growth. Electricity sales to the lower margin industrial customers in the phosphate industry decreased 3.7% in 2004 
after a 7.4% decrease in 2003. The 2004 decline in sales to phosphate customers was driven by natural reserve depletion and 
migration of mining operations out of Tampa Electric’s service area. In 2004, following several years of low prices for 
phosphate fertilizers and high raw material costs, phosphate prices returned to levels that support normal production. In 2003, 
low prices contributed to temporary closures of phosphate production facilities during the year. Domestic phosphate 
consumption and prices are expected to remain relatively stable for the next several years with increased demand from China 
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driving 813 improved export market. Tampa Electric's phosphate customers have indicated that, with the price improvement 
experienced in 2004, they expect production to remain stable in 2005. Base revenues from phosphate sales represented less than 
3% of base revenues in 2004 and 2003. Non-phosphate industrial sales increased in 2004 and 2003, primarily reflecthg 
continued economic growth in the area. 

FPSC- approved fuel adjustment clause due to the recovery of previous under recoveries of fuel expense in 2003 and 2002 and 
higher gas prices. Customer's rates under the fuel adjustment clause would increase in 2005 in aixordance with the rates 
approved by the FPSC in November 2004, to reflect the higher cost of natural gas and increased usage of natural gas due to the 
completion of the Bayside repowering in January 2004. The customer fuel adjustment charge increase from higher fuel prices 
will, however, be more than offset by the approximately $15 million pretax disallowance of the recovery from customers of a 
portion of the waterborne solid fuel transportation costs, which are recovered through the fuel adjustment clause (see the 
Regulation section). 

fired generating Units due to the conversion of the coal-fired Gannon Station to natural gas. Incremental generation among the 
utilities in Florida is primarily natural gas-fired; therefore, the Bayside units compete with all other units burning the same fuel 
in the state. Sales to other utiiities declined in 2003, primarily due to the lack of coal-fired generating unit availability as the 
Gannon units underwlent the conversion to natural gas, and the Jan. 1,2003 expiration of the Big Bend Station powcr sales 
agreement with Wee P o w  Partners. Energy sales to other utilities are expected to remain stable in 2005. 

Bas& on projoctad pow& from continued population increases and business expansion, Tampa Eltciric e X p 3 ~  
wcather-normalized average retail energy salts growth of more than 2.5% annually over the next five years, with combined 
energy sales growth in the residential and commercial sectors of 3% annually. Tampa Electric's forecasts indicate that summer 
retail peak demand gfowth is expected to average more than I00 megawatts per year for the next five years. These growth 
pmjections assume continued local area economic growth, normal weather and a continuation of the current energy market 
structure (see the investment Considerations section). 

The economy h Tampa Electric's service area continued to grow in 2004, aided by the region's relatively low labor 
rates, attractive cost of living and relatively affordable housing. The Tampa metropolitan area's non-farm employment grtw 
2.196 in 2004 due to a stronger local cconomy. Employment grew 1.2% in 2003 in spite of the U.S. economic slowdown in the 
first half of the ycar. The local Tampa area unemployment rate fell to 3.5% at ycar-end 2004, compared with.3.896 in 
December 2003, and 4.2% in December 2002. These rates are lower than the yearend 4.5% unemployment rate for the State 
of Florida and 5.4% for the nation. During the U.S. economic slowdown in 2002 and early 2003, the Tampa area, with its 
diverse service-bascd economy, did not experience the same drop in economic activities as those areas of the country with 
manufacturing-based economics and recovered sooner, 

Base rates for d l  customers were unchanged in 2004. Fuel-related revenues increased in 2004 and 2003 unda the 

Sales to other utilities for resale declined in 2004, primarily as a result of lower capacity being available from coal- 

Megawatt - Hour Sales 
(thouscurdr) 2004 96 Change 2003 95 Change 2002 
Residential 8,293 0.3 8,265 2.7 ' 8,046 
Commercial 5,988 2.2 5,860 05 5,832 

2,6 12 
Other 1,600 4.0 1338 7.2 1,435 
Total retail 18,437 1.1 18,242 1.8 17,925- 
Sales for resale 664 -3.9 691 -36.3 1,084 

Retail customers-thousands (averaee) 619.5 2.4 604.9 2.5 590.2 

Indusaial 2,556 -0.9 2,519 -1.3 

Total energy sold 19,101 0.9 18,933 -0.4 19,009 

Tampa Electric Operating Expenses 

offset lower non-fuel operating and maintenance expenses and lower purchased p o w r  costs. Non-fuel operating and 
maintenance expenses decreased from the lower manpower requirements and lower maintenance requirernentS of the natural 
g a s - M  repowered Bayside Station compared to the cod-fired Gannon Station. Operating expenses were also reduced by the 
restructuring activities in 2002 and 2003, which reduced the number of employees 12% during the two-year period. 

In 2003, total operating expenses, excluding the $79.6 million pretax charge for combustion turbine purchase 
cancellations, were almost unchanged from 2002 levels as lower non-fuel operations and maintenance expenses for power 
generation plants and lower purchased power expenses largely offset higher fuel costs from increased use of higher cost natural 
gas, higher depreciation and increased employee benefits costs. 

After significant reductions in 2004, non-fuel operations and maintenance expenses are expected to increase at slightly 
above the rate of inflation in 2005 due to normal operating and maintenance expense growth and higher employee-related costs, 
such as pension expenses. 

Depreciation expense decreased in 2004 due to the end of the accelerated depreciation in 2003 related to the 
retirement of the Gannon Station coal-fred assets, which more than offset the additional depreciation from the addition of 

Total operating expense decreased slightly in 2004 as higher fuel costs due to increased use of natural gas largely 
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Bayside Unit 2. (See the Environmental Compliance section.) Accelerated depreciation of the Ganaon Station ~~al-f ired assets 
was $36.6 million pretax in 2003. Depreciation expense is projected to increase in 2005, due to normal plant additions to m e  
the growing customer base and maintain system reliability. 

Bayside Power Station and higher natural gas prices. On a per million Btu basis, natural gas consumption incrca~d 75% in 
2004 while coal usage decreased 16.7% which is in line with the increased generation fiam natural gas and decreased 
generation from coal as a result of the Bayside repowering. Fuel prices increased across the board in 2004, With hcrease~ per 
million Btu ranging from 5.6% for coal to 10.7% for natural gas. The delivered cost of natural gas has bcreased since 2002 
when prices were $5.86 per million Btu to the 2004 average price of $7.14 per million Btu. Coal p r h  have also increased 
during that period from a delivered cost of $1.93 per million Btu in 2002 to $2.14 per million Btu in 2004. Coal and natural 
gas prices are expected to stay near the cment levels due to the current world supply and demand situation, general economic 
conditions and the current high price of oil. 

energy salts in 2004,2003 and 2002, respectively. The percentage increased due to the increased reliability and availability of 
the Bayside Station compared to the older Gannon Station. 

Prior to 2003, nearly all of Tampa Electric’s generation was from coal, Starting in April 2003, the mix started to shift, 
with increased use of natural gas at Bayside. Nevertheless, coal is expected to continue to be mrc than half of Tampa 
Electric's fuel mix due to the base load units at Big Bend and the coal gasification unit, Polk Unit One. 

2003, primdy due to the operations of Bayside. Purchased power is expected to decline again in 2005, due to the opedon of 
Bayside Station and coal unit availability. 

Fuel costs ~ncreased 38.3% in 2004 after a 4.5% increase in 2003, primarily due to increased use of natural gas at the 

On a total energy supply basis, Tampa Electric generation accounted for 94.9%, 88.2% and 87.2% of the total retail 

The amount of p o w  purchased by Tampa Electric to serve its customers decreased in 2004 following a decreast b 

PEOPLES GAS SYSTEM 

Surmaarg of Operating Results 

2004 were $28.1 million, excluding a $0.4 million after-tax restructuring charge, compared to non-G&V results of $27.1 
million in 2003, which exclude a $2.6 million after-tax restructuring charge. Results in 2004 reflect 5.3% customer growth 
partially offset by higher operating expenses. Results in 2003 reflect 5.2% customer growth and a $12 million base revenue 
increase effective in January 2003. 

Historically, the natural gas market in Florida has bem underserved with the lowest market penetration in the 
southeastem U.S. In 2003, natural gas had a market penetration rate of 9% compared to the next lowest state in the southcast, 
North Carolina, with 29%. PGS has targeted residential customts growth through agreements with buildas in new residential 
commUnities throughout Flohda, which have significantly higher expected average annual usage per-household than the c m n t  
average. 

compared to 2003 due to milder winter weather. In 2003, residential and commercial therm sales increased from customer 
growth of over 596, and colder than normal early winter weather. Volumes transported €or power generation customers 
declined again in 2004 after declining in 2003. The high gas prices experienced in 2003 persisted throughout 2004, spiking to 
near record levels in the fall of 2004 when oil prices rose above $50 per barrel. While the higher cost of gas has had a negative 
impact on sales to l a r p  interruptible and power generation customers, especially in the second half of 2003 and into the fist 
half of 2004, most of those who could switch fuels had already done so by mid-year 2004. Many of these customers have the 
ability to switch to alternative fuels or to alter consumption patterns in response to rising natural gas prices. Because these are 
lowermargin sales, the decrease has not significantly affected PGS results. 

The actual cost of gas and upstream transportation purchased and resold to end-use customers is recovered through a 
Purchased Gas Adjustment (PGA) approved by the FPSC annually. 

Peoples Gas (PGS) net income was $27.7 million in 2004, compared to $24.5 million in 2003. Non-GAAP results in 

In 2004, residential and commercial therm sales increased through customer growth. Usage per customer decreasad 



Summary of Operating Results 

Revenues $ 417.2 2.1 $ 408.4 28.4 $ 318.1 
Cost of gas sold 226.2 1 .o 224.0 50.3 149.0 
Operating expenses 131.1 0.8 130.0 12.5 115.6 

Net income 21 -7 13.1 24.5 1.2 24.2 

(m*llWm) 2004 % Change 2003 46 Change 2002 

Operating income 59.9 10.1 54.4 1.7 53.5 

Restructuring charges 0.4 - 2.6 - 
Net income before charges $ 28.1 3.7 $ 27.1 12.0 $ 24.2 

Therms sold - by customer segment 
Residential 
Commercial 
Industrial 

65.8 
368.1 
399.5 

2.5 64.2 6.6 60.2 
3.7 354.8 8.3 327.6 
-1.7 406.3 -4.1 423.8 

Power generation 291.6 -19.8 363.7 -26.2 492.6 
Total 1,125.0 -5.4 1 , 189.0 -8.8 1.3O4.2 

Thcsms sold - by salts type 
systcm supply 326.4 -3.2 337.3 1.4 332.5 

Total 1,125.0 -5.4 1,189.0 -8.8 1,3O4.2 
Customers (thousands) - average 307.4 5.3 291.9 5.2 2775 

Transportation 798.6 -6.2 85 1.7 - 12.3 97 1.7 

In Florkh, natural gas service is unbundled for any non-residential customers that elect this aptiod affording these 
customers the opportunity to purchase gas from any provider, The net result of this unbundling is a shift from bundled 
transportation and commodity safes to transportation sales. Because the commodity portion of bundled sales is included in 
open- revenues at the cost of the gas on a pass-through basis, there is no net financial impact to the company when a 
customer shifts to transportation-only sales. PGS markets its unbundled gas delivery services to thesc C U S ~ O ~  through its 
“Naturalchoice” program. At year end 2004,ll , 100 of PGS’ 29,000 non-residential customers had elected to t a k  d c e  
under this pgraih. 

Operations and maintenance expenses decreased in 2004, compared to higher than n o d  operations and maintenance 
expenses in 2003 that included higher employee-related costs, including restnrchlring costs. Depreciation expense increased in 
both yam, in linc with the capital expenditures made over the past s e v d  y e a r s ~ ~  expand the system. 

In December 2002, the FPSC authorized PGS to increase annual base revenues by $12.05 million. The new rates a l k ~  
for a return on equity range of 10.25 to 12.25% with an 1 I .25% midpoint, which is the same as its previously allowed return on 
equity, and a capital structure of 57.4% equity. The increase went into effect on Jan. 16,2003 (see the Reguladon section). 

In May 2002, Gulfstream Natural Gas Pipeline initiated service. This interstate pipeline starts in Mobile Bay, 
AJabama, crosses the Gulf of Mexico and comes ashore in Florida just south of Tampa. Gulfst” is the first new pipcline 
sewing peninsular Florida since 1959. This pipeline increased gas transportation capacity into Florida by 5096. PGS entered 
into a service agreement for capacity in 2002, for which the transportation volumes increased in 2003 and again in 2004. The 
addition of the Gulfstream pipeline enhances reliability of service and helps to meet the capacity needs for PGS’ growing 
customer base. 

Since its acquisition by TECO Energy in 1997, PGS has expanded its gas distribution system through system 
extensions into areas of Florida not previously served by natural gas, such as the lower southwest coast in the high-growth Ft. 
Myers and Naples areas and the northeast coast in the Jacksonville area. PGS’ expansion strategy for the next several ycar~ is to 
take advantage of the significant capital investments in main pipeline expansions made over the past five years and connect 
customers to that existing infrastructure. PGS expects increases in sales volumes and corresponding revenues in 2005 and 
continued customa additions and related revenues from its build-out efforts throughout the state of Florida, assuming continued 
local economic growth, normal weather and other factors (see the Investment Considerations section). 
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. .  TECO COAL 

TECO Coal's 2004 net income was $61.3 million, compared to $77.1 million in 2003. Non-GAAP results in 2004 
were $54.3 million, excluding a $7.0 million benefit to income taxes from a true-up of Section 29 tax credits, compard to 
$84.1 million in 2003, which excluded a $7.0 million negative adjustment due to unrecognizable Section 29 tax credits, 
discussed below. Sales in 2004 were 9.1 million tons, compared to 9.2 million tons in 2003. These lower results reflect an 
increase of third-party ownership of the synthetic fuel production facilities to more than 90% and 1796 higher production costs. 
The increased production costs were primarily due to increased diesel fuel prices, higher prices for steel products and higher 
contract costs. The higher production costs were partially offset by average prices for coal sales which were more than 
12% highex than 2003. 

The third-party ownership structure of the synthetic fuel production faciIities reduces the net income per ton from the 
production of synthetic fuel but increases cash generation per ton. TECO Coal recorded no Section 29 tax credits for 2004 
production associated with its remaining synthetic fuel ownership interest because of TECO Energy's anticipated tax position in 
2004, which was driven by tax losses incurred upon the disposition of merchant power plants. The 2004 $7.0 million positive 
me-up to income taxes was related to Section 29 tax credits that, due to projected limitations on taxable income, were rtswed 
for in 2003 but were found to be recognizable in 2004 upon finalizing the 2003 tax return. 

tons in 2003. These rcsdts wcre driven by higher volumes of synthetic fuel production and sales and the sale of a 495% 
membcfsbip interest in the synthetic fuel production facilities, partially offset by lower volumcs and prices for conventional 
coals and higher mining costs due to the use of marginal and waste coals for the production of synthetic fuel. 

In 2004, synthetic fuel production and sales increased to 6.3 million tons fiom 5.8 million tons and 3.8 million tons h 
2003 and 2002, respectively. Included in TECO Coal's results are the approximately $1 .OO to $2.00 per ton higher mining 
costs associated with the use of marginal coals, which would be otherwise uneconomical to mine, h the production of synthetic 
fuel. In addition to the 49.5% membership sold in April of 2003, in May 2004, TECO Coal's subsidiary, TECO Synfucl 
Holdings, U, sold an additional 405% of its membership interest to third parties, along with associated percentas rights to 
benefits in fhe business which adjust from time to time. Allocation of the benefits varied in 2004 such that more than 9096 of 
the benefits were to third parties. Under these transactions, TECO Coal is paid to provide feedstock, operate the synthetk fucl 
production facilities and sell the output while the purchasers have the risks and rewards of ownership, including being allocated 
9096 of the tax credits and operating costs. In addition to receiving reimbursement of the operating costs of the 90% share 
(&+ity interest d i t ) ,  TECO Coal recognizes a gain on the sale of the facilities for each ton of synthetic k l  sold. The cash 
benefit in 2004 includes $845 million of gain from this sale, net of $34.6 million cscrowcd, and $76.1 million of mhority 
intcrcst CTCdit. 

~ v c l y ,  with virtually all planned production sold forward under contracts of varying terms. Due to expected varbtions in 
the allocation of benefits to the third-party owners, more than 90% of the benefits are expected to be sold in 2005 Contracted 
coal prices for 2005 are significantly higher than for 2004 and 2003. Average coal prices for all products arc expected to be 
40% highex than the $33 per ton realized in 2004. Production costs are expected to increase more than 10% in 2005, driven by 
continued higher contract miner costs, higher royalty and severance fees that are a function of coal prices, aad higher 

In 2003, net income was $77.1 million, compared to $76.4 d l i o n  in 2002. Total coal sales wem almost 9.2 million 

In 2005, total coal sales and synthetic he1 production arc expected to be about 9.2 million tons and 6.3 million tom, 

transpmtioll costs. 
TECO Coal sells b s t  all of its annual production under contracts that are finalized late in the previous year or early 

in the current year. It did not realize the high reported spot prices for the majority of its production in 2004 because of the 
timing of its contract renewals. Due to this contracting strategy, lEC0  Coal is less affected by the rapid price changes, both 
upward and downward, than those companies that sell a higher percentage in the spot markets. 

Higher prices for competing fuels, increased demand for metallurgical coal worldwide, better balance in supply and 
demand, lower producer and consumer inventories and consolidation in the mining industry have contributed to higher prices 
recently. In addition, changes that have occurred over the past several years, including industry consolidation, longer 
environmental permitting time for new mines, fewer skilled coal miners, gradual depletion of high-quality Central Appalachian 
reserves and increased international demand for U.S. coal, have allowed producers to contract production for 2005 and 2004 at 
prices much higher than 2004 levels. Current indications within the coal industry are that prices may decline slightly after 2006 
but remain well above 2004 levels. 

were relocated to the company's Premier Elkhom and Clintwood Elkhom mines in Kentucky and were producing by the second 
quarter of 2000. These facilities produce synthetic fuel 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 complexes. 

TECO Coal has received private letter rulings (PLRs) from the Internal Revenue Service (IRS) regding the 
qualification of synthetic fuel production from its facilities. The PUS confirm that the facilities are located appropriately and 
produce a qualified fuel eligible for Section 29 tax credits, which are available for the production of such non-conventional 
fuels through 2007. In June 2003, the IRS suspended issuance of PLRs to taxpayers seeking certainty regarding the use of the 
Section 29 tax credits for the production of synthetic fuel from coal. The suspension was due to questions raised within the IRS 
regarding the validity of the production of a significant chemical change in the production of synthetic fuel as required under 

In January 2000, TECO Coal purchased synthetic fuel facilities from Headwaters Technologies, Inc. The facilities 
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as they are determined by the level of the tax credits and not the price received from the sale of output. The Section 29 tax 
credit is determined annually and is estimated to be $1.12 per million Btu for 2004 and was $1.10 per million Btu in 2003 and 
$1.09 per million Btu in 2002. This rate escalates at a rate slightly less than inflation, but could be limited by domestic oil 
prices. For 2004, average annual domestic oil prices, as measured by a U.S. Department of Energy (DOE) index, would have 
had to exceed $5 1 per barrel for this limitation to have been effective. The DOE index is based on the r)omestic First 
Purchase Aices," not the New York Mercantile Exchange (NYMEX) quoted oil futures prices, and typically averages $3.00 per 
barrel less than the NYMEX price. If the oil price limitation is reached, the level of the tax credits starts to decliar. In 2004, it 
was estimated that the tax credit would have been eliminated at an average oil price of $64 per barrel. 'Jibe oil price range for 
2005 is expected to range from $52 to $65 per barrel, which is the equivalent of $55 to $68 per b m l  on NYMEX. In late 
2004, TECO Coal hedged approximately 35% of its exposure to higher oil prices on its expected synthetic fuel production (see 
the Market Risk section). 

Section 29 tax credits will expire Dec. 3 1,2007, and we Cannot predict if these tax credits Will be cxtcnded or renewed 
in their current form. Following the expiration of the tax credits, we expect both net income and cash flow to decline due to the 
loss of the benefits from the sale of the third-party membership interests. In 2008, TECO Coal expects to no longer produce 
synthetic fuel, but it expccts to produce conventional coal at levels approximately the s8me as current total production 
(approximately 9 million tons). When production of synthetic fuel ends, TECO Coal will stop mining the high-wst-of 
production coals cmntly being mined for use in the production of synthetic he1 and will stop operating the synthetic fuel 
production equipment, which are expected to reduce production costs. At that time, the eanZings and cash flow from TECO 
Coal Will be dependent on the selling price of coal in 2008 and its ability to manage produCtion costs. 

The significant factor that could influence TEGO Coal's results in 2005 is the higher expected cos& of produdon. 
Longer-term factors that could influence results include weather, general economic conditions, cornrnodity price changes, the 
level of domestic oil prices, and the ability to use Section 29 tax credits, which are scheduled to expire Dec. 31,2007 and could 
be i m p a d  earlier by administrative actions of the IRS, the U.S. Treasury or changes in laws, regulations or administration. 
(See the lavestment Considerations section.) 

~ 

TECO TRANSPORT 

~ 

1 2004 were $1 1.9 million excluding a $1.1 million after-tax restructuring charge and a $0.6 million after-tax valuation 
adjustment on ocean-going equipment, compared to non-GAAP results of $16.3 million in 2003, which excluded a $1 .O million 
after-tax restructuring charge. These results were driven by lower tonnage transported for Tampa Electric due to the 
repowering of the formerly coal-fired Gannon Station to the natural g a s - f d  Bayside Station, weak m8rW conditions in the 
first half of 2004 for the fiver and terminal business segments, higher fuel costs and unusual operating conditionS, including a 
five-day closing of the Mississippi River and the impact on operations from the four hurricanes. The hurricanes in August and 

revenues and direct costs due to the hurricanes reduced TECO Transport's pretax results by $3.8 million. 
Net income in 2003 was $15.3 million, compared to $21.0 million in 2002. Non-GAAP results in 2003 were $16.3 

million, excluding a $1 .O million after-tax restructuring charge, compared with $2 I .O million in 2002. The decrease was 
primarily due to lower tonnage transported for Tampa Electric due to the conversion of the Gannon Station from coal to the 
natural gas-fird Bayside Station, continued weak results from the river transportation and terminal businesses due to lower 
northbound shipments, a very competitive pricing environment, and higher labor and repair costs. Results for 2003 also 
included a $3.5 million after-tax gain associated with the disposition of ocean-going assets no longer used by TECO Ocean 
Shipping and scrap river barges at TECO Barge Line. 

2003 when coal shipments were reduced approximately 1 million tons annually in each of these years. Total annual tonnage 
handled for Tampa Electric has now stabilized and is expected to average about 5 million tons annually, compand to more than 
7 million tons annually prior to the completion of the repowering of Bayside. TECO Transport replaced a portion of this 
tonnage with increased third-party business and is continuing to seek other new replacement business. 

production in 2004 following several years of low demand and prices. TECO Ocean Shipping expects 2005 phosphate 
shipments to be at levels similar to 2004 levels. 

TECO Transpods 2004 net income was $10.2 million, compared to $15.3 million in 2003. Non-GAAp results in 

' September disrupted river and ocean movements and caused the terminal in Louisiana to halt operations. Estimated lost 

TECO Transport's operating companies were impacted by lower tonnage transported for Tampa Electric in 2004 and 

The phosphate fertilizer industry, an important business segment for TECO Ocean Shipping, had stable prices and 
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The river barge industry is now experiencing a better balance in supply and demand for river barge services due to 
improvements in the U.S. economy and the scrapping of a large number of obsolete river barges by operators throughout the 
country. A number of river barges which were built in the 198O’s, driven mainly by tax incentives, are now at the end of their 
useful lives and are being scrapped. The increased rate of barge retirements and the high cost of steel, which has made 
construction of replacement barges uneconomical, has reduced the supply of barges at a time of increasing demand. The 
improved U.S. economy, more normal shipping patterns and the reduced supply of barges is expected to @rove prkkg for 
river barge services in 2005. 

New Orleans on the Mississippi River, which impact the river and terminal businesses, were below normal from the second half 
of 2003 through the middle of 2004. In the second half of 2004, more raw materials, both imports and exports, flowed through 
the Port of New Orleans. As a result, the terminal and river businesses experienced increased movements of export coal and 
other products. ”he river business also benefited from increased southbound shipments of grain products in 2004, with 
improved pricing during the fall grain shipping season. 

The demand for non-U.S. flag ocean-going vessels to meet the demand for shipments to China c a d  rates for these 
vessels, as measwed by the Baltic Dry Index, to climb significantly starting in the second half of 2003 and reach a m r d  high 
in November 2004. As a U.S. flag carrier, TECO Transport does not benefit directly from these increased ram since it does 
not compete against non-U.S. flag vessels in these markets. However, the high intemational shipping rates do create additional 
opporhlnitics for spot cargo shipments for TECO Transport’s ocean-going vessels. Although prices as measured by the Baltic 
Dry Index varied considerably in 2004, the overall trend has been for higher prices, which is expected to continue. 

volume through the terminal. higher ram on those contracts with fuel adjustment clauses, and continued diversification into 
new markets and cargoes. Future growth at TECO Transport is dependent upon improved pricing, higher asset utilization. and 
potential asset additions at both the river and ocean-going businesses. Significant factors that could influence results h~lude 
weather, bulk commodity prices, fuel prices, domestic and international economic conditions, and import and export paatrns 
(see the Investment Considerations section). 

Driven by strong demand for shipments of raw materials to China and India, imports and exports through the Port Of 

TECO Transport expects improved results in 2005 from better pricing for r iva barge ttanspOrtation, increased 

OTHER UNREGULATED COMPANIES 
Other Unregulated Compnnies 

Net InSenicd 
Ownership Size Pcrnicipatwn 

Pmject Location Size MW Interest MW Date 
Alborada P o w  Station Guatemala 78 96% 75 9/95 
E m m a  ElectriCa de Guatemala SA.(EEGSA) 

(a distribution utility) Guatemala 24% 9/98 
San Jo& Power Station Guatemala 120 100% 120 1/00 
Total non-merchant 198 1 95 

Our other unregulated companies consist primarily of the non-merchant power plants operating in Guatemala and the 
ownership interest in Guatemala’s largest distribution utility, EEGSA. The San JosC and Alborada power stations in Guatemala 
both have long-term power sales contracts. The other unregulated companies also included BCH Mechanical, which was sold 
in January 2005, and its results are included in discontinued operations for all periods. 

The other unregulated companies net income in 2004 was $12.1 million, compared to $23.2 million in 2003. Non- 
GAAP results in 2004 were $40.1 million, excluding the following after-tax charges and gains: $12.8 million associated with 
the write-off of unused steam turbines; a $6.7 million charge associated with the extinguishment of debt in the non-recourse 
financing of the San Jose Power Station; a $‘ 17.4 million provision for income taxes due to the repatriation of cash from 
Guatemala following the refinancing; a $3.4 million valuation adjustment at TECO Solutions; and a $12.0 million gain on the 
sale of our interest in the propane business. Non-GAAP results in 2003 were $24.3 million. These results were driven by 
continued good operating performance at the Guatemalan generating facilities, higher energy sales at EEGSA and a $5.6 
million benefit from reducing previously deferred income taxes due to a change in Guatemalan tax law. In addition, 811 electric 
rate increase, approved in late 2003, contributed to significantly improved results at EEGSA in 2004. 

Net income for the other unregulated companies in 2003 was $23.2 million, compared to $27.0 million in 2002. Non- 
GAAP results in 2003 were $24.3 million excluding the following after-tax charges and gains: $285 million of charges for 
turbine valuation adjustments and purchase cancellations; a $9.0 million write-off of non-merchant project development costs; a 
$3.6 million corporate restructuring charge; and a $42.9 million benefit from the gain on the sale and the net income from 
operations from the H a r k  Power Station, which was sold in October 2003 (see the Results Summary sedon). 



Results in 2003 reflected higher net income from EEGSA from increased energy sales at higher prices and favorable 
currency exchange rates, more than offset by unfavorable tax adjustments on the Guatemalan assets and increased mahtenau~ce 
costs for scheduled maintenance at the San Josk Power Station. 

In November 2003, we announced the sale of our interest in TECO Propane Ventures (TPV) which closed in Jan~ary 
2004. TPV held the company’s propane business investment. The sale, which was part of a larger transadon that involved the 
merging of privately held Energy Transfer Company with Heritage, was announced in November 2003. Our podon of the sale 
generated $53.1 million of cash and a $12.0 million after-tax book gain in 2004. 

TWG-MERCHANT 

In 1999, we announced that a component of our strategy was to expand our presence in the domestic independent 
energy industry (see the Strategy and Outlook section). Our decision to invest in this industry was based on the outlook at 
that time for the energy markets beyond 2001 + based on the expectation that there would be wide-spread deregulation of these 
markets. In the face of many events since that time that have diminished the prospects for the profitability of our ~ve~trnents 
unregulated independent power plants, we have rethought our independent power strategy. As a result, in 2003 we ~ ~ l o u n c e d  
that our strategy going forward was to focus on our Florida utilities and our profitable unregulated businesses and to reduce OUT 

exposure to the merchant power markets. Since that time we have taken a number of steps to implement that strategy, hcludmg 
the sale of merchant power assets and making the decision that we would probably not complete the Dell and McAdams p o w  
plants. During 2004, we announced our decision to transfer the ownership of the Union and Gila River projects back to the 
lenders; we sold our interests in Texas Independent Energy, the partnership that owned the Odessa and Guadaiupt plaots h 
Texas, and the Frontera Power Station in Texas; and announced an agreement to sell the Commonwealth Chesapeake Power 
Station. 

Commonwealth Chesapeake Power Station. Following completion of the announced sale of Commonwealth Chcsapeakt, now 
expected near the end of the first quarter of 2005, its results will be accounted for as discontinued operations. Expenses da ted  
to the unfinished Dell and McAdams power stations and TECO EnugySource, Inc. (TES), the energy marketing o p t i ~ n  for 
the merchant plants, also Will continue to be reported in the TWG-Merchant segment unless those assets are disposed of or TES 
ceases operation. As of yearend 2003, the Union and Gila River power plants were considered “Held for Sale” and were 
accounted for in discontinued operations (described further below). 

GAAP basis, the loss in 2004 was $55.3 million, compared to a non-GAAP loss of $53.5 million in 2003. The non-GAAP 
results in 2004 exclude after-tax charges for the $38 1.7 million valuation adjustment for Dell and McAdams; the $99.0 million 
valuation adjustment for the TIE projects, which were sold in July; the $5 I .3 million valuation adjustment for the 
Commonwealth Chesapeake Power Station, for which we have announced an agreement to sell the plant in 2005; and a positive 
$4.3 million true-up to the reserve taken in 2003 for the TMDP arbitration award, which was settled at a lower cost. The 2003 
non-GAAP results exclude after-tax charges of $26.7 million for a TMDP arbitration award, $16.4 million for the write-off of 
g o o d ~ l l  associated With the Commonwealth Chesapeake Power Station, and $0.3 million charge for corporate r e s t r u c ~ g .  

The 2004 results reflect the allocated interest expense and carrying costs associated with the unfinished Dell and 
McAdams plants; the operating losses at the TIE projects for the first six months of 2004 due to conhued wleak power prices in 
Texas; and weak power prices in Virginia, primarily due to weather and fuel prices affecting results at the Commonwealth* 
Chesapeake Power Station, which were partially offset by an insurance settlement on previously incurred repair costs. Results 
in 2003 reflected a full year of operating losses at ?he TIE projects; the carrying costs associated with the Dell and M c A d m  
plants, primarily due to the cessation of interest capitalization; and weak results at the Commonwealth Chesapeake Power 
Station, which were impacted by the mild and wet summer weather in the region served by the plant that reduced peak summer 
load. 

Union and Gila River Power Stations 

and in February 2004, we announced our decision to exit from our ownership of the Union and Gila River projects and to cease 
further funding of these plants. Leading up to that decision, we, as the equity investor, and the subsidiary p j e c t  companies 
that own the two large plants negotiated with the lending group that provided the non-recourse project financing for these 
projects regarding the terms of a sale and transfer of ownership of the plants to these lenders. 

into on Feb. 5,2004, supplemented by a term sheet executed in July 2004, and an agreement in October 2004 with the steering 
committee of the lending group on the material terms and forms of definitive agreements for the consensual sale and transfer of 
the plants to the lending group, subject to lender approvai. 

The negotiated arrangements included (i) the terms of the proposed sale and transfer; (ii) the treatment of $66 million 
of letters of credit posted by us under the construction undertakings related to the projects, with $35 million drawn in February 
2004 for the benefit of the project companies and the remaining $3 1 million cancelled and returned to us; and (iii) our payment 

With the sales completed in 2004, the only operating power plant remining in the TWG-Merchant segment is thc 

TWG-Merchant reported a loss in 2004 of $583.0 million, compared to a loss of $99.8 million in 2003. On a nom 

In October 2003, we announced that we would put little if any additional cash into the merchant generation portfolio, 

These negotiations resulted fust in a non-binding letter of intent containing a binding settlement agreement entered 
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of $30 million to the lending go* upon completion of the transfer of the plants in exchange for full releases by the lenders and 
project entities of TECO Energy and its related entities of all previous financial obligations (except for warranty items 
identified prior to the expiration of the original warranty period). 

The contemplated consensual transfer required 10096 lender approval to implement. During the steehg committee's 
process of seeking approval by all lenders, certain issues regarding the post-transaction structure were raised by two of the 40- 
member lender group and 100% vote could not be achieved. As a result, an alternative of a pre-negotiated reorganization in 
bankruptcy was pursued. 

Gila River project lenders entered into a Master Settlement and Restructuring Support Agreement (the “Master Settlement 
Agreement”), in which they agreed to vote their respective claims in favor of the pre-negotiated Joint Plan of Reorganization 
(the “Joint Plan”), and on Jan. 26,2005, the Union and Gila River project entities filed Chapter 11 cases which included the 
Joint Plan in the U.S. Bankruptcy Court for the District of Arizona. The terms of the Joint Plan are substantially the same as the 
terms of the transaction that were previously announced as part of the proposed consensual sale and transfer of the projects to 
the lending group. 

For the Joint Plan to be confumed, it must be approved by an affirmative vote of creditors holding more than 50% in 
number of obligations and more than two-thirds of the dollar amount of such obligations in each impaired class. There are only 
two impaired classes of claims that are entitled to vote on the Joint Plan. Those classes are the project lenden, who hold 
secured claims, and holders of unsecured claims, which include the project lenders’ deficiency claims, our $190 million claims 
and a nominal amount of other claims. We also consented to the Joint Plan. Our claim consists of all of thc payments we made 
to complete the plants and meet warranty and other unfulfilled obligations of the contractor pursuant to the undertakings as a 
rcsult of the bankruptcy of Enron, the contractor’s parent. This amount will be reduced by the $35.6 million wc have recovered 
through the sale of the Enron bankruptcy claims and reaching a settlement with Enron, scheduled for approval by the court in 
March 2005. The amounts of these claims were included in the impairment charges related to the two plants taken at y e a r 4  
in 2003. First day m0tions.wcse heard on Jan. 27,2005 and a critical path scheduling order has been issued, setting Apr. 19 
and 20,2005 as the date for a Confirmation hearing on the Joint Plan, with any objections required by Apr. 2,2005. FERC 
approval of the transfer of the facilities to the bank lending group was received on Jan. 24,2005. 

In addition to the high approval rate for the Master Settlement Agreement., 10096 of the projet lenders approved the 
Master Release Agreement (the “Release”) providing for the release of all claims against us and the project entities, and vke 
vcrsa, which is part of the Joint Plan. The Release becomes effective upon the transfa of the projects at such time as the Joint 
Plan is coILfifmod and the previously described paymcnt by us of $30 million is made. 

m e d  their rights against each other, and the lending group could seek to exercise remedies against the project companies 
due to defaults in connection with the non-recourse project debt and related undertakings, including accelerating the non- 
recourse project debt and foreclosing on the project collateral, subject to any defenses that may exist. 

Pursuant to this alternative, on Jan. 24,2005,95% in number and 90% in aggregate principal amount of the Union and 

Although we expect this matter to be resolved as contemplated by the Joint Plan, should this not occur, the partics have 

Accounting Treatment 
Based on the anticipated schedule for completion of the pre-negotiated Chapter 1 1  cases for the projects, we are 

maintaining our short-term view of these projects. Our consolidated financial results include the 2004 results from operations 
and the 2003 after-tax asset impairment of $762 million for previous investments to reflect adjustments to the value of the 
subsidiaries that o m  the interests in the twD plants. The 2003 after-tax impairment charges included the asset valuation 
adjustments which resulted in the write-off of the full investment in the facilities, costs related to the accelerated impact of the 
change in hedge accounting for interest rate swaps and a related valuation allowance for certain state tax benefits. The Union 
and Gila River power stations are considered “Held for Sale” and are included in discontinued opemhom for income statement 
purposes, and the assets and liabilities are separately stated as “Held for Sale” on the balance sheet. This accounting treatment 
could be affected in future periods, depending on the ultimate disposition of our ownership in the plants. 

Our consolidated cash and cash equivalents, excluding all restricted cash, totaled $96.7 million at Dec. 31,2004. 
Restricted cash of $57.1 million included $50.0 million, held in escrow until the end of 2007, related to the sale of a 49.5% 
membership interest in the synthetic coal production facilities. Cash at Dec. 3 1,2004 excluded the San Josb and AIborada 
power stations’ unrestrkted cash balances of $39.8 million and restricted cash of $8.1 million, as these companies were 
deconsolidated due to the adoption of FIN 46R, Consolidation of Variable Interest Entities, effective Jan. 1,2004. 

credit of $27.4 million outstanding under these facilities and $1 15.0 million drawn on the Tampa Electric credit facility. At 
Dec. 31,2004, total liquidity, cash plus credit facilities, was $469.1 million, including $161.3 million at Tampa Electric which 
consisted of $1 60 million of undrawn credit facilities and $1.3 million of cash, and $39.8 million of unrestricted cash associated 
with the deconsolidated Nborada and San Jos6 power stations. 

In addition, at Dec. 31,2004 our aggregate availability under bank credit facilities was $332.6 million, net of letters of 
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In 2004, we met our cash needs largely from internal sources and asset sales. Cash from operations was $140 million. 
Other sources of cash included $,I 6 1 million of proceeds from the sale of more than 90% membership interest in TECO Cod’s 
synthetic fuel production facilities to third-party owners net of escrowed cash, and $230 million of proceeds fiom the sales of 
interests in various businesses, including the Frontera Power Station, the Hamakua Power Station, the propane business and 
Prior Energy. Cash used in financing activities included payment of common dividends of $145 million and the repayment of 
long-term debt of $225 million, including $75 million of fmt mortgage bonds at Tampa Electric and $123 million of TECO 
Capital Trust II trust preferred securities in 2004. Capital expenditures in 2004 were $272 million. 

h 2003, we met ow cash needs with a mix of externally and internally generated funds. Cash from operations was 
$31 1 million, net proceeds from asset sales were $250 million and proceeds from the sale of debt and equity were $792 million. 
Cash was used to fund $624 million of capital investments, debt repayments of $526 million, net reduction of short term debt 

, of $323 million and dividends to common shareholders of $165 million. 

Cash from Operations 

hurricane restoration costs at Tampa Electric; the accounting for the sale of interests in the synthetic fuel production facilities at 
TECO Coal, the costs of which are included in cash fiom operations while the benefits of which are recorded in financing and 
investing activities, as described more fully below; the deconsolidation of the San fost and Alborada power stations; the 
payment of the “MDP arbitration award, and; the cash operating results of the Union and Gila River power stations. Because 
the substantial charges for asset impairments were non-cash in nature, they did not a&Ct cash f” Operations. 

membership interest in its synthetic fuel production facilities, bringing the total third-party membership interest sold to 909b. 
Cash flow fiom operations includes the operating losses of approximately $10.00 per ton (pretax) associated with the 
production of synthetic fuel, while the cash benefits from the sale of the synthetic fuel production facilities of approximattly 
$32 per ton (pretax) are included in the investing and financing activities on the Conso~idatod Statement of Cash Flows. 
Investing activity includes cash from the gain on the sale of the synthetic fuel facilities. The company expects to record a gain 
associated with the sale of the assets through the life of the contract. The cash paid by the owner for its portion of the operating 
loss from the production of synthetic fuel is included in Financing Activities as a minOrity intereSt. 

payments of income taxes, collection by Tampa Electric of the under-recovered fuel expense from 2004, lower interest expense 
due to the retirement of almost $400 million of trust preftned debt associated with the 9.5% equity security Units (sct the 
Financing Activity section), and the remaining payments by Tamps Electric for the 2004 hurricane restoration efforts. Cash 
operating losses from the Union and Gila River power stations will aKect consolidated cash from opa-ations until the plants are 
t r a n s f d  to the lenders but will not affect consolidated cash since investing activities will include an offsetting source of cash, 
which is currently restricted cash at the project companies. 

returns had been more than sufficient to cover liability growth. Negative stock market returns in 2001 and 2002 r e d d  the 
overfunding of the plan to the point where the plan was not completely funded. In 2004, we made a $14.2 million contribution 
to our defined benefit pension plan and expect to make a cash contribution of a similar amount in 2005 (see Note 5 to the 
TECO Energy Consolidated Financial Statements). 

In 2004, our consolidated cash flow from operations of $1 39.6 million was driven by a number of factors, including 

Following an initial 49.5% membership interest sold in 2003, in M a y  2004, TECO Coal sold au additional 40.5% 

Cash from operations in 2005 is expected to reflect improved net income from the operating companits, lower cash 

We had not made a contribution to our defined benefit pension plan since the 1995 plan year btcause hvestxnent 

Cash f h m  Investing Activities 
Cash from investing activities of $90 million in 2004 included, among other items, capital investments totaling $272 

million and net asset sale proceeds of $3 15 million. Asset sales included $141 million from the sale of the Frontera and 
Hamakua power stations, $83 million from the sale of the TECO Solutions companies including Prior Energy and our interest 
in the propane business, and installments of $84 million (net of $35 million of escrowed funds) from the sale of the more than 
90% membership interest in TECO Coal’s synthetic fuel facilities. 

facilities and for Tampa Electric’s Bayside Power Station, capital spending in 2004 was at the maintenance levels required to 
support customer growth and system safety and reliability at Tampa Electric and Peoples Gas and maintenance levels at TECO 
Coal and TECO Transport for n o d  equipment replacements and capitalized maintenance expenditures. For the next several 
years, we expect capital spending at similar levels supporting customer growth, safety and reliability, and renewal and 
replacement of capital in addition to the required capital expenditures for committed environmental projects at Tampa Electric 
(see Capital Investments section). 

Following the completion of a substantial capital investment program in 2003, both for TWG’s merchant power 

Cash from Financing Activities 

Electric first mortgage bonds, scheduled principal payments of Peoples Gas debt, and the retirement of $123 million of trust 
prefmed debt securities (see the Financing Activity section). We also paid $145 million in common stock dividends, equity 
contract adjustment payments totaling $35 million, and cash payments associated with the early settlement of our equity 
security units. Short-term debt increased $78 million due to draws under the Tampa Electric credit facilities. We received $76 

Net cash used in financing activities of $242 million in 2004 included $75 million of debt repayments of Tampa 
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million for reimbursement of the’operating losses of TECO Coal’s synthetic fuel production facilities in the form of minority 
interest payments from the third-party owners. 

our equity security units (see the Financing Activity section). 

financial position, we may from time to time use available cash to purchase debt in the open market, in privatejy negotiated 
transactions, by exercise of optional redemption rights or otherwise. We do not expect to raise capital from external sources in 
2005, except for short-term borrowing under Tampa Electric’s credit facilities. 

In h”y 2005, we received $180 million and issued 6.85 million shares of common stock in the final settlement of 

We have no significant corporate debt maturities until 2007; however, consistent with our stated goal to @rove OUT 

Liquidity Outlook 

power markets, OUT current and future liquidity needs are lower than in previous years. We target consolidated liquidity 
(unrestricted cash 0x1 hapd plus undrawn credit facilities) of $450 million, comprised of $250 million for Tampa Electric 
Company and $200 million for TECO Energy. At Dec. 3 1,2004 our consolidated liquidity was $469 million. 

In January 2005, Tampa Electric entered into a $150 million accounts receivable securitized borrowing facility. With 
the addition of this facility, Tampa Electric has credit facilities totaling $425 million. It expects to draw upon its facilities for 
n o d  worlung capital fluctuations and to support its expected environmental capital spending over the next s e v d  years and 
othmvise utilize its credit facilities to maintain its targeted available liquidity of $250 million. 

We txpcct to maintain liquidity in excess of our targeted level, and to accumulate additional cash to extinguhh all or 
the majority of the TECO Energy 2007 debt maturities without raising extemal capital. In January 2005, we received $180 
million of proceeds from the final settlement of ow equity security units, and we expect to receive net proceeds of 
approximately $86 million upon the completion of the sale of the Commonwealth Chesapeake Power Station near the end of the 
first quarter of 2005. . 

With the completion of our major construction programs in 2003 combined with our reduced exposure to the merchant 

It is possible that unforeseen cash requirements and/or shortfalls or higher capital spending requirements could cause 
us to fall short of OUT liquidity target or to require external capital to meet the 2007 TECO Energy debt matwitits ( ~ e e  the 
Investment Considexations section). 

Credit Facilifks 
At Dec. 3 1,2004, we had a bank credit facility in place of $200 million with a maturity date of July 2007, and Tampa 

Electric had bank credit facilities totaling $275 million with maturity dates in November 2006 and October 2007, as described 
below. Our TECO Energy bank credit facility includes a $100 million sublimit for letters of d i t .  The TECO Energy facility 
was undrawn at Dec. 3 1 ,-2004, exccpt for $27.4 million of outstanding letters of credit. At Dec. 3 1,2004, $1 15 million was 
drawn on the Tampa Electric credit facilities. 

Our $200 million credit facility was an early replacement for the $350 million d i t  facility that was duc to e x p k  in 
November 2004. This facility is secured by the stock of TECO Transport Corporation, which is to be reh.scd upon our 
achievhg an investment grade credit rating at both Standard & Poor’s (S&P) and Moody’s. The replacement facility has two 
financial covenants, earnings before interest, taxes, depreciation and amortization (E,BITDA)-to-interest and debt-to-EBITDA, 
but no debt-to-total capital covenant (see the Covenants in Financing Agreements section). 

In October 2004, Tampa Electric Company replaced its expiring $125 million 364-day credit facility with a new $150 
million facility that expires in October 2007. Tampa Electric Company now has two multi-year bank credit facilities with total 
capacity of $275 million: the new $150 million facility and the $125 million facility that expires in November 2006. At the 
time the replacement facility was put in place, the existing facility was amended to conform the financial covenant requirements 
to the new facility levels. Both facilities contain two financial covenants, EBITDA-to-interest and debt-to-capital (see the 
Covenants in Finalndng Agreements section). 

Tampa Electric’s bank credit facilities require commitment fees of 17.5 - 25 basis points, and drawn amounts are 
charged interest at LIBOR plus 70 - 1 12.5 basis points at current credit ratings. TECO Energy’s $200 million three-year credit 
facility requires commitment fees of 50 basis points, and drawn amounts incur interest expense at LJBOR plus 200 basis points 
at current ratings. 

In January 2005, Tampa Electric Company and TEC Receivables Corp. (TRC), a wholly-owned subsidiary of Tampa 
Electric, entered into a $150 million accounts receivable securitized borrowing facility. Under this facility, Tampa Electric will 
sell and/or contribute to TRC dl of its receivables for the sale of electricity or gas to its customers and related rights. The 
receivables will be sold by Tampa Electric to TRC at a discount, which will initially be 2%. The discount is subject to 
adjustment for future sales to reflect changes in prevailing inkrest rates and coHection experience. TRC will be consolidated in 
the financial statements of Tampa Electric and TECO Energy. 

Under a Loan and Servicing Agreement, TRC may b o m w  up to $150 million to fund its acquisition of the receivables 
under the facility, and TRC will secure such borrowings with a pledge of all of its assets, including the receivables. Tampa 
Electric will act as servicer to service the collection of the receivables. TRC will pay program and liquidity fees based on 
Tampa Electric’s credit ratings, which total 35 basis points at Tampa Electric’s current ratings. Interest rates on the borrowings 
are expected to be based on prevailing asset-backed commercial paper rates, unless such rates are not available from conduit 
l e ” ,  in which case the rates will be at an interest rate equal to either the hndon interbank deposit rate plus a margin of 100 



basis points at Tampa Electric's.cment ratings or at Citibank's prime rate (or the federal funds rate plus50 basis points, if 
higher). The facility includes thb following financial covenants: (i) for the 12-months ending each quartered, the ratio of 
Tampa Ele~tric's EBXTDA-to-interest, as defined in the agreement, must be equal to or exceed 2.0 times; (ii) at each quarter- 
end, Tampa Electric's debt-to-capital ratio, as defined in the agreement, must not exceed 60%; and (iii) certain dilution and 
delinquency ratios With respect to the receivables. 

At TECO Energy, we have not had access to the commercial paper market since the September 2002 downgrade by 
S&P of our commercial paper program to A3. Tampa Electric Company continued to have access to the CommereiaI paper 
market until the S&P downgrade of its commercial paper program to A3 in June 2003. The lack of access to the commercial 
paper market has caused TECO Energy and Tampa Electric Company to utilize bank credit facilities for short-term borrowing 
needs. 

Union and Gila River projects. The proceeds from the credit facility were used in the termination of the joint venture agreement 
with Panda Energy. 

In February 2004, we repaid in full a one-year $37.5 million credit facility collateralized by 50% of the interests in 

Covenants in Financing Agreements 
In order to utilize their respective bank credit facilities, TECO Energy and Tampa Electric Company must meet certain 

financial testsas defined in the applicable agreements (see Credit Facilities above). In addition, TECO Energy, Tampa Electric 
Company and other operating companies have certain restrictive covenants in specific agreements and debt i n s d n t s .  TECO 
Energy, Tampa Eiectric Company and the other operating companies are in compliance with all required financial covenants 
except for those related to the Union and Gila River project companies as noted in footnote 5 in the table that follows. The table 
that follows lists the covenants and the performance relative to them at Dec. 3 1,2004. Reference is made to the specific 
agreements and instruments for more details. 

TECO Energy Signilkant Financial Covenants 
(millions, unless othewise indicated) Calculntwn at 
imtnunent Financial Covenant 
Tunpa Electric Company 
PGS senior notes "finterest 

Restricted payments 
Funded debtkapital 
Sale of assets 

EB"itaet 
Credit facilities Debtlcapital 

6.25% senior notes Debt/capital 

RequiremeRestriction 

Minimum of 2.0 times 
Shareholder equity at least $500 
Cannot exceed 65% 
k s  than 20% of total assets 
c h n o t  exceed 60% 
Minimura of 2.0 times 
Cannot exceed 60% 

pec. 31,2004 

35 times 
$1,662 
49.5% 
- %  
49.7% 
5.5 times 
49.7% 

Limit on liens Cannot exceed $787 $287 liens outstanding 
TECO Energy 
Credit facility Debt/EBITDA (2) Cannot exceed 5.25 times 45 timcs 

=ITDA/interest (2) Minimum of 2.25 times 2.7 times 
Limit on additional indebtedness Cannot exceed $100 million $-  

$380 million note indenture Limit on restricted payments (3) Cumulative operating cash flow $257 unrestricted 
in excess of 1.7 times interest 

Limit on liens Cannot exceed 5% of tangible $236 unrestricted 
assets 

Limit on indebtedness Interest coverage at least 2.0 2.5 times 
times 

assets 
$300 million note indenture Limit on liens Cannot exceed 5% of tangible $236 unrestricted 

Union and Gila River Debtkapital Cannot exceed 65% 70.0% ('I 

"ECO Diversifid 
project guarantees EBITDMinterest (2) Minimum of 3.0 times 1 *9 times (3 

Coal supply agreement Dividend restriction Net worth not less than $564 
gllarantee $41 8 (40% of tangible net assets) 

(1) 
(2) 

As defmed in each applicable instrument. 
EBIT generally represents emhgs before interest and taxes. EBrxPA generally represents EBIT before depreciation 
and amortization. However, in each circumstance, the term is subject to the definition prescribed under the relevant 
agreements. 



The limitation on restricted payments restricts the company from paying dividends or making distributions or CertaiLl 
investments unless there is sufficient cumulative operating cash flow, as defined, in excess of 1.7 timcS interest to make 
such distribution or investment. The operating cash flow and restricted payments are calculated on a cumulative basis 
since the issuance of the 10.5% Notes in the fourth quarter of 2002. This calculation at Dec. 3 1,2004 reflects the amount 
accumulated since the issuance of the notes and available for future restricted payments. 
Includes the Construction Undertakings related to the Union and Gila River projects. 
The TECO Energy guarantees of the equity contribution agreements of TPGC and the Construction Undertakings contain 
debt/capital and EBITDNinterest financial covenants. The Company was not in compliance with the EBITDNhterest 
covenant at any quarterly measurement period in 2004 and was not in compliance with the debtlcapital covenant at Dec. 
31,2004. Non-compliance constitutes a default under the non-recourse bank credit agreements of the Union and Gila 
River project companies (TPGC), but does not create a crossdefault under any TECO Energy agreement. In December 
2003, the Union and Gila River project companies were unable to make interest payments on the non-recourse debt and 
payments under interest rate swap agreements due IDec. 31,2003 when the project lenders declined to fund the debt 
service reserve. Subsequently, the project companies, the project lenders and TECO Energy entered into a series of 
discussions and agreements and as of Dec. 3 1,2004, the Company announced that an agreement had been reached with 
the steering committee of the project lenders on all material tems and forms of definitive agreements for the sale and 
trans€= to the lenders of ownership of these plants. See Note 21 to the TECO Energy Consolidated Financial 
Statements for further discussion of this agreement and Note 23 for details of a related subsequent event. 

Credit RatingslSenior Unsecured Debt 
Standard &Poor's Moody's Fitch 

Tampa Electric BBB- Baa2 BBB+ 
TECO Energy / E O  Finance BB Ba2 BB+ 

In December 2004, Fitch Ratings affirmed our ratings and those of Tampa Electric and revised therating outlook to 
stable from negative. The outlook revision was attributed to positive developments over the previous I 8  months that included 
the sale of merchant power and other non-core assets, the 2004 sale of the 40.5% membership interest in TECO Coal's 
synthetic fuel production facilities and the successful replacement of TECO Energy's credit facilities with a three-year credit 
facility. 

In July 2004, S&P lowered the ratings on our senior unsecured debt securities from BB+ with a negative outlook to 
BB with a stable outlook. At the same time, SBtp affirmed Tampa Electric Company's senior unsecured debt securities rating 
at BBB- and changed the outlook to stable. At the time of the ratings action, S&P stated that the drop in the TECO Energy 
rating was based on their expectation of lower financial performance at TECO Energy and less support to TECO Energy from 
Tampa Electric. In afhnning Tampa Electric's rating, S&P noted that they achowledged the Wide dBuential in the stand- 
alone credit profiles of TECO Energy and Tampa Electric, and that Tampa Electric was unlikely to suffer deterioration 
from TECO Energy's activities. SgLp further noted that management's actions over the past three years had been consistent 
with maintaining Tampa Electric's strong investment-grade credit quality. 

In February 2004, Moody's lowred the ratings on TECO Energy's senior unsecured debt securities to Ba2 and the 
ratings on Tampa Electric's senior unsecured securities to Baa2, both with a ratings outlook of negative. These ratings changes 
followed downgrades by Moody's, S&P and Fitch in 2003,2002 and 2001 due to the effects of merchant power investments on 
our business risk and financial position. 

Any future downgrades in credit ratings may affect our ability to borrow and may increase financing costs, which may 
decrease earnings. Our interest expense would increase if maturing debt in 2007 were not retired, and instead it was replaced 
with new debt with higher interest rates due to the lower 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 

payments and unconditional commitments related to capital expenditures. This table does not include contingent obligations, 
which are discussed in a subsequent table. 
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Contractual Cash Obligations. (I) 

Payments Rue by Period 
(millions) Total 2005 2006 2007 2008-2009 AEer2009 
Long-term debt: 

Recourse $3,613.7 $ 5.5 $ 5.9 $ 946.7 $ 11.2 $ 2,644.4 
Non-recourse 21.5 8.1 10.8 0.9 1.7 - 
Junior subordinated notes 271 -6 - c 71.4 - 206.2 

Operating leasedrentals 157.0 25.2 20.7 17.2 25.6 68.3 

Total contractual obligations (4) $4,204.6 $ 95.9 $ 61.8 $ 1,060.0 $ 68.0 $ 2,918.9 

(1) 

(2) 

(3) 

Purchase obligatiodcommitments (3) 134.8 57.1 24.4 23.8 29.5 - 

Excludes annual interest payments (see Note 7 to the TECO Energy Consolidated Financial Statements for a list of 
long-term debt and the associated interest rates). 
Excludes the $1.4 billion of non-recourse debt associated with the Union and Gila River projects which iS included in 
liabilities associated with assets held for sale. 
Reflects those contractual obligations and commitments considered material to the respective operating comp8Iljcs, 
individually. At the end of 2004, these commitments include Tampa Elcctric's outstanding c o m " e n t s  of about $105 
million primarily for long-term capitalized maintenance agreements for its combustion turbines, and thc $30 million 
payment due to the lenders upon completion of the final transfer of Union and Gila River. 
The total excludes a $13.6 million contribution to the qualified pension plan and a $9.8 million contribution to the other 
postretirement employee benefits plans in 2005. No future contributions are included as they arc subject to annual 
valuation reviews, which may vary significantly due to changes in interest rates, discount rate assumptions, plan asset 
performance which is affected by stock market performance, and other factors (see Note 5 to the TECO Energy 
Consolidated Fiurncial Statements). 

(4) 

Sumrmrg of Contingent Obligations 

of Contractual Obiigations table above and not otherwise included in our Consolidated Financial Statements. 

Contingent Obligations 

The following table summarizes the letters of credit and guarantees outstanding that are not included in the S u m  

Commitmtat Expiration 
(?niliWm) - 2005 2006 2007-2009 Afiet2009 
ktters of credit ('I $ 295 $ - $ 4.7 $ - $ 24.8 
Guarantees: Debt related 10.2 c - - 10.2 

Fuel purchasdenergy 
" c n t  203.6 174.9 - 28.7 O' 

other 13.4 12.0 - c 1.4 
Total contingent obligations $ 256.7 $ 186.9 $ 4.7 $ - $ 65.1 
(1) 
(2) Expected maxi" exposure. 
(3) 

Expected final expiration date! witb annual renewals. 

These guarantee amounts renew annually and are shown on the basis of OUT intent to renew beyond the current expiration 
date. 



Capital Investments 
Forecast 

("1 1 ions) Actual 2004 2005 2006 2007-2009 2005-2009 Total 
Tampa Electric 

Transmission $ 15 $ 19 $ 25 $ 99 $ 143 
Distribution 90 75 78 236 389 
Generation 48 56 58 191 305 
Other 15 20 16 43 79 
Environmental 12 44 69 286 399 

Tampa Electric $ 180 $ 214 $ 246 $ 855 $ 1,315 
Peoples Gas 
TECO coal 
TECO Transport 

39 40 40 120 200 
23 24 22 5s 101 
20 20 20 59 99 

other 10 5 - 1 6 
Total s 272 $ 303 31 328 $ 1.090 $ 1,721 

TEXO Energy's 2004 capital investments of $272 million (without reduction for asset and business sale procetds) 
included $1 80 million for Tampa Electric, $39 million for PGS and $3 million for the .unregulated Florida operations. Tampa 
Electric's electric division capital investments in 2004 were primarily for equipment and facilities to meet its growing customer 
base and generating quipment maintenance. Capital expenditures for PGS were approximately $24 million for system 
expansion and approximately $15 million for maintenance of the existing system. TECO Coal's capital expenditures included 
$23 million for n o d  mining equipment replacement. TECO Transport invested $20 million in 2004 m y  for capitalized 
maintenance of ocuur-going vessels. 

the sale of the Hamakua and Fmntera power stations, the sale of prior Energy, the sale of our investment in the propane 
business, TECO Transport's sale of equipment no longer used at TECO Ocean Shipping and scrap river barges, and TECO 
Coal's sale of membership inkrests in its synthetic fuel production facilities (see the TECO Coal and Liquidity, Capital 
Rewmrces sections). 

be $303 million for 2005 and $1,418 million during the 2006-2009 period. 

support system growth and generation reliability and $44 million for environmental compliance, includiig $30 million for the 
addition of selective catalytic reduction (SCR) equipment at the Big Bend Power Station. At the end of 2004, Tampa Electric 
had outstanding commitments of about !5 105 million primarily for long-term capitalized maintenance agreements for its 
combustion turbines. Tampa Electric's total capital expenditures over the 20062009 period are projected to be $1,101 
million, including $254 million for compliance with the Environmental Consent Decree for the SCR equipment and $101 
million for other required environmental capital expenditures. The environmental compliance expenditures are eligible for 
recovery of depreciation and a return on investment through the Environmental Cost Recovery Clause (see the Environmental 
Compliance section). 

Capital expenditures for POS are expected to be about $40 million in 2005 and $160 million during the 2006-2009 
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 renewal, replacement and system safety. 

2009 period. Included in these amounts is normal renewal and replacement capital, including coal mining equipment and 
capitalized maintenance on ocean-going vessels and inland river transportation equipment. 

Asset sale proceeds in 2004 were $3 15 million net of escrowed cash of $35 million. Included in &e proceeds were 

TECO Energy estimates capital spending for ongoing operations, without reduction for p d  dram asset sales, to 

For 2005, Tampa Electric's electric division expects to spend $214 million, consisting of about $170 million to 

TECO Coal and TECO Transport expect to invest a combined $44 million in 2005 and $156 million during the 2 0 0 6  

Our 2004 yearend capital structure, excluding the effect of unearned compensation, was 71.8% senior debt, 3.9% 
junior subordinated debt and 24.3% common equity. The debt-to-total-capital ratio increased from last year primarily due to the 
impairment charges taken in 2004 associated with ow investments in merchant power. 

credit facilities and the small, recurring amount of equity raised through our dividend reinvestment plan. In 2003, we accessed 
the debt and equity capital markets on three occasions, raising $672 million to provide funds for general liquidity purposes, to 
repay long-term debt, and reduce short-term debt balances. In addition, debt proceeds in 2003 included non-recourse proceeds 
of $1 1 1 million associated with the Union and Gila River power projects. 

In 2004, we did not access the debt and equity markets for new capital, except for short-term borrowings under our 
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In 2004, we completed an early settlement offer on our 9.5% Adjustable Conversion-Rate Equity Sechty Units 
(units). Under the tenns of the offer, each unit holder received 0.9509 shares of TECO Energy common stock for each Unit 
held and $1.39 per unit in cash, which included the future quarterly distributions through the normal settlemeut date and a $0.20 
per unit incentive. Under the early settlement offer, 10.8 million units were exchanged for 10.2 million shares of our common 
stock, and we paid $14.9 million of cash for future distributions and incentives. The effect of the exchange was that we retired 
$269 million, or about 60% of the associated trust preferred securities and increased the common shares outstanding three 
months earlier than would have otherwise occurred. 

within TECO Capital Trust II, as required. We purchased and subsequently retired $123 million of the securities offered in this 
transaction. Our purchase was funded through a $124 million bridge loan with Merrill Lynch and JP Morgan, which we repaid 
in December 2004. Trust preferred securities totaling $71 miIlion of this series remain outstanding, including the 3% ($14 
million ) held by TECO Capital Trust ‘ff, and have a coupon rate of 5.93% which was set in the remarketing. The proceeds from 
the remarketing were used by the Trustee to purchase a portfolio of US Treasury securities with a January 2005 maturity. Upon 
final settlement of the units in January 2005, we issued 6.85 million shares of TECO Energy common stock and received $1 80 
million of cash proceeds from the matured U.S. Treasury securities. 

In 2004, we remarketed the remaining $163 million of outstanding trust preferred securities associated with the units 

The following table provides details of the financing activities beginning in 2002. 

Net Proceeds 

Oct. 2004 Credit facility Tampa Electric S 150 - 3-year facility 
A U ~ .  2004 Common equity (3 TECO Energy $ 0  - Early ScStlcment of equity units 
July 2004 Creditfacility TEcoEntrgy $ 200 - 3-ycarfeciliey I 

Nov. 2003 Credit f d i t y  Tampa Elccaic $ I25 - 364-day facility 

Scp. 2003 c 0 ” o n  equity 

Jun. 2003 7-year notes TECO Energy $ 293 7.5% Repay short-tcnn debt, and general 

$ 125 - 3-ycar facility 
$ 129 - Repay short-- debt, and general a 

~ r a t c p u r p o  8cs 

Security company (millions) Coupon Use 
Jan. 2005 Common equity ‘‘I TECO Energy $ 180 - Final settlement of equity units I 

loan cieneration p;cnerp1carpoAtcpurpo sw 

general corporate p u p  9cS 

c o ~ p u r p o  3 s  

debt, and p e d  oorporatc purposes 
Aug. 2002 ]&year notes Tampa Electric $ 394 6.375% Repay maturing long-and short-tcrm 

Nov. 2002 5-year notes TEcoEnCrgy $ 352 10.5% Repay short- and iong-tmn debt, and 

oct.2002 C o m n q u i t y  TEcoEncrgy $ 207 c Repay short-term debt, a d  generat 

Aug. 2002 5-YEW notes TampaElcctric $ 149 5.375% Repay 1Ong-d short-term 

I 

debt, and general corporate purposes 
Jun. 2002 Pollution control bonds Tampa Electric $ 61 5.1% Refinance higher cost debt 
Jun. 2002 Pollution control bonds Tampa Electric $ 86 5.5% Refinance higher cost debt 
Jun. 2002 Common equity TECO Energy $ 346 - Repay short-term debt, and general 

corporate purpo ses I May2002 5-yearnotes TECO Energy $ 297 6.125% Rcpaymatunn ’ g short-tam debt, and 
gcncral corporate purpo S t S  

g c n e r a l w ~ p w p o  scs 
May 2002 10-year note  TECO Energy $ 397 7.0% Repay maturing short-term debt, and 

Jan. 2002 Mandatorily convertible mco Energy $ 436 9.5% Repay short-term debt, and general 

( I )  
(2) 
(3) 

equity units corporate purposes 
6.8 million shares issued in the final settlement of the 9.5% convertible equity units 
No increase in outstanding debt, interest rate reset 
10.2 million shares issued in an early settlement offer on the 9.5% convertible equity units 
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OFF-BALANCE SHEET FINANCING 

Unconsolidated affiliates have project debt balances as follows at Dec. 31,2004. We had no debt payment obligations 
with respect to these financings. Although we are not directly obligated on the debt, our equity interest in those unconsolidated 
affiliates and its commitments with respect to those projects are at risk if those projects are not operated successfully. 

Off-Balance Sheet Debt 
(mUWns) Long-term Ownership Ownership Interest 
San Jos6 Power Station $ 110.5 100% 
Alborada Power Station $ 21.7 94% 
Empresa Elktrica de Guatemala S.A.(EEGSA) $ 182.7 24% 

The equity method of accounting is used to account for investments in partnership and corporate entities in which we 
or OUT subsidiary companies do not have either a majority ownership or exercise control. On Jan. 17,2003, the Financial 
Accounting Standards Board issued FASB Interpretation FIN No. 46, Consalidntion of Variable Interest Entities, an 
infelprefutwn of ARB No. 51, which requires a new approach in determining if a reporting entity should consolidate certain 
legal entities, including partnerships, limited liability companies, or trusts, among others, collectively defined as variable 
interest entitics or VIES. On Dec. 24,2003, the FASB publishd a revision to FIN 46 (F1N46R), to clarify some of h e  
provisions of FIN 46 and exempt certain entities from its requirements. 

implementing FIN 46R. These projects were partially financed with non-recourse debt, which following the deconsolidation is 
considered to be off-balance sheet financing. (T’his and other effects of implementing FIN 46R are described in Note 2 to the 
TECO Energy Consolidated FhaaciP1 Statements.) 

We dcconsolidated the San Jose and Alborada power stations listed above in the first quarttr of 2004 as a result Of 

CRITICAL ACCOUNTINGPOLICIES AND ESTIMATES 

I The preparation of consolidated financia1 statements requires management to make various estimatcS and assumptions 
that a&ct revenues, expenses, assets, liabilities and the disclosure of contingencies. The policies and estimates identified below 
are, in the view of management., the more significant accounting policies and estimates used in the preparation of OUT 
consolidated financial statements. These estimates and assumptions arc based on historbl experience and on various other 
factors that are believed to be reasonable under the circumstances, the results of d c h  form the basis for making judgments 
about the Carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from 
these estimates and judgments under different assumptions or conditions. (See Note 1 to the TECO Energy consoiid.ted 
Financial Statements for a description of our significant accounting policies and the estimates and assumptions used 
preparation of the consolidated financial statements.) 

the 

hng-Lived Assets 
In accordanct with Financial Accounting Standard (Fa) 144, Accountingfor the Impairment or Disposal of Long- 

Lived Assets, we a s s a s  whether there has been an other than temporary impairment of our long-lived assets and certain 
intangibles held and uscd by us when such indicators exist. Also, we annually test the long-lived assets in the last quarter of 
each year to ensure that gradual change over the year and the seasonality of the markets are considered in the impairment 
analysis. We believe the accounting estimates related to asset impairments are critical estimates for the following reasons: 1) 
the estimates are highly susceptible to change as management is required to make assumptions based on expectations of the 
results of operations for significanthdefinite future periods and/or the then current market conditions in such periods; 2)  
markets can experience significant uncertainties; 3) the estimates are based on 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 could be material. Our assumptions relating to future results of operations or other recoverable mounts are based on 
a combmtion of historical experience, fundamental economic analysis, observable market activity and independeat xnarket 
studies. Our expectations regarding uses and holding periods of assets are based on internal long-term budgets and projections, 
which give consideration to extcml factors and market forces, as of the end of each reporting period. The assumPtjo~ls made 
are consistent With generally accepted industry approaches and assumptions used for valuation and pricing activities. 

During the fourth quarter of 2004, as a part of its annual impairment review, management conducted a review of the 
prospects for long-term power prices as well as opportunities for actual sales of assets. As a resuit of this review, we sold the 
Frontera project and determined it was appropriate to reduce the probability that the Dell, McAdams and Commonwealth 
Chesapeake projects would be held for use for the overall economic life of those projects. The first step in the impairment 
testing was weighted more toward an ultimate recovery of the investment. In each case, the testing resulted in a determination 
that the carrying value of each project was not recoverable. This recoverability test is conducted by comparhg the probability 
weighted undiscounted cash flows for the asset to its carrying value. If the test is not passed, a second step is required. Each of 
the projects listed above required the second step, in which the difference between the fair market value of the pmjects and the 
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inherent in determining the fak market value. We based the fair market values on probability weighted values. TO tbe extent 
actual fair market value should vary from the probability weighted average values, future impairment charges or gains on 
disposition could occur (see Note 18 to the TECO Energy Consolidated Financial Statements for the discussion on the asset 

l impairments). 
When specific criteria are met, a disposal group, comprised of assets and liabilities expected to be transferred in a sale 

within one year, is classified in assets and liabilities, respectively, and held for sale. Furthermore, the income or loss associated 
With a disposal group may, if additional criteria are met, be presented as discontinued operations in the statement of income. 
The Union and Gila projects, Frontera, Prior Energy, TECO BGA, TECO BCH, TECO AGC, and TECO Coalbed Methane are 
classified as assets and liabilities held for sale, and the results associated these investments are presented as discontinued 
operations (see Notes 1, I8 and 21 to the TECO Energy Consolidated Financial Statements). 

Goodwill and Other Intangible Assets 

reporting unit at least annually for impairment. Reporting units are generally determined as one level below tbe O p h g  
segment level; however, reporting units with similar characteristics may be grouped under the accounting standard for the 
purpose of determining the impairment, if any, of goodwill and other intangible assets. The goodwill impahnent test is a two- 
step process, which requires management to make judgments in determining what assumptions to use in the dculati’on. The 
first step of the process consists of estimating the fair value of each reporting unit based on a discounted ca& flow model using 
revenue and profit forecasts and comparing those estimated fair values with the carrying values, which iaClude the goodWill. If 
the estimated fair value is less than the camying value, a second step is pexformed to compute the amount of the impahent  by 
determining an implied fair value of goodwill. Estimating the reporting unit’s implied fair value of goodwill q u k  the 
Company to allocate the estimated fair value of the reporting unit to the assets and liabilities of tht reporting unit. Any 
unallocatad fair value represents the implied fair value of goodwill, which is compared to its corresponding Carrying value. 
During the fourth quartcr of 2004, as a result of current conditions in the energy sewices market, wc were q u i r e d  to recognize 
an impairment charge for the goodwill related to the BCH reporting unit. This $1 1.8 million pretax -t cbsrge 
completely eliminated the goodwill associated with that investment. This impairment charge is reflected in discontinued 
operations as we subsequently sold this unit. 

The company had $59.4 million of goodwill remaining on its balance sheet at Dec. 3 1,2004, which was dated to its 
Guatemalan reprting unit. Assuming a 9% discount rate, which management believes is appropriate since these projects have 
long-term power purchase agreements, the goodwill was not impaired. Assuming a 1% increase in the discount rate would not 
reduce the implied fair value of the goodwill to an extent that an impairment charge would be “ry. Increashg the discount 
rate 3%, to 1297, to calculate the implied fair value of the goodwill would have resulted in an approximatt $1 million p r e t a x  
impairment charge (see Note 17 to the TECO Energy Consoliclated Financial Statements). 

In accordance With FAS 142, Goodwill a d  Other Intangible Assets, we review goodwill and intangibles for each 

Equity hve!s-ts 
In accordance With APB No. 18, The Eguiry Method of Accounting for Investments in Convnrrn Stock, we only record 

an impairment of an equity investment when a decline in the fair value below the carrying value of the investment is determined 
to be other than temporary. The accounting estimate of impairment of equity investments is critical, siwx management must 
assess other than temporary impairments based on: 1) the magnitude of the difference of the fair value below the Carrying value; 
2) the period of time in which the decline in the fair value is less than the carrying value; and 3) othex reasonably available 
qualitative or quantitative information that provides evidence to indicate that a decline in fair value is tempomy. During the 
year ended Dec. 3 1 , 2004, the company recorded an impairment of an equity investment in Texas Independent Energy, (TIE). 
This impairment charge was driven by management’s decision to not make additional investments in this project, which 
mahally impacted the impairment assessment (see Note 16 to the TECO Energy Consolidated Financial Statements). 

Deferred Income Taxes 

current tax exposure and assess the temporary differences resulting from differing treatment of items, such as depreciation for 
financial statement and tax purposes. These differences are reported as deferred taxes measured at c m n t  rates h the 
consolidated financial statements. Management reviews all reasonably available current and historical inf‘omtion, including 
forward looking information, to determine if it is more likely than not that some or all of the deferred tax asset Will nut be 
realized. If we determine that it is likeiy 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. 

At Dec. 31,2004, we had net defend income tax assets of $875.0 million attributable primarily to losses of expected 
losses on asset dispositions, property related items, alternative minimum tax credit canyover of Section 29 non-conventional 
fuel tax credits and operating loss cany forwards. Based primarily on historical income levels and the steady growth 
expectations for future earnings of the company’s core utility operations, management has determined that the net deferred tax 
assets recorded at Dec. 3 I, 2004 will be realized in future periods. 

We use the liability method in the measurement of deferred income taxes. Under the liability method, we estimate OUT 
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We believe that the acmunting estimate related to deferred income taxes, and any related valuation allomce, is a 
critical estimate for the following reasons: 1) realization of the deferred tax asset isdependent upon the generation of sufficient 
taxable income in future periods; 2) a change in the estimated valuation reserves could have a material impact on reported 
assets and results of operations; and 3) administrative actions of the LRS or the U.S. Treasury or changes in law or regulation 
could change our deferred tax levels, including the potential for elimination or reduction of our ability to utilize the deferred tax 
assets (see Note 4 to the TECO Energy Consolidated Financial Statements). * 

Accounting for Contingencies 

record the probable loss related to contingent liabilities. Examples of such expected losses and respective contingent liabilities 
would include legal contingencies and incurred but not reported medical and general liability claims. We consider these 
estimates of liabilities to be critical since the company must fust determine the likelihood that the known claimS or Iegd events 
will result in a future loss to the company. Then we must determine if the future amount of expected loss can be reasonably 
cstimatcd. 

be reasonably estimated, the expected loss and respective liability are recorded. If we determine that the likelihood is fcmote 
that those future events will develop in a manner that will result in a loss to the company, no loss or liabdity is recoded. If 
there is more than a remote possibility but it is less than likely that future events will result in a loss to thc company, we disclose 
the specific claim or situation if it is material. 

For medical and general liability claim that have been incurred but not reported, we rely on a third-party actuary to 
advise us as to probable liabilities that will become known in the future but were incurred in the current rcpOrting period, and 
we record the expected loss and liability accordingly. 

Many of the materid claim that haw been made or could be made against the company in the future arc covcrtd by 
h"ce, Accounting for the expected loss and liability under FAS 5 has different recognition critcrh than expected insurance 
recoveries such that it is possible that the company could have to report a loss and respective liabilities in V u n t i n g  H o d s  
before the offbetting gain from the insurance recovery could be reported. 

could develop in an unexpected manner that could have a material impact on future financial statements (see Note 12 to 
Consolidated Financial Statenrents for a complete discussion of certain legal contingencies that existed at Dec. 3 1 , 2004). 

In accordance with FAS 5 ,  Accounting for Contingencies, we make estimates at the end of each reporting period to 

For a known claim, if the company determines that it is probable that future events will result in a loss and that loss can 

While the company carefilly evaluates all known claims and cases to record the most probable outcome, future events 

Employee Postretirement Benefits 
We sponsor a d c f d  benefit pension plan that covers substantially all of our employees. In addition, wc have 

unfundad non-qualified, "contributory supplemental executive retirement benefit plans available to Certain senior 
management Several statistical and other factors, which attempt to anticipate future events, are used in d c u l a h g  the expense 
and liability related to thest plans. Key factors include assumptions about the expected rates of return on plan assets, discount 
rates and health catt cost trend rates. These factors are determined by us within certain guidelines, with the help of extcmal 
exputs. W e  consider market conditions, including changes in investment returns and interest rates, in making these 
a s S ~ t i 0 n s .  

Plan assets are invested in a mix of equity and fixed income securities. The assumptions for the expected rcturn on 
plan assets are developed based on an analysis of historical market returns, the plan's actual past experience and c m n t  market 
conditions. The expected rate of return on plan assets is a long-term assumption and is not intended to change annually. The 
discount rate assumption is based on a cash flow matching technique developed by our outside actuaries, and this assumption is 
subject to change each year. The salary increase assumption is a rate based on current expectations of hture pay increases and 
is linked with our discount rate assumption. Holding all other assumptions constant, a 1% increase or decrease in the assumed 
rate of return on plan assets would decrease or increase, respectively, 2004 net periodic expense by approximatCly $4.5 million. 
Likewise, 8 0.25% increase or decrease in the discount rate and the related change in the rate of salary increase would not result 
in a significant decrease or increase in net periodic pension expense. 

Unrecognized actuarial gains and losses are being recognized over approximately a 15-year period, which represents 
the expected remaining service life of the employee group. Unrecognized actuarial gains and losses arise from several factors 
including experience and assumption changes in the obligations and from the difference between expected retum and actual 
returns on plan assets. These unrecognized gains and losses will be systematically recognized in future net periodic pension 
expense in accordance with FASB Statement No. 87, Employer's Accounting for Pensiota. Our policy is to fund the plan 
based on the required contribution determined by our actuaries within the guidelines set by the Employee Retirement Income 
Security Act of 1974 (ERISA), as mended. 

employees retiring after age 50 who meet certain service requirements. The key assumptions used in determining the amount of 
obligation and expense recorded for postretirement benefits other than pension (OPEB), under FAS 106, Employers' 
Accounting fur Postrefiremem Ben@s Other Than Penswns, include the assumed discount rate and the assumed rate of 
increases in future health care costs. The discount rate used to determine the obligation for these benefits has matched the 
discount rate used in determining our pension obligation in each year presented. In estimating the health care cost trend rate, 

In addition, we currently provide certain postretirement health care and life insurance benefits for substantially all 
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we consider OUT actual health care cost experience, future benefit structures, industry trends and advice from our outside 
actuaries. We assume that the relative increase in health care cost will trend downward over the next s e v d  years, reflezthg 
assumed increases in efficiency in the health care system and industry-wide cost containment initiatives. In Decembex 2003, the 
Medicare Prescription Drug, Improvement and Modernization Act of 2003 (the "Act") was enacted. The Act established a 
prescription drug benefit under Medicare, known as "Medicare Part D," and a federal subsidy to sponsors of retiree health care 
benefit plans that provide a prescription benefit which is at least actuarially equivalent to Medicare Part D. In May 2004, the 
FASB issued FASB Staff Position No. FSP 106-2 which requited 1) that the effects of the federal subsidy be considered an 
actuarial gain and recognized in the same manner as other actuarial gains and losses and 2) certain disclosures for employers 
that sponsor postmuement health care plans that provide prescription drug benefits. 

equivalent to Medicare Part D. This initial recognition reduced the accumulated postretirement benefit obligations (ABPO) at 
Jan. 1,2004 by $27.0 million and net periodic cost for 2004 by $2.8 million. Although additional guidance on actuarial 
equivalence is scheduled for release in early 2005, we do not anticipate that it will materially impact tbe amounts provided in 
this disclosure. The assumed health care cost trend rate for medical costs was 10.5% in 2004 and decreases to 5.0% in 2013 and 
thereafter. 

interest cost for 2004 and a 5% ($8.5 million) increase in the accumulated postretirement benefit obligation as of Sep. 30,2004. 

interest cost for 2004 and a 3% ($6.3 million) decrease in the accumulated postretirement benefit obligation as of Sep. 30, 
2004. 

from actual results due to changing market and economic conditions, higher or lower withdrawal rates, or long# of shorter life 
spans of participants. While we believe that the assumptions used are appropriate, differences in actual Urperience or changes 
in assumptions may matcrially affect our financial position or results of operations. 

We adopted FSP 106-2 retroactive to the second quarter of 2004 for benefits provided that we believe to be actuarially 

A 1% increase in the health care trend rates would produce an 8% ($1.2 million) increase in the aggregate sexvice and 

A 1% decrease in the health care trend rates would produce a 6% ($0.9 million) decrease in the aggregate d c e  and 

The actuarial assumptions we used in determining our pension and OPEB retirement benefits may differ materially 

Depreciation Expeme 

electric utility assets. W e  provide for depreciation primarily by the straight line method at annual rates that amor&ize the 
original cost, less net salvage, of depreciable property over its estimated service life. For the year ended Dec. 31.2003, Tampa 
Electric rccognizcd depreciation expense of $36.6 million related to accelerated depreciation of certain Gannon power station 
coal-fired assets, in accordance With a regulatory order. W e  believe the estimated senice life corresponds to the anticipated 
physical life for most assets. However, our estimation of service life is a critical estimate for the following reusons: 1) 
forecasting the salvage value for long-lived assets over a long timefiame is subjective; 2) changes may take place that could 
render a technology obsolete or uneconomical; and 3 )  a change in the useful life of a long-lived asset could have a material 
impact on reported results of operations and reported assets. A 10% decrease, on a weighted average basis, in the service lives 
of our overall utility plant in s d c e  would increase pretax depreciation approximately $24.8 million per year (set Note 1 to the 
TECO Energy Consolidated Financial Statements). 

As of Dcc. 3 1,2004, approximately 7 1 % of our total gross property, plant and equipment was comprised of regulated 

Regulatory Accounting 

Electric's wholesale business is regulated by the Federal Energy Regulatory Commission (FERC). As a mult, the regulated 
utilities qualify for the application of FAS 7 1, Accounting for the E'ects of Cenain Types of Regulation. This statement 
recognizes that the actions of a regulator can provide reasonable assurance of the existence of an asset or liability. Regulatory 
assets and liabilities arise as a result of a difference between generally accepted accounting principles and the accounting 
principles imposed by the regulatory authorities. Regulatory assets generally represent incurred costs that have been defemd, 
as their future recovery in customer rates is probable. Regulatory liabilities generally represent obligations to make refunds to 
customers from previous collections for costs that are not likely to be incurred. 

We periodically assess the probability of recovery of the regulatory assets by considering factors such as regulatory 
environment changes, recent rate orders to other regulated entities in the same jurisdiction, the current political climate in the 
state, and the status of any pending or potential deregulation legislation. The assumptions and judgments used by mgdatory 
authorities continue to have an impact on the recovery of costs, the rate earned on invested capital and the timing 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 operations (see the Regulation Section and Notes 1 and 3 to the TECO Energy Consolidated Financial Statements). 

Tampa Electric's and PGS' retail businesses and the prices charged to customers are regdated by the FPSC. Tampa 

Revenue Recognition 
Except as discussed below, we recognize revenues on a gross basis when the risks and rewards of ownership have 

transferred to the buyer and the products are physically delivered or services provided. Revenues for any financial or hedge 
transactions that do not result in physical delivery are reported on a net basis. 

The determination of the physical delivery of energy sales to 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 
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meter reading may be estimated,md the corresponding unbilled revenue is estimated. Unbilled revenue is estimated each 
month primarily based on historical experience, customer specific factors, customer rates, and daily gemtion volumes, as 
applicable. These revenues are subsequently adjusted to reflect actual results. Revenues for regulated activities at Tampa 
Electric and PGS are subject to the actions of regulatory agencies. 

The percentage-of-completion method is used to recognize revenues for certain transportation services at TECO 
Transport. The percentage-of-completion method requires management to make estimates regarding the distance traveled 
and/or time elapsed. Revenue is recognized by comparing the estimated current total distance traveled with the total distance 
required. Each month revenue recognition and realized profit are adjusted to reflect only the percentage of distance traveled. 

derivative gains or losses related to hedge accounting, which are reported net of the hedged item or transaction. Likewise, 
expenses arising from purchased power or revenues arising from sales at TWG are reported net of power revenues and 
expenses, respectively. 

different from these estimates (see Note 1 to the TECO Energy Consolidated Financial Statements). 

Revenues for merchant power sales and expenses for fuel purchases at TWG are reported on a gross basis, except for 

We estimate certain amounts related to revenues on a variety of factors, as described above. Actual results may be 

RECENTLY ISSUED ACCOUNTING STANDARDS I 

In accordance with recently issued accounting pronouncements, we WiH be required to comply with certain changes in 
accounting rules and regulations (see Note 2 to the TECO Energy Consolidated Financial Statements). 

FASB Statement No. 123 (revised 2004), Share-Based Payment, will become effective for periods after June 15,2005. 
The revision to FAS 123 will require financial statement cost recognition for certain share-based payment transactions that are 
made after the effective date h return for goods and services. Additionally, the revision will r equh  financial statement COSt 
recognition for certain share-based payment transactions that have been made prior to the effective date but for which the 
requisite service is provided after the effective date (see Note 9 to the TECO Energy Consolidated Financial Statements, 
which includes proforma information to assess the impact of implementing the revised statement). 

inventory that must be included as c m t  period costs. This Statement became effective June 2004 and did not materially 
impact the company. 

FASB Statcmcnt No. 15 1, Inventory Cuss, an amendment tu ARB No. 43, Chapter 4, sets forth certain costs related to 

FASB Statement NO. 153, Exchanges of Non-monetary Assets, an amendment of APB Opinion No. 29, became 
cffectivt June 2004 and did .not materially impact the company. 

0THERlTEMsIMPAC"GNETJNCOME 

20041- 

valuation adjustments on merchant power assets, refinancing costs and the associated taxes on the cash repatriated drom the San 
Jos& P o w  Station in Guatemala, the gain on the sale of our interest in our propane business, corporate restructwhg charges, 
and tax credit true-ups (see the Results Summary section). 

2003 Items 

adjustments, project cancellation costs, turbine valuation adjustments, tax credit reversals, and corporate rcstructurhg at the 
various operating companies and $42.9 million related to the sale of HPP and its operating net income through the date of the 
sale (see the Results Summary section). In addition, we recognized $1.1 million in after-tax charges related to a change in 
accounting principle for the implementation of FAS 143, Accounting for Asset Retirement Obligations, and a $3.2 million after- 
tax charge for the implementation FAS 150, Accounting for Certain Financial Instruments with Characteristics of both 
Liabilities and Equiry. 

In 2004, OUT results from continuing operations included $555.6 million of charges and gains related primarily to 

In 2003, our results from continuing operations included $1 18.9 million of charges and gains related to valuation 

2002 Itenrs 

Ahays ,  which filed for bankruptcy. Results at TWG included a $5.8 million after-tax asset valuation charge for the sale of its 
interests in generating facilities in the Czech Republic. Results at TECO Energy included a $34.3 million pretax ($20.9 million 
after-tax) charge related to a debt refinancing. 

In 2002, our results included a $3.0 million after-tax charge at TECO Investments related to an aircraft leased to US 
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OTHER INCOME (EXPENSE) 

Total Interest charges were $32 1.6 million in 2004, comparcd to $3 18.0 million in 2003 and $169.3 million in 2002. 
htercst expense in 2004 reflects no capitalized interest and the effect of debt issues in mid-2003, largely offset by tbc m l y  
settlement of the trust prcfmed sccuritics, lower cost of short-tmn borrowings, the deconsolidation of the ouatemalan p o w  
facilities, and the sale of Hardee Power Partners. In 2003, capitalized interest on the debt of TECO Energy was $17.3 million 
and capitalized interest (AFUDc-bo~~wed funds) at Tampa Electric was $7.6 million. Capitalization of interest end& 
commercial operation of the final phase of the Gila River Power Station in July 2003 and the Bayside Power Station in January 
2004. 

Interest expense increased in 2003 reflecting higher debt balances at both Tampa Electric and TECO EnCrg~ 
associated with the completion of major construction programs. In addition, capitalized interest was $45 million lower h 2003 
than in 2002 as a result of the completion of the Union and Gila River construction and the suspension of construction of Dell 

~ andMcAdams. 

2004, Other income (expense) of $29.7 million reflects the income related to the gain on the sale of the Ifamakua 
power station, the sale of our interest in the propane business and the per-ton installment sale of the 90% interest 5-1 the 
synthetic fuel production facilities at TECO Coal. 

Power Partners, and the sale of 49.5% interest in the synthetic fuel production facilities partially offset by an arbitration reserve 
established for TMDP, the indirect owner of the Commonwealth Chesapeake Power Station. 

In 2002, Other income (expense) of $15.6 million included $60.7 million fiom construction related and loan 
agreements with Panda Energy and earnings on the equity investment in EEGSA at TWG, and income from the investment in 
TECO h p a n e  Ventures, partially offset by the $9.4 million pretax ($5.8 million after-tax) asset valuation charge for TWG’s 
sale of its minority interest in generating facilities in the Czech Republic and a $34.1 million pretax ($20.9 m3lion akr-tax) 
charge related to a TECO Energy debt refinancing completed in 2002. 

million in 2003 and $24.9 million in 2002. AFUDC is expected to remain a minimal amount in 2005, but increase slightly in 
2006 due to the installation of NOx control at the Big Bend Station at Tampa Electric (see the Environmental Compliance 
section). 

Guatemalan operations included in the Other Unregulated Companies, partially offset by a $9.2 million loss from the TIE 
projects prior to their sale in July. 

Results in 2003 included the gain on the final installment of the sale of TECO Coalbed Methane, the sale of Ward= 

AFUDC equity at Tampa Electric, which is included in Other income (expense), was $0.7 million h 2004, $19.8 

M g s  ffom equity investments (which is included in Other income) include a $45.5 million benefit fmm’the 

Income taxes decreased in 2004 as we incutred net operating losses primarily as a result of losses on the disposition of 
merchant power generating assets. Income tax decreased in 2003, as the result of a loss from continuing operations, conthuhg 
non-taxable AFUDC equity, and substantial tax credits associated with the production of non-conventional fuels. Income tax 
expense as a percentage of income from continuing operations before taxes was 39.6% in 2004,307.1% in 2003 and (26.9%) 
2002. In 2005, we expect the effective tax rate to be in the range of 30% to 35%. 

and payments related to prior years’ audits was $22.4 million, $58.8 million and $71.9 million in 2004, 2003 and 2002, 
respectively. 

Due to the generation of deferred income tax assets related to the net operating loss (NOL) carryforwIud from the 
disposition of the merchant generating assets and the additional NOL that we expect to generate upon the disposition of the 
Union and Gila River projects, we expect future cash tax payments for income taxes to be limited to approximately 10% of the 
AMT rate and various state taxes. We currently expect to utilize these NOL through 2010. Beyond 2010, we expect to use the 
mofe than $200 million of AMT carryforward to limit future cash tax payments for federal income taxes to the level of AMT. 
Our current projection of cash income tax payments in 2005 is about $35 million, including amounts for payments related to the 
prior year’s audit. For the 2006-2009 period, we estimate this amount to be approximately $10 million mually.  

non-conventional fuels under Section 29 of the Internal Revenue Code. The recognized tax credit totaled $73.0 million in 2003 
and $107.3 million in 2002. These tax credits are generated annually on qualified production at TECO Coal through Dec. 3 1 , 
2007, subject to changes in law, regulation or administration that could impact the qualification of Section 29 tax credits. We 
were unable to utilize any Section 29 tax credits in 2004 due to our net tax loss position for the year and expect to be unable to 
utilize Section 29 tax credits through 2007, when the tax credit expires (see the TECO Coal section). 

The cash payment for income taxes, as required by the Alternative Minimum Tax Rules (AMT), state income taxes 

Total income tax expense in years prior to 2004 was reduced by the federal tax credits related to the production of 



The tax credit is determined annually and is estimated to be !€i 1.12 per million Btu for 2004, $1.10 per million Btu in 
2003 and $1.09 per million Btu in 2002. This rate escalates with inflation but could be limited by domestic oil prices. In 2004, 
domestic oil prices, as measured by a DOE index, would have had to exceed $51 per barrel for this limitation to have been 
effective. If the oil price limitation is reached, the level of h e  tax credits starts to decline. In 2004, it was estimated that the 
tax credit would have been eliminated at an average oil price of $64 per barrel. The DOE index is based on the "Domestic First 
Purchase Prices" not the "MEX quoted oil futures prices and typically averages $3.00 per barrel less than ?he NYMEX price. 
The 2004 oil price limits are the equivalent to $54 and $67 per barrel on "Ex. 

In 2004,2003, and 2002, the decreased income tax expense also reflected the impact of increased overseas operations 
with deferred U.S. tax structures. The decrease related to these deferrals was $10.5 million, $12.3 million and $8.1 million for 
2004,2003, and 2002, respectively. 

discontinued operations. 
The income tax effect of gains and losses from discontinued operations is shown as a component of results from 

DISCO- OPERATIONS 

Discontinued Opentioas 
(millions) 2004 2003 2002 
Union & Gila River operations $ (96.0) $ (61.9) $ 16.8 
Union Bt Gila River write-off. 
Union & Gila River joint v e n m  termination 
Frontera goodwill write-off 
Fbltera write-off 
Frontma operations 
TECO Solutions I other 
TECO Coalbed Methane - 22.8 31.4 
Total discontinued operations $ (147.7) $ (966.8) $ 61.6 

The net loss from discontinued operations for 2004 was $147.7 million. Discontinued operations in 2004 reflect the 
operating losses for the Union and Gila River power stations, the write-off and losses from operations at the Frontera Power 
Station, and the write-offs and losses from operations associated with certain TECO Solutions companies that are now reported 
in discontinued operations. 

Discontinued operations in 2003 included the write-off of the investment and the operating results from the Union and 
Gila River power stations; operating results from Prior Energy, which was sold in March 2oW, and the gah on the final 
installment of the sale of the coalbed methane gas production assets in January 2003. 

INFLATION 

The effects of inflation on our results have not been significant for the past several years. The annual rate of inflation, 
as measured by the Consumer Price Index (CPI), all items, all urban consumers as reported by the U.S. Department of Labor, 
was 2.7%,2.3% and 1.6% in 2004,2003 and 2002, respectively. Published forecasts by economists and by several agencies of 
the U.S. government indicate that inflation is expected to be relatively modest again in 2005 with a 2.5% increafe expected. 

Prices for certain products and services used by TECO Energy's operating companies increased at rates above the CPI 
in 2004, including prices for steel products and petroleum-based products used extensively in all of our operating companies, 
and for subcontracted mining services used by TECO Coal, and these prices are expected to continue to rise h 2005. In the 
case of TECO Transport, a portion of the increased cost of petroleum products is passed through to its customers through 
contract fuel adjustment clauses, and Tampa Electric and PGS recover the cost of commodity fuel through the respective FPSC 
approved fuel adjustment clauses. In those cases where the higher costs can not be passed directly to the customers, higher 
costs could reduce the profit margins at the operating companies. 

ENvIRo"TALc0MPLIANcE 

Consent Decree 

signed a Consent Decree which became effective Oct. 5,2000, and a Consent Final Judgment with the Florida Department of 
Environmental Protection (FDEP) on Dec. 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 

Tampa Electric, in cooperation with the Environmental Protection Agency (EPA) and the U.S. Department of Justice, 
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reductions, and Tampa Electric began implementing a comprehensive program to dramatically decrease emissions from its 
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 (S02), projects for nitrogen oxides (NOx) reduction efforts on Big Bend 
Units 1 through 4, and the repowering of the coal-fued Gannon Station to natural gas. The commercial operation dates for the 
two repowered Bayside units were 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. 

with an expected in-service date by June 1,2007. Tampa Electric has also decided to install SCRs on Big Bend Unh 1,2 and 3 
with in-service dates for Unit 3 by May 1,2008, Unit 2 by M a y  1,2009 and Unit 1 by May 1,2010. Tampa Electric has begun 
the detailed enginering and design of the SCR system. Tampa Electric’s capital investment forecast includes amounts in the 
2005 through 2009 period for compliance with the NOx, SO2 and particulate matter reduction requirements (see the Capital 
Investments section). 

on the investment in the first SCR to be installed at the Big Bend Power Station and pre-SCR pmjccts on Big Bend units 1-3 
(which are plant improvements to reduce NOx emissions prior to installing the SCRS) through the Environmental Cost 
Recovery Clause (ECRC) (see the Regulation section). The first SCR (Big Bend Unit 4) is schcduled to enter service by June 
1,2007 and cost recovery, which is dependent on filings to be made in 2007, is expected to start in 2008. 

In 2004, Tampa Electric decided to install selective catalytic reduction (SCR) for NOx control on Big Bend Unit 4, 

The FPSC has determined that it is appropriate for Tampa Electric to recover the operating costs of and earn a return 

Emission Redudom 

emissions. Since 1998, Tampa Electric has reduced annual S02, NOx and particulate matter (PM) from its facilities by 
161,642 tons, 39,066 tons, and 9,285 tons, respectively. 

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 as well. Currently the scrubbers at Big Bend Station remove more 
than 95% of the SO2 emissions ffom the flue gas strcams. 

(Bayside Unit 2) has resulted in a significant reduction in emissions of all pollutant types. Tampa Electric’s decision to install 
additional NOx emissions controls on all Big Bend units will result in the further reduction of emissions. By 2010, the SCR 
projects will result in the phased reduction of NOx by 59,652 tous per year from 1998 levels. In total, Tampa Electrk’s 
emission d u c t h  initiatives will result in the reduction of S02, NOx and PM emissions by 8996, 8796, and 70%, respeCtivcly, 
below 1998 levels. With these improvements in place, Tampa Electric’s facilities will mtet the same standank required of new 
power generating faciiities and help to significantly enhance the quality of the air in the community. Due to pollution control 
co-bentfits from the Consent Final Judgment and Consent Decree, reduc?.ions in mercury emissions bavc occlnred due to the 
repowering of Gannon Station to Bayside Station. At Bayside, where mercury levels have decrcascd 99% below 1998 levels, 
there are virtually zero mercury emissions. Additional mercury reductions are also anticipated fiom the installation of NOx 
controls at Big Bend Station, which would lead to a mercury removal efficiency of approximately 7096. 

emissions. It is expected that in 2005. the repowering will rcsult in a decrease in 4202 emissions of approximately 5.2 million 
tons below 1998 levels. With this reduction, the Tampa Electric system C02 emissions will be in line with its 1990 C02 
emission levels. As a result of all its already completed emission reduction actions, and upon completion of the SCR projects, 
Tampa Electric will have achieved emission reduction levels called for in Clean Air Act proposals including the Bush 
Administration’s “Clear Skies” proposal. 

FVojects committed to under the Consent Decree and Consent Final Judgment Will result in significant reductions in 

Rcductions in SO2 emissions were accomplished through the installation of scrubber systems on Big Bcad Units 1 and 

The repowring of Gannon Station to Bayside Power Station in April 2003 (Bayside Unit 1) and January 2004 

The repowering of Gannon Station to Bayside will also lead to a significant reductiun in carbon dioxide (C02) 

Superfund and Former Manufactured Gas Plant Sites 

(PRP) 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. 3 1, 
2004, Tampa Electric Company has estimated its ultimate financial liability to be approximately $17 million, and this amount 
has been reflected in the company’s 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 recoveries. 

Allocation of the responsibility for remediation costs among Tampa Electric Company and other PRPs is based on 
each parties’ dat ive 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 credit worthy. 

Tampa Electric Company, through its Tampa Electric and Peoples Gas divisions, is a potentially responsible party 



Factors that could impak 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 fight 
arise from the cleanup activities themselves or changes in laws or regulations that could require additional remediation. These 
additional costs would be eligible for recovery through customer rates. 

REGULATION 

Tampa Electric Rate Strategy 

are in effect until such time as changes are occasioned by an agreement approved by the FPSC or otha 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 even with the rate base additions associated with the repowering of Bayside. 
Tampa Electric has not sought a base rate increase to recover the investment in Bayside. 

Tampa Electric’s rates and allowed return on equity (ROE) range of 10.75% to 12.75%, with a midpoint of 11.75% 

I 

Cod Tramp-tion Contract 
Tampa Ektric’s contract for coal transportation and storage services with TECO Transport expirad on Dec. 3 1,2003. 

TECO Transport had been providing river and cross-gulf transportation scfviccs and storage scrvicc~ d e r  that contract 
1999, and under a series of contracts for more than 40 years. Following a Request For Proposd (WP) prorxss, Tampa Electric 
executed a new five-year contract with TECO Transport, effective Jan. 1,2004, for waterborne coal transportation and storage 
s e d &  at market rates supporttd by the results of the RFP and an independent expert in maritime transportation matters. The 
prudence of the RFP process and final contract were originally scheduled to be reviewed by the FPSC in the cou~se Of the 
n o d  fuel cost recovery hearings in November 2003. The hearing was deferred due to protests from other p h a  seeking 
more time to evaluate the contract information. 

Three days of hearings were held in late M a y  and early 3une of 2004 and a final order on the matter issued in October 
2004. The order reduced the annual amount Tampa Electric can recover from its customers through the he1 adjustment clause 
for the water transportation services for coal and petroleum coke provided by TECO Transport. The annual after-tax 
disallowance is estimated to be $8 million to $10 million, depending on the volumes and origination points of the coal 
shipments, for as long as the contract is in effect. The order neither required Tampa Electric to rebid nor prohibit Tampa 
Electric from rebidding the contract, which expires Dec. 3 1,2008. 

In October 204 ,  Tampa Electric filed a motion for clarification and reconsideration of the order. In the motion, 
Tampa Electric stated that the FPSC had failed to take into account information that was available that could have changed the 
outcome. Had the FfSC considered all of the relevant facts, including the rate approved for Progress Energy Florida’s 
waterborne transportation needs, Tampa Electric believes that the FPSC would have arrived at a rate that is comparable to the 
contract rate. Tampa Electric also asked the FPSC for clarification on the ruling specifically regarding the biddhg guidelba 
provided in the order and the FPSC process associated with the rebidding. 

On Mar. I, 2005, the FPSC heard oral arguments on the motion and denied Tampa Electric’s request for 
reconsideration and clarification. Although the Commission’s order will not contain clarifying language, through extended 
Commission discussion it was clear to Tampa Electric that if it decided to rebid waterbome transportation services and if it 
followed bid procedures approved by the FPSC, the results would likely be deemed appropriate for full cost recovery. 

I 

Cost Recovery Ciauses - Tampa Electric 

power, capacity, envi“ental and conservation costs for the perbd January through December 2005. In Novernbcr, the FPSC 
approved Tampa Electric’s requested changes. The rates include the impacts of increased natural gas and coal @a, the 
collection of $30.9 million for underestimated 2003 & 2004 fuel expenses, the proceeds from the sale of SO2 emissions 
allowanccs associated With Hookers Point Station and the O&M costs associated with the Big Bend Units 1-3 p-sm projects 
required by the EPA Consent Decree and FDEf Consent Final Judgment (see the Environmental C o m g l h ~ ~  d o n ) .  In 
addition, the rates also reflect the FPSC’s September 2004 decision to reduce the annual cost recovery amount for water 
trampomtion Gcbvjccs for coal and petroleum coke provided under Tampa Electric’s contract with TECO Transport Company 
discussed below. Accordingly, Tampa Electric’s residential customer rate per 1 ,OOO kilowatt-hours demeased $0.94 from 
$99.01 in 2004 to $98.07 in 2005. 

In October 2004, the FPSC determined that it was appropriate for Tarnpa Electric to rccovef thr~ugh the 
operating costs of and cam a return on the investment in the SCR to be installed on Big Bend Unit 4 for NOx control h 
compliance with the environmental consent decree. The SCR is scheduled to enter serYiec by fun. 1,2007 a d c o s t  m v t r y ,  
which is dependent on filings to be made in 2007, is expected to start in 2008. 

In Septemk 2004, Tampa Electric filed with the FPSC for approval of cost recovery rates for fuel and purchasad 

the 



Storm Damage Cost Recovery 

and distribution insurance coverage for hurricanes, tornados or other damage due to destructive acts of nature. Tampa E l h c  
and other IOUs were permitted to implement a self-insurance program effective Jan. 1, 1994 for such costs of restoration, and 
the FPSC authorized Tampa Electric to accrue $4 million annually to grow its unfunded stom damage reserve. Tampa Electric 
had never utilized its reserve before the 2004 hurricane season and would have had a reserve balance of $44 million at Dee. 3 1 
2004. 

The costs for restoration associated with hurricanes Charley, Frances and Jeanne were estimated to be $72 million at 
Dec. 3 1,2004, which exceeded the storm damage reserve by $28 million. These costs were charged against the storm damage 
reserve and therefore did not reduce earnings but did reduce cash flow from operations. 

Tampa Electric filed for and received approval from the FPSC to defer prudently incurred storm damage restoration 
costs to the reserve until alternative accounting treatment is sought. At this time Tampa Electric is evaluating several options 
based upon recent FPSC actions taken with other Florida IOUs that have already filed for recovery of storm damage costs. 

Following Hurricane m e w  in 1992, Florida's investor owned utilities (IOUs) were unable to obtain transmission 

Cost Reamery Clruscs - Peoples Gas 

January 2005 through December 2005 for the recovery of the costs of natural gas purchased for its distribution customa~. The 
PGA is a factor that can vary monthly due to changes in actual he1 costs but is not auticipated to excttd the annual cap. 

Utility Competition - Electric 

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 to expand their alternatives through Various 
initiatives, including legislative andor 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. 

Act of 1992 and related federal initiatives. However, the state's Power Plant Siting Act, which sets the state's electric energy 
and ~~Vir0nmenta.l policy and governs the building of new generation involving steam capacity of 75 megawatts or =re, 
requires that applicants demonstrate that a plant is needed prior to receiving construction and operating pamitS. 

petition for Determination of Need for construction of a power plant with a steam cycle greater than 75 megawatts. The 
modified N I ~ S  provide a mechanism for expedited dispute resolution, allow bidders to submit new bids whenever the IOU 
revises its cost estimates for its self-build option; require IOUs to disclose the methodology and criteria to be used to evaluate 
the bids, and provide more stringent standards for the IOUs to recover cost overruns in the event the self-build option is deemed 
the most cost-effective. The new rules became effective prospectively for requests for proposal for applicable capacity 
additions. 

FERC Market Power Test 

market power study update. On Mar. 2,2005, aher a review of that filing and supporting information, the FERC determined 
that Tampa E l d c  had failed certain tests for market power within two regions of peninsular Florida, primarily Comprised of 
Tampa Electrk Company's own service territory. Tampa Electric Company currently only sells wholesale power within its own 
service territory at cost-based rates that have been previously approved by FEFLC. The FERC has instituted an investigation of 
Tampa Electric's potential market power in those two regions and ordered that Tampa Electric make a compliance filing to 
provide documentation demonstrating that Tampa Electric does not have market power in any other region of the state. If it is 
ultimately determined that Tampa Electric does have market power in the two already-identified regions, it could lose its 
market-bad rate authorization for only those regions. The Company could continue to make wholesale power sales at cost- 
based rates in those two regions, and at market-based rates throughout the rest of the state and the country. Tampa Electric 
intends to comply with all of the filing requirements and is evaluating the appropriate response to the FERC's actions. 

Regional Transmission Orgabt ion @TO) 

transmission facilities in large regional markets. In response, the peninsular Florida lOUs (Florida Power & Light, Progress 
Energy Florida and Tampa Electric) agreed to form an RTO to be known as GridFlorida LLC which would independently 
control the transmission assets of the fiiing utilities, as wll as other utilities in the region that chose to joh. In Match 2001, the 
FERC conditionally approved GridFlorida. 

thrce filing utilities, including modifying the proposal to develop a non-transmission owning RTO model, the FPSC voted to 
approve many of the compliance changes submitted in August 2002. The process was again delayed in 2002 when the office of 
Public Counsel (OX) filed an appeal with the Florida Supreme Court asserting that the FPSC could not relinquish its 

In November 2004, the FPSC approved rates under Peoples' Gas Purchased Gas Adjustment (PGA) for the period 

Tampa Electric's retail electric business is substantially fie from direct competition with other electric utilities, 

Fbsently here is competition in Florida's wholesale power markets, increasing largely as a cult of the b g y  Policy 

In 2003, the FPSC implemented rules modifying rules from 1994 that required IOUs to issue RFPs prior to f i l i i  a 

In Novmber 2004, Tampa Electric and the market-based rate authorized entities within TECO Energy filed a triennial 

In December 1999, the FERC issued Order No. 2000, dealing with its continuing effort to effect open access to 

Following challenges to the proposed structure by the FPSC in 2001 and subsequent modification of the plans by the 
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jurisdictional responsibility to regulate the IOUs and, by approving GridFlorida, they were doing just that. The Florida 
Supreme Court dismissed the OPC appeal in May 2003, citing that it was premature because certain portions of the FPSC 
GridFlorida order are not final. 

Following a September 2003 joint meeting of the FERC and FPSC to discuss wholesale market and RTO issues related 
to GridFlorida and in particular federdstate interactions, deliberations by the FPSC were put on hold in 2004 to allow a 
consulting f“, engaged by the GridFlorida applicants, to conduct a cost/benefit study of the GridFlorida RTO. As a result, the 
FPSC held a series of collaborative meetings during the year with all interested parties to facilitate the devefopment of the study 
methodology as well as participate in the submission of data required to complete the study. Upon conclusion of the study, 
which is expected to occur in the second quarter of 2005, the study results will be presented to the FPSC. The FPSC is then 
expected to make a determination as to whether to set the remaining items for hearing or to require the Florida IOUs to take 
other actions. 

Peoples Gas 2002 Rate Prmdhg 

resulted in a $22.6 million annual base revenue increase, reflecting a ROE mid- point of 1 1.755. 

received authorization to increase annual base revenues by $12.05 million. The new rates provide an allowed ROE range from 
10.25% to 12.25% With an 1 1.25% midpoint, and a capital structure with 57.43% equity and were efiective after Jan: 16,2003. 

Utility Competition - Gas 

SerYice areas, there arc other forms of competition. At the present time, the principal form of competition for residential and 
small commercial customen is from companies providing other sources of energy, including electricity. 

“NaturalChoice” program o f f a g  unbundled transportation service to all eligible customers. Thii means @at non-residential 
customers can purchase commodity gas from a third party but continue to pay PGS for the h.ansportation 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 companies seeking to sell gas directly, by transporting gas tbrough other facilities and thereby 
bypassing FGS facilities. In response to this competition, PGS has developed various programs, including the provision of 
transportation d c e s  at discounted rates. 

In general, PGS faces competition from other energy source suppliers offering hefoil, 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. 

On Jun. 27,2002, PGS filed a petition with the FPSC to increase its service rates. The requested rates would have 

PGS agreed to a settlement With all parties involved, and a final FPSC order was granted on Dec. 17,2002. PGS 

Although PGS is not in direct competition with any other regulated distributors of natural gas for customers within its 

In Florida, gas service is unbundled for all non-residential customers. In November ZOOO, PGS implemented its 

In the last several years, the U.S. Congress, the U.S. Securities and Exchange Commission (SEC), the New York Stock 
Exchange (NYSE), and other interested groups have focused extensively on improving corporate accountability and corporate 
governance in an effort to restore investor confidence. The rules passed by tbe SEC and the listing standards adopted by the 
W S E  require, among other things, independence by the Board of Directors and various Board committees, a statement of 
governance guidelines and detailed committee charters, an intemal audit function, a code of ethics for the CEO, senior financial 
officers and directors, adequate intemd controls to detect fraud, increased oversight of financial disclosure by the Audit 
Committee, and certification by the CEO and CFO of the financial results. 

and practices that are designed to provide the framework for the ethical operation of the company, protect the shareholders’ 
interests, and ensure compliance with the law and requirements of the NYSE. For many years, the vast majority of our Board 
of Directors have been independent, and the required independent Board committees have been in place. In addition, we have 
had a rigorous internal audit and compliance function, including an anonymous reporting system which now has been expanded 
to cover matters required to be disclosed to the Audit Committee and the non-management directors, and a code of ethics for all 
employees and officers, called the Standards of Integrity. The code was expanded in 2002 to include directors and is posted on 
the company’s website. In addition, to ensure that our vendors are aware of our expectation that they conduct their business in 
an ethical and professional manner, we require that they comply, as w e  do, with the Principles and Standards of Ethical Supply 
Management Conduct published by the Institute for Supply Management. 

At TECO Energy, we are committed to integrity and transparency in our financial reporting. Our existing controls and 
procedures for full and complete financial reporting and disclosure have beem formalized into a comprehensive system of 
checks and balances that are reviewed quarterly for effectiveness. The CEO and CFO have filed with the SEC, as required by 
law, swom statements certifjhg without exception the accuracy of the financial statements each quartw, and the annua1 
certification is filed as an exhibit to our Annual Report on Form 10-K. Additionally, the CEO has signed and filed with the 
NYSE all of the required certifications as to compliance with the NYSE’s corporate governance listing standards. 

The corporate culture of TECO Energy is based on integrity and sound business ethics. We have longstanding policies 
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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 Guidelks and the 
committee charters are reviewed regularly to ensure that they comply with all of the relevant regulations and meet the needs of 
the Board. More infoxmation about the members of the Board of Directors, as well as copies of the Corporate G c n " c e  
Guidelines, the various committee charters, and the Standards of Integrity, can be found in the corporate governance section of 
the Investor Relations page on our website, www.tecoenergy.com. 

Compliance with Section 404 of the Sarbanes-Oxley Act of 2002 (SOX 404) and related rules of the Securities and 
Exchange Commission require management of public companies to assess the effectiveness of the company's intend controls 
over financial reporting as of the end of each fiscal year. This includes disclosure of any material wealmesses in the company's 
internal controls over financial reporting that have been identified by management. In addition, SOX 404 r e q d  the 
company's independent auditor to attest to and report on management's annual assessment of the company's intrcrnal controls 
over frnancial reporting. We have documented, tested and assessed our systems of internal control over financial reporting, as 
required under SOX 404 and Public Company Accounting Oversight Board Auditing Standard No. 2, An Audit of Internal 
Control Ova Financial Reportins Performed in Conjunction With An Audit of Fiaancial Statements (Standard No. 2), whkh 
was adopted in June 2004, to provide the basis for management's report and our independent auditor's attestation on the 
effectiveness of our internal control over financial reporting as of December 3 1,2004. We estimate our SOX 404 compliance 
costs in 2004 were approximately $6.3 million, which include $4.0 million of external costs. 

during our assessment phase, which are: 
There are thee levels of possible deficiencies in our internal conmls over financial reporting that can be identified 

an htemal control deficiency, which exists when the design or the operation of a control does not allow 
management or employees, in the normal course of performing their functions, to prevent or detect misstatements 
on a timely basis; 
a significant deficiency, which exists when an internal control deficiency or a combination of internal controls 
deficiencies adversely affects our ability to initiate, authorize, record, proccss or report financial data h 
acconhnce with GAAP such that there is a more than remote likelihood that a misstatement of the annual or 
interim financial statements that is more than inconsequential will not be prevented or detected; and 
a material wcakaess, which exists .when a significant deficiency or a combination of significant deficiencies results 
in a more than rcmote likelihood that a materid misstatement of the annual or interim financial statements will not 
be prevented or detected. 

we could conclude that our internal controls over financial reporting were designed and were opmathg 
effectively, or 
we could conclude that our intemal controls over financial reporting were not properly designed or did not operate 
effdvely. A material weakness that exists at the reporting date would require our assessment to be that our 
internal controls over financial reporting are not effective, and we would be requircd to disclose such material 
WeakIJ-. 

As a result, om assessment could result in two possible outcomes at our reporting date: 

. 
Our independent auditor is now required to issue thee opinions annually, beginning with our 2004 consolidated 

frnancial statements. First, the auditor must evaluate and opine regarding the process by which we assessed the effectiveness of 
our internal controls over financial reporting. A second opinion must be issued as to the effectiveness of out internal controls 
over fmancial reporting. Finally, as in the past, the independent auditor must issue an opinion, as to whether our consolidated 
financial statements are fairly presented in all mattrid respects. 

We have completed the assessment of the effectiveness on our internal controls over financial reporting as of Dec. 3 1,2004, 
and have concluded that our controls are operating effectively. 

The scope of our assessment of our internal controls over financial reporting included all of our consolidated entities. 

TRANSACTIONS WITH RELATED AND CERTAIN OTHER PARTIES 

We have interests in unconsolidated affiliates, which are discussed in the Other Unregulated Companies and Off- 
Balance Sbeet Fins- sections. 

In October 2003, Tampa Electric signed a five-year contract renewal with an affiliate company, TECO Transport 
Corporation, for integrated waterbome fuel transportation services effective Jan. I , 2004. The contract calls for inland river 
and ocean transportation along with nver terminal storage and blending services for up to 5.5 million tons of coal annually 
through 2008 (see the Tampa Electric and Regulation sections). 
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NON-GAAP PRESENTATION 
- 

Many times in this Managements Discussion and Analysis of Financial Condition and Results of Operations, we 
present non-GAAp results which present financial results after elimination of the effects of certain identified gains and chugs. 
We believe that the presentation of this non-GAAP financial performance provides investors a measure that reflects the 
company's operations under our business strategy. We also believe that it is helpful to present a non-GAAP measure of 
performance that clearly reflects the ongoing operations of our business and allows investors to better understand and evaluate 
the business as it is expected to operate in future periods. Management and the Board of Directors use this non-GAAP 
presentation as a yardstick for measuring our performance, making decisions that are dependent upon the profitability of OUT 
various operating units and in determining levels of incentive compensation. 

generally accepted in the United States and should not be considered an altemative to net income or other GAAP figures as an 
indicator of our financial performance or liquidity. Our non-GAAP presentation of net income may not be comparable to 
similarly titld measures used by other companies. 

While each of the particular excluded item is not expected to recur, there may be true-ups to charges related to 
merchant power facilities or additional debt extinguishment activities. We recognize that there may be items that could be 
excluded in the fuauc. Even though charges may occur, we believe the non-GAAP measure is important addition to GAAP 
net hcom for assessing our potential future performance because excluded item are limited to those that we believe are not 
indicative of fiatme performance. ~ 

The non-GAAP measure of fmancial performance we use is not a measure of performance under accounting principles 

INVESTMENT CONSIDERATIONS 

The following are certain factors that could affect TECO Energy's future results. They should be considered in 
connection With evaluating fomd-looking statements 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 stataknts. 

. We have substantial indebtedness, which could adversely affect our fiincial condition and financial flexibility. 

In recent y m  we have significantly increased ow indebtedness, which has resulted in an hcrease in the amount of 
fixed charges wc arc obligated to pay. The level of our indebtedness and restrictive covenants contained in OUT debt obligations 
could limit our ability to obtain additional financing or refinance existing debt and could prevent the repayment of subordinated 
debt and the payment of dividends if those payments would cause a violation of the covenants. 

TECO Energy and Tampa Electric must meet certain financial tests as defined in the applicable agreements to use OUT 
and its respective bank credit facilities. Also, we, Tampa Electric and other operating companies have certain restrictive 
covenants in specific agreements and debt instruments. The restrictive covenants of our subsidiaricS could limit their ability to 
make distributions to us, which would further limit our liquidity (see the Credit Facilities and Covenants in Financing 
Agreements sections and Significant Financial Covenants table in the Liquidity, Capital Resources sections). 

As of Dec. 3 1,2004, we were not in compliance with the EBITDA-to-interest or debt-to-total capital financial 
covenants in our construction undertakings associated with TWG's Gila River and Union projects, which, absent the pending 
sale or other transfer of the projtcts to the lenders, including through the previously announced pre-negotiated Chapter 1 1 cases 
filed by the project companies could result in the lenders seeking to accelerate the $1.395 billion of mn-remurse construction 
debt. As of Dec. 3 1,2004, we were otherwise in compliance with required financial covenants. W e  cannot assure you, 
however, that we will be in compliance with these financial covenants in the future. Our failure to comply with any of these 
covenants or to meet our payment obligations could result in an event of default which, if not cured or waived, could result in 
the acceleration of o ? k  outstanding debt obligations. We may not have sufficient working capital or liquidity to satisfy our 
debt obligations in the event of an acceleration of all or a portion of our outstanding obligations. In addition, if we had to defer 
interest payments on our subordinated notes underlying the outstanding trust preferred securities, we would be prohibited from 
paying cash dividends on our common stock until all unpaid distributions on those subordinated notes were d e .  

We also incur obligations in connection with the operations of our subsidiaries and affiliates that do not appear on our 
balance sheet. These obligations take the form of guarantees, letters of credit and contractual commitments, as described in the 
sections titled Liquidity, Capital Resoun?es and Off-Balance Sheet Financing. In addition, our unconsolidated affiliates 
from time to time incurred non-recourse debt to finance their power projects. Although we are not obligated on that debt, our 
investments in those unconsolidated affiliates are at risk if the affiliates default on their debt. 
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I Our financial condition and ability to access capital may be materially adversely affected by further ratings 
downgrades. 

On July 20,2004, S&P lowered the ratings on our senior unsecured debt to BB with a stable outlook. It lowered the 
ratings on other of our securities, as well as those of TECO Finance, including lowering the rating of the trust preferred 
securities to B. SBrp a f f d  its rating of Tampa Electric Company’s senior secured and unsecured debt at BBB-*th a stable 
outlook. In February 2004, Moody’s Investors Service lowered the ratings on our senior unsecured debt to Ba2 with a negative 
outlook. This followed actions in April 2003, when Moody’s and Fitch Ratings lowered their rathgs on our senior unseCllred 
debt to Bal and BB+, respectively, both with a negative outlook, Tampa Electric Company’s senior secured and u n s e c d  debt 
ratings were lowered to Baal and Baa2, respectively, by Moody’s and to BBB+ for unsecured debt, by fit&, with a negative 
outlook by Moody’s. These and any future downgrades may affect our ability to borrow, future collateral, M margin postings 
and may increase our financing costs, which may decrease our earnings. We are also likely to experience greater interest 
expense than we may  have otherwise if, in future periods, we replace maturing debt with new debt bearing higher htcrest rates 
due to our lower credit ratings. In addition, such downgrades could adversely affect our relationships with customm and 
counterparties. 

As a result of past rating actions, TECO EnergySource and other of our subsidiaries were required to post collateral 
with counterparties to transact in the forward markets for electricity and gas. At Dec. 3 1 , 2004, because of our d o n s  in 2004 
to reduce our exposure to additional merchant powex and to exit TECO Solutions’ businesses, we have minimal exposure to 
additional calls for collateral. At current ratings, Tampa Electric and PGS are able to purchase gas and electricity without 
providing collateral. If the ratings of Tampa Electric Company declined to below inv&tment grade, Tampa Electric and 
Peoples Gas could be required to post collateral to support their purchases of gas and electricity. 

If we are unable to limit capital expenditure leveb as forecasted, our financial condition and results could be 
adversely fl‘ected. 

Part of OW plans includes capital expenditures at the operating companies at maintenance levels for the next several 
years. W e  cannot be sum that we will be successful in limiting capital expenditures to the planned amount,’ff we are unable to 
limit capital expenditures to the forecasted levels, we may need to draw on credit facilities, access the capital markets on 
unfavarable terms or ultimately sell additional assets to improve our financial position. We cannot be sure that we will be able 
to obtain additional financings or sell such assets, in which case our financial position, earnings and credit ratings could be 
adversely 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 on cash flow from our subsidiaries to meet our cash requirements that are 
not satisfied from external funding sources. Some of o w  subsidiaries have indebtedness containing restrictive covenants which, 
if violated, would prevent them from making cash distributions to us. In particular, certah long-term debt at PGS prohibits 
payment of dividends to us if Tmpa Electric Company’s consolidated shareholders’ equity is lower than $500 million. At Dcc. 
3 1,2004, Tampa Electric Company’s consolidated shareholders’ equity was approximately $1.7 billion. Also, OF wholly 
owned subsidiary, TECO Diversified, Inc., the holding company for TECO Transport, TECO Coal and TECO Solutions, has 8 

guarantee related to a coal supply agreement that could limit the payment of dividends by TECO Diversified to us. 

Various factors could affect our ability to sustain our dividend. 

Our ability to pay a dividend, or sustain it at cument levels, could be affected by such factors as the level of our 
earnings and therefore uur dividend payout ratio, and pressures on our liquidity, including unplanned debt repayments, 
unexpected capital, shortfalls in operating cash flow and negative retained earnings. These are in addition to any restrictions on 
dividends from our subsidiaries to us discussed above. The Public Utility Holding Company Act of 1935 (PUHCA) restricts 
the payment of distributions from capital for registered companies. However, we are not subject to such restrktions because we 
are exempt from registration under PUHCA. 

We are vulnerable to interest rate changes and may not have access to capital at favorable rates, if at all. 

Changes in interest rates and capital markets generally affect our cost of borrowing and access to these markets. We 
cannot be sure that we will be able to accurately predict the effect those changes will have on our cost of borrowing or access to 
capital markets. 



Merchant Power Project Risks I 
We and the project companies have not yet completed the transfer of our ownership of the Union and Gila 

River projects to tbe lending group. 

Our decision to exit from the ownership of the projects is not conditioned on reaching a consensual agreement with the 
lenders. If the pre-negotiated Chapter 1 1 cases of the project companies cannot be concluded as anticipated, there could be a 
delay in the u l t b t e  forgiveness of the non-recourse debt and there could be a change in the accounting treatment from 
discontinued operations back to continuing operations in a future period. 

The parties have retained the right to assert certain claims they may have against one another until the m f e r  is 
completed. Assertion of such claims and defense against them could be time consuming and costly and delay the ultimate 
disposition of ow interest in the projects. 

I 

Tbe remaining operating power plant owned by a subsidiary of TWGMercbant is affected by market 
conditions until its sale is completed. 

We have an agreement .to sell our interest in the Commonwealth Chesapeake Power Station, and this transaction is 
expected to close by Mar. 31,2005. However, this plant currently sells most of its power in the spot market, so we cannot 
predict with certainty: 

I 
the amount or timing of revenue it may receive from power sales; 
the differential between the cost of operations and power sales revenue; 
the effect of competition from other suppliers of power; 
the demand for p o w  in the market served by the plant relative to available supply; or 
the availability of transmission to accommodate the sale of power. 

TWG-Merchant's results could be adversely affected until the time that the sale of this power plant is completad. 

The status of our investmenk in the suspended Dell and McAdams plants and the Commonwealth cbesaperrke 
Power Station, which is io the process of being sold, is subject to uncertainties which could result in additional 
impairments. 

Our investment in the Dell and McAdams power plants was Writtendown to reflect current fair market value as of 
Dec. 31,2004 and we are pursuing the sale of these plants. Because the write-off was to estimated fair market value, there is a 
risk of M e r  impairment should we be unable to sell them or otherwise obtain our estimated market value for them. 

Station, which we expect to close near Mar. 3 1,2005. Should this sale not be completed as planned, we would not receive the 
expected $86 million cash proceeds from this sale, and additional valuation adjustments could be required. 

Liktwise, wc have enterad into an agreement for the sale of our interest in the Commonwealth Chesapeake POW# 

I 
General Business and Opemtio~l  Risks 

General economic conditions mag adversely affect our businesses. 

Our businesses are affected by general economic conditions. In particular, the projected growth in Ronda and Tampa 
Electric's service area is important to the realization of Tampa Electric's and PGS' forecasts for annual energy sales growth. An 
unanticipated downturn in Florida's or the local area's economy could adversely affect Tampa Electric's or PGS' expected 
PerfOrmanCe. 

I 
Our unregulated businesses particularly, TECO Transport, TECO Coal and the Guatemalan operations, are also 

affected by general economic conditions in the industries and geographic areas they serve, both nationally and internationally. 

Potential competitive changes may adversely affect our regulated electricity and gas businesses. 

The U.S. electric power industry has been undwgoing restructuring. Competition in wholesale power sales has been 
I 

introduced on a national level. Some states have mandated or encouraged competition at the retail level and, in some situations, 
required divestiture of generating assets. While there is active wholesale competition in Florida, the retail electric business has 
remained substantialiy free from direct competition. Though not expected in the foreseeable future, changes in the competitive 
env i "en t  occasioned by legislation, regulation, market conditions or initiatives of other electric power providers, 
particularly with respect to retail competition, could adversely affect Tampa Electric's business and its perfomance. 

are now unbundled for all non-residential customers. Because FGS earns margins on distribution of gas but not on the 
commodity itself, unbundling has not negatively impacted PGS' results. However, future structural changes that we cannot 
predict could adversely affect FGS. 

The gas distribution industry has been subject to competitive forces for several years. Gas services provided by PGS 
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Our gas and electricity businesses are highly regulated, and any changes in regulatory sbuctures could lower 
revenues or increase costs or competition. 

Tampa Electric and PGS operate in highly regulated industries. Their retail operations, ixlcluding the prices charged, 
are regulated by the FPSC, and Tampa Electric's wholesale power sales and transmission services are subject to regulation by 
the FERC. Changes in regulatory requirements or adverse regulatory actions could have an adverse effect on Tampa Electric's 
or PGS' performance by, for example, increasing competition or costs, threatening investment recovery or impacting rate 
structure. 

Our businesses are sensitive to variations in weather and have seasonal variations. 

Most of our businesses are affected by variations in general weather conditions and unusually severe weather. Tampa 
Electric's and PGS' energy sales are particularly sensitive to variations in weather conditions. Those companies forecast energy 
sales on the basis of normal weather, which represents a long-term historical average. Significant variatianS h m  n o d  
weather could have a material impact on energy sales. Unusual weather, such as hurricanes like those experienced in 2004, 
could adversely affect operating costs and sales and cause damage to our facilities' which may require additional costs to repair. 

PGS, which has a typically short but significant winter peak period that is dependent on cold wmtber, is mok weather 
sensitive than Tampa Electric, which has both summer and winter peak periods. Mild winter weather in Florida c811 be expected 
to negatively impact results at PGS. 

Variations in weather conditions also affect the demand and prices for the commodities sold by TECO Coal. "EcO 
Transport is also impactcd by weather because of its effects on the supply of and demand for the products transportad. Severe 
weather conditions could interrupt or slow service and increase operating costs of those businesses. 

Commodity pria changes m y  affect the operating costs and competitive positions of our businesses. 

Most of OW businesses are sensitive to changes in coal, gas, oil and other commodity prices. Any bhang= could affect 

In the case of Tampa Electric, fuel costs used for generation are affected primarily by the cost of cod and gas. Tampa 
the prices these businesses charge, their operating costs and the competitive position of their products and services. 

Electric is  able to ~ccover the cost of fuel through retail customers' bills, but increases in fuel costs affect electric prices and, 
therefore, the competitive position of electricity against other energy sources. 

The ability to make sales and the margins earned on wholesale power sales are affected by the cost of fuel to Tampa 
Electric, particularly 8s it compares to the costs of other power p r o d m .  

In the case of PGS, costs for purchased gas and pipeline capacity are recovered through retail custOm#s' bills, but 
increases in gas costs affect total retail prices, and therefore, the competitive position of PGS relative to electricity, other fonns 
of energy and other gas suppliers. 

We mly on some transmission and distribution assets that we do not own or control to deliver wbolesrrle 
electricity, as well as natural gas. If transmission is disrupted, or if capacity is inadequate, our ability to sell and deliver 
power and natural gas may be hindered. 

We depend on transmission and distribution facilities owned and operated by utilities and other energy companies to 
deliver the electricity and natural gas we sell to the wholesale market, as well as the natural gas we purchase for use in our 
electric generation facilities. If transmission is disrupted, or if capacity is inadequate, our ability to sell and deliver products and 
satisfy our contractual and service obligations may be hindered. 

The FERC has issued regulations that require wholesale electric transmission services to be offered on an open-access, 
nondiscriminatory basis. Although these regulations are designed to encourage competition in wholesale market transactions 
for electricity, there is the potential that fair and equal access to transmission systems will not be available or that sufficient 
transmission capacity will not be available to transmit electric power as we desire. We cannot predict the timing of industry 
changes as a result of these initiatives or the adequacy of transmission facilities. Likewise, unexpected interruption in upstream 
natural gas supply or transmission could affect our ability to generate power or deliver natural gas to local distribution 
CUS". 

The uncertain outcome regarding the creation of regional transmission organizations, or RTOs, may impact 
our operations, results or fiincial condition. 

There continue to be proposals regarding development of RTOs, which would independently control the transmission 
assets of participating utilities in peninsular Ronda. Given the regulatory uncertainty of the ultimate timing, structure and 
operations of any RTOs or an alternate combined transmission structure, we cannot predict what effect their creation will have 
on our future operations, results or financial condition. 
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We may be unable to take advantage of our existing tax credits, and our earnings from outside hvestors in the 
non-conventional fuels production facilities may be impacted by domestic oil prices. 

We are currently defending lawsuits in whicb we could be liable for damages and responding to an informal 
inquiry of the SEC. 

A number of securities class action lawsuits were filed in August, September and October 2004 against US and certain 
of,our current and former officers by purchasers of our securities. These suits, which were filed in the U.S. District Court for the 
Middle District of Florida, allege disclosure violations under the Securities Exchange Act of 1934. These actions were 
consolidated but remain at the.initiaf pleading stage. In addition, in connection with the previously disclosed SEC informal 
inquiry resulting from a letter from the former non-equity member in the Commonwealth Chesapeake Project raising issues 
reIated to the arbitration proceeding involving that project, the SEC has requested additional infomation primarily related to 
the allegations made in these securities class action lawsuits, focusing on various merchant plant investments and related 

' matters. 

We derive a portion of our net income from Section 29 tax credits related to the production of non-conventional fuels. 
Although we have sold more than 90% of our interest in the synthetic fuel production facilities in 2004 and 2005, the amounts 
we realize fiom the sales and our continuing operations of the facilities on behalf of the third-party owners are dependent on the 
continued availability to the purchaser of the tax credits, and our use of any remaining tax credits is dependent on our 
generating sufficient taxable income against which to use the credits. The availability of the Section 29 tax credits, both to those 
purchasers and us, could be negatively impacted by administrative actions of the Internal Revenue Service or the U.S. Treasury 
or changes in law, regulation or administration. In addition, although we have partially hedged against it, the tax credits to the 
purchasers of our non-conventional fuels production facilities could be limited if annual average domestic oil prices in 2005, as 
measured by the Department of Energy reference price, exceed an estimated $52 per barrel, which is the equivalent of $55 per 
barrel on NYMEX, and any such limitation could adversely afFect our earnings and cash flows. 

Impairment testing of certain long-lived assets and goodwill could result in impairment charges. 

The company tests its long-lived assets and goodwill for impairment annually or more frequently if certain triggering 
events occur. Should the current canying values of any of these assets not be recoverable, the company would incur charges to 
Write down the assets to fair market value. 

Problems with operations could cause us to incur substantial costs. 

Each of our subsidiaries is subject to various operational risks, including accidents, or equipment failures and 
operations below expected levels of performance or efficiency. As operatun of power generation facilities, Tampa Electric and 
TWG could incw problems such as the breakdown or failure of power generation equipment, transmission'lines, p i p e l k  01 
other equipment or processes that would result in performance below assumed levels of output or efficiency. Our outlook 
assup mrmal operations and normal maintenance periods for our operating companies' facilities. 

Our international projects and the operations of TECO Transport are subject to risk that conld e t  in 
l o s s e s o r ~ o o s t s .  

Our other unregulated companies are involved in certain international projects. These projects involve llumctou~ risks 
that are not present 
repatriation restrictions, and regulatory and legal uncertainties. The international subsidiaries attcmpt to manas these risks 
through a variety of risk mitigation measures, including specific contractual provisions, obtaining non-recome financing and 
obtaining political risk insurance where appropriate. 

equipment to safely discharge its cargoes in a timely manner. TECO Transport attempts to manage these rkks through a variety 
of risk mitigation measures, including retaining agents with local knowledge and experience in successfully discharging car- 
and vessels similar to those used by TECO Transport. 

domestic projects* including expropriation, political instability, currency exchange rate f l u ~ t u a t i ~ x ~ ,  

TECO Transport is exposed to operational risks in international ports, primarily due to its need for suitable labor and 

Changes in the environmental laws and regulations affecting our businesses could increase our costs or curtail 
our activities. 

Our businesses are subject to regulation by various governmental authorities dealing with air, water and other 
environmental matters. Changes in compliance requirements or the interpretation by governmental authorities of existing 
requirements may impose additional costs on us or require us to curtail some of our businesses' activities. 



In March 2001, TWG (under its former name of “ECO Power Services Corporation) was served with a lawsuit filed in 
Hillsborougb County Florida, by a Tampa-based f m  named Grupo Interamerica, LL,C (Grupo) in connection with a potentid 
investment in a power project in Colombia in 1996. Gwpo alleged, among other things, that TWG breached an oral contract 
with Grupo. On Aug. 3,2004, the trial court granted TWG’s motion for summary judgment, leaving only one count remaining 
in the lawsuit. On Oct. 18,2004, TWG’s motion for summary judgment on the remaining count was granted. The plaintiffs have 
appealed, and we expect the appellate court to render a decision by the end of 2005. 

On Aug. 30,2004, a Colombian trade union, which was to have been the ownerAtssor of the power plant if the 
transaction had been consummated, filed a demand for arbitration in Colombia pursuant to provisions of a confidentiality and 
exclusivity agreement (the “confidentiality agrement”) between the trade union and a subsidiaxy of TWG, TPS htemational 
Power, Inc., alleging breach of contract and seeking damages in the amount of $48 million. TECO Energy, Iuc. and TWG were 
also named, although those companies were not parties to the confidentiality agreement. This arbitration is being funded by 
Grup pursuant to a contract under which Grupo will share in the recovery, if any. The arbitration is in its preliminary stages, 
and although the respondents have not been served, the arbitrators have been selected by the parties. There is greater 
uncertainty of the outcome of this proceeding due to the venue and rules of the arbitration king governed by a foreign 
jurisdiction. 

We intend to vigorously defend all of these proceedings. W e  cannot predict the ultimate resolution of any of these 
matters at this time, and there can be no assurance that these matters will not have a material adverse impact on our fiaancial 
condition or results of operations. 
From time to time, TECO Energy and its subsidiaries are involved in various other legal, tax and regulatory procdhgs before 
various c o w ,  regulatory commissions and governmental agencies in the ordinary come of its business. Where appropriate, 
accruals are made in accordance with the appropriate accounting rules to provide for matters that are probable of resulting in an 
estimable, material loss. While we do not believe that the ultimate resolution of pending matters Will have a material adverse 
effect on our results of operations or financial condition, the outcome of such proceedings is uncertain. 
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Item 7A. QUANTITATIVE AND QUALITAnvE DISCLOSURES ABOUT MARKET RISK. 

Risk Management Infrastructure 

an enterprise-wide approach to the management and control of market and credit risk Middle office risk management 
functions, including credit risk management and risk control, are independent of each bansacting entity (Front Office). 

Our Risk Management Policy (Policy) governs all energy transacting activity at the TECO Energy group of 
carnpank. The Policy is approved by our Board of Directors and administered by a Risk Authorizing Co"ittee (RAC) that 
is comprised of senior management. Within the bounds of the Policy, the RAC approves specific hedging strategies, new 
transaction types or products, limits, and transacting authorities. Transaction activity is reported daily and measured a g k t  
limits. For all commodity risk management activities, derivative transaction volumes are limited to the anticipated volume for 
customer sales or supplier procurement activities. 

interest rate risk "igement, the RAC operates and oversees transaction activity. Interest rate derivative transadon activity is 
ditectly correlated to borrowing activities. 

We are subject to various types of market risk in the course of daily operations, as discussed below. We have adopted 

The RAC administers the risk management policy with respect to interest rate risk exposures. Under the policy for 

Risk Management Objectives 

0w11crship 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 organization, the Middle Office, is to quantify, measure and 
monitor the market risk exposures arising from the activities of the Front Office and the ownership of physical assets. In 
addition, the Middle off ie is responsible for enforcing the limits and procedures established under the approved risk 
management policies. Based on the policies approved by the company's B o d  of Directors and the p d u r e s  establishad by 
the RAC, from time to time, members of the TECO Energy group of companies enter into futures, f o m + ,  swaps and option 
contracts for the following purposes: 

To limit the exposure to price fluctuations for physical purchases and sales of natural gas in the course of normal 
operations at Tampa Electric and PGS; 
To limit the exposure to interest rate fluctuations on debt issuances at TECO Energy and its affiliates; 
To limit the exposure to electricity and fuel oil price fluctuations related to the operations of the fuel-oil-fired 
power plant at TWG; and 
To limit the exposure to price fluctuations for physical purchasts of fuel at TECO Transport. 

The Front Officc~ arc responsible for reducing and mitigating the market risk exposures which arise from the 

The TECO Energy group of companies uses derivatives only to reduce normal operating and market risks, not for 
speculative purposes. Our primary objective in using derivative instruments for regulated operations is to reduce the @act of 
market price volatility on ratepayers. For unregulated operations, the companies use derivative instruments primarily to 
opt- the value of physical assets, primarily generation capacity and natural gas delivery. 

Derivatives and Hedge Accounting 

requires us and our affiliates to recognize derivatives as either assets or liabilities in the financial s t a t c ~ t s ,  to measure those 
instruments at fair value, and to reflect the changes in the fair value of those instruments as components of other comprehensive 
income, depending on the designation of those instruments. 

timing and amount of the hedged transaction and the future effectiveness of the derivative instrument in offsetting the change in 
fair value or cash flows of the hedged item or transaction. The detexmination of fair value is dependent upon certain 
assumptions and judgments, as described more fully below (see Other Unregulated Companies section, and Note 22 to the 
TECO Energy Consolidated Financial Statements). 

FAS 133, Accounting for Derivative Instruments iuui H e d g h g  Activities, as subsequently amended and intMpreted 

Designation of a hedging relationship requires management to make assumptions about the future probability of the 

Interest Rate Risk 

futures, swaps and option contracts, in accordance with the approved risk management policies and procedures, to moderate 
this exposure to interest rate changes and achieve a desired level of fixed and variable rate debt. As of Dec. 3 1,2004, a 
hypothetical 10% increase in the consolidated group's weighted average interest rate on its variable rate debt during 2005, as 
compared to 2004, would not result in a material impact on pretax earnings. Comparatively, as of Dec. 31,2003, a hypothetical 
10% increase in the consolidated group's weighted average interest rate on its variable rate debt during 2004, as compared to 
2003, would not have resulted in a material impact on pretax earnings. This is driven by the very low amounts of variable rate 
debt at either TECO Energy or Tampa Electric. These amounts were determined based on the variable rate obligations existhg 
on the indicated dates at TECO Energy and its subsidiaries. Due to the uncertainty of future events, as discussed in the 
Investment Considerations section, and our responses to those events, the above sensitivities assume no changes to OUT 
financial struchlre. A hypothetical 10% decrease in interest rates would increase the fair market value of our long-term debt by 

We are exposed to changes in interest rates, primarily as a result of OUT borrowing activities. We may enter into 
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approximately 2.1 % and 3.1% at Dec. 3 1,2004 and 2003, respectively (see Financing Activity section, and Notes 4 and 7 to 
the TECO Energy ConsoJidated'Financial Statements). 

C d t  Risk 

evaluation of each counterparty's financial statements, with particular attention paid to liquidity and capital reso-; 
establishment of counterparty specific credit limits; optimization of credit tem; and execution of standardid enabling 
agreements. Our Credit Guidelines require transactions with counterparties below investment grade to be collateralized. The 
Credit Guidelines are administered and monitored within the Middle Office, independent of the Front Offices. 

increased the perceived credit risk. Credit exposures for merchant generation activities are calculated, compared to limits and 
reported to management on a daily basis. Contracts with different legal entities affiliated with the same counterparty are 
consolidated and managed as appropriate, considering the legal structure and any netting agreements in place. 

We have adopted a rigorous process for the establishment of new trading counterpartjes. This process includes an 

Financial instability and significant uncertainties relating to liquidity in the entire merchant energy sector have 

Commodity Risk 

other energy commodity prices. Any changes in prices could affect the prices these businesses charge, their o p t i n g  costs and 
the competitive position of their products and services. W e  assess and monitor risk using a variety of measu"t4ools. 
Management uses different risk measurement and monitoring tools based on the degree of exposure of each opt ing  company 
to commodity risk. 

We and OUT afiliates face varying degrees of exposure to commodity risks-including coal,  tut tal gas, fuel oil and 

Regulated utilities 
Historically, Tampa Electric's fuel costs used for generation have been affected primarily by the price of coal d, to a 

lesser degree, the cost of natural gas and fuel oil. With the repowering of the Bayside Power Station, the use of natural gas, 
with its more volatile pricing, has increased substantially. PGS has exposure related to the price of purchased gas and pipeline 
capacity. 

of fuel and purchased power arc recovered through cost recovery clauses, with no anticipated effect on earnings. Increasing 
fuel cost recovery has the potential to affect total energy usage and the relative attractiveness of electricity and natural gas to 
consu111~s. To moderate the impacts of fuel price changes on rate payers, both PGS and Tampa Electric manage m d i t y  
price risk by entering into long-term fuel supply agreements, prudently operating plant facilities to optimize cost, and entering 
into derivative transactions designated as cash flow hedges of anticipated purchases of wholesale natural gas. At Dec. 3 1,2004 
and 2003, a change in commodity prices would not have a material impact on earnings for Tampa Electric of PGS. 

Currently Tampa Elec?ric's and FGS' commodity price risk is largely mitigated by the fact that i" in the price 

unreguktedcomp.nies 
Most of the unregulated subsidiaries at TECO Energy are subject to significant commodity risk These include TECO 

Coal, TECO Transport, and TWG. The unregulated companies do not speculate using derivative instruments. However, not dl 
derivative instruments receive hedge accounting treatment due to the strict requirements and " o w  appiicability of the 
accounting rules to dynamic transactions. 

and economical, TECO Coal enters into fixed price sales transactions to mitigate variability in coal prices. Based on the 
uncontractbd tons subject to market price variation at Dec. 3 1,2004 and 2003, a hypothetical 10% increase in the average 
annual market price of coal for each year would have resulted in an increase in pretax earnings of approximately $1 million in 
both years. 

TECO Cod is also indirectly exposed to changes in the price of crude oil. Under the rules governing Section 29 tax 
credits, those credits can be phased out in the event that the price of crude oil (as defined by a government price survey) reaches 
a threshold. The benchmark crude oil prices corresponding to the beginning and end of the tax credit phast-out are estimated 
for 2005 to be $52 and $65 per b m l ,  respectively, which are the equivalent of $55 and $68 per baml on NYMEX (see the 
TECO Coal section). In the event that crude oil prices reach the top of this band, the pretax earnings impact is estimated at 
approximately $65 million. To hedge this risk, we have entered into a series of derivative transactions that remove 
approximately 35% of this exposure for 2005. 

agreements often inciude fuel price adjustments to transfer the risk of market fuel price movements to the customer. TECO 
Transport also utilizes derivative instruments to reduce the risk of price variability for anticipated he1 purchases in excess of 
putchases subject to fuel adjustment clauses. As of Dec. 3 1,2004, substantially all of the projected fuel price risk for 2005 was 
removed via price adjustment clauses and derivative instruments. As a result, a hypothetical 10% increase in the priceof fuel 
would not result k a material impact on pretax earnings as of Dec. 3 1,2005. 

For TWG-Merchant, results of operations are impacted primarily by changes in the market prices for electricity and 
natural gas. The profitability of merchant power plants is defined by a concept known as "spark spread." The variable cost of 
producing electricity is primarily a function of gas commodity prices and the heat rate of the plant. The heat rate is the measure 

TECO Coal is exposed to commodity price risk through coal sales as a part of its daily operations. Where possible 

Commodity price risk exists at TECO Transport as a result of periodic purchases of fuel oil. Haulage and freight 
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of efficiency in converting the i ~ u t  fuel into electricity. When the conversion price equals the market price, the spark spread 
would be zero. A power plant operating at this level would theoretically break even with respecf to variable costs. 

reduce the commodity pice risk exposure of the merchant plants. The commodity pnce risk of each plant is managed on both a 
portfolio and asset-specific basis. 

the year ended Dec. 31,2004: 

Spark spreads are influenced by many factors and are highly variable. TWG-Merchant uses derivative instruments to 

The following tables summarize the changes in and the fair value balances of energy derivative assets (liabilities) for 

Changes in Fair Value of Energy Derivatives (millions) 
Net fair value of energy derivatives as of Dec. 3 1,2003 

Net change in unrealized fair value of derivatives 
Changes in valuation techniques and assumptions 

$ 9.1 
(6.1) 

(11.8) 
$ (8.8) 

- 
Realized net settlcmcnt of derivatives 

Net fair value of enerw derivatives as of Dec. 3 1 - 2004 

Roll-Forward of Energy Derivative Net Assets (Liabilities) (millions) 
Total energy derivative net assets (liabilities) as of Dec. 3 1,2003 $ : 9.1 

Change in fair value of mt derivative assets (liabilities): 
~ C d i n O Q  
~ c d i n e a r n i n g s  

(9.6) 
(37.5) 

Net option premium payments 30.3 
Net purchase (sale) of exis- contracts (1.1) 

$ (8.8) Net fair value of energy derivatives as of Dec. 3 1,2004 

When available, the company uses quoted market prices to record the fair value of energy derivative contracts. 
However, many energy derivative contracts are not traded in sufficient volume or with sufficient market transparency to 
establish a representative quotation. In those cases, we use industry-accepted valuation techniques based on 'pricing models or 
matrix pricing for energy derivative contracts. Prices, inputs, assumptions and the results of valuation techniques arc validated 
by the Middle office, independently of the Front Office, on a daily basis. Significant inputs and assumptions used by the 
company to dctcrminc the fair value of energy derivative contracts arc: 1 )  the physical delivery location of the commodity; 2) 
tbe correlation between different bask points andor different commodities; 3) rational, economk behavior in the markets and 
by Countcrpartics; 4) on- and off-peak curve shapes and correlations; 5) observed market information; and 6) volatility forecasts 
and estimates for and between commodities. Mathematical approaches are applied on a frequent basis to validate and 
corroborate the results of valuation calculations. 

Actual cash flows could be materially different from the estimated value upon maturity. 

31,2004. 

For all unrealized energy derivative contracts, the valuation is an estimate based on the best available in for ma ti ox^ 

The following is a summary table of sources of fair value, by maturity period, for energy derivative contracts at Dec. 

Maturity and Source of Energy Derivative Contracts Net Assets (Liabilities) at Dec. 31,2004 
(nrilliOrrS) Current Non-current Total Fair Value 
Source of fair value (millions) 

Actively quoted prices $ -  $ - $ -  
other external sources(') (8.6) (0.5) (9.1) 
Model prices 0.3 - 0.3 

Information from external sources includes information obtained from OTC brokers, industry price servkes or sweys 
and multiple-party on-line platforms. 
Model prices are used for determining the fair value of energy derivatives where price quotes are infrequent or the 
market is illiquid. Significant inputs to the models are derived from market observable data and actual historical 
experience. 

Total $ (8.3) $ (0.5) !§ (8.8) 
(1) 

(2) 
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TECO ENCRGY, INC. 
MANAGEMENT’S REPORT ON KNTERNAL, CONTROL OVER F’INANCIAL REPORTING 

Our rnanagcmeaf is responsible for establishing and ”g adequate internal control over financial reporting, 8s 

such term is defined in Rule 13a-l5(f) of the Securities Exchange Act of 1934, as amended. We conducted an evaluation of the 
efltbctiveness of our internal control over financial reporting as of Dec. 3 1,2004 based on the .framework in Intcmal Control - 
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based on our 
evaluation under this *work, OUT management concluded that our internal control over finsncial reporting was effective as 
ofDec. 31,2004. 

F%cewateihouseCoopm W, an independent registered certified public accounting firm, has audited managemCDt’S 
assessment of the c~ectivencss of the Company’s i n t d  canirol over financial reporting as of Dtc. 31,2004 as stated in their 
report on pages 74-75. 

REPORT OF INDEPENDENT FWGISTERF,D Cl3RTIFlED PUBLIC A C C 0 I J ” G  FIRM 

To the Board of Directors m d  Shareholders of TECO Energy, Inc.: 

We have completed an integrated audit of TECO Energy, hc.’s 2004 consolidated financial sta tmmts  and of its 
internal control o ~ c r  finsncial reporting as of Dec. 3 1,2004 and audits of its 2003 and 2002 consolidated financid statumnts in 
accordatlct with the standads of the Public Company Accounting Oversight Board (United States). Our opinions, based an our 
audits, are presented below. 

~ n s o I i c h d * m ~  S”enl;r 

In our opkiun, the accompanying consolidated fhmciaS statements listed in the indcx appearing herein d e r  Itm 8 
w e n t  ,faifly, in all m a t e d  ftsplEcfs, thc financial position of TECO Energy, Tnc. and its subsidiaries at Dec. 3 1,2004 and 
2003, and the results of their operations and their cash flows for each of the three years in tht period eadcd Dec. 31,2004 io 
copformty with accounting principles generally accepted in the United States of America. In addition, in ow opinion, the 
financial statcxpt schedules information listed in the index appearing t m k  Item 15(a)(2) presents Wly, in all material 
rc8pccts, the inf~nnation set forth therein whcn read in conjunction with the related consolidated financial statements. Tbwe 
finnnEial statements and financial statement schedules are the responsibility of the Company’s management Ora respans*ility 
is to errpress an o p b b  on these financial statements and financial s t a w t  schedules based on our audits. We copducttd our 
audits of thcst statemMlts in accordance with the standards of the Public Company Acco\mting Oversight Board (United 
States). Those standards require that wc plan and perform thc audit to obtain reasonable assurance about whether thc financial 
statenmts are free of xnatcriaf misstat“t. An audit of financial statements includes e-, on a test basis, evidence 
rmpporting the amounts and disclosures in the financial statezmnts, assessing the accounting principles used and sianificant 
estimates made by ~g~ and evaluating the o v d  )inancial statement presentation We believe that our adits p v i &  
a rc%l“ble basis for our opinion. 

As discussed in fhc Note 2,15,7 and 17 to the Financial statements, the Col.rrpany adopted the pxovisions of Fiaancial 
Accounting Standads Board htuptationNo. 46-R, 6 4 ~ ~ ~ Z i & t i ~ n  ojVariuble Inrerest Entities,” on Jan. 1,2004, Fi~mcial 
Accounting Standad 143, “Accounting ofAsset Retirement Obligations,” on Jan. 1 , 2003, Financial Accoainting Standard 150, 
“Accounting for W i n  Financial Insirumen~~ w’th Characteristics of both Liabilities and Equity,” on Jam 1,2003, and 
Financial Accounting Standard 142, 4 ~ G o ~ d ~ i l l  and Other Intangible Assets,” on Jan. 1,2002, respectively. 

I n t d  control overfiirrurcial reporting 
Also, in OUT opinion, management’s a s s c s ~ t ,  included in Management’s Report on Intemal Codrol Ova Financial 

Reporting appearing hemin under Item 8, that the Company maintained effective internal control over -ial reporting 89 of 
Dcc. 31,2004 based on criteria established in internal Control - Integrated Framework issued by the C o ~ t t c c  of Sponsoa 
Organizatiws of the Treadway CommisSim (COSO), is fbirly stated, in al l  mated respects, based on those criteria. 
Fur&hmre, in our opinion, thc Company maintained, in all material respects, effective intend conk01 over f inand reporting 
as of Dec. 3 1,2004, based on nitCria established in h t d  control - Integrated Framework issued by the COSO. Tbc 
Cwrpaoy’s manag-t is responsible for maintaining effective intuml control over financial reporting and for its assessment 
of the effectiveness of intnaal control over financial reporhug. Our responsibility is to express opinions on management’s 
8sstssLIIcnf and on the effeCtivcness of the Company’s intend control over financial reporting based on OUT audit. We 
cmdwtcd our audit of internal control over financial reporting in accordance with &e standards of the Public Company 
Accounting Oversight Board (United States). Those standarda requirt that we plan and p d o m  the audit to obcain reasonable 
assurance about whether effective internal control over financial reporting was maintained in all material respects. An audit of 
intanal control over fmancd reporting includes obtaining an mdm- of internal control over f h n c d  reporting, 

74 

86 



i 
evduahg managemalt's BSSCSSEEIU, testing and evaluating the design and operating cfftctiveness of i n d  control, and 
performing such other procedures, as we consider necessary in the circums~ces. We believe that our audit provides a 
reasonable basis for our opinions. 

the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with 
generally accepted accounting principles. A cornpany's intexnal control over financial reporting includes those politics and 

and dispositions of the assets of the company; (ii) provide reasonable assurance that transactions arc recorded as necessary to 
permit preparation of financial statements in accordance with generally accepted accounting principles, and that and 
expenditures of the company are being made only in accordance with authorizations of management and directors of the 
company; and (5) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or 
disposition of the company's assets that could have a material e&ct on the financial statements: 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatcmcnts. 
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that conlrols may be" 
inadequate because of changes in conditions, or that the degree of compliance with thc policies of procedurc~ mny dcteri~rat~. 

A company's internal control over financial reporting is a process designed to provide reasonable ~SSIUZWC rtgarding 

procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fhirly reflect the t"ad ODs 

/s/ ~ e w a t c r h o u s ~  LLP 

Tampa, Florida 
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TECO ENERGY, INC. 
Consolidated Balance Sheets 

ASSdS 
(millions) Dec. 31, 2004 2003 

Current assets 
cashand cash equivalents 
Rcstrictedc8sb 
Receivables, less allowance for uncollectiiles of $8.0 

and $4.5 at Dcc. 31,2004 and 2003, respectively 
Inventories, at average cost 

Fuel 
M a ~ a n d s u p p l i t s  

Curmlt derivative asscts 

$ 96.7 
57.1 

286.8 

$ 108.2 
51.4 

280.4 

46.2 88.2 
74.6 82.5 

3.8 21.1 
Prepaymats and other current assets 43.6 68.6 
A&& held for sale 128.8 169.4 

Total ament assets 737.6 869.8 

Property, plant and equipment 
utilityplantmrrcrvict 

c o ~ m ~ m p r o g r e s s  207.1 1,151.1 

Electric 4,857.9 ‘ *  5,245.6 
Gas 8 10.8 778.1 

othnpraperty 847.6 865.4 
Aoperty, plant BDd equipment, at original cost 6,723.4 8,040.2 
AcnmpJlated dcprcciath (2,065.5) (2,361.2) 

Total propnty, plant and equipment (net) 4,657.9 5,679.0 

Other assets 
D e f d  income taxes 1,379.1 1,05 1.5 
C M C r  m v c s ~  8.0 16.5 
Rtsulatary assets 20 .9  188.3 
hve- m unconsolidated affiliates 263 .O 343.5 
Goodwill 59.4 71.2 
Dcfmd charges and other assets 111.5 165.1 
Assets held far sale 2,059.1 2,077.4 

Total other assets 4,081.0 3,9 13.5 
~~ 

Total assets $i 9,476.5 $10,462.3 

The accompanying notes are an integral part of the consolidated financial statements. 
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TECO ENERGY, INC. 
Consolidated Balance Sheets - continued 

Current liabilities 
Long-term debt due within one year 

Recourse $ 5.5 $ 6.1 
Non-recourse 8.1 25.5 

Notes payable 115.0 31.5 
Accounts payable 257.8 3 13.8 
Customer deposits 105.8 101.4 
Cumnt derivative liabilities 11.5 12.0 
Intertstaccrued 50.6 56.6 
Taxes accrued 36.3 149.9 
Liabilities associated with assets held for sale 1,631.8 1344.4 

Total cunmt liabilities 2,222.4 2,247.2 

Otber liabilities 
D e f c r r c d  incomctaxcs 504.1 498.0 
Invesbmcnt tax credits 20.0 22.8 
Regulatory liabilities 539.0 560.2 
Long-- derivative liability 0.5 
D e f d  credits and other liabilities 35 1.5 364, I 

. Recourse 3388.9 3.660.3 
Non-rc"c 13.4 83.2 
Junior subortjinated 277.7 649.1 

Minority inttrtst 2.9 1.9 
Total other liabilities 5,970.2 6337.4 

- 
Liabilities associated with assets held for sale 672.2 1 ,  697.8 
hng-ttrm debt, less amount due Within one year 

C o d b n e n t s  and contingencies (see Note 12) 

Capital 
Common equity (400 million shares authorized; 
par value $1 ; 199.7 million shares and 187.8 million shares 
outstanding at Dec. 31,2004 and 2003, respectively) 199.7 187.8 
Additional paid in capital 1,489.4 1,220.8 

Accumulated other compreh ensive income (43.8) (55.8) 
Common equity 1,287.7 1,692.3 

Retained earnings (deficit) (357.6) 339.5 

u m e d  compmSation (3.8) (14.6) 
Total capital 1,283.9 1,677.7 

Total liabilities and capital $ 9,476.5 $ i0,462.3 

The accompanying notes are an integral part of the consolidated financial statements. 
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TECO ENERGY, INC. 
Consolidated Statements of Income 

(millwns, except per share amounts) 

Revenues 
For the years ended Dec. 31, 2004 2UO3 2002 

Regulated electric and gas (includes franchise fees and gross receipts 
taxes of $83.8 million in 2004, $77.7 million in 2003 and 
$73.8 million in 2002) $ 2,101.0 $ 1,991.1 $ 1,867.0 

Total revenues 2,669.1 2,598.3 25 10.5 
Unregulated 568.1 607.2 6435 

EXpenseS 
Regulated operations 

Fuei 536.7 344.9 312.7 
purchasedpower 172.3 184.7 202.3 
Cost of natural gas sold 226.2 224.0 148.9 
orha 258.2 258.4 257.2 

140.7 145.4 160.5 
other operations 605.3 6 19.6 579.8 

Depreciation 282.3 319.1 2%. 1 
Assct*-t 713.5 132.9 - 
Goodwill and intangible asset impairment 4.8 32.9 - 
Re” gchargts 1.2 24.6 17.8 
Trues, other than income 185.0 172.5 169.9 

3,126.2 2,45 9 .O 2,145.2 
(Loss) i”me f” operations (457.1) 139.3’ 365.3 
m e r  (expense) income 

Allowance for othex funds used during construction 0.7 19.8 24.9 
otherincome 144.0 112.7 19.3 
Loss on debt extiaguishmcnt (4.4) - (34.1) 
Impairment onTIE investment (152.3) - - 
TMDP arbitration fts~7rt 5.6 (32.0) - 
Income (loss) from equity investments . 36.1 (0.4) 5.5 

Intacst expense 321.9 285.6 140.0 

Total expenses 

Total other incorm (expeuse) 29.7 100.1 15.6 
Intemeharges 

Distribution on preferred securities of subsidiary - 40.0 38.9 
Allowance for borrowed funds used during construction (0.3) (7.6) (9.6) 

Total intertst charges 32 1.6 318.0 169.3 
(Loss) income from continuing operations before provision for income taxes (749.0) (78.6) 21 1.6 
(Bemefit) for income taxes (265.1) (9 1.5) (56.9) 
Net (loss) income from continuing operations before minority interests (483.9) 12.9 268.5 

Net (loss) income from continuing operations (404.4) 61.7 268.5 
Discontinued operations 

(Loss) income from discontinued operations (225.1) (1314.7) 74.2 
Income tax (benefit) provision (77.5) (547.9) 12.6 

Total discontinued Operations (147.6) (W.8) 61.6 

Net (loss) income $ (552.0) $ (909.4) $ 330.1 
Average common shares outstanding - Basic 192.6 179.9 153.2 

- Diluted 192.6 180.2 153.3 
Earnings per share from continuing operations - Basic $ (2.10) $ 0.34 $ 1.75 

- Diluted $ (2.10 $ 0.34 $ 1.75 
Earnings per share - Basic $ (2.87) $ (5.05) $ 2.15 

- Diluted $ (2.87) $ (5.04) $ 2.15 
Dividends paid per common share outstanding $ 0.76 $ 0.925 $ 1.41 

The accompanying nates are an integral part of the consolidated financial statements. 

Minority interest 79.5 48.8 - 

- Cumulative effect of change in accounting principle, net of tax - (4.3) 
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TECO ENERGY, INC. 
Consolidated Statements of Comprebensive Income ' 

~ (millionr) 
For the years ended Dee. 31, 2004 2003 2002 
Net (loss) income $ (552.0) $ (909.4) $ 330.1 

Other comprehensive income (loss), net of tax 
I .2 ( 1 .a Foreign currency translation adjustments L 

Net unrealized gains (losses) on cash flow hedges 4.8 28.1 (13.2) 
Minimum pension liabilitv adjustments 7.2 (43.9) (4.4) 
Other comurehensive income (loss), net of tax 12.0 (14.6) (1 8.8) 

Comamhensive ~ 1 0 s ~ )  income $ (540.0) $ (924.0) $ 31 1.3 

The accompanying notes are an integral part of the consolidated financial statements. 
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TECO ENERGY, INC. 
Consolidated Statements of Cash Flows 

(millions) 
For the years ended Dec. 31, 2004 2003 2002 
cesh flows from openting activities 

Net hcomc (loss) $ 
Adjustments to reconcile net (loss) income to net cash from operating activities: 

Depreciation 
D c f d  incomc taxes 
Investment tax credits, net 
Allowanct for funds used during construction 
Amortization of unearned compcnsation 
cumulative effect of change in accounting principle, pretax 
Gain on sales of busindassets, pretax 
Equity in earnings of unconsolidated affiliates, net of cash distributions on earnings 
Minority loss 
Asset impairment, pretax 
Goodwill and intangible asset impairmmt, pretax 
TMDP arbitration ( m v u y )  meme, prctax 
Lmjs on joint venture termination, pretax 
Dcferrcd rccovtry clause 
k ~ c d t o e u s t o m t r s  
Receivables, less allowanct for uncoIlectiblcs 
hvcntorics 
Prepayments and other deposits 
Taxes acauGd 
Intcm!5teccrucd 
Accounts pltyable 

(5 52.0) 

289.6 
(355.3) 

(2.9) 
( 1 -0) 
13.6 

(92.9) 
(34.3) 
(79.5) 
876.7 

16.6 
(55.6) 

20.2 

32.1 
41.9 
(0-8) 

(82.0) 
76.7 

(69.2) 

- 

- 

- 

$ (909.4) 

382.0 
(709.4) 

(4.7) 
(27.4) 
18.3 
7.1 

(147.5) 
13.8 

(4.8) 
1,330.7 

122.7 
32.0 

153.9 
(27.3) 

96.4 
' 7.0 

(1 6.5) 
34.5 

(60.7) 
. (I 7.5) 

- 

$ 330.1 

303.2 
(96.6) 
(4.8) 

(34.5) 
13.9 

(15.1) 
15.3 

- 

- - - - 
- 
72.2 
(6.4) 

(W.1) 
(39.4) 

6.3 
24.1 
14.2 
98.3 _ -  

OthU 47.7 82.1 39.0 
Cash flows from operating activities 139.6 31 1.3 655.7 

Cash flows ftoan investing activities 
Capid expenditures (273.2) (590.6) (1,065.2) 
Allowance for funds used during construction 1 .o 27.4 34.5 - 
furchesc of " f i l y  intmst 
Net proceeds from sales of business/assets 
Net cash reduction from dccomolidation 
Restrictedcash 
Distributions from (investment in) unconsolidated affiliates 

- - 
349.5 296.5 
(22.7) - 
(34.3) (46.2) 
45.4 (30.6) 

Other non-cumat investments 24.7 (32.4) (715.6) 
Cash flows from investing activities 90.4 (375.9) (1,660.5) 

crub aOWS frOm 8dVitkS - 
Dividends 
Common stock 
proceeds from long-term debt 
Repayment of long-term debt 
Minority intmst 
Resbictcd& 
Early exchange of equity units 

(145.2) 
10.2 

(225.0) 
76. I 

(17.7) 

- 

- 

(165.2) 
136.6 
655.1 

(526.5) 
44.4 
(5.9) - 

(215.8) 
572.6 

1,758.4 
(949.7) 

Settl-emcnt ofjoint venture termination obligation - (33.5) - 
Net incrtasc (decrease) in short-term debt 77.5 (323.0) (278.4) 
Issuance of prefemd stcuritits - - 435.6 
Equity contract adjustment payments ( I  7.4) (20.3) (15.3) 

Cash flows from financing activities (241 5)  (238.3) 1,307.4 
Net (decrease) increase in cash and cash equivalents ( I  1.5) (302.9) 302.6 

Cash and cash equivalents at end of the year $ 96.7 $ 108.2 $ 411.1 
Cash and cash equivalents at beMnning of the year 108.2 41 1.1 108.5 

Suppltmentp1 disdosure of CISb flow information 
Cash paid during the year for: 

~ntertst (net of m u n t s  capitalized) ( I )  

. Incometaxes 
$ 372.1 $ 493.1 $ 160.2 
$ 22.4 $ 58.8 $ 71.9 

(1) Included in interest paid during the year is interest paid on debt obligation for discontinued operations of $5 1.5 million and $166.6 
million for 2004 and 2003, respectively. The= was no interest paid on debt obligations for discontinued operations in 2002. 

The accompanying notes are an integral part of the consolidated financial statements. 
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TECO ENERGY, INC. 
Consolidated Statements of Capital 

Accumulated 
Uneamed Additional Retained Other 

Common Paid-in Earnings Comprehensive COtnpenSatiO Tom1 
(miilions) Shares"' Stock Capital (Deficit) Income fhss)  n Capital 

Balance, Dec. 31,2001 139.6 $ 139.6 $ 400.7 $1,298.0 $ (22,4) $ (44.3) $1,971.6 
Net income for 2002 330.1 330.1 
Other comprehensive (loss), 

Common stock issued 36.2 36.2 544.4 
Cash dividends declared (215.8) 
Amortization of unearned 

aftertax 

compensation 
Convertible prefmed stock - 

present valuc of contract 
adjustment payments 

dividends and stock options 
Tax benefits -ESOP 

(1 8.8) (1 8.8) 

(2 15.8) 
(8.01 572.6 

13.9 13.9 

(53.1) 

2 5  1.4 

(53.1) 

3.9 
Performanceshares 7.3 7.3 
Bdancc, Dec. 3 1,2002 175.8 $ 175.8 $ 1,094.5 $1,413.7 $ (41.2) $ (31.1) $2.6 1 1.7 

Net (loss) for 2003 (909.4) (909.4) 
otba comprc$cnsiw (loss), 

aftatax (14.6) (14.6) 
Common stock issued 12.0 12.0 125.0 (0.4) 136.6 
Cash dividends declared (165.2) (1 65.2) 
Amortization of u " c d  

compensation 

dividends and stock options 
Tax bentfit~ - ESOP 

1.3 0.4 

18.3 18.3 

1.7 
Performanct sharcs .(1.4) (1.4) 
Balance, Dec. 3 1,2003 187.8 3i 187.8 $ 1,220.8 $ 339.5 $ (55.8) $ (14.6) $ 1,677.7 

Net (loss) for 2004 (552.0) (552.0) 
Other comprehensive income, 

afttrtax 12.0 12.0 
Common stock issued 0.9 0.9 7.8 1.5 10.2 
Cash dividends declared ( 145.2) (145.2) 
Early exchange of equity 

security units 10.2 10.2 251.6 
Settlement of claim 0.8 0.8 9.2 
Amortization of unearned 

compensation 
Tax benefits - ESOP 

dividends 
Performance sbares 

0.1 

261.8 
10.0 

13.6 13.6 
0.1 

(4.3) (4.3) 

~~~ ~ ~ 

Balance, Dec. 31,2004 199.7 $ 199.7 $ 1,489.4 $ (357.6) $ (43.8) $ (3.8) $1,283.9 

(1) TECO Energy had a maximum of 400 million shares of $1 par value common stock authorized as of Dec. 3 1,2004, 
2003 and 2002. 

The accompanying notes are an integral part of the consolidated financial statements. 
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1. Signifhnt Accounting Policies 

The si@cant accounting policies for both utility and diversified operations are as follows: 

Principles of Consdidation 
The consolidated financial statements include the accounts of TECO Energy, Inc. and its majority-owned subsidiaries 

(TECO Energy or the company). AI1 significant inter-company balances and inter-company transactions have been eliminated 
in consolidation. Generally, the equity method of accounting is used to account for investments in partnerships or other 
arrsngements in which TECO Energy or its subsidiary companies do not have majority ownership or exercise control. 

TECO Energy adopted the provisions of Financial Accounting Standards Board (FASB) Intexpretation No. 46 (FIN 
46), ConsolidatiOn of Variable Interest Entities, an Interpretatwn of ARB No. 51, as of Oct. 1,2003 with no material impaCt. 
E fk t ive  Jan. 1,2004 the company adopted Financial Accounting Standards Board Interpretation No. 46R, Consolidutbn of 
Variable Interest Entities, an hterpretution of ARB No. 51, (FIN 46R) which impacted the consolidation jwhciples applied to 
ccrtain entities. For entitits that are detennined to meet the definition of a variable interest entity (VIE), the company obtains 
information, where possible, to dctcnnine if it is the primary beneficiary of the VIE. If the company is de- to be the 
primary beneficiary, then the VIE is Consolidated and a minority interest is recognized for any other third-party int#ists. E the 
company is not the primary beneficiary, then the VIE is accounted for using the equity or cost method of Bccou[lting. In 
circumstawxs this can result in the company consolidating entities in which it has less than a 50% quity hvcstmcnt and 
deconsolidating entities in which it has a majority equity interest. FIN 46R impacted the consolidation policy for the 
subsidiaries that bold intcrcstS in San Josb and Alborada power stations in Guatemala, the funding companies hwlved h the 
ksuancc of the trust p m f d  securities, TECO AGC., Ltd., and Hernando Oaks, LTX (see Note 2). For all other entities, the 
gmeral consolidation principles described above apply. 

undivided htercst in joht v a h m  property are included in the consolidated financial statements through Dec. 31,2002 (sot 
Note 16). 

Bccounting principles (GAAP). Actual results could differ from these estimates. 

Revised Segment Reporting 

internal reporting information used for decision making purposes. With this change, management focused on the results and 
pdOmance of TECO Wholesale Generation, Inc. (formerly TECO Power Services Corporation), or TWG-Merchant, as a 
segment comprised of all merchant operations, from which the Frontera, Union, and Gila River projects' opesations have been 
reclassified to discontinued operations. TWG-Merchant includes the results of operations for the Commonwealth Chesapeake, 
Dell and McAdams power plants, as w l l  as h e  equity investment in the Texas Independent Energy (TE) projects up to the 
date of sale (see Note 16 for details), held through PLC Development Holdmgs, LJu3 (PIX), and TECO EaergySourcc (TIB), 
the energy marketing operation for the merchant plants. 

The non-merchant operations, formerly included in the "ECO Power Services operating segment., are comprised of the 
results from Hardee Power Partners, Ltd. (HPP) and the equity investment in the Hamakua p o w  plant in Hawaii, up to the 
date of sale (see Note 16 for details), the Guatemalan operations which include equity investments in the San 3os6 and Alborada 
power plants and an equity investment in the Guatemalan dis.tribution company, EEGSA, and other non-merchant activities. 

Results of operations for tbe pportional share of expenses, revenues and assets reflecting TECO Coalbed Methane's 

- The use of wtimatcs is inherent in the preparation of financial statements in accofdance with generally accepted 

In 2003, the company, as part of its renewed focus on core utility and profitable unregulated operations, revised 

' 

Cash Equivalents 

less. The carrying amount of cash equivalents approximated fair market value because of the short maturity of these 
Cash equivalents are highly liquid, high-quality investments purchased with an original maturity of three months or 

~ insbuments. 

Restricted Cash 

held in escrow related to the 2003 sale of TECO Coal Corporation's (TECO Coal) indirectly owned synthetic fuel production 
~ facilities (to provide credit support for the company's current credit rating). The $50.0 mil& of cash from the synthetic fuel 

facility sale will be retained in escrow to support the company's obligation under the sale agreement, until the expiration of the 
agreement or TECO Energy achieves an investment-grade credit rating. Restricted cash at Dec. 3 1,2004 and Dec. 3 1,2003 
also includes $7.1 million and $36.0 million, respectively, of cash held in escrow related to the 2003 sale of Hardee Power 
Partners (see Note 16). 

Restricted cash at Dec. 3 1,2004 and Dec. 3 1,2003 includes $50.0 million and $15.4 million, respectively, of cash 

I 
I 
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Cost Capitalization 
Devebpment costs - TECO Energy capitalizes the external costs of constnrction-related development activities after 

achieving certain project-related milestones that indicate that completion of a project is probable. Such costs include direct 
incremental mounts incurred for professional services (primarily legal, engineering and consulting services), permits, options 
and deposits on land and equipment purchase commitments, capitalized interest and other related costs. In accordance with 
Statement of Position (SOP) 98-5, Reponing on the Costs of Srm-up Activities, start-up costs and organization costs are 
expensed as incurred. 

Debt issuunce cmfs - The company capitalizes the external costs of obtaining debt fmanchg and amorhes such costs 
over the life of the related debt. 

CupitaZized interest expense - Interest costs for the construction of non-utility facilities are capitalized and depreciated 
over the service lives of the related property. TECO Energy capitalized $0.7 million, $17.3 million and $63.2 million of interest 
costs in 2004,2003, and 2002, 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 
maintenance materially increases the life or value of the underlying asset, the cost is capitalized. While normal maintenance 
outages covering various components of the plants generally occur on at least a yearly basis, major overhauls occur less 
hCjuently. 

Tampa Electric, Peoples Gas System (PGS) and TWG-Merchant expense major maintenance costs as incurred. Far 
Tampa Electric and PGS, concurrent with a planned major maintenance outage, the cost of adding or replacing r c ~ e n t  units- 
of-property is capitalized in conformity with Florida Public Service Commission (FPSC) and Federal Energy Regulatory 
Commission (FERC) regulations. 

The San JoSC and Alborada plants in Guatemala each have a long-term power purchase agr#mcnt (PPA) with 
Empresa E16ctriCa de Guakmla, S.A. (EEGSA). A major maintenance revenue recovery component is implicit in the capacity 
payment portion of the FTA for each plant. Accordingly, a portion of each monthly fixed capacity payment is defcrred to 
recognize the portion that reflects recovery of future planned major maintenance expenses. Actual maintcnincc costs arc 
expensed when incurrod with a like amount of deferred recovery revenue recognized at the same time. 

Depreciation 
TECO Energy provides for depreciation primarily by the straight-line method at annd  rates that amortize the original 

cost, less net salvage value, of depreciable property over its estimated sen ice  life. Unregulated electric generating, pipeline and 
transmission facilities are depreciated over the expected useful lives of the related equipment, a period of up to 40 years. The 
provision for total regulated and unregulated utility plant in service, expressed as a percentage of the original cost of 
depreciable property, was 3.9% for 2W,4.5% for 2003 and 4.2% for 2002. For the year ended Dec. 31,2003, Tampa Electric 
recognizCa depreciation expense of $36.6 miilion related to accelerated depreciation of certain Gannon power station coal-hd 
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 Asset Retirement Obligations, in 2003 resulted in an &e in the 
carrying amount of long-lived assets and the reclassification of the accumulated reserve €or cost of removal as ‘‘Rcgdatory 
liabilities” for all periods presented. The adjusted capitalized amount is depreciated over the remaining useful life of the asset 
see Note 1s. 

Allowance for Funds Used During Construction (AFUDC) 

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 2004,203 and 2002. 
Total AFUDC for 2004,2003 and 2002 was $1 .O million, $27.4 million and $34.5 million, respectively. The base on which 
AFUDC is calculated excludes construction work-in-progress which has been included in rate base. 

AFUDC is a non-cash credit to income with a corresponding charge to utility plant which represents the cost of 

Investments in Uaeoosoiidsted Affiliates 

ownership interest for each investment at Dec. 31,2004 and 2003 is presented in the following table: 
hvestments in unconsolidated affiliates are accounted for using the equity method of accounting. The percentage 
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2ow 2003 - TECO Energy and Subsidiaries’ Pemnt Ownership in Uncol3sdidated Affiliates 
Dec. 31, 
TECO Wholesale Generation (TWG) 

Texas Independent Energy, L.P. (TIE)“) - 5046 
TECO Transprt 

Other uuregdated 

- oCeanDryBulk,L= 50% 

Empress Elktrica de Guatemala, S.A. (EEGSA) 24% 24% 

Tampa Centro Americana de Electricidad, Limitada ( h b o r e d  or TCAE)”) 
- Central Generadora Electrica San Jose, Limitada (San Josh or CGE)”’ 

Hamakua Energy Partners, L.P. (3) - 50 
HamakuaLaadParlndp,LL5‘3’ - 50 

100 
96 - 

us propane, LLP4’ - 38 
TECO AGC, Ltd.(5K7) - 50 
L i t ”  Technologies, Lu3 36 36 
Hanandooalts,Ltc~’ - 50 
Brandon Roperties Partaers, Ltd. - 50 
Walden Woods Business Center, Ltd. 50 so 
TECO Capital Funding wx3 1‘9’ 
TECO Capital Funding Lu3 It‘@) 100 - 

- 100 

(1) In August 2oW, a TWG-Merchant sohidiary completed the sale of its 50% indirect intereSt in TIE (the hold& 
compky for the Odessa and Guadalupe proJst entities). See Note 16 for additional information @ut this sale. 
As of Jan. 1,2004, in acmrdancc with the intapretation and application of the oonsolidation guidance established in 
FIN 46R to long-term power purchase agreements, TECO Energy can no longer consolidate CGE or TCAE, the 
project Companies for the San Josd and Alborada power plants, respectively, in Guatemala. The percent owaership is- 
unchanged from Dcc. 3 1,2003. See Note 2 for additional details. 
See Note 16 fix informatl ‘on about the sale in July 2004 of TECO Energy’s indirect intuest in Hamakua 
The sale of U.S. Propant, LLC assets was completed in the second quarter of 2004 (see Note 16). 
The sale of TECO AGC, Ltd. assets was completed in November 2004. 
During the second quarter of 2004, the assets of Lhtream Technologies, LLC were sold in bankruptcy. The 
company still indirectly owned a 36% interest in Litest” Technologies, LIS as of Dec. 31,2004. 
As of Jan. 1,2004, in accordance with FIN 46R, h e  company determined that it is the primary b t n e f i c ~  of this 
entity. As a result, this entity is included in the consolidated financial statements of the company is a fully 
consolidated entity with a significant minority interest. The percent ownership is unchanged from=* 31,2003. See 
Note 2 for additional details. 
BrandonPropatics was dissolvtd in 2004. 
As of Jan. 1,2004, in accordance with the inteqwetation and application of the consolidation guidance established in 
FIN 46R TECO Energy can no longer consolidate Capital Funding I & XI. See Note 7 and Note 2 for additional 
details. ”be percent ownership is unchanged from Dec. 3 1,2003. 

Regulatory Assets and Liabufties 

Types of Regulation (see Note 3 for additional details). 
Tampa E l d c  and PGS are subject to the provisions of FMB statement No. 7 1, Accounting for the Egecrs uf Certain 

Deferred Income Taxes 
TECO Enagy utilizes the liability method in the measurement of deferred income taxes. Under the liability metbod, 

the temporary differences between the financial statement and tax bases of assets and liabilities are reported 8s deferred taxes 
measured at current tax rates. Tampa Electric and PGS are regulated, and their books and records reflect approved regulatory 
treatment, inciuding 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. 

Investmint Tax Credits 

expense over the service lives of the related property. 
Investment tax credits have been recorded as deferred credits and are being amortized as reductions to income tax 
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Revenue Recognition 

Bulletin (SAB) 104, Revenue Recognition in Financicll Stutemm. 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 
fmed and determinable; and 4) collectibility is reasonably assured. Except as discussed below, TECO Energy and its 
subsidiaries recognize 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. Revenues for any financial or hedge transactions that do not result in 
physical delivery are reported on a net basis. 

The regulated utilities' (Tampa Electric and PGS) 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) 7 1, Accounting for the ERecfs of Certain Types of 
Regulation, to the company. 

Revenues for certain transportation services at TECO Transport are recognized using the percentage of completion 
method, which includes estimates of the distance traveled and/or the time elapsed, compared to the total estimattd wntract. 

TECO Energy recognizes revenues consistent with the Securities and Exchange Commission's Staff Accounting 

Revenues and Fuel Costs 
Revenues include amounts resulting from cost recovery clauses which provide for monthly billing charges to reflect 

incrcascS or dccrcascs in fuel, purchased power, consexvation and environmental costs for Tampa Electric a d  purchased 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 arc taken into account in the 
process of setting adjustment factors for subsequent recovery periods. Over-recoveries of costs are recorded as de- credits, 
and under~recoverics of costs arc rccordcd as d e f d  charges. 

approved in the regulatory process. These costs are recognized as the associated revenues arc billed. Thc regulated utilities 
accrue base revenues for services rendered but unbilled to provide a closer matching of revenues and cxpcnscs. See Note 3. 

" ' ~ ~ v a b k s "  l hc  item on the balauce sheet. 

purehrsed Power 

the sa l t  of HFT in October 2003 (see Note 16), power purchases h m  HPP, subsequent to the sale, are reflected as nowaffiliate 
purchases by Tampa Electric. Tampa Electric's long-term power purchase agreement from HPP was not affected by the sale of 
HIT. Under the existing purchase power agreement, which has been approved by the Federal Energy Rtgulatory C!c"ission 
(FERC) and the Florida Public Service Commission (FPSC), Tampa Electric has full entitlement to the output of the CT2B unit 
at all times and full entitlement to the output of the remaining units at the Hard= power station at all timLlt except when 
Seminole Electric Cooperathe has entitlement due to outages and/or durations on a specified podon of its generathg units. 
Tampa Electric purchased pow from non-TECO Energy affiliates, including purchases from HPP, at a cost of $172.3 million, 
$234.9 million and $253.7 million, respectively, for the years ended Dec. 3 1,2004,2003 and 2002. The associatad revenue at 
Hpp from power sold to Tampa Electric of $50.1 million and $5 1.4 million for 2003 and 2002, respeCtively, is offset against 
"'Regulated operations - Purchased power'' in the income statement. The purchased power costs at Tampa Elcctric are 
recoverable through an FPSC-approved cost recovery clause. 

Certain other costs incurred by the regulated utilities are allowed to be recovered from customers through prices 

As of Dec. 31,2004 and 2003, unbilled revenues of $46.3 million and $45.7 million, respectively, arc included in the 

Tampa Electric purchases power on a regular basis primarily to meet the needs of its retail customers. As a result of 

Accounting for Excise Taxes, Fraachise Fees and Gross Receipts 

and reconciled to the actual cash payment of excise taxes. As general expenses, they are not specifically recovered through 
revenues. Excise taxes paid by the regulated utilities are not material and are expensed when incurred. 

FPSC. The amounts included in customers' bills for franchise fees and gross receipt taxes are included as revenucs on the 
Consolidated Statements of Income. These mounts totaled $83.8 million, $77.7 million and $73.8 million for the yam ended 
Dec. 3 1,2004,2003 and 2002, 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 tbe years ended Dec. 3 1, 
2004,2003 and 2002, these totaled $83.6 million, $77.5 million and $73.7 million, respectively. 

TECO Coal and TECO Transport incur most of TECO Energy's total excise taxes, which are accrued as an expense 

The regulated utilities are allowed to recover certain costs incurred from customers through prices approved by the 

Assethqmirments 
Effective Jan. 1,2002, "JXO Energy and its subsidiaries adopted FAS 144, Accounting for the hq"pumaent or 

Disposal of Long-Lived Assets, which superseded FAS 12 1 , Accowing for the Impairment of Long-Lived Assets a d  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 8 component of a business. 
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In accordance with F& 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 exist. Indicators of impairment existed for 
certain asset groups, triggering a requirement to ascertain the recoverability of these assets using undiscounted cash flows 
before interest expense. See Note 18 for specific details regarding the results of these assessments. 

Deferred Credits and Other Liabilities 

not reported medical and general liability claims, and deferred gains on sale-lease back transactions hvolvhg marine assets. 
Other deferred credits primarily include the accrued post-retirement benefit liability, the pension liability, incurred but 

Stock..Based Compensation 

applies Accounting Principles Board Opinion No. (APB) 25, Accounting for Stock Issued to Employees, and related 
intapretations in accounting for its stock-based compensation plans. Effective Jan. 1,203,  the company adopted FAS 148, 
Accounting for Stock-Based Contpensatio+Tmnsition and Disclosure, an amendment of FASB Statement No. 123. Tbis 
standard amends FAS 123 to provide alternative methods of transition for companies that voluntarily change to the fair value- 
based method of accounting for stock-based employee compensation. It also requires prominent disclosure about the effects on 
reported net income of the company's accounting policy decisions with mpezt to stock-based employee compensation in botb 
annual and interim financial statements. 

Stock options arc granted with an option price greater than or equal to the fax value on the grant date, thcrcfort no 
compensation expense has been recognized for stock options granted under the Equity Plans and Director Equity Plans (sec 
Note 9 for a description of the plans). If the company had elected to recognize compmsation expense fbr stuck options based 
on the fair value at grant date, consistent with the method prescribed by FAS 123, net income and earaingS per share would 
have been reduced to'the pro forma amounts as follows. These pro forma amounts were detnmined us& the Black-Scholcs 
valuation model with weighted average assumptions set forth below: 

TECO Energy has adopted the disclosure-only provisions of FAS 123, Accounting for Stock-Baed Compensation, but 

Pro Form S t m k - B d  Compensation Wnse 
(millwns, except pcr sham mwun#) 

Net (I&) income from continuing operalions As reported $ (404.4) $ 61.7 268.5 
For the yeam end& Dec. 31. 2004 2#3 2002 

A&.- Uncamcd compensation ,pmse") 3.2 1 .O 1 .o 
7.1 3.7 6.1 

Pro forma $ (408.3) $ 59.0 $ 263.4 
$ (552.0) $ (909.4) $ 330.1 - .  

A&.- Unearned compensation expcnse(~) 3.2 1 .O 1 .O 
Less: pro f o m  expenset?) 7.1 . 3.7 6.3 
Pro forma $ (555.9) $ (912.1) $ 325.0 

L 

Net (loss) income from continuing As reponed $ (2.10) $ 0.34 $ 1.75 
onerations - EPS. basic . 

prof- $ (2.12) $ 0.33 $ 1.72 
Net (loss) income from continuing As reported $ (2.10) $ 0.34 $ l.75 

operations - EPS, diluted 
Pro forma $ (2.12) $ 0.33 $ 1.72 

Net (loss) income - EPS, basic As reported S (2.87) $ (5.05) $ 2.15 
Ro forma $ (2.89) $ (5.07) $ 2.12 

Net (loss) income - EPS, diluted As reported $ (2.87) $ (5.04) $ 2.15 
fn, forma $ (2.89) $ (5.06) $ 2.12 

Assumptions 
Risk-frec interest rate 4.04% 3.52% 5.09% 
Expected lives (in years) 7 7 6 
Expected MOCL volatility 34.09% 32.68% 25.92% 
Dividend yield 5.67% 4.876 5.47% 

(1) 
(2) 

Unearned compensation expense reflects the compensation expense of restricted stock awards, after-tax. 
Compensation expense for stock options determined using the fair-value based method, after tax, plus compensation 
expense associated with restricted stock awards, after tax. 
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Restrictions on Dividend Payments and Transfer of Assets 
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 on TECO Energy's common stock are dividends and other distributions from its 
operating companies. 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 credit facility contains a covenant that could limit the 
payment of dividends exceeding $50 million in any quarter under certain circumstances. In March 2004 Tampa Electric repaid 
$75 million of 7.75% first mortgage bonds issued under an indenture that included a limitation on dividends covenant. This 
covenant is no longer operative since there are no bonds outstanding under the indenture. Certain long-term debt at PGS 
contains restrictions that limit the payment of dividends and distributions on the common stock of Tampa Electric. Tampa 
Electric's $125 Allion credit facility, which included a covenant limiting cumulative distributions and outstanding affiliate 
loans, was amended in 2004 resulting in the elimination of this covenant. 

Transport, TECO Coal and TECO Solutions, has a guarantee related to a coal supply agreement that limits the payment of 
dividends to its common shareholder. TECO Energy, but does not limit loans or advances. 

In addition, TECO Diversified, Inc., a wholly-owned subsidiary of TECO Energy and the holding company for TECO 

See Notes 6,7 and 12 for a more detailed description of significant financial covenants. 
TECO Energy holds the nght to defer payments on its subordinated notes issued in connection with the issuance of 

trust preferred securities by TECO Capital Trust I and TECO Capital Trust II. Should the company exercise this right, it would 
k prohibited from payhg cash dividends on its common stock until the unpaid distributions on the suborhated notes are 
made. TECOSnergy has not exercised that right 

Fonign Operations 
The funCtiOM1 currency of the company's foreign investments is p-ly the U.S. dollar. Tmua~tions 

currency are remeasured to the U.S. dollar for financial reporting purposes. The aggregate re-measurement gains or losses 
included in net income in 2004,2003, and 2002 were not significant. The foreign investments are generally protected from any 
significant currency gains or losses by the terms of the power sales agreements and other related contracts, in which payments 
arc defined in US. dollars. 

the local 

ReCl8SSificrrtiOns 

have heen reclassified from continuing operations to discontinued operations as approPriate for each of the entities as discussed 
in Note 21. 

' certain prior year amounts were reclassified to confoxm to the current year presentation. Results for dl prior periods 

2. New AccoUnting Promuncements 

Gains and Losses on Energy Trading Contracts 

Losses on Energy Truding Contrucrs Under Issues Nu. 98-10 and 00-17, which 1) precludes mark-to-market accounthg for 
energy trading contracts that are not derivatives pursuant to FAS 133,2) requires that gains and losses on all derivative 
instruments within the scope of FAS 133 be presented on a net basis in the income statement if held for tradhg purposes, and 3) 
limits the circumstances in which a reporting entity may recognize a "day one*' gain or loss on a derivative contract. The 
measurement provisions of the issue are effective for all fiscal periods beginning after Dec. 15,2002. The net presentation 
provisions are effective for all financial statements issued after Dec. 15,2002, The adoption of the measurement provisions on 
Jan. 1,2003 did not have a material impact. See Note 21 for additional details of amounts presented on a net basis. 

On Oct. 25,2002, the Emerging Issues Task Force released EITF 02-3, Recognition und Reparting of Gains und 

Consolidation of Variable Interest Ent€ties 

or our subsidiary companies do not have a majority ownership interest or exercise control. A new approach for determining if a 
reporting entity should consolidate certain legal entities, including partnerships, limited liability companies, or trusts, among 
others, collecthely defined as VIES was developed and later revised under FIN 46 (FIN 46R), Consolidation of Variuble 
Interest Entities, m htevretatwn of ARB No. 51. 

equity at risk to finance its own activities without relying on financial support from other parties. Additional criteria must be 
applied to determine if this condition is met or if the equity holders, as a group, lack any one of three stipulated characteristics 
of a controlling financial interest. If the legal entity is a VIE, then the reporting entity determined to be the primary beneficiary 
of the VIE must consolidate it. Even if a reporting entity is not obligated to consolidate a VIE, then certain disclosures must be 
made about the VIE if the reporting entity has a significant variable interest. 

46R was adopted for the remaining VIEs as described below. 

The equity method of accounting is generally used to account for significant investments in mangexnents in which we 

A legal entity is considered a WE, with some exemptions if specific criteria are met, if it does not have sufficient 

TECo Energy adopted the provisions of FIN 46 as of Oct. 1,2003 with no material impact. As of Jan. 1,2004, FIN 
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The company formed "CAE to own and construct the Atborada Power Station in Guatemala in 1995. The company 
for" CGE to own and commence construction of the San Jose Power Station in Guatemala in 1998. The San Jose POW 
Station was completed in 2000. Both projects obtained a long-term power purchase agreement ("PA) With EEGSk a 
distribution utility in Guatemala. The terms of the two separate PPAs include EEGSA's right to the full capacity of the plants 
for 15 years, U.S. dollar based capacity payments, certain terms for providing fuel and certain other terms including the right to 
extend the Alborada and San Jos6 contracts. Management believes that EEGSA is the primary beneficiary of the variable 
hterests in TCAE and CGE due to the terms of the PPA. Accordingly, both entities were deconsolidated as of Jan. 1,2004. 
The TCAE deconsolidation resulted in the initial removal of $25 million of debt and $15.1 million of net assets from the 
balance sheet. The San Josk deconsolidation resulted in the initial removal of $655 million of debt and $106.6 million of net 
assets from the balance sheet. The results of operations for the two projects are classified as "'lncome from Equity Investments" 
in the Consolidated Statements of Income since the date of deconsolidation. 

These funding compmks sold preferred securities to Capital Trust I and Capital Trust lI (see Note 7 for additional details of 
the advities of the trusts). The funding companies used those procetds to purchase junior subordinated notes from 'IEcCl 
Energy. The funding companies are considered VIES in accordance with FIN 46R Since management does not believe the 
company has any material exposure to losses as a result of its involvement with TECO Funding I and II, these entities wefe 
deconsolidated 8s of Jan. 1,2004 reflecting that the company is not the primary beneficiary of the funding Companies. The 
Funding companies are presented as quity investments in the balance sheet. The impact of the deansolidation 
in liabilities of $20.2 miltion and a corresponding increase in assets. 

facilities. TECO Enerm's maximum loss exposure in this entity is its equity investment of approximately $10.9 million and 
losses related to thc production costs for the future production of synthetic fuel, in the event that such production creates 
Section 29 non-conventioxuil fuel tax credits in excess of TECO Energy's or the other buyers' capacity to gemmtc sufficknt 
taxable income to use such credits. Management believes that the company is the primary beneficiary of this VIE and continues 
to consolidatc the entity under the guidance of FIN 46R 

sales in December 2001 and December 2002, and are currently recognized as operating leases for use of the assets. The salt 
leaseback transactions were entered into with separate third parties that the company believes meet the definition of a VIE. 
TECO Tmnspt currently leases two ocean going tugboats, four ocean going barges, five river towboats and 49 barge 
through these two trusts. The estimated maximum loss exposure faced by TECO Tramport is the incrcmcntal cost of obtaining 
suitable quipmnt to meet the company's contractual shipping obligations. ?XI accordance with the guidance of FIN 46R 
"agemcnt has concluded that the company is.not the primary beneficiary of the lessor trusts and continues to report only the 
@acts of the operating leases and any other required cash contributions. 

Hemando Oaks, wx3 was f o d  by TECO Properties with the Pensacola Group to buy and develop 627 acres of land in 
Hernand0 County, Florida into a residential golf community comprised of an 18 hole golf course and 975 single family lots for 
sale to homebuildcrs. The company has provided subordinated financial support in the form of a guarantee on behalf of the 
hnited liability company and determined that it is the primary beneficiary of Hernando Oaks. The compauy corrsolidated 
Hernand0 Oaks, LLC as of Jan. 1,2004, resulting in 811 increase in assets of $18.5 million and a corresponding incrcaSe in 
liabilities. 

and distribute chilled water to customers via a local distribution loop primarily for use in air conditioning system. The 
partnership, TECO AGC, Ltd., meets the definition of a VIE. The company is the primary beneficiary, in accordance with FlN 
46R due to subordinated financing of $3.3 million provided to the parrnership as of Dec. 3 1,2003, in addition to the 
company's equity investment. This note receivable from the partnership is collateralid by the assets in the partnwship. The 
company consolidated TECO AGC, Ltd. as of Jan. 1,2004 with no material increase in assets or liabilities. 

Power Station in central Erlorida. HPP obtained dual 20-year PPAs with Tampa Electric and another Florida utility company to 
provide peaking capacity. The company sold its interest in fEpp to an affiliate of Invenergy LLC and GTCR GoIda Rauner 
L E  in 2003. Under FIN 46R the company is required to make an exhaustive effop to obtain sufficient information to 
determine if HPP is a VIE and which holder of the variable interests is the primary beneficiary. The new owners of HPP are 
not Willing to provide the information necessary to make these determinations and have no obligation to do so. The information 
is not available publicly. As a result, the company is unable to determine if HPP is a VIE and if so, which variable interest 
holder, if any, is the primary beneficiary. The maximum exposure for the company is the ability to purchase ekctricity under 
terms of the PPA with HPP at rates unfavorable to the wholesale market. For a description and measure of the purchases of 
electricity under the Hpp PPA, see Note 1 - Purchased Power. 

TECO Funding I, LlLc and TECO Funding TI, LLX: are limited liability, wholly-owned subsidhis of TECO Energy. 

an haease 

pike Letcher Synfuel, Lu3 was established as part of the Apr. 1,2003, sale of TECO Coal's synthetic fuel produdon 

TECO Transport entered into two separate sale leaseback transactions for certain vcsse~s wbich were r#.x)m 

TECO Propesties formed a limited liability company with a project developer which meets the definition of a VIE- 

A subsidiary of TECO Solutions formed a partnership to construct, own and operate a water cooling plmt to produce 

In 1992, a subsidiary of the company, Hardee Power Partners, Ltd. (HPP) commenced construction of the Hard= 
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Amendment to Derivatives Accounting 

Activities, which clarifies the definition of a derivative and modifies, as necessary, l?M 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 come of the adoption of FAS 133. 

Contracts and Forward Contracts with Optionality Features Qulify fur the Normal Purchases and Normal Sales Exception?, 
and DIG Issue C15, Nonnal Purchases and N o m l  Sales Exception for Certain Option-Type Contracts and Forward 
Contracts in Electricity. In limited circumstances when the criteria are met and documented, TECO Energy 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 C 10 and C 15 into the standard did 
not and will not have a material impact on the consolidated financial statements of TECO Energy. 

clewed by the FASB and not modified under FAS 149, the effective date of the issue remains the same. For all 0th- aspects of 
the standard, the guidance is effective for all contracts entered into or modified after Jun. 30,2003. The adoption of the 
additional guidance in FAS 149 did not have a material impact on the consolidated financial statements. 

In April 2003, the FASB issued FAS 149, Amendment of Statement 133 on Derivative Instruments mad He&@ 

In particular, FAS 149 incorporates the conclusions previously reached in 200 1 under DIG Issue C 10, Cun Option 

FAS 149 establishes multiple effective dates based on the source of the guidance. For all DIG Issues previously 

Financial Instrumenb with Claaracteristics of both Liabilities and Equity 
In May 2003, the FASB issued FAS 150, A c c o h g  for Certain Financirtl Insrnunents with Characteristics of both 

Liabilities and Equity, which requires that an issuer classify certain financial instruments as a liability or an asset. A e v i ~ u ~ l y ,  
many financial instruments witb characteristics of both liabilities and equity were classified as equity. F d d  btnunents 
subject to FAS 150 include financial instruments with any of the following fcaturcs: 

An unconditional redemption obligation at a specified or determinable dat~, or u p n  an event that certain to 
occur; 
An obligation to repurchase shares, or indexed to such an obligation, and may require physical share or net cash 
seal-t; 
An unconditional, or for new issuances conditional, obligation that may be settled by issuing a variable m” of 
equity shares if e i t k  (a) a fixed monetary amount is known at inception, @) the variability is indexed to 
soxnethiug other than the fair value of the issuer’s equity shares, or (c) the variability moves h ~ l y  to changes 
in thc fair value of the issuer’s s-. 

The standard requires that all such instruments be classified as a liability, or an asset in certain cirCum~tanCes, and 
hitially measured at fair value. Forward contracts that require a fixed physical share settlement and mandatorily dea”ak 
financial instruments must be subsequently re-measured at fair value on each reporting date. 

This s t d a d  is effective for all financial instruments entered into or modified after May 31,2003, and for all other 
financial inSWumats, at the beginning of the first interim period beginning after Jun. 15,2003. See Note 7 for a discussion of 
the impact of the adoption of this standard on Jul. 1,2003. 

Reporting Discontinued Operations 
Emerging Issucs Task Force (EITF) Issue No. 03-13, Applying the Conditions in Paragraph 42 of FASB Statement 

NO. 144, Accounting for the Intpainnent or Disposal of Long-Lived Assets, in Determining Whether to Report Discontinued 
Operutwns. The company bas adopted the guidance provided by the EITF as related .to assessing the actual or projected direct 
rtnd indirect cash flows of a disposal component to assess the extent or lack of continuing involvement. As a result of this 
assessment, the sale of Frontera and the expected sale of BCH will be reported as “Assets and Liabilities Held for Sale” and the 
results for both disposal components are reported as ‘Discontinued Operations”. 

Stock-Based Compensation 
FASB Statement No. 123 (revised 2004), Share-Bared Payment, will become effective for periods after Jun. 15,2005. 

The revision to FAS 123 will require financial statement cost recognition for certain share-based payment transactions that are 
made after the effecthe date in return for goods and serVices. Additionally, the revision Will require financial statement cost 
recognition for certain share-based payment transactions that have been made prior to the effective date but for which the 
requisite service is provided after the effective date. (See Note 1 to the Consolidated Financial Statements, which includes 
proforma information to assess the impact of implementing the revised statement.) 

Inventoiy Costs 

inventory that must be included as current period costs. This Statement becomes effective for periods beginning after Jun. IS, 
2005 and is not expected to mslttridly impact the company. 

FASB Statement No. 15 1, Inventory Custs, un amendment to ARB No. 43, Chapter 4, sets forth certain costs related to 
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~ NonmonetargAssets 
FASB Statement NO. 153, Exchanges of Nonmonetary Assets, an amendment of APB Opinion No. 29, becomes 

effective for periods beginning after Jun. 15,2005 and is not expected to materially impact the c0111pany. 

3. Regulatory 
As discussed in Note 1, Tampa Electric’s and PGS’ retail business are regulated by the FPSC. 

Base Rate - Tampa Electric 
Tampa Electric’s rates and allowed return on equity (ROE) range of 10.75% to 12.75% with a midpoint of 11.75% are 

in effect until such time 8s 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 maintaining earnings Within its allowed ROE mge for the foreseeable future. 

Power Station, which enterad service in 2003 and 2004. 
Tampa Electric has not sought a base rate increase to recover significant plant investment, including the Bayside 

Cost R ~ C O V ~ ~  - E I ~ c  
2004 Proceedings 
In September 2004, Tampa Electric filed with the FPSC for approval of fuel and purchased power, capacity, 

environmental and c o m a t i o n  cost recovery rates for the period January through December 2005. In November, the FPSC 
approved Tampa Electric’s requested changes. The rates include the impacts of incrcasad natural gas and coal prices, the 
collection of underestimated 2004 fuel expenses, the p”is from the sale of SO2 emissions allowancts associ8tCd with 
Hookers Poht Station and the O&M costs associated with the Environmental ’Rotection Agency (EPA) Consent Decree and 
Florida Department of Environmental Protection OW) Consent Final Judgment required Big Bend Units 1 - 3 PrCsCR 
projects (see Note I2 for additional details regarding projected e”menta l  expenditures). In addition, the rates also mflect 
the FPSC’s Stptcmbcr 2004 decision to reduce the annual cost rtc0w-y amount for water transportation &vices for coal and 
petroleum coke provided under Tampa Electric’s contract with TECO Transport described below (See Note W). ”he 2004 
costs associated with this disallowance were recognized in 2004. 

The Company is unable to predict the timing, MWC or impact of such future actions. 
As part of the regulatory process, it is reasonably likely that thi i  parties may htewene on similar matters in the future. 

Base R8te - PGS 

3 1.25% midpoint. PGS expects to continuC earning within its allowed ROE range for the foreseeable future. 
As a result of a base rate proceeding, effective Jan. 16,2003 PGS’ allowable ROE range is 10.25% to 12.25% with an 

Cost Recovery - PGS 

factor for the period h u a r y  2005 through December 2005. The PGA is a factor that can vary monthly duc to changes in actual 
he1 costs but is not anticipated to exceed the annual cap. 

fn November 2004, the FPSC approved the mual cap on rates under PGS’ F’urchasecl Gas Adjustment (PGA) cap 

OtberItems 
Regwml Transmisswn Organitation (RTO) 
Pn October 2002, the RTO process involving the pposed formation of GridFlorida, LLC, as initiated in response to 

the Federal Energy Rcgulatov Commission’s (FERC’s) continuing efforts to affect open access to transmission facilities in 
large regional markets, was delayed when the Ofice of Public Counsel (OX) filed an appeal with the Florida Supreme Court 
asserting that the FPSC could not relinquish its jurisdictional responsibility to regulate the hvestor-owned electric utilities 
(IOUs) and the approval of GridFlorida would result in such a relinquishment. Oral arguments occurred in M a y  2003, and the 
Florida Supreme Court dismissed the OPC appeal citing that it was premature because certain portions of the FPSC GridFlorida 
older Mere not final. 

Pn September 2003, a joint meeting of the FERC and FPSC took place to discuss wholesale mar- and RTO issues 
related to GridFlorida and, in particular, federaystate interactions. During 2004, deliberations by the FPSC were put on hold to 
allow a consulting firm, engaged by the GridFlorida applicants, to conduct a costhenefst study of the OridFtlonda RTO. As a 
result, the FPSC held a s d e s  of collaborative meetings during the year with all interested parties to facilitate development of 
the study methodology as well as participate in the submission of data required to complete the study. Upon conclusion of the 
study, which is expected to occur in the first quarter of 2005, the study results will be presented to the FPSC. The FPSC is then 
expected to set the remaining item for hearing and establish a hearing schedule. 

Stom Damrrgc Cost Recovery 
Following Hurricane Andrew in 1992, Florida’s IOUs were unable to obtain transmission and dutribution insurance 

coverage in the event of hurricanes, tornados or other damage due to destructive acts of nature. Tampa Electric and other IOUs 
were permitted to implemeat a self-insurance program effective Jan. 1 1994 for such costs of restoration, and the FPSC 
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authorized Tampa Electric to acme $4 million annually to grow its unfunded storm damage reserve. Tampa Electric had never 
utilized its reserve before the 2004 hurricane season and would have had a reserve balance of $44 million at Dec. 31,2004. 

year-end, which exceeded the storm damage reserve by $28 million. These excess costs over the reserve amounts wefe charged 
against the reserve and are reflected as a regulatory asset at Dec. 3 1,2004. The storm costs did not reduce earnings but did 
reduce cash flow from operations. 

Tampa Electric filed for and received approval from the FPSC to defer prudently incurred storm damage restoration 
costs to the reserve until alternative accounting treatment is sought. At this time Tampa Electric is evaluathg several options, 
based upon other Florida public utilities’ proceedings before the FPSC. 

The costs for restoration associated with hurricanes Charley, Frances and Jeanne were estimated to be $72 million at 

Coal Transportation Contract 
In September 2004, the FPSC voted to disallow certain costs that Tampa Electric can recover from its customers for 

waterborne fuel transportation services under a contract With TECO Transport (see Note 13 and Note 23 for additional details). 

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 GAAP in all material respects. 

Tampa Electric and PGS apply the accounting treatment permitted by FAS 7 1, Accounfing for the meets of Certrrin 
7)pes of Reglrlation. Areas of applicability include deferral of revenues under approved regulatory agreements; rcvenut 
recognition resulting from cost rec~vcry clauses that provide for monthly billing charges to reflect incrtaseS of d#xeases in 
fuel; purchased power, conservation and environmental costs; and deferral of costs as regulatory assets, when cost rccovcry is 
o n i d  over a period longer than a fiscal year, to the period that the regulatory agency recognizes than. Details of the 
regulatory assets and liabilities as of Dec. 31,2004 and 2003 are presented in the following table: 

*tory Assets and Liabilities 
(millwns) Dec. 31, 2ow 2003 
Replatmy  asset^^: 

Rtgulatory tax asset(’) $ 57.6 $ 63.3 
OtbeJ: 

Cost recover clauses 48.2 59.7 
Coal contract buy*&’ 

Environmental remediation 
D e f d  bond refinancing costs”’ 

- 
325 
16.9 

2.7 
32.2 
20.7 

Competitive rate adjustment 6.1 5.3 
Transmission and distribution storm reserve 28.0 - 
other 11.6 4.4 

143.3 125.0 
Total regulatory assets $ 200.9 $ 188.3 

Regulatorp liabilities: 
Regulatory tax liability[” 
other: 

Deferred allowance auction credits 
Recovery clause related 
Environmental remediation 

$ 29.5 $ 29.9 

2.3 1.9 
a .7 - 

16.9 20.7 
Transmission and distribution storm reserve - 40.0 
D e f d  gain on property sales 1.7 1.9 
Accumulated reserve - cost of removal 479.9 462.2 
mer - 3.6 

5095 530.3 
Total regulatory liabilities $ 539.0 $ 560.2 

(1) 

(2) 
(3) 

Related to plant life. Includes $14.6 million and $17.0 million of excess deferred taxes as of Dec. 31,2004 and Dec. 
3 1,2003, respectively. 
Amortized over a 10-year period ending J3xember 2004. 
Amortized over the tem of the related debt instrument. 



4. Income Tax Expense 

Income tax expense consists of the following components: 

Income Tax Expense (Benefit) 
(nriuionr) Federul Foreign State Total 
2004 

Continuing operations 
Current payable 
Deferred 

0.4 $ (9.1) $ (1.1) $ 10.6 $ 
(2 17.6) 0.3 (45.3) (262.6) 

Amortization of investment tax credits (2.9) - - (2.9) 
Income tax (benefit) from continuing operations (229.6) (0.8) (34.7) (265.1) 

Current payable 9.7 - 5.5 15.2 
DefelTed (86.1) - (6.6) (92.7) 
Income tax (benefit) from discontinued operations (76.4) - (1.1) (775) 

Total income tax (benefit) $ (306.0) $ (0.8) !§ (35.8) $ (342.6) 
2003 

Discontinued operations 

continuing operations 
Current payable $ 58.3 $ 2.2 $ 7.4 $ 67.9 
OGfCrred (143.0) 5.3 (1 7.0) ( 154.7) 
Amortization of investment tax credits (4.7) - - (4.7) 
Income tax (benefit) expense ffom continuinp, operations (89.4) 7.5 (9.6) (915) 

- 7.1 6.8 
- (35.0) (554.7) 

clarent payable (0.3) 

h o m e  tax (benefit) drom discontinued operations (520.0) - (27.9) (547.9) 
Total income! tax (bcncfit) expense $ (609.4) s 7.5 $ (375) $ (639.4) 

Discontinued operations 

Deferred (519.7) 

2002 
Continuing operations 

Currcnt payable 
Defemd 

$ 11.0 $ 1.0 $ 10.3 $ 22.3 
(69.2) - (5.2) (74.4) 

Amortization of investment tax credits 14.81 - - (4.8) 
~~ ~ 

lncome tax (btncfit) cxpcnse from continuinp; operations (63 .O) 1 .o 5.1 (56.9) 
Discontinuedoperations 

Current payable 29.0 - 5.8 34.8 
Deferred (20.0) - (2.2) (22.2) 
Income tax expense f!” discontinued operations 9.0 - ‘ 3.6 12.6 

Total income tax (benefit) e x p m  $ (54.0) $ 1.0 $ 8.7 $ (44.3) 

TECO Energy uses the liability method to determine deferred income taxes. Under the liability method, the company 
estimates its current tax exposure and assesses the temporary differences resulting from differences in the treatment of items, 
such as depreciation, for financial statement and tax purposes. These differences are reported as d e f d  taxes, measured at 
curtent rates, in the consolidated fmmcid statements. Management reviews all reasonably available current and historical 
information, including forward-looking information, to determine if it is more likely than not, that some or all of the deferred 
tax asset will not be realized. If management determines that it is likely that some or dl of a deferred tax asset will not be 
realiztd, then a valuation allowance is recorded to report the balance at the amount expected to be realized. 

Based primarily on the reversal of deferred income tax liabilities and future earnings of the company’s core utility 
operations, management has determined that the net deferred tax assets recorded at Dec. 3 1,2004 will be realized in future 
periods. 

follows: 
The principal components of the company’s deferred tax assets and liabilities recognized in the balance sheet are as 
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Deferred Income Tax Assets and Liabilities 
(mliwns) Dec. 31, 2004 203 
Deferred income tax assets ( I )  

Property related $ 780.3 !§ 517.3 
Alternative mini" tax credit forward 
Investment in partnership 
Goodwill write-down 

208.5 224.6 
80.8 56.4 
16.0 107.5 

Net operating loss carryforward 158.8 - 
mer 134.7 145.7 

Total deferred hcome tax assets $ 1,379.1 $ 1,051.5 

De€erred income tax liabilities'" 
Property related $ (557.6) $ (521.8) 
Basis difference in oil and gas properties 
mix 

- . 4.4 
53.5 19.4 

Total d e f d  income tax liabilities $ (504.1) $ .  (498.0) 
Net deferred tax assets $ 875.0 $ 553.5 

~ 

(1) Catah p p a t y  related assets and liabilities have been netted. 

Included in the "property related" component of the.defd tax asset, as of Dec. 31,2004, is tbe impact of The asset 
impairments discussed in Notes 18 and 21. 

At Dec. 31,2004 the company has unused federal and state (Florida) net operating losses of approximately $413.0 ' 

million and $259.0 million, respectively, expiring in 2024. In addition, the company has available alternative m i n i "  tax 
credit carryforwards for tax putposes of approximately $208 million which may be used indefinitely to reduce federal income 
taxes. 

Eifective Income Tax Rate 
(nrillians) 
For the years ended Dee. 31, 2004 2003 2002 
Net (loss) income from continuing operations before minority interest $ (483.9) !§ 12.9 $ 268.5 

Net (loss) income from ContiDUing operatiom (404.4) 61.7 268.5 
Total hcome tax provision (benefit) (265.1) (91 5) (56.9) 
(Loss) income from continuirrp, operations before income taxes (6695) (29.8) 211.6 

Increase (decrease) due to 

Plus= minority intercst 795 48.8 

Income taxes on above at federal statutory rate of 35% (234.4) ( 10.4) 74.1 

State income tax, net of f e d 4  income tax (22.4) (6.3) 3.3 
Foreign income taxes (0.8) 7 5  1 .O 
Amortization of investment tax credits (2.9) (4.7) (4.8) 
Permanent reinvestment - fimign income (1 0.5) (12.3) (8.1) 

AFUDC equity (0.3) (6.9) (3.7) 

Other (8.4) 7.6 (6.4) 

Non-conventional fuels tax credit - (66.0) (107.3) 

Dividend income 14.6 - - 

Total income tax provision from continuing operations $ (265.1) $ (91.5) $ (56.9) 
Provision fix income taxes as a percent of income from continuing operations, 

(1) 

before income taxes 39.6% 307.1 % ('I (26.9%) 
This calculation is not necessarily meaningful as a result of the interaction between tax losses and tax d i t s  for the 
period. 

We have experienced a number of events that have impacted the overall effective tax rate on continuing operations. 
These events included the recognition of non-conventional fuel credits, permanent reinvestment of foreign income under 
Accounting Principles Board Opinion No. 23, Accowhg for Taxes - Special Area ,  (APB 23), repatriation of foreign source 
income to the United States resulting in the discontinuance of the permanent reinvestment criteria for certain investments under 
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APB 23, Guatemalan tax refomeffective Jul. 1,2004, and equity treatment of variable interest entities as required under FIN 
46R 

At Dec. 3 1,2004, the portion of cumulative undistributed earnings from our investments in EEGSA WBS 

approximately $42 million. Since these earnings have been and are intended to be indefinitely reinvested in foreign operations, 
no provision has been made for U.S. taxes or foreign withholding taxes that m a y  be applicable upon an actual or deemed 
repatriation. 

rate which is lower than in prior years and to record estimated state benefits from impairments. 

respectively, in 2004,2003, and 2002. The total effective income tax rate differs from the federal statutory rate due to state 
income tax, net of federal income tax, the non-conventional fuels tax credit and other miscellaneous items. The actual cash paid 
for income taxes as primarily required for the alternative minimum tax, state income taxes and payments for prior year audits in 
2004, 2003 and 2002 was $22.4 million, $58.8 million and $7 1.9 million, respectively. 

- 

The consolidated entity recorded a net state benefit in 2004 to reflect state deferred balances at the expected realizable 

The provision for income taxes as a percent of income from discontinued operations was 34.4%, 36.2% and 17.0% 

5. Employee Postretirement Benefits 

Pension Benefits 

are based on employees' age, years of Service and final average earnings. The company's policy is to fund the plan based on the 
amount dGtcsmincd by the company's actuaries within the guidelines set by ERISA for the mini" annual contribution. In 
2004, the corrrpany made a contribution of $14.2 million to the plan. In 2005, the company expects to make a contribution of 
about $13.6 million. 

Amounts discfosed for pension benefits also include the unfunded obligations for the supplemental execUtjyc 
retirement plans. These arc non-qualified, "contributory defined benefit retirement plans available to certain members of 
senior management. In 2004, the company made a contribution of $9.8 million to these plans. In 2005, the.company cxpezts to 
makc a contribution of about $4.6 million to these plans. 

TECO Energy reported other comprehensive income of $7.2 million in 2004 and other comprehensive losses of $43.9 
million and $4.4 million in 2003 and 2002, respectively, related to adjustments to the minimum pension liabfity associated with 
these +ion plans (See Note 10). 

company's p o s t - m h m t  benefit plans, and the target allocation for 2005, by asset category, follows: 

TECO Energy has a non-contributory defined benefit retirement plan that covers substantially all employees. Beacfits 

The asset allocation for the company's pension plan as of Sep. 30,2004 and 2003, the mtasuremmt d a m  for the 

Asset Allocation 

Asset category 2005 2004 . 2003 

Fixed incomC 40% - 45% 40% 43% 

Target Allocation fur Percentage of P h  Assets at Sep. 30, 

Equities 55% - 60% 60% 57% 

The company's investment objective is to obtain above-average returns while minimizing volatility of ckpected retunrs 
over the long term. The target equitiedfixed income mix is designed to meet investment objectives. The company's strategy is 
to hire proven mauagers 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 
expenses. 

retuxns, the plan's past experience and current market conditions. 
The assumptions for the expected return on plan assets were developed based on an analysis of historical market 

Other Postretirement Bemefits 

substantially all employees retiring after age 50 meeting certain service requirements. The company contribution toward health 
care coverage for most employees who ret* after the age of 55 between Jan. 1, 1990 and Jun. 30,2001 is limited to a defined 
dollar benefit based on age and saVice. The company contribution toward pre-65 and post-65 h d t h  care coverage for most 
employees retiring on or after Jul. 1,2001 is limited to a defined dollar benefit based on a service schedule. Ln 2005, the 
company expects to make a contribution of about $9.8 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. 

TECO Energy and its subsidiaries currently provide certain postretirement health care and life insurance benefits for 
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On Dec. 8,2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (tht MMA) was 
signed into law. Beginning in 2006, the new law adds prescription drug coverage to Medicare, with a 28% t a x - k  subsidy to 
encourage empioyers to retain their prescription drug programs for retirees, along with other key provisions. TECO Energy’s 
curtent rethee medical program for those eligible for Medicare (generally over age 65) includes coverage for -on 
drugs. 

On May 19,2004, the FASB issued FSP 106-2, Accounting and Disclosure Requirements Re&ted to the Medicare 
Prescription Drug, improvement and Modemizution Act of 2u03 (FSP 106-2), which supersedes FSP 106-1 and was effectbe 
for the period beginning Jul. 1,2004 for the company. The guidance in FSP 106-2 related to the accounting for the federal 
subsidy applies only to the sponsor of a single-employer defmeddollar-benefit postretirement health care plan for which (a) the 
employer has concluded that prescription drug benefits available under the plan to some or all participantS for some or dl future 
years are “actuarially equivalent” to Medicare Part D and thus qualify for the subsidy under the MMA and (b) the expected 
federal subsidy will offset or reduce the employer’s share of the cost of the underlying postretirement -tion drug 
coverage on which the federal subsidy is based. The company has determined that prescription drug benefits available to certain 
Medicare-eligible participants under its defined-dollar-benefit postretirement health care plan will at least be “acttmidly 
equivalent'' to the standard drug benefits to be ofbed under Medicarc Part D. As a result, the coxnpauy calcuhted the 
incremental effect of the Medicare subsidy and the related assumption changes on its accumulated postrCtirtment b f i t  
obligation as of Jan. 1,2004, to be a reduction of $27.0 million. The expected subsidy reduced the net #odic benefit cost for 
2004 by $2.8 million. 

The company is continuing to analyze what, if any, plan design changes should be made with respect to the company’s 
retiree d i d  program in fesponse to the MMA. 

The followhg charts summarize the income statement and balance sheet impact, 8s well as the k f i t  obligations, 
assets, funded status and rate assumptions associated with the pension and other pwstretircmCnt benefits. 

BedtExpense 
(millions) Pension Benejits Other Postretirement Benefits 

~ For rAc years endcd Dec. 31, 2004 2003 2002 2ow 2m3 2002 

Interest cost on projected benefit obligations 33.0 30.8 28.7 10.8 125 11.2 

Components of net periodic benefit expense 
Service cost (benefits earned during the period) $ 17.0 $ 14.3 $ 11.8 $ 4.3 $ 4.2 $ 3.5 

j Expectcdrctumonassets (39.1) (42.1) (42.9) - - - 
Amortization of: 

Transition obligation (asset) (1.1) (1.1) (1.1) 2.7 2.7 2.7 
Prior Gecyjcc cost (benefit) ( 0 3  (0.3 (05)  1.8 . 1.8 1.9 

- Actuarial (gain) loss 2.7 1.4 (3.7) 0.7 1.5 0.1 
Pension expense (benefit) 12.0 2.8 (7.7) 20.3 22.7 19.4 
Special termination benefit charge - - 2.7 - - 0.6 

1 ScnlemcIlt 6.6 
Additional amounts recotmized 0.4 

1 - - - - 
- - - 0.1 - 

Net pension expense (benefit) recognized in the 
Consolidated Statements of Income $ 19.0 $ 2.8 $ (5.0) $ 20.3 $ 22.8 $ 20.0 

Discount rate 6.0096 6.75% 7.5096 6.00% 6.75% 750% 
Rate of compensation increase 4.25% 4.82% 4.66% 4.25% 4.82% 4.66% 

~ Assumptiom used to determine net cost 

Expected return on plan assets 8.758 9.00% 9.00% NIA NIA N/A i 
The following table shows the funded status of the qualified and non-qualified pension plans for which the projected 

obligation exceeds the fair value of the plan assets: 

Pension Plans - Projected Obligation Exceeds Plan Assets 
(millwns) Sep. 30, 2004 2003 

Fair value of plan assets 407.6 391.8 
Projected benefit obligation $ 545.4 $ 554.5 

Projected obligation in excess of plan assets $ 137.8 ’$ 162.7 
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As of Sep. 30,2004 and 2003, for the qualified and non-qualified pension plans, the accumulated obligation exceeded 
the fair value of the plan assets. a The table below shows the funded status for the respective plans: 

Pension Plans - Accumulated Obligation Exceeds Plan Assets 
(miuionr) Sep. 30, 2004 2003 
Accumulated benefit obligation $ 476.2 $ 480.0 
Fair value of plan assets 407.6 391.8 

Accumulated obligation in excess of plan assets $ 68.6 $ 88.2 

The accumulated postretirement benefit obligation exceeds plan assets for the postretirement health and welfare 
benefits plan. 

Employee Postretirement Benefits 
Pension Benefits Other Postretirement 

BCnefitS 
(miLlWm) 2004 2003 2004 2003 
change in bendt obiigation 
Net benefit obligation at prior meas-ent date $ 5545 $ 455.1 $ 198.7 $ 184.6 
service cost 17.0 14.3 4.3 4.2 
IntaWtt cost 33 .O 30.8 10.8 123 
Plan participants' contributions 
Actuarialloss . . 
Plan a I f " t s  
cummmlt 
Gross bcncfits paid (57.5) (335) (14.3) (105) 

Fair value of plan assets at prior mcasmment date $ 391.8 S 371.9 $ - $ -  

Employer contributions 30.3 1 -7 10.8 9.1 

Fair value of plan assets at " m t  date $ 407.6 $ 391.8 $ - $ -  

Fait value of plan assets $ 407.6 $ 391.8 $ - $ -  

Net benefit obligation at measurement date $ 545.4 $ 554.5 $ 185.7 $ 398.7 
Change in plan m t a  

Acaral return on plan assets 43.0 51.7 

Plan participants' contributions - - 35 1.4 
Gross benefits paid (57.5) (33.5) (14.3) (10.5) 

Funded status 

- - 

Benefit obIigation 545.4 554.5 1 85.7 198.7 
Funded status at 111c~s"ent  date (137.8) (162.7) (185.7) (198.7) 
Net contributions after measurement date 
Vmecognized net actuarial loss 
Umccognized prior scn ice  cost (benefit) 

0.4 6.7 2.8 2.4 
149.2 165.6 12.4 47.4 

(5.4) (6.9) 35.6 20.5 
Unrecognized kt transition obligation (asset) (0.2) (1.4) 22.0 24.7 
Accrued liability at ead of year $ 6.2 $ 1.3 $(112.9) $(103.7) 
Amounts recognized in the statement of f i n c h 1  position 

Accnaed benefit cost (17.4) (15.7) (112.9) (103.7) 

Intangible asset 2.2 1.3 

Repaid bentfit cost $ 23.6 $ 16.9 $ - $ -  

Additional liability (74.4) (82.7) .I 
- I 

- - 
I - Acc6ulated other comprehensive income 72.2 81.5 

Net amount rcco@ed at end of year $ 6.2 $ 1.3 $ (112.9) $ (103.7) 
Assumptions used in determining benefit obligations, end of gear 
Discount rate to determine projected benefit obligation 6.00% 6.0096 6.00% 6.0096 
Rate of increase in cornpensation levels 4.25% 4.25% 4.25% 4.25% 

Employer contributions and benefits paid in the above table 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 10.5% and 1 1.5% in 2004 and 2003, respectively, and decreases to 5.0% in 2013 and thereafter. 
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A 1% increase in the medical trend rates would produce an 8% ($1.2 million) increase in the aggregate d c e  and 
interest cost for 2004 and a 5% ($8.5 million) increase in the accumulated postretirement benefit obligation as of Sep. 30,2004, 
the measurement date. 

interest cost for 2004 and a 3% ($6.3 million) decrease in the accumulated postretirement benefit obligation as of Sep. 30, 
2004, the measurement date. 

Information about expected benefit payments for the pension and postretkement benefit plans follows: 

A 1% decrease in the medical trend rates would produce a 6% ($0.9 million) decrease in the aggregate service and 

Expected Benefit Payments (including projected service and net of employee contributions) 
Other Ben@ 

(exclusive of subsidy Employer Value of Other Ben@ net of 
(millions) payments under Expected Payments Expected Payments 
For the years ended Dec. 31, Pension Benefits MMA) MMA under MMA 
2005 $ 34.9 $ 9.8 $ - $ 9.8 
2006 $ 325 $ 10.5 $ (0.7) $ 9.8 
2007 $ 33.3 $ 11.4 $ (0.8) $ 10.6 
2008 $ 34.5 $ 12.2 $ (0.9) $ 11.3 
2009 $ 37.0 $ 13.0 $ (0.9) $ 12.1 
201 0-20 14 $ 222.4 $ 75.8 s (4.9) $ 70.9 

6. Short-Term Debt 

At Dec. 3 1,2004 and 2003, the following credit facilities and related borrowings existed: 

Credit Fadties Dec. 31,2004 Dec. 31,2003 

Letters of Letters of 
Credit Borrowings Credit Credit Bomuwings Credit 

(millions) Facilities Outstanding Facilities Outstanding") Outstanding 
Tampa Electric: 

l-year facility $ -  $ -  $ -  $ 125.0 $ - $ -  

3-year facility 125.0 - - 125.0 

18-month facility - 
1 - y w  facility - - - 37.5 37.5 c 

- - - - 3-year facility 150.0 115.0 - - 
TEcoEncrgy: - - - - 100.0 

3-year facility 200.0 - 27.4 350.0 - 109.9 
Total $ . 475.0 $ 115.0 I $ 27.4 $ 737.5 $ 37.5 $ 109.9 
(1) Borrowings outstanding are reported as notes payable. 

These credit facilities require commitment fees ranging from 17.5 to 50.0 basis points. The weighted average interest 
rate on outstanding notes payable at Dec. 3 1,2004 and 2003 was 3.32% and 6.63% respectively. 

ZECO Energy Credit Facility 
On Jul. 6,2004, TFCO Energy completed its new $200 million bank credit facility upon cancellation of its existing 

$350 million credit facility. The new facility has a three-year ttrm and is secured by the stock of TECO Transport. The security 
will be released if TECO Energy achieves investment-grade ratings and stable outlooks from both Moody's and Standard Br 
Poor's. This facility includes a $100 million sub-limit for letters of credit. The new facility requires that at the end of each 
quarter the ratio of debt to earnings before interest, taxes, depreciation and amortization (EBlTDA), as defined in the 
agreement, not exceed 5.25 times through Dec. 30,2005,5.00 times from Dec. 3 1,2005 through Dec. 30,2006 and 4.90 times 
from and after Dec. 3 1,2006, and TECO Energy's EBITDA to interest coverage ratjo, as defined in the agreement, to be not 
less than 2.25 ~ m e s  through Dec. 30,2005 and 2.60 times hereafter. h does not have a debt to total capital covenant. The new 
facility places certain limitations on the ability to sell core assets and limits the ability of TECO Energy and certain of its 
subsidiaries, excluding Tampa Electric, to issue additional indebtedness in excess of $100 million, unless the indebtedness 
refmances currently Outstanding indebtedness or meets certain other conditions. The new facility also provides that, in the event 
the aggregate quarterfy dividend payments on TECO Energy common stock were to equal or exceed $50 million, TECO Energy 
would not be able to declare or pay cash dividends on the common stock or make certain other distributions unless it had 
previously delivered liquidity projections satisfactory to the administrative agent under the credit facility demonstrating that 
TECO Energy will have sufficient cash to pay such dividends and distributions and the three succeeding quarterly dividends. 
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Tampa Electric $150 m'llion Credit Facility 
On Oct. 22,2004, Tampa Electric replaced its $125 million credit facility maturing Nov. 5,2004 With a $150 million 

credit facility maturing Oct. 22,2007. The facility requires that at the end of each quarter the ratio of debt to total capital not 
exceed 60% and that the ratio of EBII*DA to interest not be less than 2.0 times. The new facility does not include the restriction 
on distributions included in the former facility. Also, Tampa Electric's existing $125 million facility maNfing Nov. 6,2006 was 
amended to eliminate the restriction on distributions and conform the financial covenants requirements to the new facility 
levels. 

Repayment of $37.5 million TECO Energy Credit Facility 
On Jan. 5,2004, TECO Energy repaid $20 million of the $37.5 million one-year credit facility collateralized by the 

Union and Gila River assets. On Feb. 4,2004, TECO Energy repaid the remaining !§ 17.5 million of the credit facility. 

7. Long-Term Debt 

At Dec. 3 1,2004, total long-term debt, excluding amounts currently due, had a carrying amount of $3,880.0 xdlion 
and an estimated fair market value of $4,203.7 million. me estimated fair market value of long-term debt was based on quoted 
market prices for the same or similar issues, on the current ratcs offered for debt of the same rernainimg maturities, or for long- 
term debt issues with variable rates that approximate market rates, at carrying amounts. 

and certain pollution control quipment is pledged to secure c a i n  installment contracts payable. There are currently w )  borads 
outstanding under Tampa Electric's first mortgage bond indentwe. 

TECO Energy's maturities and annual sinking fund requirements of long-term debt for 2005 through 2009 and 
tllercafm arc as follows: 

A substantial part of the tangible assets of Tampa Elcctric is pledged as collateral to secure its first mortgage bonds, 

Long-Term Debt Maturities For Continuiqg Operations 

Dec. 31,2004 tong - term 
(millions) 2005 2006 2007 2008 2009 Thermfier 

Total 

Debt 

$ - $ - $ 680.0 $ - S - $ 1300.0 $ 1,980.0 
WOEOergy 

Debt sccuritic.s 
Junior subordinated notes - - 71.4 - c 206.2 277.6 

TampaEIectric - - 1 25 .O - - 1223.9 1,348.9 

TECOTransport - - 1 10.6 - - - 110.6 
Pcoples Gas 5 -5 5.9 31.1 5.7 5 5  120.5 174.2 

other 8.1 10.8 0.9 0.8 0.9 - 21.5 
Total long-term debt maturities !§ 13.6 $ 16.7 $ 1,019.0 $ 6.5 $ 6.4 $2,850.6 $3,912.8 

Debt 

T K O  Energy - $300 million 7.596 Senior Unsecured Notes 
On Jun. 13,2003, TECO Energy issued $300 million of 7.5% Senior Unsecured Notes due in 2010. Net proceeds of 

$293 million were usad to repay short-term debt and for general corporate purposes. See Note 12 for a summary of significant 
financial covenants and performance against these covenant requirements. 

TECO Energy - $380 m'llion 10.5% Senior Unsecured Notes 
h 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 $200 million of notes. The $34. i million option 
premium ($20.9 million after tax) was recognized as a charge in 2002. See Note 12 for 8 summary of significant financial 
covenants and performance against these covenant requirements. 

Tampa Electric - $250 million 6.25% Senwr Notes 
%n April 2003, Tampa Electtic issued $250 million of 6.25% Senior Notes due 2014-2016, in a private placement. Net 

proceeds of approxhtely $250 million were used to repay short-term indebtedness and for general corporate purposes at 
Tampa Electric. See Note 12 for a summary of significant financial covenants and performance against these covenant 
requirements. 



Junior Subordinate!d Notes 

reclassified 'and presented as long-term debt for external financial reporting pl"p0ses. The cumulative effect of the adoption of 
FAS 150 was an after-tax loss of $3.2 million ($5.3 million pretax), reflecting an adjustment to recognize interest expense 
ratably over the life of the instruments in accordance with the new guidance. 

Effective Jan. 1,2004, TECO Energy adopted FIN 46R. As a result, the company's preferred securities were no 
longer recognized as a result of the deconsolidation of the funding companies established to issue the securities purchases by 
the trusts described below. As described below, the company issued junior subordinated notes to the fundmg companies in 
connection with the issuance of the trust preferred securities. The company has reflected the junior sub0rdhate.d notes and the 
equity investment in the funding companies on the balance sheet. See Note 2 for additional discussion of the impact of FIN 
46R. 

As a result of the adoption of FAS 150 on Jul, 1,2003, the preferred securities issued by the company were 

Capital Trurt I 
lo December 2000, "ECO Capital Trust I, a trust established for the sole purpose of issuing Trust Preferred securities 

("S) and purchasbg company p r e f d  sccUrities, issued 8 million shares of $25 par, 8.5% TRuPS, due 2041, with an 
aggregate liquidation value of $200 million. Each TRUPS represents an undivided beneficial interest in the assets of the Trust. 
The TRUPS rtprcscnts an undivided beneficial interest in a corresponding amount of the TECO Energy 8.5% junior 
subordinated notes due 2041. Distributions are payable quarterly in a" on Jan. 31, Apr. 30, Jd. 31, and Oct. 31 of each 
year. Distributions were $17.0 million in 2004,2003 and 2002. For 2 0 4 ,  these dis~butions were rcflccted in interest 
expenst. 

100% of their principal amount plus accrued interest through the redemption date. Upon any liquidation of the company 
p r e f d  securities, holders of &e TRUPS would be entitled to the liquidation preference of $25 per share plus at1 accrued and 
unpaid dividends through the date of redemption. 

The junior subordinated notes may be redeemed at the option of TECO Energy at any time on or after Dec. 20,2005 at 

capital Tnur II 
In January 2002, TECO Energy sold 17.965 million mandatorily convertible equity security Units h the form of 9.5% 

equity Units at $25 per unit rcsulthg in $436 million of net proceeds. Each equity unit consisted of $25 in principal amount of 8 

trust pref& security of TECO Capital Trust II, a Delaware business bust f o n d  for the purpose of issuing these securities, 
with a stated liquidation mount of $25 and a contract to purchase shares of common stock of TECO Energy in January 2005 at 
a price per share of between $26.29 and $30.10 based on the market price at that time. For the tams of the fhal settlement see 
Note 23. Tht qmty Units rcprtsent an indirect interest in a corresponding amount of the TECO k g y  5.1 1% junior 
subordinated notes. "he holders of these contracts wcre entitled to quarterly contract adjustment payments at the annualized 
ratt of 4.39% of the stated amount of $25 per year through and including Jan. 15,2005. 

10.756 million units through an early settlement offer (see Note 9). After the acceptance of the early settlement offa* 
appkoxhtely 7.209 million units remained outstanding. If these remaining equity units had been convated as of Dec. 31, 
2004, the company would have becn required to issue approximately 6.85 million sharcs of common stock to satisfy the 
mandatory conversion obligation. This was also the maximum number of shares issuable under thc conversion feature. 

aggregate stated liquidation amount of such trust preferred securities outstanding were remarketed, The distribution rate on the 
trust preferred securities was reset to a coupon rate of 5.934% per annum, payable quarterly, effective on and after Oct. 16, 
2004. 

preferred securities that were remarketed and retired the trust p r e f d  securities it purchased. The company funded its 
participation by borrowing $124.1 million under an unsecured bridge loan facility with JP Morgan Chase Bank and Memll 
Lynch Bank USA. The company received the proceeds of this loan on Oct. IS, 2004 and repaid the loan on Dec. 23,2004 with 
the proceeds from the sale of Frontera Generation Limited Partnership (see Note 16). 

In August 2004, the company exchanged approximsrP-ly 10.227 million common shares and $14.9 million in cash for 

In Octobcr 2004, $162.7 million of TECO Capital Trust II trust p r e f d  securities out of a total $180.2 million 

At the closing of the remarketing on Oct. 15,2004, the company purchased approximately $122.7 million of the trust 

At Dec. 3 1,2004 and 2003, TECO Energy had the following long-term debt outstanding: 



Long-temlDebt 

TECOEnergY Notes: 7.2% (effective rate of 7.38%) ('I 2011 $ 600.0 $ 600.0 

7% (effdve rate of 7.088) (') 2012 400.0 400.0 

(millions) Dec. 31, Due 2006 2003 

6.1258 (effective rate of 6.31%) ('I 2007 300.0 300.0 

10.5% (effective rate of 12.37%) (*x2) 2007 380.0 380.0 
7.5% (effective rate of 7.85%) ('x21 2010 300.0 300.0 

Junior subordinated notes: 8.50% (31 2041 206.2 - 
5.93% 14) 2007 71.4 - 

Preferred Securities: 8.5% (I4) 2041 I 200.0 
9.5% (I4) 2007 - 449.1 

2,257.6 2,629.1 

7.75% (effective ratc of 7.96% for 2003) 2022 - 75.0 

6.25% Refunding bonds (effective rate of 6.8 1%) ") 2034 86.0 86.0 
5.85% Refunding bonds (cffcctive ratc of 5.88%) 2030 75.0 75.0 

5.5% Refunding bonds (effective rate of 6.32%) O) 2023 86.4 86.4 
4% (effecthe rate of 4.19%) (') 2025 51.6 51.6 

Tampa Electric First mortgage bonds (issuable in scrim): 

hstalimcnt contracts payable: 

5.1% Refunding bonds (effective rate of 5.75%) O) 2013 60.7 60.7 

4% (effective rate of 4.16%) (') 2018 542 54.2 
4.25% (effeivc rate of 4.44%) 2020 20.0 20.0 

Notes: 6.875% (effective rate of 6.98%) (I)  2012 210.0 2 10.0 

5.375% (efftctive rate of 5.59%) ('I 2007 ,125.0 125.0 

Peoples Gas System Senior Nom: (ln4 10.35% 2005-2007 2.6 3.4 

6.375% (effective rate of 7.35%)") 2012 330.0 330.0 

6.25% (efFeCtive rafc of 6.3 1%) (IK1) 201 42016 250.0 250.0 
1,348,9 1,423.9 

2005-2008 4.0 4.8 
2005-2009 5.6 6.4 

10.33% 
10.3% 
9.93% 2005 -20 1 0 5.8 6.6 
8% 2005-2012 21.2 23.3 

6.37S8 (effkctivc ratt of 7.35%) ('I 2012 70.0 70.0 
5.375% (effecthe rate of 5.59%) (') 2007 25.0 25.0 

174.2 179.5 
TWG-Memhnt Non-mume secured facility notes, variable rate: 2004 1,395.0 1,395:O 

~ c m - ~ ~  financing facility - Union County: 7.5% (')(lo) 2005-2M 1 676.1 692.3 
2,071.1 2,087.3 

Otber Unregulated Dock and wharfbonds, 5%") 2007 110.6 110.6 

5.43% for 2004 and 4.45% for 2003 (I2) 2005 4. I 4.6 
3.95% for 2003 (cffcCtive ratt of 4.16%) (Iz1 2004 - 3.0 

Notes: 6.875% (effective rate of 6.98%) ('I 2012 40.0 40.0 

8.13% for 2004 and 3.- for 2003(0M10x") 

Nan-recourse mortgage notes, variable rate: 

4.78% (efftctive rate of 5.09%) (I3) 2005-206 13.0 - 
Non-recourse secured facility notes, variable rate: 

4.38% for 2003 2004 - 36.7 
6.63% for 2004 and 2003 (') 2005-2009 4.4 16.0 
4.75% for 2003 2004 - 14.0 

Non-recourse secured facility notes: 10.1% 2004 - 15.3 
9.629% 2004 - 19.1 

132.1 219.3 
Unamortized debt (discount), net (19.2) (27.6) 

5,964.7 631 1.5 
Less amount due within one year 13.6 31.6 
Less long-term liabilities held for sale (lo) 2,07 1.1 2,087.3 
Total long-term debt $ 3,880.0 $ 4,392.6 
( I )  
(2) 
(3) 

These securities are subject to redemption in whole or in part, at any time, at the option of the company. 
These long-term debt agreements contain various restrictive financial covenants (see Note 12). 
These securities may be redeemed in whole or in part, at par by action of the company on or after Dec. 20,2005. 
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The rate on these Securities was reset from 5.1 3% (effective rate of 5.85%) to 5.93% on Oct. 15,2004. Tbcsc 8#xlljties, dong with 
the forward purchase contract to purchase the company’s c o m n  stock, comprise the mandatorily cunvatibk equity Stcuriw Units 
of TECO Capital Trust 11. 
Tax-exempt stcuri tics. 
procctds of these bonds were used to refund bonds with an interest rate of 9.9% in February 1995. For m m h g  purpasts, 
interest expense has been recorded using a blended rate of 6.52% on the original and refunding bands, consistent with ~‘&ittoq 
treatment. 
Proceeds of these bonds were used to refund bonds with interest mes of 5.758-38. 
The interest rate on these bonds was fixed for a five-year tenn on Aug. 5,2002- 
Composite yeu-end interest rate. 
This obligation is expected to be transferred in the disposition of the Union and Gila River power plants. As a rcsuLt, the liability 
has been reclassified to “Liabilities associated with assets held for sale”. See Note 21 and Note 23 for additional details. 
4hcsc notes were in default as of Dec. 31,2004. See Note 12. 
These notes represent 100% of the debt for BT-One, LLC, an 80% owned consolidated affiliate. In total, the compa¶ly has a $1 .O 
million guarantee on these notes. 
Tbese notes rcprtsent 100% of the debt for Hemando Oaks, LLC, a 50% owncd consolidated affiliate. In total, the company has a 
$9.2 million guarantee on these notes. 
As a result of the adoption of FIN46R, effective Jan. 1,2004, the preferred securities are no longer rccognited on the Consolidated 
Balance Sheet. 

8. Pmferzd Stock 

preferred stock of TECO Energy - $1 par 
10 million sharcs authorized, none outstanding. 
Preference stock (subordinated prefermi s&&) of Tamps Electric - no par 
2.5 million shares authorized, none outstanding. 
preferreed stock of Tampa Elechic - no par 
2.5 million shares authorized, none outstanding. 
Preferred stock of Tampa Electric - $100 par 
1.5 million shares authorized, none outstanding. 

9. Common Stock 

StOek,Bd Compensation 
In April 2004, the shareholders approved the 2004 Equity Incentive Plan (2004 Plan). The 2ooQ.Plan superseded the 

1996 Equity Incentive Plan (1996 Plan), and no additional grants will be made under the 1996 Plan. The rights of the holden 
of the outstanding options under the 1996 Plan were not affected. The purpose of the 2004 Plan is to attract and retain key 
employees and consultants of the company, to provide an incentive for them to achieve long-range 
enable them to participate in the long-term growth of the company. The 2004 Plan amended the 1996 Plan to incrtase the 
number of sharcs of common stock subject to grants by l O , ~ , ~  shares, place various limitations on the Qpes of awards 
available to be granted, speciQ a ten-year term for the 2004 Plan and any grants made thereunder and allow awards to 
consultants of the company. Under the 2004 Plan, the Compensation Committee of the Board of Directors m y  award stock 
grants, stock options and / or stock equivalents to officers, key employees and consultants of TECO Energy and its subsidiaries. 

subject to conditions relating to continued employment, restrictions on transfer or performance criteria. 

million stock options were &ranted to employees in 2004,2003 and 2002, respectively, each With a maxi” term of 10 years. 
The weighted average fair value per share of stock options granted to employees under the Equity Plans in 2004,2003, and 
2002, respectively, was $2.80, $1.79 and $4.90, using the Black-Scholes option pricing model with assump~o~ls as described in 
Note 1. In addition, 0.3 million, 0.6 million and 0.3 million shares of restricted stock were awarded in 204,2003 a d  2002, 
respectively, With weighted average fair values of $13.30, $1 1.14 and $27.97, respecthely. 

Compensation expense recognized for stock grants awarded under the 2004 Plan and the 19% Plan was $5.2 million, 
$1.6 million and $1.7 million in 2004,2003 and 2002, respectively. Approximately half of the stock grants a d d  in 2004, 
2003 and 2002 are performance shares, restricted subject to meeting specified total shareholder return goals, vathg 
years 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 consolidated balance sheets at Dec. 3 1,2004 and 2003 reflected a 
$(OS) million and a $(4.7) million liability, respectively, classified as other deferred credits, for these contingent shares. The 
remaining stock grants are restricted subject to continued employment generally, with the majority of the 2004,2003 and 2002 
stock grants vesting in three years, and the 1997 and 1996 stock grants vesting at normal retirement age. 

gods and to 

The Compensation Committee has discretion to determine the terms and conditions of each award, which may be 

Under the 2004 Plan and the 1996 Plan (collectively refend to as the “Equity Plans”), 2.4 million, 2.8 million and 3.8 

three 
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Stock option transactio& during the last three years under the Equity Plans are summarizsd as follows: 

Stock Options - Equity Plans 
Option Shares Weighted Avg. Uption 
(thousands) Price 

Balance at Dec. 31,2001 5,190 $ 24.79 

Exercised (487) $ 20.93 
cancelled (57) $ 27.03 

Balance at Dec. 3 1,2002 6,416 $ 25.94 

Granted 1,770 $ 27.97 

Granted 2,829 $ 11.10 
Exercised (14) $ 1 1 . 0 9  
cancelled (304) $ 23.35 

Balance at Dec. 31,2003 8,925 $ 21.35 
Granted 2,388 $ 13.44 
Exercised (512) $ 11.17 
cancelled (489) $ 22.87 

Balance at Dec. 31,2004 10,312 $ 19.95 
Exercisable at Dec. 31,2004 74 1 $ 11.09 
Available for fuw grant at Dcc. 3 l ,2004 9,456 

As of Dec. 3 1,2004, the 10.3 million options outstanding under the Equity Plans are ~Ummartzcd below. 

Stock Options Outstanding at Dec. 31,2004 

Optiun Shares (thousands) Range of Option Prices Price Contmctual Life 
Weighted Avg. Optiun Wtightd AVg. Remaining 

4577 $1 1.09 - $13.50 $12.30 9 Years 
1.91 7 $20.75 - $22.48 $2 1.27 4 Ytars 

493 $23.55 - $25.97 $24.09 2 Ycars 
3,325 $27.56 - $3 1.58 $29.1 1 6 Years 

In April 1997, the Shareholders approved the 1999 Director Equity Plan ( 1997 Plan), as an amendment and 
restatement of the 1991 Director Stock Option Plan (1991 Plan). The 1997 Plan superseded the 1991  Plan, and no additional 
grants will be made under the 1991 Plan. The rights of the holders of outstanding options under the 1991 Plan will not be 
affected. The purpose of the 1997 Plan is to attract and retain highly qualified non-employee directors of the company and to 
encourage them to own s h a m  of TECO Energy common stock. The 1997 Plan is administered by the Board of Directors. The 
3997 Plan amcLlcltd the 1991 Plan to increase the number of shares of common stock subject to grants by 250,000 shares, 
expanded the typcs of awards available to be granted and replaced the fix& formula grant by giving the Board discretionary 
authority to determine the amount and timing of awards under the plan. 

respectively, with weighted average fair values of $13.56, $1 1-09 and $27.97, respectively. In addition, 35,000,40,000 and 
27,500 stock options were granted to directors in 2004,2003 and 2002, respectively, each with a maxi” term of 10 years. 
The weightcd average fair value per share of stock options granted to directors under the I997 Plan in 2004,2003 and 2002, 
respectively, was $2.90, $1.49 and $4.90, using the Black-Scholes option pricing model with assumptions as described in Note 
1. Stock option transactions during the last three years under the 1997 Plan are summarized as follows: 

Under the 1997 Plan, 5,000,6,000 and 5,500 stock grants were awarded to directors in 2004,2003 and 2002, 
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Stock Options - Director Equity Plans 
Option Shares Weighted Avg. Option 
(rhourands) Price 

Balance at Dec. 31,2001 202 $ 24.49 
Granted 28 $ 27.91 
Exercised (22) $ 20.95 
Cancelled (2) $ 27.56 

$ 25.31 
Granted 40 $ 11.72 
Exercised - $ -  
cancekd (10) $ 23.41 

Balance at Dec. 31,2003 236 $ 23.08 
Granted 35 $ 14.03 

Balance at Dec. 31,2002 206 

E x ~ i s c d  - $ -  
cancelled (8) $ 19.81 

Bdancc at Dec. 3 1,2004 263 5 21.97 
Excrcisablc at Dec. 31,2004 75 $ 12.80 
Available for futurt grant at Dtc. 3 1 2004 198 

As of Dec. 3 1 , 2004, the 263,000 options outstanding under the 1997 Plan with option prices of $1 1.09 - $3 1.58, had 
a weighted average option price of $2 1.97 and a weighted average remaining contractual life of six y m .  

Dividend Reinvestment Plan 
h 1992, TIE0 Energy hplemented a Dividend Reinvestment and Common Stock Purchase Plan. TECO Enagy 

raised $5.1 million, $8.0 million and $1 3.2 million of common equity from this plan in 2004,2003 and 2002, respe&vely. 

Common Stock and Treasury Stock 
h 3une 2002, the company completed a public offering of 15.525 million common sharcs at a Mce to the public Of 

$23.00 per share. The sale of these shares resulted in net p d s  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 issued 19.385 million 
common shares at a price to the public of $1 1 .OO per sharc. The sale of these shares resulted in net procceds to the coxupany of 
approximately $206.8 million, which were used to repay short-term debt. 

Inc. at a price of $1 1.76 per share. Net proceeds of approximately $129 million were used to repay short-term indebtedness and 
In September 2003, TECO Energy sold 11 million shares of common stock to funds managed by F m k b  Advisers, 

On Aug. 25,2004, the company completed an early settlement exchange offer of its TECO Capital Trust II Equity 
for general corporate purposes. 

Security Units for 10.2 million shares of common stock (see Note 7 and Note 23). 

Shareholder Rights Pian 
In aLccofdBncc with the company’s Shareholder Rights Plan, a Right to purchase one additional share of the campy's 

common stock at a price of $90 per share is attached to each outstanding share of the company’s common stock. The fights 
expire in May 2009, subject to extension. The Rights will become exercisable 10 business days after a person acquires 10% or 
more of the company’s outstanding common stock or commences a tender offer that would result in such person 0-g 1096 or 
more of such stock If any person acquires 10% or more of the outstanding common stock, the rights of holders, other than the 
acquiring person, become rights to buy shares of c o m n  stock of the company (or of the acquiring company if the company is 
involved in a merger or other business combination and is not the surviving corporation) having a market value of twice the 
exercise price of each Right. 

or more of the outstanding common stock. 
The company may redeem the Rights at a nominal price per Right until 10 business days after a person acquires 10% 

Employee Stock Ownership Plan 

benefit plan available to substantially all employees, to include an employee stock ownership plan (ESOP). During 1990, the 
ESOP purchased 7 million shares of TECO Energy common stock on the open market for $100 million. The share purchase 
was financed through a loan fiom TECO Energy to the ESOP. This loan was at a fixed interest rate of 9.3% and was repaid 
from dividends on ESOP shares and from TECO Energy’s contributions to the ESOP. 

Effective Jan. 1,1990, TECO Energy amended the TECO Energy Group Retirement Savings Plan, a tax-qualified 



TECO Energy's contributions to the ESOP were $2.1 million, $21.1 million, and $1 3.6 million in 2004,2003 and 
2002, respectively. TECO Energy's annual contribution equals the interest accrued on the loan during the year plus additional 
principal payments needed to meet the matching allocation requirements under the plan, less dividends received on the ESOP 
shares. The components of net ESOP expense recognized for the past three years are as follows: 

IEsOPExpenst? 
(miuions) 

2002 For the years ended Dee. 31, 2004 2003 
hterest expense $ 0.3 $ 2.6 $ 4.3 
Compensation expense 8.4 16.0 12.2 
Dividends (4.0) (5.3) (8.5) 
Net ESOP expense $ 4.7 $ 13.3 $ 8.0 

Compensation expense was determined by the shares allocated method. 
At Dcc. 31,2004, the ESOP had no shares remaining to be allocated. Shares were released to provide employees with 

the company match in accordance with the terms of the TECO Energy Group Retirement Savings Plan and in lieu of dividends 
on allocated ESOP shares. The dividends received by the ESOP were used to pay debt service on the loan between TECO 
Energy and the ESOP. 

For financial statement purposes, the unallocated sham of TECO Energy stock were reflected as a reduction of 
common equity, classified as unearned compensation. Dividends on all ESOP shares were recorded as a reduction of retained 
camings, as are dividends on all TECO Energy common stock. The tax benefit related to dividends paid to the ESOP for 
allocated shares is a reduction of income tax expense and was $1.5 million, $1.6 million and $2.0 million for 2004,2003 a d  
2002, respdvcly. The tax benefit related to dividends paid to the ESOP for unallocated shares is an incfcase in retained 
earnings and was $0.1 million, $0.4 million and $1.3 million in 2004,2003 and 2002, respectively. All ESOP shares wwe 
considered outstanding for earnings per share computations. 

10. Otber Comprehensive Income 

TECO Energy reported the following other comprehensive income (loss) (OCI) for the years ended Dec. 3 1,2004, 
2003 and 202,  related to changes in the fair value of cash flow hedges, foreign currency adjustments and adjustments to the 
minimurn pcnsl'on liability associated with the company's supplemental executive retirement plan: 

Comptekivt  Income (Luss) 
(millions) Gross TU Net 
2004 

b s :  LOSS rcclassifiCd to net income ('I 22.8 8.3 14.5 
U m e a l i  (loss) on cash flow hedges $ (14.6) $ (4.9) $ (9.7) 

Gain on cash flow hedges 8.2 3.4 4.8 
Foreign currency adjustments - - - 
Pension adjustments 9.5 ' 2.3 7.2 

Total other commehensive income $ 17.7 $i 5.7 $ 12.0 
- 

2003 
Unrealized (loss) on cash flow hedges (') $ (31.8) $ (10.6) $ (21.2) 
~ess: LDSS reclassified to net income ('I 76.4 27.1 49.3 

Foreign currency adjustments 1.2 - 1.2 
Pension adjustments" (69.3) (25 -41 (43.9) 

Gain on cash flow hedges 44.6 16.5 28.1 

Total other comprehensive (loss) $ (23.5) $ (8.9) $ (14.6) 
2002 
Unrealized (loss) on cash flow hedges ( I )  

Less: Loss reclassified to net income 
$ (51.2) $ (20.4) $ (30.8) 

29.0 11.4 17.6 
(Loss) on cash flow hedges (22.2) (9.0) (13.2) 

( 1 -2) 

Total other commehensive (loss) $ (30.6) $ (11.8). $ (18.8) 

Foreign cumncy adjustments ( 1-21 - 
Pension adjustments(21 (7.2) (2.81 (4.4) 



(1) Amounts include interest rate swaps designated as cash flow hedges at TPGC, which was consolidated effective M. 
1,2003 as a result of the termination of the partnership. Prior to Apr. 1,2003, only the company's pK)pOdollak Share 
of its equity hvestee's comprehensive loss was included. See Notes 20 and 21 for additional details reg8dkg the OCI 
balances for cash flow hedges. 
See Note 5 for additional details regarding pension adjustments. (2) 

[Accumulated Other Comprehensive Income 
(millions) Dec. 31, 2004 2003 
M i n i "  pension liability adjustment (I)-, $ (44.3) $ (51.5) - -  
Net unreal?zed gains flosses) from cash flow hedges (2) 0.5 (4.3) 

Total accumulated other comprehensive income $ (43.8) $ (55.8) 
Net of tax benefit of $27.9 million and $30.2 million, respectively, as of Dec. 3 1,2004 and 2003, respccthely. 
Net of tax benefit of $1.3 million and $4.7 million, respectively, as of Dec. 3 1,2004 and 2003, respectively. 

(1 ) 
(2) 

11. Earnings Per Sham 

For the years ended Dec. 31,2004,2003 and 2002, stock options for 10.6 million shares, 6.3 d i o n  shares and 4.5 
million shares, respectively, were excluded from the computation of diluted earnings per share due to their antidiluth effect. 
Additionally, 1.9 million, 14.9 million and 14.9 million common shsres issuable under the purchase contract associated with the 
mandatorily convertible equity units were also excluded h m  the computation of diluted earaingS per share fbr the ycar~ cndcd 
Dec. 3 I ,  2004,2003 and 2002, respectively, due to their antidilutive effect. 

Earnings Per Share 
Imillwns, except per share anwwts) 
 or the years &=ti Dec. 31, 2004 2lW3 2002 
Numerator Net (loss) income from continuing operations, basic $ (404.4) $ 61.7 $ 2605 

and diluted 
Discontinuad operations, net of tax 
Cumulative effect of a change in accounting 

(147.6) (966.8) 61.4 
- - (4.3) 

principle, net 
Net (loss) income, basic and diluted $ (552.0) $ (909.4) $ 330.1 

Denominator Average numbex of shares outstanding - basic 192.6 179.9 153.2 

I -  Plus: Incremental shares for assumed conversions: 
Stock options at end of period and contingent 

~ o m a n c e  ShmeS 
2.8 2.1 

Less: Tr&ury shares which could be purchased - (25 )  (2.0) 
153.3 Average number of shares outstanding - diluted 192.6 180.2 - 

Earnings per share fkom continuing operations Basic $ (2.10) $ 0.34 $ 1.75 - -  -~ 

Diluted $ (2.10) $ 0.34 $ 1.75 
Earnings per share from discontinued operations, net Basic $ (0.77) $ (5.37) $ 0.40 

Diluted $ (0.77) $ (5.36) $ 0.40 
Earnings per share from cumulative effect of change in Basic $ - $ (0.02) $ - 

accounting principle, net Diluted $ - $ (0.02) $ - 
Earnings per share Basic $ (2.87) $ (5.05) $ 2.15 

I -  

Diluted $ (2.87) $ (5.04) $ 2.15 

12. Commitments and Contingencies 

Capital Investments 
TECO Energy has made certain commitments in connection with its continuing capital expenditure program. At Dec. I 3 1, 2004, these estimated capital investments total approximately $1.7 billion for the years 2005 through 2009 and are 

summarized as fo~lows: 
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Forecasted Capital Investments 

As of Dec. 31,2004 2007- Total 

Tampa Eiectric 
(miUionr) 2005 2006 2009 2005-2009 

Transmission $ 19.2 $ 25.1 $ 98.6 $ 142.9 
Distribution 75.4 78.4 235.8 389.6 
Generation 56.1 57.5 190.8 304.4 
mer 19.5 16.3 43.4 79.2 
Environmental 44.3 69.3 285.6 399.2 

Tampa Electric Total 2 14.5 246.6 854.2 1.3 15.3 
Peoples Gas 
TECO Cod 
TECO Transport 

40.0 40.0 120.0 200.0 
23.7 22.1 54.9 100.7 
19.6 20.2 59.4 99.2 

mer 5 .O 0.2 0.6 5.8 
Total $ 302.8 $ 329.1 $ 1,089.1 $ -1,721.0 

For 2005, Tampa Eltctric*s electric division expects to spend $214 million, consisting of $170 million to support 
system growth and gemtion reliability and $44 million for environmental compliance, including $30 million for the addition 
of selective catalytic reduction (SCR) equipment at the Big Bend Power Station. At the end of 2004, Tampa Electric had 
outstanding co”itments of about $105 million primarily for long-term capitalized maintenance agrccmcnts for its combustion 
turbines. Tampa Electric’s total capital expenditures over the 2006 - 2009 period are projected to be $1,101 million, including 
$253 million for compliance with the Environmental Consent Dccret for the SCR equipment and $101 million for other 
required cnvironrnental capital expenditures. The environmental compliance expenditures are eligible for recovery of 
depreciation and a return on investment through the Environmental Cost Recovery Clause (see Note 1). 

period. Included in these amounts are approximately $25 million annually for projects associated with c u t ”  growth and 
system expansion. The remainder reprcstnts capital expenditures for ongoing renewal, replacement and system safety. 

Included in these amounts is normal renewal and replacement capital, including coal mining equipment and capitalized 
maintenance on Ocean-gohg vessels and inland river equipment. 

mainly for n o d  renewal and replacement capital, 

Legal Contingencies 

Capital expenditures for PGS are expected to be about $40 million in 2005 and $160 million d e g  the 2006 - 2009 

TECO Coal and TECO Transport expect to invest $43 million in 2005 and $157 million during the 2006-2009 period. 

The other uurcgulated “panics expect to invest $5.0 million in 2005 and $0.8 million during 2006 through 2009, 

TM D e b ”  Power Arbitration 
TM Del.” POW LLC.  W P ) ,  a TWG subsidiary, had reserved, but not yet paid, the full $49 million, 

representing the maxi” payment obligation for an arbitration award plus accrued interest issued by the arbitration panel in a 
procetding brought against TMDP by the non-equity member, NCP of Virginia, L.L.C. OIJCP), in the Commonwealth 
Chesapeake Project (CCC). In August 2004, the company entered into an agreement with NCP and its owners undex which 
TECO Energy and its subsidiary agreed to purchase N e ’ s  interest in CCC for $30 million in cash plus shares of TECO Energy 
common stock having a value of $10 million, and NCP released all claims against the company and its subsidiaries. The funds 
and shares were released from escrow upon receipt of FERC approval on Sep. 30,2004. The transaction to purchase the 
remaining interest in CCC h m  NCP therefore had a positive impact on pretax earnings of approximately $9 million in the third 
quarter of 2004. (See Note 23 for discussion of a subsequent event involving CCC). 

Gnrpo Lawsuit 
In March 2001, TWG (under its former name of TECO Power Services Corporation) was served with a lawsuit filed in 

the Circuit Court for Hillsborough County by a Tampa-based firm named Grvpo Interamerica, LLC. (LLGrupd’) in connection 
with a potential investment in a power project in Colombia in 19%. Grupo alleged, among other things, that TWG breached an 
oral contract with &up. On Aug. 3,2004, the trial court granted W G ’ s  motion for summary judgment, resulting in only one 
count remaining. On Oct. 18,2004, TWG’s motion for summary judgment on the remaining count was granted. The 
plaintiffs have appealed and the company expects that the appellate court would render a decision by the end of 2005. 



On Aug. 30,2004, a Colombian trade union, Sindicato de Trabajadores de la Electricidad de Colombia, which was to 
be the ownerAessor of the power plant if the transaction had been consummated, filed a demand for arbitration in Colombia. 
pursuant to provisions of a confidentiality and exclusivity agreement (the “confidentiality agreement”) between the trade union 
and a subsidiary of TWG, TPS International Power, Inc., alleging breach of contract and seeking damages of $48 million. 
TECO Energy, Inc. and TWG also were named, although those companies were not parties to the confidentiality agreement. 
This arbitration is being funded by Grupo pursuant to a contract under which Grup would share in any recovery. The 
arbitration is in its preliminary stages, and, although the respondents have not been served, the parties’ arbitrators have been 
selected by the parties. 

Other Issues 
A number of securities class action lawsuits were filed in August, September and October 2004 against the company 

and certain current and former officers by purchasers of TECO Energy securities. These suits, which were filed in the U.S. 
District Court for the Middle District of Florida, allege disclosure violations under the Securities Exchange Act of 1934. These 
actions w e  consolidated and remain in the initial pleading stage as of Dec. 3 1,2004. On Feb. 1,2005, the Court entered its 
order appointing the (i) “TECO Lead Plaintiff Group”, comprised of NECA-IBEW Pension Fund (The Dtcatur Plan), Monroe 
County Employees Retirement System, John Marder and Charles Korpak, as the h a d  Plaintiff for the Class and (ii) the law 
firm of h c h  Coughlin Stoia Geller Rudman & Robbins I J 2  as Lead Counsel, The plaintiffs have 60 days (or until Apr. 4, 
2005) to file its consolidated complaint. The defendants will thm have 60 days (or as late as Juri. 3,2005) to file a motion to 
dismiss and supporting brief, and then the plaintiffs would have 60 days (or as late as Aug. 2,2005) to file their opposition 
brief. The motion would then be before the Judge for a decision which could be made based on the papess or, after a hearing if 
scheduled at the Judge’s discretion. The company intends to defend the litigation vigorously. In addition, in connection with 
the previously disclosed SEC informal inquiry resulting from a letter from the non-equity member in the CCC raising issues 
related to the arbitration proceeding involving that project, the SEC has requested additional i n f o d o n  primarily relating to 
the allegations made in these securities class action lawsuits focusing on various merchant plant investments and rtlatcd 
mattess. 

Grupo-related proceedings, at this time, and there can be no assurance that any such matters will not have a material adverse 
impact on TECO Energy’s financial condition or results of operations. 

From timt to time TECO Energy and its subsidiaries are involved in various other legal, tax d regulatory 
pfoceedings beforc various courts, regulatory “missions and govemmental agencies in the ordinary course of its business. 
Where appmwate, accruals are made in accordance with FAS 5, Accowtringfor Contingencies, to provide for matters that are 
probable of resulting 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. 

The company cannot predict the ultimate resolution of these matters, including the class action liti@oa and the 

Superfund and Former Manufactwed Gas Plant Sites 

(PRP) 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 Doc. 3 I ,  
2004, Tampa Electric Company has estimated its ultimate financial liability to be approximately $17 million, and this amount 
has been accrued in the company’s 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 assme any insurance recoveries. 

Allocation of the responsibility for remediation costs among Tampa Electric Company and other FRPs is based on 
each party’s 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 PWs are involved, those P W s  tuz 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. 

Tampa Electric Company, through its Tampa Electric and Peoples Gas divisions, is a potentially responsible party 

Long Term Commitments 
TECO Energy has commitments under long-term operating leases, primarily for building space, ofice equipment and 

heavy equipment, and marine assets at TECO Transport. On Dec. 30,2002, TECO Transport completed a sale-leaseback 
transaction to be accounted for as an operating lease covering one ocean-going tug and barge, five river towboats and 49 river 
barges. On Dec. 21,2001, TECO Transport sold three ocean-going barges and one ocean-going tug boat in a sale-leaseback 
transaction to be accounted for as an operating lease. Both lease tems are 12 years with early buyout options after 5 years. 
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Total rental expense fot these operating leases, included in the Consolidated Statements of Income for the years ended 

The following is a schedule of future minimum lease payments at Dec. 3 1 , 2004 for all operating leases with 
Dec. 31,2004,2003 and 2002 was $32.3 million, $28.9 million and $26.0 million, respectively. 

noncancelable lease terms in excess of one year: 

Future Minimum Lease Payments of Operating Leases 
Year ended Dec. 31: Amount (millions) 

2005 S 25.2 
2006 20.7 
2007 17.2 
2008 13.0 
2009 12.6 

Lateryears 68.3 
Total minimum lease payments ’ $ 157.0 

In 1994, Tampa Electric bought out a Long-term coal supply contract which would have expired in 2004 for a lump 
sum payment of $25 .S million. In February 1995, the FPSC authorized the recovery of this buy-out amount plus carrying costs 
through the Fuel and Purchased Power Cost Recovery Clause over the 10-year period beginning Apr. 1,1995. In each of the 
years 2004,2003 and 2002, $2.7 million of buy-out costs were amortized to expense. 

Guarantees and Le- of Credit 

in accordance With FASB htuprctation No. 45, Gunmntor’s h m w i n g  and Disclosure Requirementsfor Guamntees, 
Including Indirect Guarantees of Indebtedness of Others ;(an interpresation of FASB Statements No. 5 5 7  and 107 and 
rescission ofFASl? Interpretation No. 34). Upon issuance or modification of a guarantee after Jan. 1,2003, the company must 
detcdne if the obligation is subject to either or both of the following: 

On J s a  1,2003, TECO Enwgy adopted the prospective initial measurement provisions for certain typcs of  guarantee^, 

Initial recognition and initial meas”ent of a liability; and/or 
Disclosure of specific details of the guarantee. 

Generally, guarantEes of the perfomance of a third party or guarantees that are based on an underlying (when 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 fait value, as determined in accordance with the 
interpretation. 

Alternatively, guarantees beween and on behalf of entities under common control or that are similar to product 
warranties arc subject only to the disclosure provisions of the interpretation. The company must disclose information as to the 
term of the guarantee and the maxi” potential amount of future gross payments (undiscounted) d e r  the guarantee, even if 
the likelihood of a claim is remote. 



A summary of the faceamount or maximum theoretical obligation under TECO Energy’s letters of credit and - guarantees as of Dec. 3 1,2004 are as follows: 

Letters of Credit and Guarantees 
(millions) Maturirrg 

tiabilities 
Letters of Credit and Guarantees 2007- Recognized at 

for the BenejTt OR 2005 2006 2009 Afer2009 Total Dec.31,2004 
Tampa Electric 
Letters of credit $ -  $ -  $ -  $ 2 . 4  $ 2.4 $ -  
Guarantees: 

Fuel purchasdenergy management (‘K2) - - - 20.0 20.0 0.1 
- - - 22.4 22.4 0.1 

TECO W h o l d  Generation-Merchant 
GW”: 

Fuel purchase/cnergy management (*) 174.9 - - - 174.9 5.0 
ConstructiodJnvest related 2.0 

176.9 - - 1 176.9 5.0 

- - - 2.4 2.4 - 
- - - 20.0 20.0 - 

10.0 c - 21.4 31.4 2.2 

- - - 2.0 - 
TECO Transport 
Le- of credit 
mco corl 
Letters of credit 
Guarantets: Othcr 3 0.0 I - 1.4 (‘I 11.4 2.2 

Other unregulated 
Letmsofcredit - 4.7 - - 4.7 - 
GUarantCCS: 

Debt relard - - - 10.2 10.2 ’ 10.2 
Fuel p u r c W m g y  management ( Ix2)  - - - 8.7 8.7 - 

- 4.7 - 18.9 23.6 10.2 
Total $186.9 $ 4.7 $ - $ 65.1 $256.7 $ 17.5 
(1) These guarantees renew annually and are shown on the basis that they will continue to renew beyond 2009. 
(2) The amounts shown are the maximum theoretical amount guaranteed under current agreements. Liabilities recognized 

rcprtsent the associated obligation of TECO Energy under these agreements at Dcc. 3 1,2004. The obligations under 
these letters of credit and guarantees include net accounts payable and net derivative liabilities. 
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Financial Covenants 
A summary of TECO Energy’s significant financial covenants as of Dec. 31,2004 is as follows: 

TECO Energy Significant Financial Covenants 
(millwns, unless otherwise indicated) 
Instnumnt Fimncial Covenant ‘” RequiremeMestriction Dec. 31,2004 
TampaElectric 
FGS senior notes EB R/interes t (2) Minimum of 2.0 times 35 times 

CalCUkltWrl at 

Restricted payments Shareholder equity at least $500 $1,662 
Funded debtkapital Cannot exceed 65% 49.5% 
Sale of assets Less than 20% of total assets -9b 

Credit facilities (3 Debtkapital Cannot exceed 60% 49.7% 
EIHTDNinterest (2) Mini” of 2.0 tiules 5.5 times 

6.25% senior notes Debt/capital Cannot exceed 609b 49.7% 

TECO Energy 
Credit facility O) Debt/EBITDA (2) Cannot exceed 5.25 times 45timtS * 

Limit on liens Cannot exceed $787 $287 liens outstanding 

EBmA/iit.erest (2) Mini” of 2.25 times 2.7 timcs 
Limit on additional Carmot exceed $100 million $ 0  

indebtedness 

payments [4) 

Limit on liens 
Limit on indebtedness 

$380 million note indenture Limit on restricted Cumulative operating cash flow in $258 Unrestricted 

$236 unrcstrictcd 
2.5 times 

$300 million note indenture Limit on liens Cannot exceed 5% of tangible assets $236 Uprtstricted 
Union and Gila River Dcbitlcapital Cannot cxctcd 65% 70.0% (‘ 

TECO Diversified 
Coal supply agreement Dividend restriction Net worth not less than $418 (40% of $564 

t x c t s s  of 1.7 times interest 
Cannot exceed 5% of tangible assets 
Interest coverage at least 2.0 times 

project gu” tees (5) EBITDAlinterest Minimum of 3.0 times 1.9 times 

Ruarant# tangible net assets) 
As defined in each applicable instrument. 
EBIT generally represents earnings before interest and taxes. EBITDA generally represents EBlT before depreciation 
and amortization. However, in each circumstance, the term is subject to the definition prescribed under the relevant 
agrcexnents. 
Set description of credit facilities in Note 6. 
The limitation on restricted payments restricts the company from paying dividends or making distributions or CertaiLl 
investments unless there is sufficient cumulative operating cash flow, as defined, in excess of 1.7 times interest to 
make such distribution or hvestment. The operating cash flow and restricted payments are calculated on a cumulative 
basis since the issuance of the 10.5% Notes in the fourth quarter of 2002. This calculation, at Dec. 31,2004, reflects 
the amount accumulated since the issuance of the notes available for future restricted payments. 
See TPGC Guarantees below. 
The Construction Undertakings permit TECO Energy to terminate its obligation is thereunder, including the 
requirement to comply With the covenants, by providing a Substitute Guarantor reasonably satisfactory to the lending 
group. On Sep. 22,2003, TECO Energy tendered a Substitute Guarantor, which it believes satisfied the requirements 
of the Construction Undertakings. The lending group declined to accept this tender as being satisfactory. TECO 
Energy has the right to assert that the Construction Undertakings are terminated in the event that the lending group 
seeks to exercise its remedies based on a violation of the EBITDA-to-interest coverage ratio and the debt-to-capital 
covenants. 

- 

TPGC Guarantees 

contain debtkapital and EBITDNinterest financial covenants. The company was not in compliance with the EBXTDNinterest 
covenant at any quarterly measurement mod in 2004 and was not in compliance with the debthpital covenant at Dec. 3 1, 
2004. Non-compliance constitutes a default under the non-recourse b a d  credit agreements of the Union and Gila River project 
companies (TPGC), but does not create a crossdefault under any TECO Energy agreement. 

The TECO Energy guarantees of the equity contribution agreements of TPGC and the Construction Undertaking 
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In December 2003, the Union and Gila River project companies were unable to make interest payments on the nom 
recourse debt and payments under interest rate swap agreements due Dec. 3 1,2003 when the project lenders declined to fund 
the debt service reserve. Subsequently, the project companies, the project lenders and TECO Energy e n d  into a series of 
discussions and agreements and during 2004 the company announced that an agreement had been reached with the steering 
committee of the project lenders on all material terms and forms of definitive agreements for the sale and transfer to the lenders 
of ownership of these plants. See Note 21 for further discussion on this agreement and Note 23 for details of a related 
subsequent event. 

13. Related Parties 
In October 2003, Tampa Electric signed a five-year contract renewal with an affiliate company, TECO Transport, for 

integrated waterborne fuel transportation services effective Jan. 1 , 2004. The contract calls for inland nver and ocean 
transportation along with river terminal storage and blending services for .up to 5.5 million tons of coal anuually through 2008. 
In September 2004, the FPSC voted to disallow approximately $14 to $16 million (pre-tax) of the costs that Tampa Electric can 
recover from its customers for water transportation services. This impact has been fully recognized by Tampa Electric for 2004. 
The decision allows, but does not require, Tampa Electric to rebid the water transportation and terminal &ce contract. 

Tampa Electric filed its objection to the disallowance on Oct. 27,2004, and a decision on this matter is expected in @e first 
quartcr of 2005. See Note 23 for a subsequent event. 

In February 2002, Tampa Electric and TECO-Panda Generating Company II (TPGC n) cntcred into an assignment 
and assumption agreement under which Tampa Electric obtaintd TPGC II's rights and mterests to four combustion turbines 
being purchased from General Electric, and assumed the corresponding liabilities and obligations for such equipment. In 
accordance with the ttrms of the assignment and assumption agreement, Tampa Electric paid $62.5 million to TPGC II as 
reimbursement for mounts already paid to General Electric by TPGC II for such equipment No gain or loss was incurred on 
the transfer. In the first quartcr of 2003, Tampa Electric recorded a $48.9 million after-tax charge related to the cancellation of 
these turbine purchase commitments (see Note 18). 

As of Dcc. 3 1 , 2003, a note receivable of $8.1 million due from EEGSA, an unconsolidated affiliate, bearing a current 
effective interest rate of 6.14%, was recorded on the balance sheet. In 2004, this note was repaid in full. 

On Jan. 3,2003, the $137.0 million loan receivable from PLC, a wholly-owned subsidiary of Panda Energy, converted 
to a 50% ownership hkrest h PIC, leading to a joint venture with Panda Energy. This joint venture held a 50% ownaship 
intercst in Tcxas independent Energy, LP. (TIE). The TIE partnership owns and operates the Odessa and Guadalupe power 
stations in Texas. In September 2003, TWG completed foreclosure proceedings against Panda Energy for their ownership 
interest in PLC as a result of Panda's default under a $23.0 million note receivable. Consequently, in 2003, PIX was fully 
consolidated and the $23.0 million note receivable was converted to an equity interest. The investment in PIC was sold in 
2004. See also Note 16 for additional information regarding PLC. 

directors of the company had htwests. The company paid legal fees of $1.4 million, $1.2 million 8nd $1.1 million for the years 
ended Dec. 3 1,2004,2003 and 2002, respectively, to Ausley McMullen, of which Mr. Ausley (a director of TECO Energy) is 
an employee. Other transactions were not material for the years ended Dec. 3 1,2004,2003 and 2002. No material balances 
were payable as of Dec. 31,2004 or 2003. 

The company and its subsidiaries had cextain transactions, in the ordinary course of business, with entities in which 

14. segment Information 

TECO Energy is an electric and gas utility holding company with significant diversified activities. Segments are 
determined based on how management evaluates, measure and makes decisions with r e s F t  to the operations of the entity. 
The management of TECO Energy reports segments based on each subsidiary's contribution of revenues, net income and total 
assets, as required by FAS 13 1 Discbsures about Segments of an Enterprise and Related Information. All significant 
intercompany mactions are eliminated in the consolidated financial statements of TECO Energy, but are included in 
determining reportable segments. 

As more fully described in Note 1, in 2003, the company revised internal reporting 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 operating segment, TWG-Merchant, is comprised of all merchant operations. The 
non-merchant components are now included in Other Unregulated operations. 
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The information presented in the following table excludes all discontinued operations. See Note 21 for additional 
details of the components of discontinued operations, 

segment Idormation (1) 

Tampa Peoples TECO TECO Ofher TWG ELimhationt 7ECO 
(millions) Elem'c Gas Coal Transpon Onregdared Merchant & Other Energy 

Torul 

2004 
Revenues - outsiders $1,683.8 $417.2 $ 327.6 $ 173.4 $ 29.0 $ 37.3 $ 0.8 $2,669.1 

(87.4) - ~ Sa~cs to affiliates 3.6 - - 76.2 7.6 - 
Total T C V ~ ~ U C S  $1,687.4 $417.2 $ 327.6 $ 249.6 $ 36.6 $ 37.3 $ (86.6) $2,669.1 

Depreciation 180.9 34.1 36.3 21.9 1.6 7.4 0.1 282.3 

Total intertst chargtsQ' 95.8 15.2 11.2 4.7 15.8 49.4 129.5 321.6 

(befit)  provision far taxes 83.9 17.3 22.8 4.6 16.2 (334.0) 05.9) (265.1) 
Net (loss) income fiom 

continuingoperationd') $ 146.0 $ 27.7 $ 61.3 $ 10.2 $ 12.1Q) $ (583.0)(41 $ (78.7) $ (404.4) 
oaodwill, net - - - - 59.4 - - * 59.4 
lnveJtment in u"ioMatcd 

263.0 
other non-mmnt investments - - - - 8.0 - c 8.0 
Total aS8as 4,167.3 671.1 413.9 315.4 500.8 2,736.8 67 I .2 9,476.5 
Capital expendims . 181.2 38.7 22.9 20.2 0.5 0.2 c 263.7 
2003 
Revenues - outsiders $1,582.7 $408.4 f 296.3 $ 162.2 $ 115.5 f 32.8 $ 0.4 $2,598.3 

Restructuring costs - 0.7 - - - 0.5 - 1.2 

Internally dlocated intertst (3) c - 11.1 (1.0) 15.3 50.7 (77.8) (1.7) 

. afEiiates - - - 3.3 239.5 - 20.2 

Sales to affiliates 3.4 c - 98.4 58.0 c (159.8) - 
Total m u e s  $1,586.1 $408.4 $296.3 $ 260.6 $ 173.5 $ 32.8 $ (159.4) $2,5983 

Depreciation 210.3 32.7 34.2 20.6 15.3 5.9 0.1 3 19. I 
Resbucturing costs *I 9.9 4.1 - 1.7 5.9 0.4 2.6 24.6 
Totd htsrcst chrgs 85.0 15.6 11.0 4.9 25.4 57.2 118.9 318.0 

(Benefit) pmvision for taxes 48.3 15.7. (64.4) 9.7 6.6 (60.1)V) (47.3) (9 1.5) 
Net income (loss) from 

Internaliy allocated intehst - - 11.0 (2.0) 15.3 67.8 (95.8) (33.7) 

oontinuin~ operationsQ) $ 98.9(6, $ 24.5 $ 77.1 $ 15.3 $ 23.2'a $ (99.8)'') $ (77.5) $ 61.7 
GoodwiIl, net - - c - 71.2 - - 71.2 
lnvestmwt in unconsolidated - - - - 184.6 158.9 - 343.5 

Other n o " t  invwtrntnts - D - - 16.5 - - 16.5 
Total assets 4,178.6 651.5 340.8 315.8 851.2 3,504.4 620.0 10,462.3 
Capital expenditures 289.1 42.6 20.6 19.6 21.2 6.0 0.1 399.2 
2002 
Revenues- outsiders $1,548.9 $318.1 $ 316.4 $ 143.9 $ 155.2 $ 28.0 $ - $23 10.5 

affiliates 

Sales to affiliates 34.3 - 0.7 110.7 60.6 - (206.3) - 
TOM ccvenucs $1,583.2 $318.1 $ 317.1 $ 254.6 $ 215.8 $ 28.0 $ (206.3) 2 5  10.5 

Depreciation 189.8 30.5 31.4 22.3 16.4 ' 5.6 0.1 296.1 
Restructuring costs ('I 16.6 - - - 1.2 - - 17.8 
Total interest charges o) 51.5 14.8 8.2 6.3 34.9 24.2 29.4 169.3 

(Benefit) provision for taxes 86.1 14.7 (130.2) 10.8 0.5 (9.4)Q) (29.4) (56.9) 
Net inwm Oossl from 

~ntcrnal~y a~ocated intmst - - 8.1 (1.7) 17.1 87 .s (1 15.7) (4.7) 

- -  
continuing opcrations[3) $ 171.8 S 24.2 $ 76.4 $ 21.0 $ 27.0 $ (15.7) $ (36.2) $ 268.5 

ooodwill, net - - - - 98.6 95.1 - 193.7 
Investment in unconsolidated 

afEliatcs - - - - 187.4 (38.2) c 149.2 
Other non-cumnt investments - - - - 49.2 795.8 0.3 845.3 
Total assets 4,119.4 629.9 283.5 355.1 1,072.4 2,113.9 504.2 9,078.4 

c 1,058.8 Capital expenditures 632.2 53.5 48.2 25.2 77.0 222.7 
( I )  From continuing operations. All periods have been adjusted to reflect the reclassification of results from operations to 

discontinued operations for: Frontera Generation Limited Partnership, and the Union and Gila River projects (formerly 
part of TWG); and TECO Codbed Methane, Aior Energy, BGA, BCH Mechanical and AGC (formerly part of Other 
'unregulated). See Note 21. 
See Note 19 for a discussion of restructuring charges in 2004,2003 and 2002. (2) 
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Segment net income is reported on a basis that hcludes internally allocated financing costs. Internally allocated costs 
for 2004,2003 and 2002 were at pre-tax rates of 89b, 8% and 7%, respectively, based on the average investment in 
each subsidiaxy. Internally allocated interest charges are a component of total interest charges. 
Net income for 2004 includes after-tax charges of $442.8 million ($690.8 million pretax) for asset and intangible 
impairments for the B l l ,  McAdams and CCC merchant assets (see Note 18), and a $99.0 million after-tax charge 
($152.3 million pretax) to write-off its investment in TIE (see Note 16). Net income for 2003 includes a $26.7 million 
after-tax charge ($42.0 million pretax) related to a contingent arbitration proceeding (see the mal Contingencies 
section of Note 12) and, a $16.4 million after-tax charge ($26.3 million pretax) for goodwill impairment (see Note 
17). 
Net income for 2004 includes a $12.8 million after-tax asset impairment charge ($2 1.1 million pretax) related to 
certain steam turbines (see Note IS), $24.1 million in after-tax charges associated with debt extinguishment and 
income taxes due to repatriation of cash following refinancing for the San Josk Power Station in Guatemala and a 
$12.0 million after-tax gain ($19.7 million pretax) on the sale of its interest in the propane business (see Note 16). Net 
hmmc for 2003 includes $37.5 million after-tax asset and intangible impaixment charges ($59.9 million pretax) 
primarily rclatcd to the s t ”  turbines and project cancellation costs (see Note 18) and $34.6 d i m  of after-tax gains 
($56.3 million pretax) on the sale of HPP (see Note 16). 
Net income for 2003 includes a $48.9 million after-tax ($79.6 million pretax) asset impairment charge tela@ to 
turbine purchase cancellations (see Note 18). 
Taxes have been allocated, for segment rcpOrting purposes, to TWG based on the weighted-average tax rata of the 
TWG COmpOntlltS. 

Tampa EleCtiic Company provides retail electric utility services to more than 625,000 customcts in West Central 
Florida. Its Peoples Gas System division is engaged in the purchase and distribution of natural gas for mort than 3 14,000 
residential, commercial, industrial and electric power generation c u s t o ~  in the state of Florida. 

TECO Transport, through its Wfiolly-owned subsidiaries, transports, stores and transfm coal and oth# dry bulk 
commodities for third parties and Tampa Electric. TWO Tnursport’s subsidiaries operate on the Mississippi, Obi0 and Illinois 
rim, in the Gulf of Mexico and worldwide. 

TECO Coal, through its wholly owned subsidiaries, o m s  mineral rights and owns or operates surface and 
underground mines and coal processing and loading facilities in Kentucky, Tennessee and V K m .  “ECU Coal acquired and 
began o p t i n g  two synfuel facilities in 2000, whose production qualifies for the non-convcntiod fuels tax credit. In 2003 
these synfucl operations were transferred into a pewly formed ILC for the purpose of continuing growth in the production and 
sale of synthetic fuel. In April 2003, TECO Cog sold 495% interest in this entity and an additional 40.5% in 2004 (SCC 

Note 16). 

Mississippi. 

projects with long-term contracts in Guatemala, and, until the date of the sale of the Hamakua Power Station, Hawaii (see Note 
16). 

TWG-Merchant bas subsidiaries that have interests in independent power projects in Virginia, Arkarms and 

TECO Energy’s other unregulated businesses we primarily engaged in owning and operating independent power 

fi*oreigm openmtioas 
Other Unregulated includes independent power operations and investments in Gwtemala. TECO Energy, through its 

equity investments, has a 96% ownership interest and operates the 78-megawatt Alborada power station that supplies energy to 
EEGSA, an electric utility in Guatemala, under a US. dollar-denominated power sales agreement. TECO Energy, through its 
equity investments, also has a 100% ownership interest in the 120-megawatt San Josd power station and in transmission 
facilities in Guatemala. The plant provides capacity under a U.S. dollardenominated power sales agreement to EEGSA. Prior 
to 2004 and the adoption of FIN 46R the subsidiaries that hold interests in the San Jose and Alborada p o w  stations in 
Guatemala were consolidated entities. As of Jan. 1,2004, in accordance with the interpretation and application of the 
consolidation guidance established in F W  46R to long-tem power purchase agreements, TECO Energy can no longer 
consolidate these project companies and they are considered equity investments (see Notes 1 and 2 for additional details). 

includes Iberdrola, an electric utility in Spain, and Electricidad de Portugal, an eleCeic utility in Portugal. The consortium, 
called Distribuidora Electrica Centroamericana Dos (“DECA II”) owns an 80.9% interest in both EEGSA and hversiones 
Electricas Centmamericanas, S.A. (“IIWEKA”), the holding company for Guatemalan-based electric transmission 
(‘TRELEC’), Servjces (“Znergica”) and unregulated distribution (Tomegsa”) companies, and a 55% interest in Novega.com, a 
telecommUniCations and data transmission carrier. 

Total assets at Dec. 31,2004,2003 and 2002 included $327.2 million, $445.8 million and $415.9 million, 
resptively, related to these Guatemalan operations and investments. Revenues included $6.7 million, $82.7 million and $85.1 
million for the years ended Dec. 3 1 , 2004,2003 and 2002, respectively, and income from equity investments included $45.2 
million, $8.8 million and $3.3 million for the same periods from these Guatemalan operations a d  investments. 

TECO Energy, through 8 wholly-owned subsidiary, owns a 30% interest in a three member consortium that also 
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15. Asset Retirememt ObIigaljo'ns - 
On Jan. 1,2003, TECO Energy adopted FAS 143, Accounting for Asset Retirement Obligations. The compmy 

recognized liabilities for retirement obligations associated with certain long-lived assets, in accordance with the relevant 
accounting guidance. An asset retirement obligation (ARO) for a long-lived asset is recognized at fair value at inception of the 
obligation if there is 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 pemanent retirement, abandonment or sale of a long-lived asset. 

When the liability is initially recorded, the carrying mount 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. 

TECO Energy has recognized asset retirement obligations for reclamation and site restoration obligations principally 
associated with coal mining, storage and transfer facilities. The majority of obligations arise from environmtntal remediation 
and restoration activities for coal-related operations. Prior to the adoption of FAS 143, TECO Coal accrued reclamation costs 
for such activities. For TECO Coal, the adoption of FAS 143 modified the valuation and accrual metbods uscd to athate the 
fair value of asset r e h m n t  obligations. 

As a result of the adoption of FAS 143, in 2003 TECO Energy recorded an increase to net propaty, plant &d 
equipment of $7.8 million (aet of accumulated depreciation of $6.6 million) and an increase to asset retircmtat obligations of 
$22.1 million. partially offset by previously recognized accrued reclamation obligations associated with coal mining activities 
of $12.3 million. A pretax charge of $1.8 million, net of a $0.2 million offset due to a rcgulatoxy asset at Tampa Electric, ($1.1 
million after tax) was recognized as a change in accounting principle. 

accretion expense, rcspcctively, associated with asset retirement obligations. During 2004, no significant additional ARO 
obligations were incurred, and no significant revisions to estimated cash flows used in determining thc rcm@zed asset 
rctiremcnt obSigations w r e  necessary. FAS 143 was not effective for the year a d a d  Dec. 31,2002. 

receive approval ftom the FPSC before hnplementing new depreciation rates. Included in approved depreciation rates is either 
an implicit net salvage factor or a cost of removal factor, expressed as a percentage. The net salvage factor is principally 
comp~$sed of two componCnts--a salvage factor and a cost of removal or dismantlement factor. The company uses current cost 
of removal or di~mantlernent 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 estimated accumulated cost of removal and dismantlement included in 
net accumulated depreciation as of Dec. 3 1,2003 of $462.2 million was reclassifkd to a regulatory liability (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, kss Sdvage VdUe is charged to accumulated depreciation and the accumulated cost of x~movd mewe reported 
as a regulatory liability, respectively. 

For the years ended Doc. 31,2004 and Dec. 31,2003, TECO Energy recognized $2.0 million and $1.2 million of 

As regulated utilities, Tampa Electric and PGS must file depreciation and dismantlement studies p r i o d i d y  and 

16. Mergers, Acquisitions and Dispositions 

PLC Development/TXE 

On Jan. 3,2003, this loan WBS converted to a partnership interest in mx3. See Notes 1 and 13 for additional details regarding 
the conversion of this loan to an equity interest in PLC. Furthermore, in September 2003, the company consummated the 
foreclosure on Panda Energy's interest in F%C for a default under a $23 million note receivable leadmg to TWG's 100% 
ownership in PLC which owns 50% of TIE (see Notes 1-13 and 20). As of Sep. 30,2003, TWG consolidated mX=, resulthg in 
a net increase in investment in unconsolidated affiliates of approximately $18 million. On Aug. 30,2004, a TWG-Merchant 
subsidiary completed the sale of its 5096 indirect interest in TIE to PSEG Americas Inc., for $0.5 million. The company 
recorded a $152.3 million pretax impairment ($99.0 million after tax) to write off the value of the investment as a result of the 
sale. 

At Dec. 3 I ,  2002, TWG had a Joan receivable of $137 million from PLC, a subsidiary of Panda Energy International. 



Summary financial information for TIE is included in the table below. 

(millwns) Dec. 31, 2004 2003 
Revenues $ 319.7 $ 453.1 
Operating income 
Net (loss) available for allocation to partners 

Current assets 
Non-current assets 
Current liabilities 

$ - $ 57.9 
- 802.7 

83.5 
Non-current liabilities $ - $ 500.1 

(1) 2004 only reflects results through Jul. 31,2004, the effective date of the sale. The amounts for July 2004 represent 
estimates based on idormation received from the management of TIE. 

Frontem 

Limited partnership (Frontma), the owner of the Frontera Power Station in Texas, to a subsidiary of CartriCa plc for $133.7 
million, consisting of $128.5 million of cash and assumption of $5.2 million of liabilities. "TCO Energy bas the o p p t u & y  to 
reccivc an Annual Earaout Payment if Frontera is the successful bidder and enters into a Reliability Must Run Contract with the 
Electric &liability Council of Texas (ERCOT). Both TECO Enera and Centrica plc have guaranteed the payment obligations 
of their respective direct or indirect subsidiaries under the Purchase Agreement, with Ccntrica's obiiption limited to 1U96 of 
the Adjusted purchast Price (as defined in the Purchase Agreement). As a result of the sale, a pretax loss of $42.1 million. 
($27.0 million after tax) was mcordcd. The sale is subject to certain ordinary and customary post-closing adjustments to 
working capital item. These adjustments are not expected to be material. See Note 21 - Other transrctions for additional 
details related to this transaction. 

On Dec. 22,2004, a subsidiary of TWG Merchant, Inc. completed the sale of its interests b Fmntera G"tion 

Commonwealth Cbesapeake 

Commonwealth Chesapeake Company (CCC), under which TECO Energy and a subsidiary agreed to pumha8e Ncp's htaest 
in CCC for $30 million in cash plus shares of TECO Energy common stock having a value of $10 million, and N c f  released 
dl claims against the company and its subsidiaries. The funds and shares were released from escrow upon of FERC 
approval on Scp. 30,2004 (see Note 12 for additional details of this transaction and Note 23 for discussion of a subsequent 
event involving CCC). 

TECORopne Ventum 

investments in Heritage Propane Partners, LP., and the remaining indirect investment was sold in the second quarter of 2004. 
The sales resulted in cash proceeds of $53 million and after-tax gains totaling $12.0 million. 

In August 2004, the company entered into an agreement with NCP of Virginia, ILC (NCP), the mn-equitY "bcf in 

In the first quarter of 2004, US Propane, LLC sold a majority of its assets, consisting of direct and M i  equity 

Hamakua Power Station 
On Jul. 15,2004, TECO Wholesale Generation's 5096 indirect interest in the Hamakua Power Station in Hawaii was 

sold to an affiliate of Black River Energy, an affiliate of Energy Investors Funds' US Power Fund, LP.. Via it8 0wnersb.1~ of 
Black River Energy, which already owns 50% of the plant, Energy Investors Funds is now the sole owner of Harnakua. Cash 
proceeds from the sak were approximately $1 2 million, and resulted in an immaterial gain. As a result of the transactl 'on,TECO 
Energy was also relieved of certain financial guarantees related to the facility. 

Prior Energy 
Effective R b .  1,2004, a subsidiary of TECO Energy completed the sale of Mor Energy for net proceeds of 

approximately $30 million. This sale did not result in a material gain or loss to the company. See the Otbcr transactions section 
of Note 21 for additional details relating to this disposition. 

BGA 

Services) to m entity owned by an employee group for B loss on disposal of $12.2 million ($7.5 million after tax). This loss was 
recorded as part of the asset impairment charge reported in the income statement for the year ended Dec. 3 1 , 2W3. 

Effective Jan. 1,2004, the company completed the sale of TECO BGA, Inc. (formerly a component of TECO Energy 
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Spthetk Fuel Fadties 

operations in eastern Kentucky. No significant gain or loss was recognized at the time of the sale. The company, through its 
various affiliates, will provide feedstock supply, and operating, sales and management services to the buyer through 2007, the 
current expiry date for the related Section 29 credit for which the production qualifies. Because the transaction was structured 
on a deferred payment basis typical of similar transactions in the industry, TECO Coal received no significant cash at the time 
of sale. The sale required receipt of a posithe response to a Private Letter Ruling (PLR) request, and the proceeds from this 
bansaction were held in escrow pending resolution of this contingency. On Oct. 3 1,2003, TECO Cod received a PLR from the 
IRS that resolved any uncertainty related to the previous sale of the 49.5% interest in its synthetic fuel facilities; triggered tbe 
release of Certain cash escrows related to 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 IRS. On Nov. 5,2003, $58.9 
d i o n  of res~cted cash that had been held in escrow was released following receipt of the PLR. In June 2004, TECO Coal 
sold an additional 40.5% of its membership interest in the synthetic fuel facilities under similar tem as the first transaction. In 
addition to retaining a 10% membership interest in the facilities, the TECO Coal subsidiary will continue to supply the 
f#dstock and operate the facilities. 

TECOCorlbedMethane 
TECO Coalbed Methane, a subsidiary of TECO Energy, produced natural gas from cod searns in Alabama's Black 

Warrior Baein. In septcmbcr 2002, the company announced its intent to sell the TECO Coalbed Mctbanc gas assets.'On Dec. 
20,2002, substantially all of TECO Coalbed Methane's assets in Alabama were sold to the Municipal Gas Authody of 
Gaxgia. proaeds from the d e  were $140 million, $42 million paid in cash at closing, and a $98 million note receivable which 
was paid in 3aauary 2003. Net incOme for the year ended Dec. 31,2003 included a $23.5 million after-tax gain for the final 
cash 
periods presented (see Note 21). 

Hadm PowerP8rtnem 
In 2003, Hard# Power Partners, Ltd. (HPP), which holds a 370-MW gas-fired generation facility located in central 

Florida, was sold to an affiliate of Invenergy LLC and GTCR Golder Rauner Lu3. Under the tcnns of the sale, subsidiaries of 
the company would continue to provide service to HPP under the existing operation and maintenance agreement. Under the 
tams of the agreement, these services ceased in September 2004. Additionally, Tampa Electric's long-term power purchase 
obligation to receive dectrkity from ElIpp remains in effect with no c h m p  as a result of the trmsacb 'on (see Note 1). The sale 
proceeds of approxbtdy $107 million exceeded the net book value of $5 15 million (including assets of $149.1 million and 
liabilities of $97.6 million) resulting in a prctax'gain of $56.3 million. 

a m e n t  (see the Rurhased Power section of Note I) resulting in cash outflows, the results h x n  operations are precluded 
from beiig presented as discontinued opera~ons. 

Effective Apr. 1,2003,"IECO Coal sold a 49.5% interest in its synthetic fuel production facilities located at its 

hm'the  sale of these assets. TECO Coalbed Methane's results arc included in discontinutd opcrationS for dl 

Duc to tbe anticipated powcr purchases by Tampa Electric from Hpp under the preexisting long-term power purchase 

17.Goodwill.ndOtberIntrngiblcAsSets 

Effective Jan. 1 ? 2002, TECO Energy and its subsidiaries adopted FAS 141, Business Combinarions, and FAS 142, 
Goodwill d Other Intangible Assets. FAS 141 requires all business combinations initiated after Jun. 30,2001 to be accounted 
for using the purchase method of accounting. With the adoption of FAS 142, goodwill is no longer subject to amortization. 
Rather. goodwill and intan@blc assets, with an indefinite life, arc subject to an annual assessment for impairment by applying a 
fair-value-based test. Intangible assets with a measurable useful life are required to be amortized. 

As required under FAS 142, TECO Energy reviews recorded goodwill and intangible assets at least annually for each 
reporting Unit. Reporting units are generally determined as one level below the operating segment level; reporting units with 
similar charactens tics are grouped for the purpose of determining the impairment, if any, of goodwill and other intangible 
assets. The fair value for the reporting units evaluated is generally determined using discounted cash flows appropriate for the 
business model of each significant group of assets within each reporting unit. The models incorporate assumptions relating to 
fbture results of operations that are based on a combination of historical experience, economic analysis, observable 
market activity and independent market studies. Management periodically reviews and adjusts the assumptions, as necessary, to 
reflect current market conditions and observable activity. If a sale is expected in the near term or a similar transaction can be 
readily observed in the marketplace, then this information is used by management to estimate the fair value of the reporting 
lmit 

In December 2004, the company recognizecl an $1 I .8 million pretax charge ($8.4 million after tax) to write off the 
value of the r e d i n g  goodWill associated with BCH Mechanical. In 2003, the company recorded pretax goodwill 
h q " e n t s  of $17.7 million ($10.9 million after tax) and $1.7 million ($1.1 million aftcr tax), respedvely, for BCH 
Machanical and TECO BGA. These charges are reflected in discontinued operations. See Notes 21 and 23 for additional 
details. 
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h December 2004, as a result of its annual impairment assessment, the company recognized a pretax impairment 
charge of $4.8 million ($3.3 million after tax) to write off the value of an intangible asset associated with the acquisition of the 
Commonwealth Chesapeake power station (See Note 18 for additional details). In 2003, the company also recognized pretax 
impairment charges of $6.6 million ($4.1 million after tax) to write-off technology licenses at TWG. Included in discontinued 
operations in 2003 is a pretax impairment charge of $1.5 million ($0.8 million after tax) to write off a long-tmn customer 
arrangement at BGA. For the years ended Dec. 3 1,2004,2003 and 2002, the company recognized amortization expense of 
$0.2 million, $4.7 million and $23.1 million, respectively. 

Further, the company recognized a pretax impairment charge in June 2003 of $95.2 million ($6 1.2 million after tax) to 
Write off all of the goodwill previously recorded at TWG Merchant based on the implied fair value of its goodwill, in 
accordance with FAS 142. This goodwill arose from the previous acquisitions of the Commonwealth Chesapeake power station 
in Virginia and the Frontera power station in Texas. Of this amount, the impairment of Fkontera goodwill of $68.9 million 
($44.8 million after tax) is reflected in discontinued operations as a result of the company's sale of its interest in Frontera in 
December 2004 (See Note 16 for additional details). 

the other unregulated segment. Additionally, as of Dec. 31,2004, the company has no more htangible assets. 
The company has $59.4 million of goodwill remaining on its balance sheet as of Dec. 31,2004, which is reflected h 

Following major hvestments in merchant power, during 2001 and 2002 conditions in mcrchlLIt cnergy markets 
changed dramaticaily, reducing prospects for profitability and leading to cessation of new merchant development activities h 
2003. During 2003, the company announced that it would refocus on its regulated utilities and its profitable unregulated 
businesses, and reduce its exposure to the merchant p o w r  sector. This led to the decision in 2003 to exit the Union d Gila 
River power stations (set Note 21 for additional details). During 2004, wholesale power prices mnaincd wcak a d  prospects  
for price recovery for the next several years remained poor. While management monitored these events throughout 2004, there 
were no specific triggering events prior to the fourth quartcr that m a t e d  a SFAS 142 or 144 impairinat analysis. In the 
fourth quarter of 2Wt, rnanagcment conducted a review of prospects for long-tan price recovcry as d as o p d t i a  for 
sales of the assets. This review led to the sale of the company's investment in the Frontera power station in December 2004 
(see Nbte 16). Also as a result of this review, management detennined as of Dec. 31,2004 a lower probability that the 
remining merchant investments would be held for the long term, resulting in impairments to the Dell, McAdams, and 
Commonwealth Chesapeake power stations described below. 

In December 2004, a pretax impairment charge of $6093 million ($390.7 million after tax) was r ecop id  related to 
the company's invcstmcntS in the Dell and McAdams power stations. Under a probabaity analysis weighted toward shofi-tmn 
recovery, the investments failed the recoverability test of FAS 144. As a result, the assets were written down to f& market 
value bascd on a probability weighting of potential sales of the assets and salvage value, which rcpresGnted the best estimate of 
fair market value. 

related to its investment in the Commonwealth Chesapeake power station. Under a probability analysis weighted toward short- 
term roc~vcry, the investments failed the recoverability test of FAS 144. As a result, the assets were written down to fait 
market value based on a probability weighting of potential sales of the assets, which represented the best cstixnatc of fair market 
value. Of the $8 1.3 million charge, M.8 million ($3.1 million after tax) was recorded as an impairment of an intangible asset 
related to the acquisition of the membership interest in the project and is included in Goodwill and intangible asset h q " e n t  
on the income statement. See Note 23 for additional details of a subsequent event. 

On Aug. 30,2004, a TWG-Merchant subsidiary completed the sale of its 50% indirect interest in TIE. In the second 
quarter of 2004 the company recorded a $15 1.9 million pre-tax impairment ($98.7 million after-tax) to record tbe estimated 
write-off of the investment reflecting the anticipated sale. This estimate was finalized resulting in an additional $0.4 million 
pre-tax i m p a h n t  ($0.3 million akr-tax) being recorded in the third quarter of 2004. See Note 16 for additional details. 

company's herests in BCH Mechanical. See Note 23 for details of a subsequent event. The impairment charge and results of 
operations are reflected in discontinued operations (see Note 21). 

In December 2004, as part of its annual impairment review, pretax impairment charges of $2 1.1 million ($12.8 million 
after tax) were recognized to write off the remaining value of steam turbines originally planned for use in a cogeneration 
project. Based on management's review of the market for stcam turbines and its refocus on its core businesses, it was 
determined that the turbines shodd be written down to fair market value. In Deccmber 2003, pretax asset impairment charges 
of $27.8 million ($17.4 million after tax) were recognized primarily related to the steam hub- and licenses that were also 
planned for use in a cogeneration project. The charges are reflected in the Other Unregulated segment. 

In the first quarter of 2004, Litestream Technologies, LLx3, an entity in which TECO Fiber, a subsidiary of TECO 
Solutions, holds an equity investment, was placed into banlcruptcy by creditors. As a result of the bankruptcy, the company 
recognized a pretax loss of $5.5 million ($3.4 million after tax). The loss on the equity investment in Litest" was determined 
using the estimated fair value of the company's claims to net assets. The charge is reflected in the Other Unregulated segment. 

In December 2004, the company recognized a pretax impairment charge of $8 1.3 million ($52.1 million after tax) 

In December 2004, a pretax impairment charge of $8.2 million ($5.9 million after tax) was recognized related to the 
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Additional impairment charges recognized in 2004 include a $2.4 million pretax ($1 .S million aftcr tax) valuation 
adjustment at TECO Solutions, Lnc. (TECO Solutions) related to a district cooling plant, which is reflcctbd in discontinued 
operations, and a pretax impairment of $0.9 million ($0.6 million after tax) on ocean-going barges at TECO Transport. 

As of Dec. 3 1,2003, based on the negotiations with potential buyers, including the project lenders, a change in 
management’s expectations regarding an exit strategy in the near term, and management’s designation of the Union and Gila 
River project companies as held for sale, a pretax asset impairment charge of $1,185.7 million ($770.7 million after tax) was 
recognized and reflected in discontinued operations, in accordance with FAS 144 (see Note 21 for additional details). 

In 2003, TECO Energy recognized a pretax asset impairment charge of $104.1 million ($64.2 million after tax) 
relating to installment payments made and capitalized under turbine purchase commitments in prior periods. As reported 
previously and in Note 13, certain turbine rights had been transferred from Other Unregulated operations to Tampa Electric in 
2002 for use in Tampa Electric’s generation expansion activities. These cancellations, made in April 2003, fully terminate all 
turbine purchase obligations for these entities. 

19. Restructuring Cmts 

In 2004, as part of the company’s continued focus to exit merchant operations and to grow the core utility operations 
to provide for centralized oversight dong functional lines, certain restructuring activities were implemented. These ,dons  
involved seven employees, including officers and other personnel from operations and support services. In Scptcmk and 
October of 2003, E O  wg)’ announced a corporate reorganhation to restructure the company dong functional he.s, 
consistent with its objectives to grow the core utility operations, maintain liquidity, generate cash and m a x b  tbe value in the 
existing assets. The 203 actions included the involuntary termination or retirement of 337 employees, including officers and 
otha p#sonael h m ’ v t i o m  a d  support servkes. 

In 2002, TECO Energy initiated a restructuring program that impacted approximately 250 employecs across multiple 
operations and services within, prhmily, Tampa Electric. This program included retirements, the chhation of positions and 
o t k  cost control measures. The total costs associated With this program, included severance, salary continbation and other 
t”tion a d  retirernen t benefits. 

othqr taminatiOa and rehment benefits for the years ended Dec. 3l,2oW,2003 and 2002, r c s ~ v t l y .  
. The company recognized a pretax expense of $1.2 million, $24.6 million and $17.8 million for accrued benefits and 

RcstructPring Charges 
(nriUWm) 
For the years eruied Dec. 31, 2004 2#3 2002 
Tampa Electric $ -  $ 9.9 $ 16.6 
Peoples Gas 
TWG 
TECO Transport - 1.7 - 
TECO coal 
Otberumcgulated - 5.9 1.2 
Eliminations and other - 2.6 - 
Total TECO Energy $ 1.2 $ 24.6 $ 17.8 

(1) 

0.7 4.1 - 
0.5 0.4 - 
- I - 

This amount relates to charges at TECO Energy parent. 

Accrued Liability for R e s b u c t d n g  Costs 
(miuiOrrS) 2004 2003 2002 I Beginningbalance $ 15.8 $ 6.0 $ 0.2 

1 chrrgsd to income (p-tax) 1.2 24.6 17.8 
Payments and settlements 16.5 14.8 12.0 
Ending balance $ 0.5 $ 15.8 $ 6.0 

20. TPGC Joint Venture Termhiion 

Io January 2002, TWG (formerly “ECO Power Services Corporation) subsidiaries agreed to purchase the interests of 
Panda Energy in the TPGC projects in 2007 for $60 miIlion, and TECO Energy paranted payment of this obligation. Panda 
Energy obtained bank financing using the purchase obligation and assigned TECO Energy’s guarantee as collateral. Under 
certain circumstances, the purchase obligation could have been accelerated for a reduced price based on the timing of the 



acceleration. In connection Withthis purchase obligation, Panda Energy retained a cancellation right, exercisable in 2007 for 
$20 million by the holder, with early exercise permitted for a reduced price of $8 milgon. 

The modified tenns accelerated the purchase obligation to occur on or before Jul. 1,2003, and reduced the overall purchase 
obligation to $58 million. Under the guarantee, TWG became obligated to make interest and certain principal payments to or on 
behalf of Panda related to the collateralized loan obligation of Panda. The purchase obligation of $58 million included $35 
million for P d a  Energy’s interest in TPGC, and a short-term receivable from Panda, collateralized by Panda’s rcmahhg 
interests in PLC (see Notes 1 and 13 for additional details on TECO Energy’s indirect ownership interest in m). 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 Jun. 16,2003. TECO Energy’s 
guarantee of the TWG subsidiaries’ obligation was modified to reflect the amendments to the purchase obligation. In April 
2003, TECO Energy recognized the fair value of the guarantee as a pretax loss of $35.0 million ($21.4 million after tax), 
included in discontinued operations, as a result of the expected disposition of the project companies (see Note 21). From April 
2003 through June 2003, TECO Energy made and accrued certain principal payments under the guaranta codtxnen!.. 

modified guarantee and the related purchase obligation became highly probable. The likelihood of the exercise of the p u r c b  
obligation created a presumption of effective control. When combined with TECO Energy’s exposure to the mjority of risk of 
loss unda the previously disclosed letters of credit and contractor undertakings, management believed that consolidation of 
TPGC was appropriate as of the date of the modifications to the agreements. Prior to Apr. 1,2003, TWG recognized assets of 
$839.1 million, liabilities of $48.9 million and an unrealized loss in OCI of $69.0 million, to reflect h e  M t y  
accounting for its investment in “PGC. As a result of the consolidation on Apr. 1,2003, the company recog&& additional 
assets of $2,046.9 miIlion, primarily relating to utility plant and construction work in progress, additional liabilities of $1,976.8 
million (including non-fecoufse debt), and an additional unrealized loss in OCI of $69.0 million for inkrest rate swaps 
designated as hedges. See Note 21 for a discussion of the subsequent designation of the TPGC projects as assets and liabilities 
held for sale. 

In Junc 2003, TECO Energy satisfied the bank financing condition resulting in the acceleration of TECO Energy’s 
guarantee obligation and executed a fiud agreement with Panda to effect the termination of Panda’s hvolvbncnt in the 
partnership. proceeds from the bank financing obtained in June 2003, which is more fully discussed in Note 6, were used to 
fund the net ”ination payment to Panda. Upon acceleration of the guarantee obligation and the resulting parhemhip 
tamhation, TWG received the 50% outstanding partnership intexcsts in TPGC. As previously discussed, under the amended 
agreements, $3S.O million, prctax,’had bem ttcogniztd in Apd 2003 as the fair value of the guarantee obligation. The 
rtmaining amouutws recorded as due b m  Pahda and collateralized by Panda’s remaining interests in PIX. Foraclosurc 
proceedings were consummated on Panda’s remaining interests in fLx3 in September 2003. As of Dec. 3 1,2004 and Dec. 3 1, 
2003 substantially all of the assets and liabilities associated with the TFQC projects (Union and Gila River) were classified as 
held for sale. All results of operations for these two projects have becn reclassified to discontinrmcd operations for all mods 
presented. 

direct result of the consolidation of TPGC. See Note 21 for a discussion of the remaining amount recorded in discontinued 

On Apr. 9,2003, the IWG subsidiaries and Panda Energy amended the agreements related to the purchase obligation. 

As a result of the amendments to these agreements in early April 2003, management believed the exercise of the 

of 

For the year ended Dec. 3 1,2003, TWG recorded total pretax charges of $249.1 million ($155.9 million after tax) as a 

operations. 

21. Discontinued Operations and Assets Held for Sale I 
Union and Gila River Project Companies (TPGC) 

power stations on all material terms and forms of definitive agreements for the previously announced sale and transfer to the 
lenders of ownership of tbese plants. The lenders process of seeking approval for the transaction to be completed required a 
100% approval by the lenders. Two lenders, representing approximately 10% of the debt, dissented. The lending group 
indicated that in order to facilitate the completion of this transaction, a pre-negotiated Chapter 11 case of the Union and Gila 
River project entities was likely to be required A pre-negotiated reorganization can be achieved if the approval of at least one- 
half of the lenders comprising two-thirds of the amount of debt can be obtained in contrast to the f009b approval contemplated 
in the consensual sale and transfer (see Note 23 for details of a subsequent event). No ma&al changes in the terms of the 
transaction h m  that previously 8nnounced are anticipated. Based on these events, as of Dec. 3 1,2004 management expects to 
complete the transfer of the project entities in 2005, therefore the assets and liabilities of TPGC continue to be reported as held 
for sale. The Union and Gila River project companjes comprised part of the TWG operating segment until designated as assets 
held for sale in December 2003. 

As 811 asset held for sale, the assets and liabilities that are expected to be transferred as part of the salt, as of Dec. 31, 
2004 and 2003, have been reclassified, resptctively, in the balance sheet. Frtrthermore, the company has dctcmbed that TPGC 
meets the criteria of a discontinued operation. Results from operations for the Union and Gila River project companies have 

During 2004 an agreement was reached with the steering committee of the lending group for the Union a d  Gila River 
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been reflected in discontinued operations for all periods presented. For the year ended Dec. 3 1,2002, TPGC was a 
development stage company. The following table provides selected components of discontinued operations for TfGc. 

Components of income from discontinued operations - 
Union and Gila River Project Companies 
(millions) 
For the years ended Dec. 31, 2004 2003 2002 
Revenues $ 510.7 $ 319.4 $ -  
Asset impairment (I) 

(Loss) drom o p t i o n s  
(Loss) on joint venture t e d t i o n  
(Loss) income before provision for income taxes 

I ( 1,185.7) - 
(33.5) (1,239.8) - 
- (153.9) - 

(144.9) (1,441.4) 27.4 
(Benefit) provision for income taxes (48.9) (522.7) 10.6 
Net (loss) income from discontinued omations S (96.01 S (918.71 $ 16.8 
(1) Includes charges recognized in accordance with FAS 133. 

Asset impcrimaent charges 
The pretax asset h p a b n t  charge of $1,185.7 million ($762.0 million after tax) ftcordcd 2003 is compfiscd of an 

impairment in long-lived assets and a related charge to reflect the impacts of hedge accounting. The asset iuqmimcnt charge 
was recognized in accordaoa with FAS 144. The recognition of the asset impairment effectively accclmtd the recognition of 
prrviously capitalized intercst. As a result, in accordance with cash flow hedge accounting under FAS 133, a ftvcrsal from OCI 
of $22.6 million of prctax losses on thc htcrcst rate swaps was required to give effect in the incOmt statement to the previously 
hedged interest which was capitalized during construction. 

the long-term, n o n - ~ u f s e  debt resulted in the revmal of an additional $63.8 million pretax losses which,wcre previously 
defcrred h OCI and related to the future recognition of capitalized interest amortization and future in-t kxpcnsc on the non- 
fccourse debt., anticipated to be recognized in periods subsequent to 2004. 

In addition, as of Dec. 3 1,2003 the change in future expectations regarding the probability of the company rcbhhg 

. Loss on joint venture tenhat ian 
As discussed h greater detail in Note 20, the consolidation of TPGC on Apr. 1,2003 resulted in the recognition of a 

p t a x  charge of $153.9 million ($94.7 million after tax) which was recorded in discontinued operations. This pretax charge 
included: $35.0 million ($21.4 million afkr tax) related to the partn#ship termination under the guarantee; and $1 18.9 million 
($73.3 million after tax) related to the consolidation of TPGC to reflect the impact of Panda’s portion of ‘I”s p w p  
deficit and the elhination of catah related-party liabilities (see Note 13). 

combined current and non-c-nt “Assets held for sale” and “Liabilities associated with assets held for sale” lbc items: 
The following table provides a summary of the carrying amounts of the significant assets and liabilities reported in thc 

Assets held for sale - Union and GUS River Project Companies 
(miilbm) Dec. 31, 2ow 2003 
current assets $ 128.8 $ 72.9 
Net property, plant and equipment 
Wer investments 

1,369.0 . 1,367.9 
658.5 676.1 

other non-current assets 22.4 23 .I 
Total assets held for sale $ 2,178.7 $ 2,140.6 

Liabilities associated with assets hem for sale - 
Union and Gib River Project Companies 
( d l w m )  Dec. 31, 2004 2003 
Current portion of long-term debt, non-recourse - Secured Facility Note $ 1,395.0 $ 1,395.0 

Other current liabilities 233.8 94.0 
Long-tem debt, mn-fccouI5e Financing Facility Note 658.5 675.1 
Other non-cment liabilities 13.7 21.1 
Total liabilities associated with assets held for sale $ 2,301.0 $ 2,185.8 

Cuwmt and non-cuwent assets 
Current assets include $47.9 million and $18.8 million of restricted cash as of Dec. 3 1,2004 and 2003, respectively. 

Also included in current assets is $17.6 million and $16.2 million, as of Dec. 3 1,2004 and 2003, respectively, representing the 
current portion of the investment in Union County bonds, described in Other investments below. 

1 20 

132 



Net prupetty, plant and equipment 
Net property, plant and equipment has been reduced by accumulated depreciation of $49.4 million d a valuation 

adjustment of $1,O99.3 million as of Dec. 3 1,2004 and 2003. In accordance with FAS 144, no depreciation was r e ~ ~ g n k d  on 
TpGc's assets in 2004 as a result of being classified as held for sale. Had T F " s  assets not been clsssifitd as held for sale, 
$84.7 million of depreciation expense would have been recognized in 2004. This impahment charge arose as a result of 
changes in management's expectations, including its long-term strategic outlook, and is mre fully described in Note 18. The 
decline of the fair value of the disposal group (comprised of the assets and liabilities expected to be transferred upon 
disposition) below the canying value is principally attributable to the decline in future wholesale p o w  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 country; the U.S. economic slowdown; uncertainty with respect to long-term price recovery; and the 
significant excess generating capacity in 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 regarding 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 
0th- investments represent industrial revenue bonds from Union County, Arkansas, which were acquired by Union 

Power Partners, L.F. (UPP), a subsidimy of WGC, with fhmcing obtained by bomwingS from Union County (the County). As 
of Dtc. 3 1,2004 and 2003, rcspeCtively, Upp's investment in the bonds from the County (excluding the ament position) 
totaied $658.5 million and $676.1 million, which equals the non-recourse financing facility from the County. The county's debt 
service payments on the bonds equal UPP's debt service obligations to the County. This agreement provides an incentive to and 
a "s through which the " p m y  can invest in the County. For periods prim to Dec. 3 1,2003, TECO Energy did not 
include TPGC in the Consolidated Balance Sheet (see Note 20). 

impact on the company's results of discontinued operations. The obligation to pay cash under the long-term debt is M y  offset 
by the right to receive cash from the bond issuer. The interest rate and maturity date on both the bonds and the related long-term 
debt is 7 5 %  per ycar and June 2021. 

Interest income on the investment and interest expense on the related long-term, non-rcmuIst fimmchg have no net 

' Current ond non-current liabilities 
Included in current liabilities is the current portion of the financing facility due to the County, described in Othex 

investments above, of !§ 17.6 million and $16.2 million as of Dec. 3 1,2004 and 2003, respectively. Atso included is $68.1 
million and $58.6 million as of Dec. 3 1,2004 and 2003, respectively, for intercst rate swaps entered into by thc Union and Gila 
River projects in connection with the non-recourse coUatcralii borrowings. 

The purpose of the interest rate swap agreement was to effectively convert a portion of the floating-rate debt to a fixed 
me. The interest rate swap agreements have tem ranging h m  2 to 5 years with the majority maturhg in June 2006. As more 
fully described in Note 22, the designation of the secured facility note as a liability associated with asscts'hdd for sale resulted 
in the prospective loss of hedge accounting for the periods beyond the expected effkctive date of the sale. 

' 

Non-recourse, secured &cility note 
In 2001, the Union and Gila River project companies obtained construction financing of $1,395.0 million in the form 

of floating rate, non-recourse senior secured credit facilities from a bank group. The Union and Gila River project companies 
each jointly and severally guarantee and cross-collateralize the loans and debts of the other. The loans are non-"rsc to 
TECO Energy, TWG and its subsidiaries that own the project entities. 

Credit Facilities 
The Union and Gila River project companies, as part of the non-recourse project financing, have credit facilities for 

commercial letters of credit to facilitate gas purchases and power sales. These facilities are recourse only to the project 
companies, and not to TECO Energy or its other subsidiaries. At Dee. 3 I ,  2004 and 2003, the credit facilities totaled $265.0 
million and $200.0 million, respectively, and aggregate letters of credit outstanding under the facilities totaled $18 1.4 million 
and $144.2 million, respectively. The project cornpanks also had an $80 million debt reserve facility, which was cancelled in 
2004. 7'he Union and Gila River project companies' non-recourse credit facilities have maturity dates of lune 2006. 

See Note 23 regarding subsequent events relating to the Union and Gila River projects companies. 

Otber transactions 
In 2004,2003 and 2002, the company completed several sales transactions and achieved significant milestones 

towards additional transactions anticipated to be completed in 2005. The completed transactions include: tbe sale of Frontera in 
2004; Prior Energy in 2004,TECO BGA in 2004; TECO AGC, Ltd. in 2004; Nardee Power Partnexs, Ltd. (H€T) in 2003; and 
the sale of TECO Coalbed Methane in 2002 (see Note 16 for additional details). As a result of the accounting treatment of the 
sale of WP, 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 periods presented, the results from operations and gains and losses of hn te ra ,  Prior Energy, 
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’ Other non-cumnt assets I .5 8.2 
Total assets held for d e  $ 9.2 $ 106.2 

Liabilities a d a t e d  with assets held for sale - Other 
(millwns) Dee. 31, 2004 2003 
Cunmt liabilities $ 3.0 $ 55.4 
Total liabilities associated with assets held for sale $ 3.0 $ 55.4 
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22. Derivatives and Hedging 

From time to time, TECO Energy and its affiliates enter into futures, forwards, swaps and option contracts for the 

TECO Energy and its affiliates use derivatives only to reduce normal operating and market risks, not for speculative 

following purposes: 
To limit the exposure to price fluctuations for physical purchases and sales of natural gas in the come of normal 
operations at Tampa Electric and PGS; 
To limit the exposure to interest rate fluctuations on debt securities at TECO Energy and its other affiliates; 
To limit the exposure to electricity, natural gas and fuel oil price fluctuations related to the operations of natural 
g a s - f d  and fuel oil-fired power plants at TWG; 
To limit the exposure to price fluctuations for physical purchases of fuel at TECO Transport; and 
To limit the exposure to Section 29 tax credits from TECO Coal's synthetic fuel produced as a result of changes 
to the reference pice of domestically produced oil. 

purposes. The company's Primary objective in using derivative instruments for regulated operations is to reduce the impact of 
market price volatility on ratepaycrs. For unregulated operations, the company uses derivative inslmrnents m l y  to 
optimize the value of physical assets, including generation capacity, natural gas production, and natlrral gas delivery- 

various risk exposures. Daily and periodic reporting of positions and other relevant mctrics are performed by a centralized risk 
"agment  p u p  Which is independent of all operating companies. 

amcndcd by FAS 138, Accounting for Certain Derivative Instnunents and Certuin Hedging A c t i v i ~  and FAS 149, A?"t 
on statement 133 on De&ative hsfruments and Hedging Am'v&ks. These stanrlards require c o ~ e s  to rccog[iizt 
derivatives as either assets or liabilities in the financial statements, to measure those instruments at fair value, and to reflect the 
changes in the fib value of those instruments as either components of 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 undcrlyhg hedged transaction matures or the physical commodity is delivered, the deferred gah or the loss on the 
related hedging instrument must be reclassified from OCI to earnings based on its value at the time of its dclassification. For 
effective hedge t"actI 'om, the amount reclassified from OCI to earnings is offset in net income by the amount paid or 
received on thc underlying physical transaction. 

At Dec. 3 1,2004 and 2w3, respectively, TECO Energy and its affiliates had derivative asscts (current 8I)id mn- 
current) totaling $3.8 million and $21.1 million, and liabilities (current and non-currcnt) totaling $12.0 million and $12.0 
million. At Dec. 31,2004 and 2003, accmula&d other comprehtnsive income (AOCI) included $0.5 million and ($4.3) 
million, rcspeCtively, of umealized after-tax gains (losses), representing the fair value of cash flow hedges whose tn"% *OILS 
will occur in the fuaat. Included in AOCI at Dec. 3 1,2003 was an unrealized after-tax loss of $14.6 million on interest rate 
swaps designated as cash flow hedges, reflecting the remaining amount included in AOCI related to cash flow hedges for the 
pesiad preceding the expected disposition of TPGC (ste Note 21). At Dec. 31,2002 the unrealized after-tax loss of $37.3 
million, included in AOCI, represented the company's pmportionatc share of AOCI at TPGC, in accordance with the equity 
method of accounting. Amounts recorded in AOCI reflect the estimated fair value of derivative instruments designated as 
hedges, based on market prices as of the balance sheet date. These amounts are cxpectcd to fluctuate with movements in market 
priccs d m y  or ma y  not be realized as a loss upon future reclassification from OCI. 

For the years ended Dec. 3 1,2004,2003 and 2002, TECO Energy and its affiliates reclassified amounts from OCI 
(excluding certain reclassifications for interest rate swaps described below) and recognized net pretax gabs (losses) of $1.2 
million, ($12.6) million and ($29.0) million, respectively. Amounts reclassified from OCI were primarily related to cash flow 
hedges of physical purchases of natural gas and physical sales of electricity. For these types of hedge relationships, the loss on 
the derivative, reclassified from OCI to earnings, is offset by the reduced expense arising from lower prices paid or received for 
spot purchases of natural gas or decreased revenue from sales of electricity. Conversely, reclassification of a gain from OCI to 
earnings is offset by the increased cost of spot purchases of natural gas or sales of electricity. 

mainteriance activity on the Frontera Power Station at TWG in early 2003, the company discontinued hedge 8ccounting for 
purchases of natural gas and sales of electricity which were no longer anticipated to take place within two months of the 
originally designated time pen& for delivery. The discontinuation of hedge accounting resulted in a reclassification of a pretax 
gain of $0.2 million from OCI to earnings, reflecting the fair value of the related derivatives as of the discontinuation date. This 
gain is included in the net pretax loss reported above for 2002. In addition, as a result of the designation of TPGC as an asset 
held for sale in 2003, the company concluded that the hedged interest expense for periods beyond the expected disposition date 
were no longer probable. As a result, the company reclassified pretax losses of $24.0 million ($15.6 million after-tax) and $63.8 
million ($415 million after tax) from OCI to income from discontinued operations in 2004 and 2003, res@vely (see Note 
21). Gains and losses on these derivative instruments, subsequent to the discontinuation of hedge Bccountbg treatmen$ were 
recorded in earnings. 

The iisk management policies adopted by TECO Energy provide a fiamewrk through which " g e m e n t  m o n b s  

The company applies the provisions of FAS 133, Accounting for Derivative I n s t m m  urd Hedging Activifies, as 

As a result of 1) the suspension of construction on the Dell and McAdams power plants at TWG 2003 8nd 2) the 
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Based on the fair value of cash flow hedges at Dec. 31,2004, pretax losses of $1 1.5 million arc expected to be 
reversed from OCI to the Consolidated Statements of Income within the next twelvemonths. However, these losses 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 
2006. 

pretax gains (losses) of $( 1.3) million and $0.7 million, respectively for transactions that were in place to hedge gas storage 
inventory that qualified for fair value hedge accounting treatment under FAS 133. These gains and losses are included in 
discontinued operations as a result of the sale of Prior Energy (see Notes i d  and 21). 

designated as eitber a cash flow or fair value hedge. These derivatives are marked-to-market with fair value gains and losses 
recognized through eamings. For the years ended Dec. 3 1,2004,2003 and 2002, the company recognized gains (losses) on 
marked-to-market derivatives of $0.8 million, ($6.5) million and ($2.4) million, respectively. 

During the years ended Dec. 3 I ,  2003 and 2002, respectively, Prior Energy, a subsidiary of TECO Energy, recognized 

At Dec. 31,2004, TECO Energy subsidiaries had derivative assets totaling $3.8 million for transactions that were not 

23. Subsequent Events 

Tampa Electric accounts receivable securitized bomwiug facility 

entcrtd into a $150 million accounts receivable securitized borrowing facility. The assets of TRC are not inteadad to be 
generally available to the creditors of Tampa Electric Company. Under the Purchase and Contribution Agreement, Tampa 
Electric sells andlor contributes to TRC all of its receivables for the sale of electricity or gas to its customers and related rights 
(the "Receivables") with the exception of Certain excluded receivables and related rights defined in the ag"u& and assigns 
to TRC the deposit accowlts into which the proceeds of such Receivables are paid. The Receivables are sold by Tampa Electric 
to TRC at a discount. Under the b a n  and Servicing Agreement among Tampa Electric 8s Senricer, TRC as Bomwcr, ctztain 
lendm named therein and Citiwrp North America, Inc. as Program Agent, TRC may borrow up to $150 million to fund its 
acquisition of tbc Receivables under the Purchase Agreement. TRC stcufcs such borrowings with a pledge of all of its assets 
including the Receivables and deposit accounts assigned to it. Tampa Electric will acts as Servicer to senkc tbe collection of 
the Fkccivables. TRC pays program and liquidity fees based on Tampa Electric's d i t  ratings. The terms of the b a n  and 
Sewicing Apeemat include the following financial covenants: (i) for the 12-months d i n g  each quarta-end, the ratio of 
Tamps ElCCeic's earnings befort h-t, taxes, depreciation and amorthation (EBITDA) to interest, as defined in the 
agreemens must be equal to or c x d  2.0 times; (iijat each quarterend, Tampa Electric's debt to capital, as defined in the 
agreement, must not exceed 609b and (iii) certain dilution and delinquency ratios with respect to the Fkeivabks, set at levels 
substantially above historic averages, must be maintained. 

On Jan. 6,2005, Tampa Electric and TEC Fkceivables Corp ("'I"''). a wholly-owaed subsidiary of Tampa Eiectric, 

Sale of BCH Mechadd, bc. 
On Jan. 7,2005, an indirect subsidiary of TECO Energy completed the disposal of its 100% intenst in BCH 

Mechanical, Inc. ("BCH") pursuant to a Stock Purchase Agreement dated as of Dec. 3 1,2004. The purchaser of BCH was 
BCH Holdings, k., the majority owner of which is Daryl W. Blume, who was a Vice President of BQI and one of the owncrs 

retained BCH's net working capital determined as of Dec. 3 1,2004, and certain other existing obligations. As a result of asset 
and goodwill impairments fccorded in the fourth quarter 2004 as part of the annual impairment testing, no additional gain or 
loss was recorded as a result of the completion of the sale (see Note IS). See the Other transactions d o n  of Note 21 for 
additional details relating to thh disposition. 

of BCH when it WBS purchased by a subsidiary of TECO Energy in September 2000. Under the sansactl 'on, TECO Energy 

Agreement to sell membership interests in Commonwealth Chesapeake Company, LLC 
On Jan. 13,2005, an indirect subsidiary of TECO Energy entered into a Purchase Agreement to sell its membership 

interests in Commonwealth Chesapeake Company, L K  (TCC"), the owner of the Commonwealth Chesapeake Power Station 
in Virginia, to an Siliate of Tenaska Power Fund, L.P. At Dec. 3 1,2004, CCC had current assets of $7.0 million, property 
plant and equipment of $78.4 d l ion ,  non-cment assets of $2.9 million and current liabilities of $1.1 million. procteds h m  
the sale are expected to be approximately $86 million after adjustments at closing for the value of fuel, inventory and working 
capital items, and the payment of transaction-related expenses associated with the sale. The sale is expected to close by the end 
of the first quarter of 2005, subject to a f m c i n g  contingency and certain regulatory approvals. As a result of asset 
impairments recorded in the fourth quarter 2004 as part of the annual impairment testing (see Note 18), completion of the sale 
is not expected to result in a material gain or loss to the company. 
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Final settlement of Equity Security Units 
On Jan. 14,2005, the final settlement rate for TECO Energy's remaining outstanding 7,208,927 equity sfcufity \mits 

("units") (NYSE: TE-PRU) that were not tendered in the early settlement offer completed in August 2004 was set based on the 
average trading price of TECO Energy common stock from the 20 consecutive trading days ending Jan. 12,2005, as required 
under the terms of the units. As a result of the final settlement of the purchase contract component of the d t s ,  the units ceased 
trading on the NYSE before the openhg of the market on Jan. 14,2005. On Jan. 18,2005, each holder of the TECO Energy 
units purchased from TECO Energy 0.9509 shares of TECO Energy common stock per unit for $25 per share. The cash for the 
unit holders' purchase obligation was satisfied from the proceeds received upon the maturity of a portfolio of U.S. Treasury 
securities acquired in connection with the October 2004 remarketing of the trust preferred securities to TECO Capital Trust n. 
As a result, TECO Energy issued 6-85 million shares of common stock on Jan. 18,2005 and received appr0Ximately $180 
million of proceeds from the settlement. 

Transfer of Union and Gila project companies 

entered into a Master Settlement and Restructuring Support Agreement (the "Master Settlement Agree"') m which they 
agreed to vote their respective claims in favor of the pre-negotiated Joint Plan of Reorganization (the "Joint Plan"). Because 
two members of the 40-member lending group failed to agree to the consensual transfer, on Jan. 26,2005, the Union and Gila 
River project entities filed Chapter 1 1 cases which included the Joint Plan in the US. Bankruptcy Court for the District of 
Arizona. For thc Joint Plan to be confumad, it must be approved by an affi"tive vote of creditors holding mort than 5096 h~ 
number of obligations and more than two-thirds of the dollar amount of such obligations in each impaired class. The compeny 
also consented to the Joint Plan. The project entities are setking approval of a schedule that contemplates codhation of the 
Joint Plan in the March 2005 through May 2005 timc €lame. 

In addition to the Master Settlement Agreement, 100% of the project lenders approved the Master Rcleasc Agreement 
(the "Rclcase") providing for relcase of all claims against the company and the project entities, a d  vice versa, which is part of 
the Joint Plan. The &lease becomes effective upon the transfer of the projects at such time as the Joint Plan is coIlfinned and 
payment by the company of the $30 million for settlement of all previous existing financial obligations is made. Also on Jan. 
24, 2005, the project entities received FERC approval of the transfer of the ownership to the bank l e d &  group. 

FPSC ruling on waterborne fuel transportation contract 

disallowance of recovery of costs under its waterbme transportation contract with TECO Transport (set Note 13). On Mar. 1, 
2005, the FPSC heard oral arguments on the motion and denied Tampa Electric's request for rcconsida-atiori and clarification. 
This decision by the FPSC had no additional impact on Tampa Electric's results as of Dac. 3 1,2004. 

On Jan. 24,2005,95% in number and 90% in aggregate principal amount of the Union and Gila fiver project lenders 

' In October 2oW, Tampa Electric filed with the FPSC, a motion for clarification and reconsideration of the 

125 

137 



24. ~prartem Data ( ~ ~ ~ d i t e d j )  

Financial data by quarter is as follows: 

(millwns, except per share anwunts) 
Quarter ended Dec. 31 Sep. 3d” J u n  3d” Mar. 31”’ 
2004 

Revenues $ 660.2 $ 705.8 $ 671.9 $ 625.2 

Net (loss) income 
mss) income from operations $ (673.7) $ 78.0 $ 84.2 $ 54.4 

Net (loss) income from continuing operations (3) $ (409.3) $ 5 3 -3 $ (81.0) $ 32.6 
Net (loss) income (3 $ (487.6) $ 41.3 $ (108.2) $ 2.5 

EPS from continuing operations $ (2.05) $ 0.27 $ (0.43) $ 0.17 
EPS $ (2.44) $ 0.21 $ (0.57) $ 0.01 

EPS from continuing operations $ (2.05) $ 0.27 $ (0.43) $ 0.17 
EPS $ (2.44) $ 0.21 $ (057) $ 0.01 

Dividends paid per common s b  $ 0.19 $ 0.19 $ 0.19 $ 0.19 

High $ 15-49 $ 13.57 $ 14.60 $ 15.38 
LOW $ 13.40 $ 11.87 $ 11.30 $ 13.86 
CIost $ 15.35 $ 13.53 $ 11.99 $ 14.63 

Earnings per shart (EPS) - basic 

Earnings pa share (ESS) - diluted 

Stock price per common shate 

Quarter e d t d  Dee. 3lf*) Sep. 3d1’ Jun. 30 Mar. 31 (I’ 

2003 
wtvenuts $ 590.9 $ 716.1 $ 658.8 $ 624.5 
(Loss) income from operations $ (17.9) $ 90.6 $ 70.1 $ (3.5) 
Net (loss) incOm~ . 

Net (loss) income h m  continuing operations $ 23.6 $ 3.9 $ S0.7 $ (165) 
Net (loss) income $ (790.7) $ (19.5) $ (101.9) $ 2.7 

EPS from continuing operations $ 0.13 $ 0.02 $ 0.29 $ (0.09) 
EPS $ (4.21) $ (0.11) $ (0.58) $ 0.02 

EM from continuing operations !§ 0.12 $ 0.02 $ 0.28 $ (0.09) 
EPS $ (4.20) !§ (0.1 1) $ (0.58) $ 0.02 

Dividends paid per common sham $ 0.19 $ 0.19 $ 0.19 !§ 0.355 
Stock price pcr common share (2) 

Earnings per &are (Eas) - basic 

Earnings per share (EPS) - diluted I 

High $ 14.85 $ 14.20 $ 13.69 $ 17.00 
I m W  $ 11.80 $ 11.50 $ 10.05 $ 9.47 
Close $ 14.41 $ 13.82 $ 11.99 $ 10.63 

(1) 
(2) 
(3) 
(4) 

Amounts shown include reclassifications to reflect discontinued operations as discussed in Note 21. 
Trading prices for common shares. 
Second and fourth quarter results include impairment charges as described in Note 17 and Note 18. 
Fourth quarter results include impairment charges reIated to TPGC, as described in Note 18. 
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All other financial statement schedules have been omitted since &cy are not required, are inapplicable or the required inforrnatianis 
presented in the finnnEiat sta- or nota thereto. 

127 

139 





REPORT OF INDEPENDENT REGISTERED CERTIFIED PUBLIC ACCOUNTING FUWl 

- To the Board of Directors and S k h o l d m  of Tampa Electric Company: 

h our opinion, the consolidated financial statements listed in the accompanying index present e l y ,  in all material 
respects, the financial position of Tampa Electric Company and its subsidiaries at Dcc. 3 1,2004 and 2003, and thc results of 
their operations and their cash flows for each of the three years in the period ended Dec. 3 1,2004 in c o d d t y  with 
accounting principles gcnerally accepted in the United States of America. In addition, in our opinion, the financial statement 
schedule listed in the index appearing under Item 15(a) (2) presents fairly, in aU material respects, the informaton set forth 
therein when read in conjunction with the related consolidated financial statements. These financial statements and fmancial 
statement schedule arc the responsibility of the Company’s management. Our responsibility is to express an opinion on these 
financial statements and financial statement schedule based on OUT audits. We conducted OUT audits of these statements in 
accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standsrds re- 
that we plan and perform the audit to obtain reasonable assurance about whether the h c i a l  statements arc & of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in tht hancid 
statements, assessing the accounting principles used and signilkant estimates made by management, and e v a b l h g  tht overall 
finnncial statement presentation. We believe that our audits provide a reasonable basis for our opinion. 

Tampa, Florida 
Mar. 1,2005 
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TAMPAELECTRIC COMPANY 
Consolidated Balance Sheets 

Ass- 
(millions) Dm. 31, 2004 2003 

Property, plant and equipment 
Utilitypht in srrvicc 

Electric !l 4,776.2 $ 4,693.5 
Gas 810.8 778. I 

Construction work in progrcss 129.8 470.0 
Property, plant and equipmcng at OI@MJ costs 5,7 16.8 5,941.6 
Accumulated dqmciation (1,563.4) (I 1,808.1) 

4,153.4 4,133.5 

Total property, p h t  and equipment 4,157.0 4,137.2 
otherpropcrty 3.6 3.7 

Current ameta 
Cashandcashequivalents 1.3 33.6 
Receivables, less allowance for uncollectr’bles of S 1 .O million 

and $1.1 million at Dec. 31,2004 and 2003, mspcctively 186.0 
fnventarits 

197,6 

Fuel, at avenge cost 34.6 71.2 
M a ~ a n d s u p p l i e s  47.2 43.8 

cumnt derivative assel3 - 4.8 
Taxes receivable 33.4 - 
Prepayments and other ament assets 27.7 18.0 

Total current amts 341.8 357.4 

Deferred debits 
Defhred ~ O I L E  taxes 
Unamortized debt expense 
Regulatory=- 

123.2 
19.9 

200.9 

133.5 
23.2 

188.3 
o t h e r -  3 .O 0.1 

- Total deferred debits 347.0 345.1 

Tofal assets S 4,845.8 $ 4,039.7 

The accompanying notes are an integral part of the consolidated finIlncial statements. 
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TAMPA ELECTRIC COMPANY 
Consolidated Balance Sheets (continued) 

Liubiliaics and capital 
(millwns) Dec. 31, 2004 2003 

Capitd 
Common stock $ 1,376.8 $ 1,376.8 

Total capital 1,662.2 1,651.7 

Total capitalization 3,176.1 3,242.6 

Retained earnings 285.4 274.9 

Long-term debt, less amount due within one year 1,513.9 1590.9 

current liabilitks 
Long-tcnn debt due within one year 5.5 6.1 
Notes payable 115.0 - 
Accouats payable 161.i 167.9 
Customer dcposits 105.8 101.4 
Current derivative liabilities 11.2 - 
Interestaccrued 25.2 26.7 
Taxes accmed 13.5 82.9 

Total current liabilities 437.3 385.0 

M e m e d d t a  
D c ~ i n c o m c t a x c s  5 12.7 474.5 
Investment tax d i t s  19.8 22.6 
Regulatory liabilities 539.0 560.2 

Otha 160.4 154.8 
Total d e f d  credits 1,232.4 1212.1 

Lnng-tem derivative liability 0 5  - 

Total liabilities and capital $ 4,845.8 4,1339.7 

The accompanying notes are an integral part of the consolidated financial statements. 
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TAMPA ELECTRIC COMPANY 
Consolidated Statements Of Income 

1 Comprebensive income $ 173.7 $ 123.4 $ 196.1 

' (millions) 
Fur the yeurs ended Dee. 31, 2004 2003 2002 

Revenues 
Electric (includes franchise fees and gross receipts taxes of $69.6 million 

in 2004, $64.4 million in 2003, and $63.5 million in 2002) $ 1,686.7 $ 1,585.4 $ 1382.5 
Gas (includes franchise fees and gross receipts taxes of $14.2 million 

in 2004, $13.3 million in 2003, and $10.3 million in 2002) 417.2 408.4 318.1 
Total revenues 2,103.9 1,993.8 1,900.6 

613.0 
172.3 
226.2 
2575 

90.5 
214.9 

0.7 
100.3 

443.3 " 

234.9 
224.0 
257.7 

94.3 
243.0 

14.0 
94.0 

424.1 
253.7 
148.9 
256.4 
112.0 
220.1 

16.6 
100.3 

Taxcs, other than income 146.0 136.7 132.6 
Total CX~GIISCS 1,82 1.4 1,741.9 1,664.7 

lacome h m  operations 282.5 251.9 235.9 

m e r  (upcnse) h o m e  
Allowanct forother funds used during construction 0.7 19.8 24.9 
other income, net 15 1.2 1.5 

Total other (expense) income 2.2 (27.9) 26.4 
Asset impairment (net of b m e  tax benefit of $30.7 million) - (48.9) - 

Interest charges 
Merest on long-tmn debt 100.7 102.7 77.5 
otherinterest 10.6 5 5  ( 1 -6) 
Allowance fix borrowed funds used during construction (0.3) (7.6) (9.6) 

Total interest charges 111.0 100.6 66.3 

Net income $ 173.7 $ 123.4 $ 196.0 

Consolidated Statements Of Comprebensive Income 

(mill Wm) 
For the years ended Dec. 31, 2004 2003 2002 
Net income $ 173.7 $ 123.4 $ 196.0 

Other comprehensive (loss) income, net of tax 
- 0.1 
- 0.1 

Net unrealized gain (loss) on cash flow hedges - 
other comprehensive income (loss), net of tax. - 

The accompanying notes are an integral part of the consolidated financial statements. 
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TAMPA ELECTRIC COMPANY 
Consolidated Statements Of Cash Flows 1 

(millWns) 

Cash flows from operating activities 

For the years ended Dee. 31, 2004 2003 2002 

Net incorne $ 173.7 $ 123.4 $ 196.0 
Adjustments to reconcile net income to net cash from operating activities: 

Depreciation 
Deferred income taxes 
Investment tax credits, net 

Loss on sales of assets, pretax 
Asset impairmcnt,pretax 
Deferred recovery clause 
Refunded to customers 
Receivables, less allowance for uncollcctibles 
In”fies 
Prcpaymcnts and other deposits 
Taxes accrued 
Inmestaccrued 
Accounts payable 
Other regulatory assets and liabilities 

I 
I 

Allowance for funds used during construction 

2 14.9 
54.9 
(2.7) 
( 1 .O) - 
- 
20.2 

(11.6) 
33.2 
(9.73 

(102.8) 
(1 -3  
(6.8) 

(59.4) 

- 

243 .O 
(23.9) 
(4.6) 

(27.4) 
0.8 

79.6 
(27.3) 

05 
12.2 
(3.1) 
36.0 
8.4 

(10.8) 
38.8 

- 

220.1 
23 -6 
(4.4) 

(34.5) - 
- 
72.2 
(4.4) 

(1 9.8) 
(7.2) 
(2.4) 

(10.4) 
2.3 

43.1 
(3.6) 

- 
other 12.9 31.6 6.1 
Cash flows fiom operating activities 3 14.3 477.2 . 474.7 

cash flows h m  investing activities 
Capital expenditures (219.9) (33 1.7) (685.7) 

Net proceeds from salts of assets 
Allowance for fuads used during construction 1 .o 27.4 345 

0.8 4.3 - 
Cash flows fram investing activities (218.1) (300.0) (65 1.2) 

Cash flows Bpm Iinanciug activities 
procaeds from contributed capital from parent 
Return of contributed capital to parent 

Repayment of long-term debt 
Net (dtcrease) increase in short-term debt 

proceeds from 10w-tCrm debt 

- -.. 217.0 
- (15&.3) - 
- 250.0 689.3 

(80.3) (80.3) (302.4) 
115.0 (105) (2385) 

Payment of dividends (1 63.2) (151.4) (197.4) 
Cash flows from financing activities (1 28.5) (1 50.5) 168.0 

Net (decrease) increase in casb and cash equivalents (32.3) 26.7 (8.5) 
Cash and cash equivalents at beghdng of year 33.6 6.9 15.4 
Cash and cash equivalents at end of year $ 1.3 $ 33.6 $ 6.9 

Supplemental disclosure of cash flow information 
Casb paid during the year for: 

Interest $ 103.9 $ 109.4 $ 74.0 
Income taxes $ 103.9 $ 61.9 $ 143.9 

The accompmyhg 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 years ended Dec. 31, 2004 2003 ,2002 

Balance, begbdng of year $ 274.9 $ 302.9 $ 304.3 
Add: Net income 173.7 123.4 196.0 

448.6 426.3 500.3 
Deduct Cash dividends on capital stock 

common 163.2 151.4 197.4 
163.2 151.4 197.4 

Balance, end of year $ 285.4 $ 274.9 $ 302.9 

Consolidated Statements Of Capitalization 

Capital Srock O u t s d i n g  &h dividends Ma II! Current Dec. 31. 
Redemption Per 

(millions, w e p t  share amocurts) Price Shares Anrowat Share Amount 
Common stock - witbout par value 
z million shares authorized- 

204 
2003 

N/A 
N/A 

$ 1,376.8 0) 10 
10 $ 1,376.8 12) 

$ 163.2 
!$ 151.4 

preferred stock - $100 par value 
15 million shares authorized, none outstanding. 

Memid stock - no par 
2.5 million shares authorized, none outstanding. 

M e r "  8tock-w~ par 
2.5 million shares authorized, none outstanding. 

(1) 
(2) Notmeaningful 

Quarterly dividends paid on Feb. 15, May 15, Aug. 15 and Nov. 15. 

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



TAMPA ELECTRIC COMPANY 
Consolidated Statements Of Capitalization (continued) * 

Long-Term Debt 
(nu'llwns) Dec. 31, Due 2004 2003 

Tampa Electric 
First mortgage bonds (issuable in series): 

7.7596 (effective rate of 7.96%) 
Installment contracts payable ('! 

6.25% Refunding bonds (effective rate of 6.81%) (2 ) (5 )  

5.85% Refunding bonds (effective rate of 5.88%) 
5. I % ReMing bonds (effective rate of 5.7596) O) 

5.596 Rcfhdhg bonds (effective rate of 6.32%) 
4% (effective rate of 4.19%) (') 
4% (effective rate of 4.16%) 
4.25% (effective rate Of 4.44%) ('1 

Notes: 6.875% (effective rate of 6.98%) ('I 
6.375% (effcCtivt rate of 7.35%) 

2022 

2034 
2030 
2013 
2023 
2025 
2018 
2020 
2012 
2012 

$ -  

86.0 
75.0 
60.7 
86.4 
51.6 
54.2 
20.0 

2 10.0 
330.0 

$ 75.0 

86.0 
75 .o 
60.7 
86.4 
51.6 
54.2 
20.0 

2 10.0 
330.0 

5.375% (effective rate of 5.59%) (') 2007 125.0 125.0 
6.2596 (effective rate of 6.3 1%) (s)(6) , 2014 - 2016 250.0 250.0 

1,348.9 1,423.9 

Peoples Gms System 
Senior Notes: 10.35% 2005 - 2007 2.6 3.4 

10.33% 2005 - 2008 4.0 , 4.8 
10.3% 2005 - 2009 5.6 6.4 
9.93% 2005 - 2010 5.8 6.6 
8.0% 2005 - 2012 21.2 23.3 

Notes: 6.875% (effective rate of 6.98%) 2012 40.0 40.0 
6.375% (effective rate of 7.35%) ('I 2012 70.0 70.0 
5.375% {effective rate of 5.59%) '') 2007 25.0 2s .O 

174.2 1793 
1,523.1 . 1,603.4 

U n a m o M  debt premium (discount), net (3.7) (6-4) 
1319.4 1397.0 

Less amount due within one year 5.5 6.1 

Total long-tem deb? $ 1313.9 $1390.9 

(1) Tax exempt securities. 
(2) Proceeds of these bonds were used to rehutd bonds with an interest rate of 9.9% in February 1995. For accounting 

purposes, inkrest expense has been recorded using B blended rate of 6.52% on the original and rcfundhkg bonds, 
consistent with regulatory treatment. 
proceeds on these bonds were used to refund bonds with interest rates of 5.75% to 8%. 
The interest rate on these bonds was fixed for a five-ycar tcnn on Aug. 5,2002. 
These securities are subject to redemption in whole or in part, at any time, at the option of the company. 
These long-term debt agreements contain various restrictive covenants (see Note 9). 

(3) 
(4) 
(5)  
(6) 
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TAMPA ELECTIUC COMPANY 
Consolidated Statements Of Capitalization (continued) I 

At Dec. 31,2004, total long-term debt, excluding amounts currently due, had a carrying amount of $1213.9 million 
and an estimated fair market value of $1,636.2 million. The estimated fair market value of long-term debt was based on quoted 
market prices for the same or similar issues, on the current rates offered for debt of the same remaining maturities, or for 
long-term debt issues with variable rates that approximate market rates, at carrying amounts. The carrying amount of long-term 
debt due Within om year approximated fair market value because of the short maturity of these instruments. 

issued under Tampa Electric's first mortgage bond indentures, and certain pollution control equipment is pledged to secure 
installment contracts payable. There are currently no bonds outstanding undex Tampa Electric's first mortgage bond 
indenture, and Tampa Electric could cause the lien associated with this indenture to be released at any the. If the lien under 
thc first mortgage bond indenture were released, the terms of the liens on the pollution control equipment would pennit Tampa 
Electric to cause these liens to be discharged, as well. Maturities and annual sinking fund requirements of long-term debt for 
the ycars 2005 through 2009 and h e "  are as follows: 

A substantial part of the tangible assets of Tampa Electric is pledged as collateral to secure first mortgage bonds 

LonpTerm Debt Maturities 

Dec. 31,2oW Lung-tenn 
Total 

(miuions) 2005 2006 2007 2008 2009 ?%ere@er Debt 

Peoples Gas 5.5 5.9 31.1 5.7 5.5 120.5 114.2 
Total long-ttnndebtmaturities $ 5.5 S 5.9 $ 156.1 $ 5.7 $ 5.5 $ 1,344.4 $ 1323.1 

TampaEiectric . $ - $ - $ 125.0 $ - $ - $1,223.9 $1,34%.9 

In April 2003, Tampa Electric issued $250 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 indebtedness and for general carporate purposes. See 
Note 9.for a surnmry of significant financial covenants and perfor"ce against these covenant requirements. 

The accompanying notes are an integral part of the consolidated financial statements. 
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TAMPA ELECTRIC COMPANY 
NOTES TO CONSOLIDATED F"ANcIAL STATEMENTS 

1. Significant Accomthg Policies 

The si&icant accounting policies are as follows: 

prlaciples of Consolidation 

division, generally referred to as Tampa Electric, and the Natural Gas division, generally referred to as Peoples Gas System 
CpGS). All signifjcant intercompany balances and intercompany transactions have been eliminated in consolidation. 

accounting principles (GAAP). Actual results could differ from these estimates. 

Tampa Electric Company is a wbolly-owned subsidiary of TECO Energy, Inc, and is comprised of the Electric 

The use of estimates is inherent in the preparation of financial statements in accordance with generally accepted 

Revenue Recognition 

Accounting Bulleting (SAB) 104, Revenue Recognition in FinonciaI Starements. The interpretive criteria outlinad 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 recogxlizes revenues on a gross basis when earned for the physical delivery of products or s d c e s  and the 
risks and rewards of ownership have transfd  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. (Fa) 7 1, Accounting 
for the Eflects of Certain T y p  of Regulation, to the company. 

Tampa Electric Company recognizes revenues consisknt with the Securities and Exchange Commission's Staff 

Planned Mqjor MainteMnee 

mahknancc outage, the cost of adding or replacing retkement units-of-property is capitalized in conformity with Florida 
Public Sewice Commission (FPSC) and Federal Fmergy Rtgulatory Commission m C )  regulations. 

Depreciation 

Tampa Electric and PGS expense major maintenance costs as incurred. Concurrent with a planned major 

Tampa Electric provides for depreciation primarily by the straight-line method at annual rates that amortize the 
o n g W  cost, less net salvage value, of depreciable properly over its estimated d c e  lifk. The provision for utility plant k 
d c e ,  expressed 8s a percentage of the ofiginal cost of depreciable property was 3.9% for 2004,4.6% for 2003 and 4.2% for 
2002. For the year ended Dec. 31,2003, Tampa Electric recognized depreciation expense of $36.6 million related to 
accelerated depreciation of certain Gannon power station coal-fired assets, in accordance with 8 regulatory order issued by the 
FPSC. Construction work-h-pmgress is not depreciated until the asset is completed or placed in s m i c c .  

Thc hplementation of FAS 143, Accounting for Asset Retirement Obligations in 2003 resulted h l l ~ l  h"ease thc 
carrying amount of long-lived assets and the reclassification of the accumulated reserve for cost of " o v a l  from accumulated 
depreciation to "Regulatory liabilities," for all periods presented. The adjusted capitalized amount is depreciated over the 
remaining useful rife of the asset (see Note 12). 

Allowance for F'unds Used During Construction (AFUDC) 

borrowed €unds and a reasonable return on-other funds used for construction. The rate used to calculate AFWDC is revisad 
periodically to reflect significant changes in Tampa Electric's cost of capital. The rate was 7.79% for 2004,2003 and 2002. 
Total AFUDC for 2004,203 and 2002 was $1.0 million, $27.4 million and $34.5 million, respectively. The base on which 
AFUDC is calculated excludes construction work-in-progress which has been included in rate base. 

0 

AFUDC is a non-cash credit to income with a corrtspondhg charge to utility plant which reprcsmts the cost of 

D e f e d  Income Tax- 

liability method, the temporary differences between the financial statement and tax basts 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. 

Tampa Electric Company utilizes the liability method in the measuremcLlt of defcrrtd income taxes. Under the 
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Revenues and Fuel Costs ’ .  

Revenues include amounts resulting from cost recovery clauses which provide for monthly billing charges to reflect 
increases or decreases in fuel, purchased power, conservation and environmental costs for Tampa Electric and purchased gas, 
interstate pipeline capacity and conservation costs for PGS. These adjustment factors are based on costs i n c u r r e d  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 Tampa Electric and PGS are allowed to be recovered from customers through prices 
approved in the regulatory process. These costs are recognized as the associated revenues are billed. Tampa Electric and 
PGS a c m e  base revenues for services rendered but unbilled to provide a closer matching of revenues and expenses. See 
Note 3. 

“Receivables” line item on the balance sheet. 
As of Dec. 31,2004 and 2003, unbilled revenues of $46.3 million and $45.7 million, respectively, are included in the 

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. GPP) in October 2003 (see Note 16 to the TECO Energy Consolidrted Finurdpl 
Statements), power purchases from H I T ,  subsequent to the sale, are reflected as non-affiliate purchases by Tampa Electric. 
Tampa E l d c ’ s  long-term p o w  purchase agreement from 
agrcan”cn which has been approved by the FERC and FPSC, Tampa Electric has full entitlement to the output of the Cr2B 
unit at all times and full entitlement to the output of the remaining units at the Hardee power station at all times except whm 
Seminole Electric Cooperathe has entitlement due to outages and/or durations on a specified potion of its gmCrating 
Tampa Electric purchased power from non-TECO Energy afEIiates, including Hpp, at a cost of $172.3 d i o n ,  $234.9 million 
and $253.7 million, respectively. for the years ended Dec. 31,2004,2003 and 2002. The purchased power costs art 
recoverable through an WSC-approved cost recovery clause. 

Accounting for Ex& Taxes, Franchise Fees and Gnws Receipts 

FFSC. The amounts included in customers’ bills for franchise fees and gross receipt taxes arc included as revenues on the 
Consolidated Statements of Income. These amounts totaled $83.8 million, $77.7 million and $73.8 million, for the years 
ended Dcc. 31,2004,2003 and 2002, respectively. Franchise fees and gross receipt taxes payable by the regulated utilities arc 
included as an expense on the Consolidated Statements of Income in ‘Taxes, other than incomew. For the years dai Dee, 
31,2004,2003 and 2002, these totaled $83.6 million, $77.5 million and $73.7 million, rcsptCtively. 

Excise taxa paid by the regulated utilities arc not material and arc expcnses when incurred. 

was not dfwted by the sale of HPP. Under &e existing 

Tampa Electric Company is allowed to recover certain costs incurred fiom customers through prices approved by the 

AssetImprirments 
Effective Jan. I ,  2002, Tampa Electric Company adopted FAS 144, Accounting fur the Impoinnent or Disposd of 

bag-Lived Assets, which supessedcs FAS 121, Accounting for the Impairment of Long-Lived Assets and Ldng-fived Assets 
to be Disposed of. FAS I44 addresses accounting and reporting for the impairment or disposal of long-lived assets, including 
the disposal of a componmt of a business. 

certain intangibles held and used by the company when such impairment indicators exist. Indicators of impairment existed for 
asset groups, triggering a requirement to ascertain the recoverability of these assets using undiscounted cash flows before 
interest expense. See Note 13 for specific details regarding the results of these assessments. 

h accordance with FAS 144, the company assesses whether there has been impairment of its long-lived assets and 

Restrictions on Dividend Payments and Transfer of Assets 

included a limitation on dividends covenant. This covenant is no longer operative since there are no bonds outstanding under 
the indenture. Certain long-term debt at PGS contains restrictions that limit the payment of dividends and distributions on the 
common stock of Tampa Electric. Tampa Electric’s $125 million credit facility, which included a covenant limiting 
cumulative distributions and outstanding affiliate loans, was amended in 2004, resulting in the elimination of this covenant. 

In March 2004, Tampa Electric repaid $75 million of 7.75% first mortgage bonds issued under an indentme that 

See Notes 6 and 9 for a more detailed description of significant financial covenants. 

Receivables and Allowance fur Uncollectible Accounts 
Receivables consist of senices billed to residential, commercial, industrial and other customers. An allowance for 

doubdul accounts is established based on Tampa Electric’s and FGS’ collection experience. Circumstances that could affect 
Tampa Electric’s and PGS’ estimates of uncollectible receivables include, but are not limited to, customer credit issues, the 
level of natural gas prices, customer deposits and general economic conditions. Accounts are Written off once they are 
deemed to be uncollectible. 



2. New Accounting Pronouncements 

Amendment to Derivatives Accounting 

Activities, wbich 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 come of the adoption of FAS 133. 

Contracts and Forward Contracts with Optionality Features Quali! for the Nom1 Purchases and Normal Sales Exception, 
and DIG Issue C15, Normal Purchases and Normal Sales Exceptionfor Certuin Option-ope Conttacr~ Md Forward 
Contracts in Electricity. In limited circumstances, when the criteria are met and documented, Tanrpa 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 €or the NPNS exception is not subject to the measurement and recognition 
requirements of FAS 133. The incorporation of the conclusions reached under DIG Issws C10 and C15 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. For dl DIG Xssues previously 
cleared by the FASB and not modified under FAS 149, the effective date of the issue remains the same. For al l  other aspects of 
the standard, the guidance is e f f d v e  for all contracts entered into or modified after June 30,2003. The adoption of the 
additional guidance in FAS 149 did not have a material impact on the consolidated financial statements. 

- 

in April 2003, the FASB issued FAS 149, Amendment of Statement 133 on Derivative Instnunents wzd Hedghg 

In particular, FAS 349 incorporates the conclusions previously reached in 2001 under DIG Issue C10, Can Option 

Financial IastrumenQ witb Characteristics of both Lhbilitles and Equity 
In May 2003, the FASB issued FAS 150, Accounting for Cemin Fiiitoncicrl Instnummts with Chamcterisrics of both 

Liubilities and Equity, which requires that an issuer classify certain financial instruments as a liability or an asset. P~CGOUS~Y, 
many financial i n s m n t s  With characteristics of both liabilities and equity were classified as equity. Financial ~ ~ t s  
subject to FAS 150 include fiuancial instruments with any of the following features: 

An uoconditional redemption obligation at a specified or determinable date, or upon an event, that is ccrtak to 
occur; 
An Obligation to repurchase shares, or indexed to such an obligation, and may rcquirc physical share or net cash 
scttlemnt; 
An unconditional, or for new issuances conditional, obligation that may be settled by issuing a variable nurnbe~ of 
equi,tY shares if either (a) a fixed monetary mount is known at inception, (b) the variability is indexed to 
something other than the fair value of the issuer's equity shares, or (c) the variability moves h v m l y  to changes h 
the fair vdue of the issuer's shares. 

The standard qui res that all such instruments be classified 8s 3 liability, or an asset in certain circw", and 
initially measured at fair value. Forward contracts that require a fixed physical share settlement and d t n r i l y  redeemable 
financial inslruments must be subsequently re-measured at fair value on each rqorting date. 

This standard is effective for all financial instruments entered into or modified after May 3 1,2003, and for all other 
financial instruments, at the beginning of the first interim period beginning aftcr fun. 15,2003. .The adoption of FAS 150 has 
had no material impact on the consolidated financial statements of Tampa Electric Company. 

Imventoq Costs 

inventory that must be included as current period costs. This Statement becomes effective for periods beginning after Jun. 15, 
2005 and is not expected to materially impact the company. 

FASB Statement No. 15 1,  Inventory Costs, an umendment to ARB No. 43, Chapter 4, sets forth certain costs related to 

Nonmonetary Assets 

effective for periods beginning after Jun. 15,2005 and is not expected to materially impact the company. 
FAS3 Statement No. 153, Exchanges of Nonmonetary Assets, an amendment of APB Opinion No. 29, becomes 



As discussed in Note 1, Tampa Electric’s and PGS’ retail business are regulated by the WSC. 

Base Rate - Tampa Electric 

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 inkrest parties. Tampa Electric expects to 
continue to maintain eamings within its allowed ROE range for the foreseeable future. 

Power Station, which entered service in 2003 and 2004. 

Tampa Electric’s rates and allowed return on equity (ROE) range of 10.75% to 12.75% with a midpoint of 11.75% 

Tampa Electric has not sought a base rate increase to recover significant plant investment, including the Bayside 

Cost Recovery - Tampa Electric 
2004 Prvceedings 
In September 2004, Tampa Electric filed with the FPSC for approval of fuel and purchased power, capacity, 

environmental and consewation cost recovery rates for the period January through December 2005. In November 2004, tbe 
FPSC approved Tampa Electric’s requested changes. The rates include the impacts of increased natural gas and coal prices, 
the collection of underestimated 2004 fuel expenses, the proceeds from the sale of SO2 emissions allowances associated with 
H m h  Point Station and the O W  costs associated with the Environmental Protection Agency (EPA) Consent Decree and 
Florida Department of Environmental Protection (FDEP) Consent Final Judgment required Big Bend Units 1 - 3 PrC-SCR 
projects (see Note 9 for additional details regarding projected environmental expenditures). In addition, the rates also reflect 
the FPSC’s September 2004 decision to reduce the annual cost recovery amount for water transportation services for coal and 
petdcum wke prdvided d e r  Tampa Electric’s contract wi& TECO Transport described below (see No& 10). The 2004 
costs associated with this disallowance were recognized in 2004. 

future. The company is unable to predict the timing, nature or impact: of such future actions. 
As part of the regulatory process, it is reasonably likely that third parties may intcrvtne on similar matters in the 

B m  R.tc - P-plts G.s 
. As a result of a base rate proceeding, effective Jan. 16,2003 IPGS’ allowed ROE mge is 10.25% to 12.25% with an 

11 25% midpoint. PGS expects to continue earning within its allowed ROE range for the foreseeable future. 

Cost Recovery - Peoples Gas 

factor for the period January 2005 through December 2005. The PGA is a factor that can vary mntbly due to changes in 
actual fuel costs but is not anticipated to exceed the annual cap. 

In November 2004, the FPSC approved the annual cap on rates under PGS’ Purchased Gas Adjustment (FGA) cap 

M e r  Itenrs 
Regional Tmnsntisswn Organizution (RTO) 
In octobcr 2002, the RTO process involving the pposed formation of GridFlorida, LLC, as initiated in response to 

the Federal Energy kgulatory Codss ion’s  (FERC’s) continuing efforts to affect open access to transmission facilities h 
large regional markets, was delayed when the Office of Public Counsel (OX) filed an appeal with the Florida Supreme Court 
asserting that the FPSC could not relinquish its jurisdictional responsibility to regulate the investor-owned electric utilitk’ 
(IOUs) and the approval of GridFlorida would result in such a relinquishment. Oral arguments o c c d  in May 2003, and the 
Florida Supreme Court dismissed the O K  appeal citing that it was premature because certain portions of the FPSC 
GridFlorida order were not finat. 

In September 2003, a joint meeting of the FERC and FPSC took place to discuss wholesale markets and RTO issues 
related to GridFlorida and, in particular, fderaVstate interactions. During 2004, deliberations by the FPSC were put on hold 
to allow a consulting firm, engag4 by the GridFlorida applicants, to conduct a cost/benefit study of the GridFlorida RTO. As 
a result, the FPSC held a series of collaborative meetings during the year with all interested parties to facilitate development of 
the study methodology as well as participate in the submission of data required to complete the study. Upon conclusion of the 
study, which is expected to occur in the fmt quarter of 2005, the study results will be presented to the FPSC. The FPSC is 
then expected to set the remaining item for hearing and establish a hearing schedule. 

Stonn Damage Cost Recovery 
Following Hurricane Andrew in 1992, Florida’s IOUs were unable to obtain transmission and distribution insurance 

coverage in the event of hurrkanes, tornados or other damage due to destructive acts of nature. Tampa Electric and other 
IOUs were permitted to implement a self-insurance program effective Jan. 1, 1994 for such costs of restoration, and the FPSC 
authorized Tampa Electric to accrue $4 million annually to grow its unfunded storm damage reserve. Tampa Electric had 
never utilized its reserve before the 2004 hurricane season and would have had a reserve balance of $44 million at Dec. 3 1 , 
2 w .  
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I 

Regulatorv Assets and Liabilities 
(miliwm) Dec. 31, 2004 2003 
Regul.torgrssets= 

Regulatory tax asset (I)  $ 57.6 $ ' 63.3 
other: 

Cost rtcovcry clauses 48.2 59.7 
Coal contract buy+ut (2) - 2.7 
DefaTd bond refinancing costs 32.5 32.2 
Environmental remediation 16.9 20.7 

Transmission and distribution storm reserve 28.0 - competitive rate adjustment 6.1 5.3 

I other 11.6 . 4.4 

143.3 125.0 
Total regulatory assets $ 200.9 $ 188.3 
Regulatory Unbili-: 

Regulatory tax liability (I )  $ 29.5 $ 29.9 

The costs for restoration associated with hurricanes Charley, Erances and Jeanne were estimated to be $72 d i o n  at 
year-end, which exceeded the storm reserve by $28 million. These excess costs over the reserve amounts werc charged 
against the reserve and are reflected as a regulatory asset at Dec. 3 1,2004. The stom costs did not reduce earnings but did 
reduce cash flow from operations. 

costs to the reserve until alternative accounting treatment is sought. At this time, Tampa Electric is evaluating several options, 
based upon other Florida public utilities' proceedings before the FPSC. 

Tampa Electric filed for and received approval from the FPSC to defer prudently incurred storm damage restoration 

Coal Transportation Contmct 
In September 2004, the FPSC voted to disallow certain costs that Tampa Electric can recover from its customers for 

waterhme fuel transportation services under a contract with TECO Transport (see Note 10 and Note 16 for additional 
details). 

I other - 3.6 
509.5 530.3 

Total regulatory liabilities $ 539.0 !§ 560.2 

(1) 

(2) 
(3) 

Related primarily to plant life. Includes excess $14.6 miilion and $17.0 million of excess d e f d  taxes as of 
Dec. 31,2004 and 2003, respectively. 
Amortized over a IO-year period ending December 2004. 
Amortized over tbe term of the related debt instrument. 

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 IFERC. These 
policies conform with generally accepted accounting principles (GAM') in all material respects. 

7'ypes of Regdution. Arcas of applicability include defmal of revenues under approved regulatory agrecmcnts; revenue 
recognition resulting from cost recovery clauses that provide for monthly billing charges to reflect incrcaseS or dccmases in 
fuel; purchased power, conservation and environmental costs; and deferral of costs as regulatory assets, when cost rtcovefy is 
ordered over a perhd longer than a fiscal year, to the period that the regulatory agency recognizes them. Details of the 
regulatory assets and liabilities as of Dec. 3 1,2004 and 2003 are presented in the following table: 

Tampa Electric and PGS apply the accounting treatment permitted by FAS 7 1, Accounting far the E'ects of Certain 

mer: 
D e f d  alJowance auction credits 
Rccovcry clause related 
Environmental remediation 
Transmission and distribution storm reserve 
Deferred gain on property sales 
Accumulated reserve - cost of removal 

2.3 1.9 
8.7 - 

16.9 20.7 - 
1.7 . 

479.9 

40.0 
.1.9 

462.2 
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4. 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 
Federal State TOtcll (nriuionr) 

2004 
Currently payable $ 41.7 $ 7.3 $ 49.0 

46.8 8.1 54.9 D e f d  
Amortization of investment tax credits (2.7) - (2.7) 
Total income tax cxptnse $ 85.8 $ 15.4 $101.2 

0.9 
Included in operating expenses $100.3 

2003 
Currently payable $ 74.9 $ 17.6 $ 925 

Amortization of investment tax d i t s  

Included in other income’ net 

Included in other income, net 

Dcfared (16.0) (7.9) (23.9) 

Total d m c  tax expense $ 54.3 $ 9.7 $ 64.0 
(4.6) - (4.6) 

(30.0) 
$ 94.0 

Currently payable $ 66.7 $ 14.9 S 81.6 
23.2 0.4 23.6 

Amortization of investment tax credits 
. TotztlincOmctaxwrpenst $ 855 $ 15.3 $100.8 

05 Included in other income, net 
Included in operating expcnsts $300.3 

Included in operating expenses 
2002 

. D c f d  
(4.4) - (4.4) 

Deferred taxes result from temporary differences in the recognition of certain liabilities or assets for tax and financial 
reportbg purposes. The principal components of the company’s deferred tax assets and liabilities recognized in the balance 
sheet are as follows: 

Deferred Income T u  Assets and Liabilities 
(miuians) Dee. 31, 2004 2003 

Property related $ 91.3 $ 93.6 
2.7 3.1 mes 

14.7 20.5 Insurancerescrves 
2.7 3.5 Early capacity payments 

11.8 12.8 mer 
Total deferred income tax assets $ 123.2 $ 133.5 

Deferred income tax liabilities ( I )  

Deferred tax assetr (I)  

property related $ (551.1) $ (500.0) 
38.4 25.5 other 

Total deferred income tax liabilities $ (5 12.7) !§ (474.5) 
Accumulated deferred income taxes $ (389.5) $ (341.0) 

(1) Certain property related assets and liabilities have been netted. 
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The total income tax provisions differ from amounts computed by applying the federal statutmy tax rate to income 
before income taxes for the reasons presented below. The actual cash paid for income taxes in 2004,2003 and 2002 was $103.9 
million, $61.9 million and $143.9 million, respectively. 

Effective Income Tax Rate 

Net income $ 173.7 $ 123.4 ('I $ 196.0 
Total income tax provision 101.2 64.0 ('I 100.8 
Income before income taxes $ 274.9 $ 187.4"' $ 296.8 
Income taxes on above at federal statutory rate of 35% $ 96.2 $ 65.6 $ 103.8 
Increase (decrease) due to 

(miUWFIS) 2004 2003 2002 

State income tax, net of federal income tax 10.0 6.3 10.0 
Amortization of investment tax credits (2.7) (4.6) (4.4) 
Equity portion of AFUDC (0.3) (7.01 (8.7) 
other (2.0) 3.7 0.1 

Total income tax provision $ 101.2 $ 64.0 $ 100.8 
Provision for income taxes as a percent of income from 

(1) Includes $48.9 million after-tax ($79.6 million pretax) charges associated With cancellation of turbhc purchesc 
continuing  pera at ion^, befort income taws 36.8% 34.2% 34.0% 

commitments. 

5. Ehployee Postretirement Benefits 

Pension Bendlts 

plans), including a non-contributory defined benefit retirement plan which covers substantially all employees. Where 
appropriate and reasonably determinable, the portion of expenses, income, gains or losses allocable to Tampa Electric Company 
are presented. otherwise, such amounts presented reflect the amount allocable to all participants of thc TECO Energy 
retiremat plans. Benefits arc bascd on employees' age, years of Service and final average earnings. The compmy's policy is to 
fund the plan based on the amount detemhed by the company's actuaries within the guidelines set by ERISA for the mini" 
annual contribution. In 2004, TECO Energy made a contribution of $14.2 million to the plan, of which Tampa Electric 
Company's portion was $9.2 million. In 2005, TECO Energy expects to make a contribution of about $13.6 million, 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 
rekx"ct  plans. These are non-qualified, non-contributory defmd benefit retirement plans available to ca tah  members of 
senior management. In 2004, TECO Energy made a contribution of about $9.8 million to these plans. In 2005, "ECO Energy 
expects to make a contribution of about $4.6 million to these plans. 

TECO Energy reported other comprehensive income of $7.2 million in 2004 and other comprehensive losses of $43.9 
million and $4.4 million in 2003 and 2002, respectively, related to adjustments to the minimum pension liability associated with 
these pmsion plans. 

Energy's post retirement benefit plans, and the target allocation for 2005, by asset category, follows: 

Asset Allocation 

. Tampa Electric Company is a participant in the comprehensive retirement plans of TECO Energy [multi-cmployer 

The asset allocation for the company's pension plan as of Sep. 30,2004 and 2003, the measurement dates for TECO 

Target Percentage of Plan Assets 
Allocation of at Sep. 30, 

Asset category 2005 2004 2003 
Equities 55% - 60% 60% 57% 
Fixed income 40% - 45% 40% 43% 

Total 100% 100% 
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T K O  Energy’s investment objective is to obtain above-average returns while minimizing volatility of expected returns 
over the long term. The target equitiedfied income mix is designed to meet investment objectives. TECO Esmgy’s strattgy 
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 
CXpenStS. 

returns, the plan’s past experience and current market conditions. 

Energy, Inc. are presented below. 

The assumptions for the expected return on plan assets were developed based on an analysis of historical market 

Components of net pension expense, reconciliation of the funded status and the accrued pension liability “EcO 

Pension Benefit Expense - TECO Energy, Inc. 
hillionrl 2004 2003 2002 
Components of net periodic benefit expense 
Service cost (benefits camed during the period) 
Interest cost on projected benefit obligations 
Expected return on assets 
A r n o ~ o n o f :  

Transition obligation 
prior service cost 
Actuarial (gain) loss 

Pension expense (benefit) 
Special tennination benefit charge 
settlement 
Additional amounts recoenized 

$ 17.0 
33.0 

(39.1) 

$ 14.3 $ 11.8 
30.8 28.7 

(42.1) (42.9) 

Net pension expcnsc (benefit) recognized in the 

AssumptionS wed to determine net casts 
Discount late 6.00% 6.75% 750% 
Rate of mqe”penstion incrulsc 4.25% 4.82% 4.66% 
Expected return on plan assets 8.75% 9 . m  9 . m  

TECO Energy Consolidated Statements of Income (I) $ 19.0 $ 2.8 $ (5.0) 

(1) Tampa Electric Company’s portion was $5.2 million, ($1.9) million and ($7.8) million for 2004,2003 and 2002, 
respectivtly. 

The following table shows the funded status of the qualihd and non-qualified pension plans for which the projtctcd 
obligation exceeds the fair value to the plan assets: 

Pension Plans - Projected Obligation Exceeds Plan Assets - TECO Energy, Inc. 
(millwnsj Sep. 30, 2004 2003 

Fair value of plan assets 407.6 391.8 
$ 137.8 $ 162.7 

Projected benefit obligation $545.4 $5545 

Projected obligation in excess of plan assets 

As of Sep. 30.2004 and 2003, for the qualified and non-qualified pension plans, the accumulated obligation exceeded 
the fair value of the plan assets. The table below shows the funited status for the respective plans: 

Pension Plans - Accumulated Obligation Exceeds Plan Assets - TECO Energy, Inc. 
(millions) Sep. 30, 2004 2003 
Accumulated benefit obligation $476.2 $480.0 
Fair value of plan assets 407.6 391.8 

Accumulated oblieation in excess of ulan assets $ 68.6 $ 88.2 



I Reconciliation of the funded status of the retiremeat plan and the 
accrued pension prepaymentl(liability) - TECO E”, Inc. 
(millions) 2004 2003 
Change in benefit obligation 
Net benefit obligation at prior measurement date s 554.5 $ 455.1 

htemt cost 33.0 30.8 
service cost 17 .O 14.3 

Actuarial loss (0.9) 89.7 
Plan amendments 1.5 

(2.2) (1 -9) 
(57.5) (33.5) 

Net benefit obligation at measurement date $ 545.4 $ 554.5 

- 

G&ss benefits paid (hcludmg expenses) (575) (33.5) 

~ Benefit obligation 545.4 5543 

U ~ r e c o m  prior service cost (benefit) (5-4) (6.9) 

Fair value of plan assets at measurement date $ 407.6 $ 391.8 
F’unded status 
Fair value of plan assets $ 407.6 $ 391.8 

Funded status at measurement date (1 37.8) (1 62.7) 
Net contributions afkr measurement date 0.4 6.7 
Umecogniztd net actuarial loss 149.2 165.6 

Unrecognized net transition obligation (asset) (0.2) ’ (1.4) 
Accrued liability at end of year !$ 6.2 $ 1.3 
Amounts recognized in the statement of furancial position 
prepaid cost $ 23.6 $ 16.9 
Accrued benefit cost (17.4) (15.7) 
Additional mini” liability (74.4) (82.7) 
Intangible asset 2.2 1.3 

Net amount recognized at end of year $ 6.2 . $ 1.3 

Assumptions used in determining benefit obligations, end of year 
Discoat rate to determine projected benefit obligation 6.0096 6.00% 

Accumulated other colllpreh w i v e  income 72.2 81.5 

Change in plan assets 
Fair valuc of plan assets at prior measurement date 
Actual rem on plan assets 
Employer contributions 

$ 391.0 $ 371.9 
43 .O 51.7 
30.3 1.7 

Rate of hmase in compensation levels 4.25% 4.25% 

OtherPostretiremeat Benefits 

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 Jun. 30,2001 is limited to a defined 
dollar benefit based on age and service. The company contribution toward pre-45 and post-65 health care coverage for most 
employees retiring on or after Jul. 1,2001 is limited to a defined dollar benefit based on a service schedule. In 2005, TECO 
Energy expects to make a contribution of about $9.8 million to this program. Postretirement benefit levels arc substantially 
unrelated to salary. The company reserves the right to terminate or modify the plans in whole or in part at any time. 

OII Dec. 8,2003, the Medicare Prscription Drug, Improvement and Modernization Act of 2OO3 (MMA) was signed 
into law. 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. “EO Energy’s 
current retiree medical program for those eli@ble for Medicare (generally over age 65) includes coverage for prescription drugs. 

Prescription Drug, Impmvemem and Modemization A a  of 2003 (FSP 106-2), which supersedes ESP 106-1 and was e f f d v e  
for the period beginning Jul. 1,2004 for the company. The guidance in FSP 106-2 related to the accounting for the federal 
subsidy applies only to the sponsor of a single-employer defined-dollar-benefit postretirement health care plan for which (a) the 
employer has concluded that prescription drug benefits available under the plan to some or all participants for some of aI1 future 
years are “ ‘ a d a l l y  equivalent” to Medicare Part D and thus qualify for the subsidy under the MMA and (b) the expected 
f e d d  subsidy will offset or reduce the employer’s share of the cost of the underlying postretirement prescriptiOq drug coverage 
on which the federal subsidy is based. TECO Energy has detexmined that prescription drug benefits available to Certain 
Medicareeligible participants under its defined-dollar-benefit postretirement health care plan will at least be “actuarially 

TECO Energy and its subsidiaries currently provide certain postretirement health care and life insurance benefits for ’ 

On May 19,2004, the FASB issued FSP 106-2, Accounting and Disclosure Requirements Related to the Medicare 
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equivalent” to the standard drug benefits to be offered under Medicare Part D. As a result, TECO Energy calculated the 
incremental effect of the Medicare subsidy and the related assumption changes on its accumulated postretirement benefit 
obligation as of Jan. 1,2004, to be a reduction of $27.0 million. The expected subsidy reduced the net periodic benefit cost for 
2004 by $218 million. 

medical program in fcsponse to the MMA. 

as the benefit obligations, assets, funded status and rate assumptions associated with other postretirement benefits. 

TECO Energy is continuing to analyze what, if any, plan design changes should be made with respect to its retiree 

The following charts summarize the income statement and balance sheet impact for Tampa Electric Company, as well 

Other Postretirement Benefit Expense 
hiuhs) 2004 2003 2002 
Components of net periodic benefit expense 
Service cost (benefits earned during the period) 
Interest cost on projected benefit obligations 
Amortization of: 

Transition obligation (asset) 
prior aavicc cost 

$ 2.6 $ 2.6 $ 2.4 
7.9 9.3 8.6 

2.1 2.1 2.1 
1.7 1.7 ’ .  1.7 

Actllarid loss 0.3 1 .O 0.1 
Pension expense 14.6 16.7 14.9 
Special termination benefit charge - - 0.6 
Additional amounts recopslizcd - 0.1 (0.1) 
Net periodic p0stretk”t benefit expense $ 14.6 $ 16.8 $ 15.4 

The accumulated postretirement benefit obligation exceeds plan assets for the postretirement health and welfare benefits 
Plan. 

Reconcilirrtion of tbe funded status of the postretirement benefit plan and the accrued liability 
(millions) 2oW . 2003 
Change in benefPt obligation 
Net benefit obligation at prior measurexncnt date $ 146.8 $ 138.8 

Net benefit obligation at prior measurement datk, as adjusted 149.0 138.8 
savicc cost 2.6 2.6 
Interest cost 7.9 9.3 

Actuarial loss (28.4) 3.1 
Gross benefits paid (10.6) (8 .O) 

Change in plan assets 

Employer contributions 8.0 7 -0 

Gross bcxlefits paid ( 10.6) (8.0) 

Funded status 
Funded status at measurement date $ (123.1) $ (146.8) 
Net contributions after measurement date 2.0 1.8 
uarecognized net actuarial loss 3.3 31.5 
Unrtcognized prior service cost 17.1 18.7 
Unrecognized net transition obligation 17.0 19.0 
Accrued liability at end of year $ (83.7) $ (75.8) 
Assumptions USBd in determining actuariaI valuations 
Discount rate to determine projected benefit obligation 6.00% 6.00% 

(1) 

Adjustment to include TECO Stevedoring 2.2 (*) - 

Plan pa&ipts’ contributions 2.6 1 .O 

Net benefit obligation at mtasutcment date $ 123.1 $ 146.8 

Fair value of plan assets at prior measurement date 

Plan participants’ ContributiOnS 2.6 1 .o 

Fair value of plan assets at measurement date $ -  $ -  

- - 

Rate of increase in compensation levels 4.25% 4.25% 
Tampa Electric Company’s net benefit obligation balance as of Jan. 1,2004 reflects the transfer of amounts related to 
TECO Stevedoring that were combined with Tampa Electric Company. 
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Employer contributions ,md 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 105% and 11.5% in 2004 and 2003, respectively, and decreases to 5.0% in 2013 and themafter. 

interest cost for 2004, and a 3% ($3.5 million) increase in the accumulated postretirement benefit obligation as of Sep. 30,2004, 
the measurement date. 

interest cost for 2004 and a 2% ($2.3 million) decrease in the accumulated postretirement benefit obligation as of Sep. 30,2004, 
the measurement date. 

A 1% increase in the medical trend rates would produce a 2% ($0.3 million) increase in the aggregate service and 

A 1% decrease in the medical trend rates would produce a 2% ($0.2 million) decrease in the aggregate service and 

Information about TECO Energy's expected benefit payments for the pension and postretirement benefit plans follows: 

Expected Benefit Payments - TECO Energy 
(including projected service and net of employee contributions) 

Other Ben&ts Employer Value Other B e e s  
(exclusive of subsidy of Expected net of Expected 

Pension payments under Payments 

2006 
2 0 7  
2008 
2009 

$ 32.5 $ 10.5 $ (0.7) $ 9.8 
$ 33.3 $ 11.4 $ (0.8) $ 10.6 
$ 345 $ 12.2 $ (0.9) $ 11.3 
$ ' 37.8 $ 13.0 $ (0.9) $ 12.1 

201 0-201 4 $ 222.4 $ 75.8 !I (4.9) $ 70.9 
(1) Tampa Ekc~ric Company's portion of Other Postretirement Benefit payments for 2005 is expected to be about $7.4 million. 

6. Short-Term Debt 

At Dcc. 31,2004 and 2003, the following credit facilities and related borrowings existed: 

Dec. 31.2W3 Credit Facitlties Dec. 31.2004 
Letters Leners 

Credit Borrowings of Credit Credit Bormwings of Credit 
/nrillWnS) Facilities OutstandindJ) Outstaruiiw Facilities Outstandinn Outstandh~ 
ReCOUSe: 

Tampa Electric Company: 
1-year facility $ -  $ -  ' $  - !§ 125.0 $ - $ - -  
3-year facility 150.0 115.0 - 

Total $ 275.0 $ 115.0 $ -  $ 250.0 $ - $ -  

- - - 
- - 3-year facility 125.0 - - 125.0 

(1) Borrowings outstanding are reported as notes payable. 

These credit facilities require commitment fees ranging from 17.5 - 25.0 basis points, and drawn amounts arc charged 
interest at LIBOR plus 70 - I 12.5 basis points at current credit ratings. The weighted average interest rate on outstanding 
notes payable at Dec. 31,2004 was 3.32%. There were no notes payable at Dec. 31,2003. 

$150 million credit facility maturing Oct. 22,2007. The facility requires that at the end of each quarter the ratio of debt to total 
capital not exceed 60% and that the ratio of EBITDA to interest not be less than 2.0 times. The new facility does not include 
the restriction on distributions included in the former facility. Also, Tampa Electric Company's existing $125 million facility 
maturing Nov. 6,2006 was amended to eliminate the restriction on distributions and conform the financial covenants 
requirements to the new facility levels. 

On Oct. 22,2004, Tarnpa Electtic Company replaced its $125 million credit facility maturing Nov. 5,2004 with a 



7. Common Stock b 

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. 31,2001 10 $ 1,318.8 $ (0.7) $ 1,318.1 
Contributed capital from parent - 217.0 - 217.0 

1,535.1 Balance Dec. 31,2002 10 1335.8 (0.7) 
Contributed capital returned to parent - (158.3) 7 (158.3) 

Balance Dec. 31,2003 10 $ 1,377.5 $ (0.7) $ 1,376.8 
BdanceDec. 31,2004 10 3 1,371.5 $ (0.7) $ 1,376.8 

8. Other Comprebemive Income 

Tampa Electric Company reported the following comprehensive income (loss) for the years endcd Dec. 3 1,2004,2003 
and 2002 related to changes in the fair value of cash flow hedges: 

Comprehensive income (bss) 
(millions) Gross TrrX Net 
2004 
Unrealized gain on cash flow hedges $ 8.8 $ 3.4 s 5.4 
Less: Gain reclassified to net income (8.8) (3.4) (5.4) 

2003 
Unrealizcd gain on cash flow hedges $ 3.2 $ 1.2 $ 2.0 
Less: Gain rtchssified to net income (3.2) (1.2) (2.0) 

Unrealized gain on cash flow hedges $ 0.3 $ 0.1 $ 0.2 
LESS: Gain reclassified to net income (0.2) (0.1) (0.1) 

Total other commhensive income (loss) $ 0.1 $ -  $ 0.1 

Total other comprehensive income (loss) $ -  $- $0 

Total other comprehensive iwome (loss) $-  $ -  $ -  

2002 

9. Commitments and Contingencies 

Capital Investments 

generation reliability and $44 million for environmental compliance, including $30 million for the addition of selective catalytic 
reduction (SCR) equipment at the Big Bend Power Station. At the end of 2004, Tampa Electric had outstanding commitments 
of about !§ 105 million primarily for long-term capitalized maintenance agreements for its combustion turbines. Tampa 
Electric’s total capital expenditures over the 2006 - 2009 period are projected to be $1,101 million, including $253 million for 
compliance witb the Environmental Consent Decree €or the SCR equipment and $10 1 million for other required environmental 
capital expenditures. The environmental compliance expenditures are eligible for fecovery of depreciation and a retun on 
investment through the Environmental Cost Recovery Clause (see Note I). 

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 renewal, replacement and system safety.  

For 2005, Tampa Electric expects to spend $2 14 million, consisting of $170 million tu support system growth and 

Capital expenditures for PGS are expected to be about $40 million in 2005 and $160 million during the 2006 - 2009 
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Legal Contillpencies 
From time to time Tampa Electric Company is involved in various other leal ,  tax and regulatory proceedings befart 

various courts, regulatory commissions, and governmental agencies in the ordinary course of its business. Where appropriate, 
accruals are made in accordance with FAS 5, Accounting for Contingencies, to provide for matters that are probable of resulthg 
in an estimable, materia1 loss. While the outcome of such proCeedings is uncertain, management does not believe that the 
ulthate resolution of pending matters will have a material adverse effect on the company’s results of operatiom or financial 
condition. 

Superfund and Former Manufactured Gas Plant Sites 

(PFtP) 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, 85 of Dec. 3 1,2004, 
Tampa Electric Company has estimated its ultimate financial liability to be approximately $17 million, and this amount has been 
accrued in the company’s 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 tstimatcs to perform the work are based on actual estimates obtained from cont”, or Tampa Eleztric 
Company’s experience witb similar work adjusted for site specific conditions and agreements with the fcspcctive govemmentd 
agencies. The estimates are made in current dollars, are not discounted and do not assume any insurance r c c o ~ e s .  

party’s relative ownership interest in or usage of a site. Accordingly, Tampa Electric Company’s share of d a t i o n  costs 
varies with each site. In virtually all instances whm other PEWS are involved, those PRPs arc considered creditworthy. 

Factors that could hpact these estimates include the ability of other PRPS to pay their PK) rata podon 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 recowable through customer rates established in subsequent base rate procedings. 

Long Term Commitments 

equipment and heavy equipment. Total rental expense included in the Consolidated Statements of Income fbr the years eded 
Dec. 31,2004,2003 and 2002 was $6.7 million, $6.2 million and $6.1 million, respectively. 

noncancelable lease tcrms in excess of one year: 

Tampa Electric Company, through its Tampa Electric and Peoples Gas divisions, is a potentially responsible party 

Allocation of !he responsibility for remediation costs among Tampa E l d c  Company and other PRPS is bastd on each 

. Tampa Electric Company has commitments under long-term operating leases, primarily for building space, office 

Thc following table is a schedule of future mini” lease payments at Dec. 31,2004 for all opatbg leases with 

Future Mini” Lease Payments for Operating Leases 
Ymt ended Dee. 31: Amount (millwns) 

2005 !$ 4.7 
2006 4.1 
2007 2.5 
2008 0.2 
2009 0.2 

Later Years 0.3 
Total minimum lease payments $ 11.8 

In 1994, Tampa Electric bought out a long-term coal supply contract which would have expired in 2004 for a iump 
sum payment 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 2004,2003 and 2002, $2.7 million of buy-out costs were amortized to expense. 

Guarantees and Letters of Credit 

guarantees, in accordance with FASB Interpreta~on No. 0 45, Guarantor’s Accounting and Disclosure Requirements for 
Guarantees, Including Indirect Guarantees of Indebtedness of Others (cur interpretation of FASB Statements No. 557, and 107 
and rescission of FASB fnterpretution 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 foljowing: 

Initial recognition and initial measurement of a liability; andlor 
Disclosure of specific details of the guarantee. 

On Jan. 1,2003, Tampa Electric Company adopted the pmspective initial measurement provisions for c& types of 



Generally, guarantees of the perfoxmame of a Wid 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 maxi" potential amount of future gross payments (undiscounted) under the guarantee, even if 
the likelihood of a claim is remote. 

At Dec. 3 1,2004 Tampa Electric was not obligated under guarantees or letters of credit for the benefit of third parties, 
including entities under comrnon control. At Dec. 3 1,2004, TECO Energy had provided a fuel purchase guarantee on behalf of 
Tampa Electric and had outstanding letters of credit on behalf of Tampa Electrk in the face amounts of $20.0 million and $2.4 
million, respectively. 

Financial Covenants 
A summary of Tampa Electric's significant financial covenants as of Dec. 31,2004 is as follows: 

Tampa Electric Signiticant Financial Covenan@ 
~miUWns) ' 

i"L Financial Covenant ' I )  Requiremenu Restriction Cblculatiort at Drc. 31,2004 
PGS senior notes EBR/intercst ('I MiIlimum of 2.0 times 3.5 times 

Restricted payments Shareholder equity at least $500 $1,662 

Sale of assets Less than 2096 of total assets -96 
Funded debt/capital Cannot exceed 65% 493% 

Credit facilities Debtkapital Cannot exceed 6046 49.7% 
EBmNinterest (*) Minimum of 2.0 times 5.5 times, 

6.25% senior nota Debt/capital Cannot exceed 609b 49.7% ' 

Limit on liens Cannot exceed $787 $287 licns'outstanding 
( I )  As.defmcd in applicable instrument. 
(2) .EBlT 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 
agreements. 

10. Related Puty l'ransactions 

In October 2003, Tampa Electric signed a five-year contract renewal with an affiliate company, TECO Transport, for 
integrated waterborne fuel transportation services effective JZUI. 1,2004. The contract calls for inland river and occ8n 
transportat.hn along with river terminal storage and blending scrviccs for up to 5.5 million tons of coal annually through 2008. 
In September 2004, the FPSC voted to disallow approximately $14 to $16 million (pretax) of the costs that Tampa Electric can 
recover from .its customers for water transportation services. This impact has been fully recognized by Tampa Electric for 2004. 
The decision allows, but does not require, Tampa Electric to rebid the water transportation and tmninal Service contract. 
Tampa Electric filed its objjection to the disallowance on Oct. 27,2004, and a decision on this matter is expected in the first 
quarter of 2005. See Note 16 for a subsequent event. 

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 liabilities and 
obligations for such equipment. In accordance with the terms of the assignment and assumption agreement, Tampa Eleclric paid 
$62.5 million to TPGC II as reimbursement for amounts already paid to General Electric by TPGC fI for such equipment. No 
gain or loss was i n c d  on the transfa. 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 13). 

Energy. TECO Energy had previously contributed capital to Tampa Electric in support of Tampa Electric's constmction 
program in the wholesale business, which was subsequently scaled back 

In February 2002, Tampa Eiectric and TECO-Panda Generating Company (TPGC II), an affiliate of TECO Wholesale 

In the second and third quarters of 2003, Tampa Electric returned approximately $158 million of capital to TECO 

A summary of activities between Tampa Electric Company and its affiliates follows: 

Net b.ansactions with affiliates: 

Fuel and interchange related, net $ 70.2 $ 173.6 $171.8 
Administrative and general, net $ 9.1 $ 13.7 $ 30.7 

(nliilionr) 2004 2003 2002 

149 



Amounts due from or to affiliates of the company at Dec. 31, 
(millions) 2004 2003 

Accounts payable (') $ 11.5 $ 13.3 

(1) Accounts receivable and accounts payable were incurred in the ordinary come of business and do not bear interest. 

Accounts receivable (') $ 4.5 $ 4.5 

l 11. Segment Information 

Tampa Electric Company is a public utility operating withim the state of Florida. Through its Tampa Electric division, 
it is engaged in the generation, purchase, transmission, distribution and sale of electric energy to more than 625,000 customers 
in West Central Florida. Its Peoples Gas System division is engaged in the purchase, distribution and marketing of natural gas 
for more than 314,000 residential, commercial, industrial and electric power generation customers in the state of monda. 

Segment Information 
Tamprr Peoples Other & Tantpc Electric 

(miUW?U) Electric GllS ElimiMtions company 
2004 

Rcvez~ues - outsiders $1,683.8 $ 417.2 $ -  $2,101 .o 
Sales to affiliates 3.6 - (0.7) 2.9 
Total revenues $1,687.4 $ 417.2 $ (0.7) $2,103.9 

Dcpreciation 180.9 34- 1 (0.1) 214.9 
Rcstrucnning costs ('I - 0.7 - 0.7 
Total interest charges 95.8 15.2 - 111.0 
Provision for taxa 83.9 17.3 - ' 101.2 
Net income $ 146.0 $ 27.7 $ -  $ 173.7 
Total assets 4,167.3 . 671.1 7.4 4,845.8 
Capital expenditures $ 181.2 $ 38.7 $ -  $ 219.9 

Rcvenucs - outsiders $1382.7 $ 408.4 $ -  $1.99 1.1 
Sales to affiliates 3.4 - (0.7) 2.7 

Total revenues $1 $86.1 $ 408.4 $ (0.7) $1,993.8 
c 243.0 Depreciation 2 10.3 32.1 

Restructuring costs ('I 9.9 4.1 - 14.0 
Total interest charges 85 .O 15.6 - 100.6 
Aovision for taxes 48.3 15.7 - 64.0 

2003 

Net income $ 98.9 12) $ 24.5 $ -  $ 123.4 
Total assets . 4,178.6 65 1.5 9.6 48.39.7 
Capital expenditures $ 289.1 $ 42.6 $ -  $ 331.7 

Revenues - outsiders $ 1,548.9 $ 318.1 $ -  $1,867.0 
Sales to affiliates 34.3 - (0.7) 33.6 
Total revenues $1383.2 $ 318.1 $ (0.7) !§ 1,900.6 

Rcsmctllting costs ( I )  16.6 - - 16.6 

Provision for taxes 86.1 14.7 - 100.8 

2002 

Depreciation 189.8 30.5 (0.2) 220.1 

Total interest charges 51.5 14.8 - 66.3 

Net income $ 171.8 $ 24.2 ! § -  $ 196.0 
Total assets 4,119.4 650.2 8.8 4,778.4 . 
Capital expenditures $ 632.2 $ 53.5 $ -  $ 685.7 

(1) 
(2) 

See Note 14 for a discussion of restructuring charges in 2004,2003 and 2002. 
Net income for 2003 includes a $48.9 million after-tax charge ($79.6 million pretax) asset impairment charge related to 
the turbine purchase cancellations (see Note 13). 
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12. Asset Retirement Obligations 

On Jan. 1,2003, Tampa Electric Company adopted FAS 143, Accounting fir  Asset Retirement Obligations. The 
company recognized liabilities for retirement obligations associated with certain long-lived assets, in accordance wieh the 
relevant accounting guidance. An asset retirement obligation (ARO) for a long-lived asset is recognized at fair value at 
inception of the obligation if there is a legal obligation under an existing or enacttd law or statute, a written or of81 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 resuit 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 h e ,  the liability is accreted to its fume 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 

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 obligationssf $0.3 million. The after-tax charge recorded as a change in accounting principle was not 
material. 

For years ended Dec. 3 1,2004 and 2003, accretion expense associated with asset retirement obligations for Tampa 
Elecbic Company was not material. During this period, no new retirement obligatiuns were incurred and no si@cant 
revisions to estimated cash flows used in determining the recognized asset retirement obligations were nec+sary. FAS 143 
WBS not effective for the year endd  Dec. 3 1.2002. 

receive approval from the FPSC before implementing new depreciation rates. Included in approved depreciation ram is 
either an implicit 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. Thc company uscs 
current cost of rcmoval or dismantlement factors as part of the estimation method to approximate the amount of cost of 
removal in mumdated depreciation. 

net accumulated depreciation at Dec. 3 1,2003 of $462.2 million was reclassified to a regulatory liability (see also Note 3). 
For Tahpa Elcchc and PGS, the original cost of utility plant retired or otherwise disposed of and the cost of rcmoval or 
dismantlement, less salvage value are charged to accumulated depreciation and the accumulated cost of removal "e 
reported as a regulatory liability, rcspeCtively. 

I 

prices. 

As regulated utilities, Tampa Electric and FGS must file depreciation and dismantlement studies periodically and 

Upon adoption of FAS 143 at Jan. 1,2003, the estimated accumulated cost of removal and dismantlement included in 

In 2003, Tampa Electric Company recorded a $48.9 million after-tax charge ($79.6 million pretax) to reflect the 
impact of the cancellation of turbine purchase commitments. As reported previously and in Note 10, certain turbine rights had 
been transferred from Other Unregulated operations of TECO Energy to Tampa Electric in 2002 for use in Tampa Electric's 
generation expansion aCtivkks, These cancellations, made in April 2003, fully tmninate all turbine purchase obligations. 

14. Restructdmg 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 operations, maintain liquidity, generate cash and 
maximize the value in the existing assets. Tampa Electric Company completed these actions mid-year 2004. 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 techaology/support services. These actions 
included the involuntary termination or retirement of one employee in 2004, and 232 employees in 2003 at Tampa Electric 
Company, including officers and other personnel from operations and support services. 

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. 

In 2002, TECO Energy initiated a restructuring program that impacted approximately 182 employees at Tampa 
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From timc to h e ,  Tampa Electric Company enters into futures, forwards, swaps and option contracts to limit the 

"be mmpany uses derivatives only to wduce 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 vdue of physical assets, including generation capacity, natural gas production and natural gas 
delivery. 

various risk exposures. Daily and periodic reporting of positions and other relevant metfics arc perf'od by a centralized 
risk management group which is independent of all operating companies. 

amended by FAS 138, Accounting for Cemin Derivative Instruments and Certain Hedging Activity and FAS 149, 
Amendment on Statement 133 on Derivative Instnunents and Hedghg Activities. These standards require 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 011 the designation of those instruments. The changes in fair value that are recorded in OCJ are not 
immediately recogniztd in current net income. As the underlying hedged transaction matures or the physical commodity is 
delivend, the deferred gain or the loss on the related hedging instrument must be reclassified h m  OCI to earnings based on 
its value at the time of its rec)assification. For effective hedge transactions, the amount reclassified drom OCT to earnings is 
offset in net income by the amount paid or received on the underlying physical transaction. Additionally, amounts d c f d  in 
OCI related to an effective designated cash flow hedge must be reclassified to current earnings if the anticipated hedged 
transaction is no longer probable of occurring. 

million. As a result of applying the provision of FAS 7 1, the change in value of these derivatives is recorded as regulatory 
assets or liabilities as of Dec. 3 1,2004 and 2003, respectively, to reflect the impact of the fuel recovery clause on the risks of 
hedging activities (see Note 3). 

from regulatory assets or liabilities to the Consolidated Statements of Income within the next twelve months. However, these 
gains and other future reclassifications from regulatory assets or liabilities will fluctuate with movements in the underlying 
market price of the derivative instruments. Tbe company does not currently have any cash flow hedges for transactions 

I forecasted to take place in periods subsequent to 2006. 

1 cxposute to price fluctuations for physical purchases and sales of namd gas in the come of normal operations. 

The risk management policies adopted by the company provide a framework through which management monitors 

The company applies the provisions of FAS 133, Accounting for Derivative Instruments d Hedging Activities, as 

At Dec. 3 1,2004 and 2003, respectively, the company had derivative (liabilities) assets of ($1 1.7) million and $4.8 

Based on the fair values of derivatives at Dec. 31,2004, pretax losses of $1 1.2 million are expected to be reversed 

Tampa Electric Company recognized pretax expense of $0.7 million, $14.0 million and $16.6 million for a d  
benefits and other termination arkd retirement benefits for the years ended Dec. 3 1,2004,2003 and 2002, respectively, which 
have all been paid or otherwise settled as of Dec. 3 1,2004. 

Restructuring Charges 
(nu'll ions) 
For the years ended Dec. 31, 2004 2003 2002 
TampaElectric $ -  $4 9.9 $ 16.6 
peopies  as 0.7 4.1 - 

Total Tampa Electric Company $ 0.7 $ 14.0 $ 16.6 

Accrued Liability for Restructuring Costs 
(dZi0nS) 2004 2003 2002 
Beginningbalance $ 10.7 $ 5.1 $ 0.2 

0.7 14.0 16.6 
Payments and .settlements 11.4 8.4 11.7 

Ending balance $ -  $ 10.7 $ . 5.1 
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16. Subsequent Events - 
Tampa Electric accounts receivable securitized borrowing facility 

Electric Company, entered into a $150 million accounts receivable securitized borrowing facility. The assets of TRC are not 
intended to be generally available to the creditors of Tampa Electric Company. Under the Purchase and Contribution 
Agreement, Tampa Electric sells and/or contributes to TRC all of its receivables for the sale of electricity or gas to its customers 
and related rights (the "'Receivables") with the exception of certain excluded receivables and related rights defined' in the 
agreement, and assigns to TRC the deposit accounts into which the proceeds of such Receivables are paid. The Receivables are 
sold by Tampa Electric to TRC at a discount. Under the Loan and Servicing Agreement among Tampa Electric as ScrVicer, 
TRC as Borrower, certah lenders named therein and Citicorp North America, Inc. as Program Agent, TRC may borrow up to 
$150 million to fund its acquisition of the Receivables under the Purchase Agreement. TRC secures such borrowings with a 
pledge of all of its assets including the Receivables and deposit accounts assigned to it. Tampa Electric acts as SnviCer to 
service the collection of the Rezeivables. TRC pays program and liquidity fees based on Tampa Electric's d t  ratings. The 
t ~ m s  of the b a n  and Servicing Agreement include the following financial covenants: (i) for the 12-months ending each 
quarterend, the ratio of Tampa Electric's earnings before interest, taxes, depreciation and amo-tioa (EBITDA) to interest, 8s 

defined in the agrement, must be equal to or exceed 2.0 times; (ii) at each quartcr-end, Tarnpa Electric's debt to capital, as 
defined in the agreement, must not exceed 60% and (iii) certain dilution and delinquency ratios with respect to thc Receivables, 
set at levels substantially above historic averages, must be maintained. 

On Jan. 6,2005, Tampa Electric Company and TEC Receivables Corp ("TRC"), a wholly-ownd subsidiary of Tampa 

~ 

FPSC ruling on waterborne he1 transportation contract 
In October 2004, Tampa Electric filed with the FPSC, a motion for clarification and reconsideration of the 

disallowance of rtcovcry of costs under its waterborne transportation contract with TECO Transport (see Note 13). On Mar. 1, 
2005, the FPSC heard oral arguments on the motion and denied Tampa Electric's request for reconsideration and clarification. 
This decision by the FPSC had no additional impact on Tampa Electric's results as of Dec. 3 1,2004. 

I 



Item9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AM) l?INANCIAL 
DISCLOSURE. 

During the period Jan. I, 2003 to the date of this report, neither TECO Energy nor Tampa Electric Compmy has had or 
has filed with the Commission a report as to any changes in or disagreements With accountants on accounthg principles or 
practices, financial statement disclosure, or auditing scope or procedure. 

1 Item 9 ~ .  CONTROLS AND PROCEDURES 

Conclusions Regarding Effectiveness of Disclosure Controls and Procedures. 
TECO Energy's management., with the participation of its principal executive officer and principal finaacial O&CCZ, 

has evaluatcd the effectiveness of TECO Energy's disclosure controls and procedures (as such term is defined in Rdes 13a- 
15(e) and 15d915(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, TECO Energy's principal executive officer 
and principal finaacial officer have concluded that, as of the Evaluation Dab, TECO k g y ' s  disclosure controls d 
procedures are effective and designed to ensure that the infomation relating to TECO Energy (including its consolidated 
subsidiaries) required to be included in TECO Energy's reports filed or submitted under the Exchange Act is TccMdcd, 
processed, summat.ized and reported within the requisite time periods. 

Management's Report on Internal Control over Financial Reportiag. 
Management's Report on Internal control over Financial Reporting is on page 71 of this report. 
Management's assessment of the effectiveness of TECO Energy, Inc.'s internal control over financial reporting as of 

Dec. 3 1.2004 has been audited by ~cewaterhouseCoopcrs LLP, an independent registered certified public accounting firm, as 
stated in their report which is on pages 71 and 72 of this report. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. A 
control system, no matter how well designed and opemtcd, can provide only reasonable assuf8tlcc with respect to finaacial 
statement preparation and presentation. Projections of any evaluation of effectiveness to future @ads art subject to the risk 
that controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or 
procedures may deteriorate. 

Changes in Intemal Control over Financial Reporting. 

15d-l5(f) d e r  the Exchange Act) identified in connection with the evaluation of TECO Energy's intcsnal controls that 
occucrcd during 'KECO Energy's last fiscal quarter that has materially affected, or is reasonably likely to materially affect, such 
controls. 

"e was IK) change in TECO Energy's internal control o w  financial reporting (as defined in Ihrles 13a-l5(f) and 

Tampa Electric Company 

Conclusions Regarding Effectiveness of Disclosure Controls and Procedures. 

officer, has evaluated the effectiveness of Tampa Electric Company's disclosure controls and procedures (as such term is 
defined in Rules 13a-l5(e) and 15d-I5(e) under the Securities Exchange Act of 1934, as amended (the 'Zxchmge Act")) as of 
the end of the period covefed by this annual report (the "Evaluation Date"). Based on such evaluation, Tampa Electric 
Company's principal executive officer and principal financial officer have concluded that, as of the Evaluation Date, Tampa 
Electric Company's disclosure controls and procedures are effective and designed to ensure that the informittion relating to 
Tampa Electric Company (including its consolidated subsidiaries) required to be included in Tampa Electric Company's reports 
filed or submitted under the Exchange Act is recorded, processed, summarized and reported within the requisite time periods. 

Tampa Electric Company's management, with the participation of its principal executive officer and principal financial 

Changes in Interad Control over Financial Reporting. 

15(f) and 15d-l5(f) under the Exchange Act) identified in connection with the evaluation of Tampa Electric Company's internal 
controls that occurred during Tampa Electric Company's last fiscal quarter that has materially affected, or is reasonably likely to 

There was no change in Tampa Electric Company's internal control over financial reporting (as defmcd in Rules 13a- 
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Item 9B. OTHER INFORMATION 

None. 

PART III 

Item 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT. 

The information required by Item 10 with respect to the directors of the registrant is included under the caption 
"'Eldon of Difcctors" on page 2 of TECO Energy's definitive proxy statement, dated Mar. 16,2005, for its Annual 
Meeting of Shareholders to be held on Apr. 27,2005 (Proxy Statement) and is incorporated herein by reference. 

The information required by Item 10 concerning executive officers of the registrant is included d e r  the caption 
"Executive officers of the Registrant" on page 27 of this report. 

The information required by Item 10 concerning Section 16(a) Beneficial Ownership Reporting Compliance is 
included under that caption on page 14 of the Roxy Statement and is incorporated herein by reference. 

Information r tgdmg TECO Energy's Audit Committee, including the committee's financial experts, is included on 
pages 2 and 3 of the Roxy Statement., and is incorporated herein by reference. 

TECO Energy has adopted a code of ethics applicable to all of its employees, officm and Dhcctms . Thetextofthe 
Srarsdardr of Integm is available on the Investor Relations page of the company's wbsite at m.tccoencrw.com. 
Any amendments to or waivers of the Standards uf Integrity for the bemefit of any executive officer or director will 
also be posted on the website. 

Item 1l .EXEC"E COMPENSATION. ' 

, The information requirtd by Item 1 1 is included in the Aoxy statement beginning on page 6 under that caption 
and ending on page 12 just above the caption "Fhtification of Appointment of Auditor", and under the caption 
"Compensation of Directors" on pages 3 and 4; and is incorporated herein by reference, 

Item IZSECURITY OWNIERSHIP 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 is incorporated herein by reference. 
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Equity Compensation Plan Information 
(thousandr, except pet  share price) (4 (6) (4 

“ b e t  of securities 
remaining available for 

to be issued Weig hted-average future issuance under 
upon exercise of exercise price of equity compensation 

ourstanding options, outstanding options, plans (excluding securities 

Number of securities 

Plan Cntegory warrants and rights”’ warrants ami righs rgecteti in column 
Equity compensation piadarrangements 
approved by the stockholders 

2004 Equity Incentive Plan 10,312 $ 19.95 9,456 
1997 Director Equity Plan 263 $ 21.97 198 

10,575 $ 20.00 9,654 
Equity comperrsetion pladarrangements 
not approved by the stuckholders 

Total 10375 $ 20.00 9,654 

(1) The reported amount for the 1996 Equity Incentive Plan includes shares which have been awarded (but not issued) 
subject to a performance-basad vesting schedule. Because of the nature of these awards, these shares have not been 
taken into account in calculating the weighted-average exercise price under column (b) of this table. 
The reported amount for the 1996 Equity Incentive Plan includes shares which may be issued as msbicted stock, 
pcd~mancc shares, Momce-accderated restricted stock, bonus stock, phantom stock, performance units, 
dividend equivalents and other forms of award available for grant under the plan. 

(2) 

Item 13.CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS. 

The information required by Item 3 3 is included mder the caption ‘Certain Relationships and Rdated 
Transactions” on page 4 of the Proxy Statement, and is inmqmrated herein by rcfcrence. 

Item 14. PLUNCIPAL ACCOUNTING FEES AND SERVIC3S. 

The information required by Item 14 for TECO Energy, Inc. is included under the caption “Mependent Public 
Accoun~ts” on pages 13 and 14 of the Proxy Statement and is incorporated herein by reference. 

Tampa Electric Company incurred $1 .O million and $0.3 million in audit related services rendered by 
PricewaterhouseCoopcrs in 2004 and 2003, respectively, including $0.6 million in 2004 related to Sarbm-Oxley. NO 
other specific fees were incurred at Tampa Electric Company in those years, related to FVicewaterhoueCmpem 
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PARTIV 

Item 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES. 

I (a) Certain Documents Filed as Part of this Form 10-K 
1. Financial Statements 

TECO Energy, Inc. Financial Statements - See index on page 73 
Tampa Electric Company Financial Statements - See index on page 127 

Condensed Parent Company Financial Statements Schedule I - pages 158 - 161 
TECO Energy, Inc. Schedule II - page 162 
Tampa Electric Company Schedule II - page 163 

2. Financial Statement Schedules 

3. Exhibits - See index heginning on page 167 

(b) 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. 

(c) The financial statement schedules filed 8s part of this Form 10-K are listed in paragraph (a)(2) above, and follow 
immediately. 



I 

~ Asse!s Dec. 31, Dec. 31, 
(millions) 2004 2003 

SCHEDULE,I - CONDENSED PARENT COMPANY FINANCIAL - STATEMENTS 

TECU ENERGY, INC. 
PARENT COMPANY ONLY 

Condensed Balance Sheets 

Current assets 
Cash and cash equivalents 
Restricted cash 
Advances to affiliates 
Accounts receivable from affiliates 

$ 70.4 
7 .O 

3,069.6 
13.9 

$ 28.0 
6.9 

3,078.4 
3.4 

other current assets 1.2 11.4 
Total cunrent assets 3,162.1 3,128.1 

1 

Other assets 
Investment in subsidiaries 
h f d  income taxes 

568.7 
483.7 

1,3815 
2935 

mer assets 35.3 46.7 
Total other assets 1,087.7 1,721.7 

Total assets $ 4,249.8 $4~149.8 

Currentbbllltka 
Nota payable $ -  $ 375 
Accounts payable to f l i a t e s  0.4 0.3 
Accounts payable 8.9 21.9 

19.6 19.2 
9.1 

Interest payable 

36.0 88.0 
Other ament liabilities 7.1 

Total cment liabilities 

O&ber liabilities 
Advances f” affiliates 283.6 233.9 
D e f d  income taxes 318.9 117.4 
Long-term debt 

1,964.4 1,958.8 Others 
Other liabilities 85.3 104.7 

Total other liabilities 2,929.9 3,084. f 

3unior subordinated 277.7 669.3 

Capital 
Common quity 199.7 187.8 
Additional paid in capital 1,489.4 1,220.8 
Retained earnings (deficit) (357.6) 339.5 

Common equity 1,287.7 
Unearned compensation (3.8) (14.6) 

Total capital 1,283.9 1,677.7 

Total liabilities and capital !§ 4,249.8 S 4,849.8 

The accompanying notes are an integral part of the condensed financial statements. 



SCHEDULE I - CONDENSED PARENT COMPANY F'INANCIAL STATE"TS 

TECO ENERGY, INC 
PARENTCOMPANY ONLY 
Condensed Statements of Incolw 

For the years ended Dec. 31, 
(millions) 2004 2003 2002 

Revenues $ 1.7 $ 4.4 $ 6.7 

Administrative and general expenses 19.4 7.2 8.6 

Total cxpmaca 19.4 9.8 8.6 

Ew=- 

R c s t r u d g  charges - 2.6 - 

income ftom operations (1 7.7) (5.4) (1.9) 

Loss on debt extinguishment 
~ s s c s )  camings from invcstmcnts in subsidiaries 

(4.4) - . (34.1) 
(470.3) (873.2) 363.8 

hM-(=P==) 
Inkrest bwm 

Interestexpease~ 
Affiliates 78.2 139.3 120.0 

Affiliates (29.6) (43.0) (40.1) 
others (1 78.9) (17 1.9) (103.4) 
Total interest expense (1 30.3) (75.6) (23.5) 

~ ) i ~ b e f o r c i n c o m c t a x c s  (622.7) (954.2) ' 304.3 

(Benefit1 for incorm taxes 00.7) (48.0) (25.8) 

pet floss') inconre fhm co ntinuine omrations (552.0) (90621 330.1 

- Cumulative effect of change in accounting principk,.net of tax - 03.2) 

Net (loss) incam $ (552.0) $ (909.4) $ 330.1 

The accompanying notes are an integral part of the condensed financial statements. 
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SCHEDWE I - CONDENSED PARENT COMPANY FINANCIAL STATEMENTS 

TECO ENERGY, INC. 
PARENT COMPANY ONLY 

Condensed Statements of Cash Flows 
~~ 

For the years ended Dcc. 31, 
(millions) 2004 2lW3 2002 

Cash flows from operating activities $ 91.7 $ 10.2 $ (82.4) 

Cash flows from investing adfities 
Investment in subsidiaries 28.7 156.7 (232.4) 
Dividends from subsidiaries 219.4 296.0 316.1 
Net chmflc in affiiiart advances 32.9 (741.2) (1.230.8) 

Cash flowis from investing activities 281 .O (288.5) (1,147.1) 

cssh ~ O W S  f m  f i b  activities 
Dividends to shareholders (1 45.2) ( 165.2) (2 15.8) 
conmKlnstoclt 10.2 136.6 572.6 
proaeds from long-term debt - others - 296.8 1.5 10.9 
Repayment of long-term debt - others (122.7) - (600.0) 
Early exchange of quity units - - ( 17.7) 
Net incmmc (dcmeaae) in short-term debt (37.5) (3 12.5) 350.0 
Equity contract adjustment paymc nts (17.4) (20.3) (1 5.3) 

Cash flows from financing activities (330.3) (64.6) 1,602.4 

Net (dccrtruc) hcreaae in d d am!& equivdents 42.4 (342.9) 372.9 

Cash and cash equivalents at beq$dng of period 28.0 370.9 (2.0) 

Cash and casb tquivdcnts at end ofperiod $ 70.4 $ 28.0 $ 370.9 

The accompanying notes am an integral part of the condensed financial stattmcnts. 
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SCHEDULE I - CONDENSED P A R E "  COMPANY F"AWIAL 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 subsidiaries 
using tbe 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 2004 Annual Report, which information is hereby incorporated by reference. 

accounting principles. Actual results could differ from those estimates. 
The use of estimates is inherent in the preparation of financial statements in accordance with generally accepted 

See Note 7 to the TECO Energy Consolidated Financial Statements for a description and details of l ong-k  debt 
obligations of the parent company. 

3. Commitments d Contingeneiea 

See Note 12 to the TECO Energy Consolidated Financial Statements for a description of all m+rhl ContingeaCies 
and -tees outstanding of the parent company. 

4. Subsequent Events 

See Note 23 to the.TEC0 Energy Consolidated Financial Statements for a description of events that occurred 
subsequent to Dec. 31.2004 that affected the parent company. These include the sale of BCH Mech&uid; and the final 
settlement of Equity Security Units that resulted in the parent company issuing 6.85 million shares of common stock on Jan. 
1 8,2005 and receiving approximately $180 million of proceeds from this settlenmk 



SQIEDULE.II VALUATION AND QUALIFYING ACCOUNTS AND RESERVES 

TECO ENERGY, INC. 
For the Years Ended Dec. 31,2004,2003 and 2002 

(millions) 

Balance at Additions 
Beginning Charged to Other Payments & 
of Period Income Charees Deductions 

Allowance for Uncollectible Accounts: 
2004 $ 4.5 $ 8.4') $ 0.4 $ 5.3 

2003 $ 6.6 $ 7.0 $ (1.8) $ 7.3 

2m $ 7.1 $ 7.9 $ 0.2 $ 8.6 

Balance at 
End of 
Period 

$ 8.0 

$ 4.5 

$ 6.6 

(1) 
(2) 
(3) 

Writewff of individual bad debt accounts 
Includes $3.1 million charged to discontinued operations for asset impairments for BCH 
Includes $1.1 million of bad debt feservcs for prior Energy and BGA that were moved to assets held for salt 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, D.C. 20549 

FORM 10-Q 
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 
For the quarterly period ended June 30,2005 

or 

TRANSITION REPORT PURSUANT TO SECTION I3 OR 15(d) OF THE SECURITIES 
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, telqhone number Number 
1-8180 TECO ENERGY, INC. 59-2052286 

(a Florida corporation) 
TECO Plaza 
702 N. Franklin Street 
Tampa, Florida 33602 
(813) 228-1 11 1 

1-5007 TAMPA ELECTRIC C X " A N Y  
(a Florida corporation) 
TEm Plaza 
702 N. Ranklin Street 
Tampa, Florida 33602 
(813) 228-1 11 1 

Securities registered pursuant to Section 120) of the Act: 

Title of each class 

Common Stock, $1 .OO par value 
Common Stock Purchase Rights 

TECO Energy, Inc. 

59-0475140 

Name of each exchange on 
which registered 

New York Stock Exchange 
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 [XI NO E 3 

Indicate by check mark whether TECO Energy, Inc. is an accelerated filer (as defined in Exchange Act Rule 12b-2). 
YES [XI NO 3 

Indicate by check mark whether Tampa Electric Company is an accelerated filer (as defined in Exchange Act 
Rule 12b-2). YES c 1 NO hx3 

Number of shares of TECO Energy, Inc.'s common stock outstanding as of July 3 I ,  2005 was 207,857,509. 



As of July 3 1 2005, 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. 

Tampa Electric Company meets the conditions set forth in General Instruction (H) ( 1 )  (a) and (b) of Form 10-Q and is therefore 
filing this form with the reduced disclosure format. 

This combined Form 10-Q represents separate filings by TECO Energy, Inc. and Tampa Electric Company. Information contained 
herein relating to an individual registrant is filed by that registrant on its own behalf. Each registrant makes representations only as 
to information relating to itself and its subsidiaries. 

Page 1 of 50 
Index to Exhibits appears on page 49 



PART I. EINANCIAL WORMATION 

Item 1. CONSOLIDATED FINANCIAL STATEMENTS 

TECO ENERGY, INC. 

In the opinion of management, the unaudited consolidated financial statements include all adjustments that are of a 

recurring nature and necessary to fairly state the financial position of TECO Energy, Inc. and subsidiaries as of Jun. 30, 2005 

and Dec. 3 1,2004, and the results of their operations and cash flows for the periods ended Jun. 30,2005 and 2004. The 

results of operations for the three-month and six-month periods ended Jun. 30,2005 are not necessarily indicative of the 

results that can be expected for the entire fiscal year ending Dec. 3 1,2005. References should be made to the explanatory 

notes affecting the consolidated financial statements contained in TECO Energy, Inc.’s Current Report on Form 8-K dated 

May 23,2005, and to the notes on pages 9 through 24 of this report. 

Consolidated Balance Sheets, Jun. 30,2005 and Dec. 3 1,2004 

Consolidated Statements of Income for the three-month and six-month periods ended 
Ju~: 30,2005 a d  2004 

Consolidated Statements of Comprehensive Income for the three-month and six-month periods 
ended Jun. 30,2005 and 2004 

Consolidated Statements of Cash Flows for the six-month periods ended Jun. 30,2005 and 2004 

Notes to Consolidated Financial Statements 

I 

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS 
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TECO ENEXGY, INC. 
Consoiidated Balance Sheets 

Unaudited 

Assets Jun. 30, Dec. 31, 
(mill ions) 2005 2004 

Current assets 
Cash and cash equivalents $ 188.2 $ 96.7 
Restricted cash 57.1 57. I 
Receivables, less allowance for uncollectibles of $7.5 and 

$8.0 at Jun. 30,2005 and Dec. 3 1,2004, respectively 307.4 286.8 
Inventories, at average cost 

Fuel 72.0 46.2 
Materials and supplies 71.8 74.6 

Current derivative assets 24.0 3.8 
Prepayments and other current assets 42.4 43.6 
Assets held for sale - 128.8 

Total current assets 762.9 737.6 

Property, plant and equipment 
Utility plant in service 

Electric 4,843.6 4,857.9 
Gas 820.8 810.8 

Construction work in progress 192.4 207.1 
other property 826.7 847.6 
Property, plant and equipment, at original cost 6,683.5 6,723.4 
Accumulated depreciation (2,134.7) (2,065.5) 

Total property, plant and equipment (net) 4,548.8 4,657.9 

Other assets 
Deferred income taxes 804.9 875.0 
Other investments 8.0 8.0 
Regulatory assets 178.3 200.9 
Investment in unconsolidated affiliates 274.1 263 .O 
Goodwill 59.4 59.4 
Long-term derivative assets 1.7 
Deferred charges and other assets 1 14.7 111.5 
Assets held for sale 60.0 2,059.1 

Total other assets 1,501.1 3,576.9 

Total assets $ 6,812.8 $ 8,972.4 

- 

The accompanying notes are an integral part of the consolidated financial statements. 
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TECO ENERGY, INC. 
Consolidated Balance Sheets - continued 

Unaudited 

Liabilities and capital Jun. 30, Dec. 31, 
(millions) 2005 2004 

Current liabilities 
Long-term debt due within one year 

Recourse $ 5.5 $ 5.5 

Notes payable 70.0 115.0 
- 8.1 

247.9 257.8 
110.1 105.8 
- 11.5 
53.2 50.6 
55 -5 36.3 

2.2 1,631.8 
544.4 2,222.4 

Non-recourse 

Accounts payable 
Customer deposits 
Current derivative liabilities 
Interest accrued 
Taxes accrued 
Liabilities associated with assets held for sale 

Total current liabilities 

Other liabilities 
18.6 20.0 Investment tax credits 

Regulatory liabilities 576.0 539.0 
I 0.5 Long-term derivative liability 
352.0 35 1.5 Deferred credits and other liabilities 
I 672.2 Liabilities associated with assets held for sale 

Long-term debt, less amount due within one year 
Recourse 3,525.4 3388.9 

L 13.4 Non-recour se 
277.7 277.7 Junior subordinated - 2.9 

Total other liabilities 4,749.7 5,466.1 
Mmority interest 

Commitments and contingencies (see Note 11) 

Capital 
Common equity (400 million sham authorized; par value $1 ; 
207.8 million shares and 199.7 million shares outstanding at 
Jun. 30,2005 and Dec. 3 1,2004, respectively) 207.8 199.7 
Additional paid in capital 1,598.2 1,489.4 
Retained deficit (229.8) (357.6) 

(43.3) (43.8) Accumulated other comprehensive income 
Common equity 1,532.9 1,287.7 

Total capital 1,518.7 1,283.9 
Unearned compensation ( 14.2) (3.8) 

Total liabilities and capital $ 6,812.8 3 8,972.4 

The accompanying notes are an integral part of the consolidated financial statements. 
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TECO ENERGY, INC. 
Consolidated Statements of Income 

unaudited 
(millions, except per share amunrs) Three months ended Jun. 30, 

2005 2004 
Revenues 

Regulated electric and gas (includes franchise fees and gross receipts 

Unregulated 181.3 134.5 
Total revenues 719.0 668.9 

taxes of $20.6 in 2005 and $20.5 in 2004) $ 537.7 $ 534.4 

Jsxpenses 
Regulated operations 

Fuel 127.8 120.4 
Purchased power 44.9 53.0 

Other 65.5 62.4 
Other operations 170.0 139.4 
Maintenance 37.1 33.3 
Depreciation 69.9 70.1 
Taxes, other than income 44.7 48.4 

Total expenses 626.3 587.2 
Income from operations 92.7 81.7 
Other (expense) income 

Other income 34.3 38.2 

Cost of natural gas sold 66.4 60.2 

Loss on debt extinguishment (71.5) - 
Impairment on TIE Investment - (IS 1.9) 
Income (loss) from equity investments 13.7 ( 1.0) 

Total other expense (23.5) (1 14.7) 

Interest exmnse 76.4 82.6 
Interest charges 

~ 

Total interest charges 76.4 82.6 
Loss before provision for income taxes (7.2) (1 15.6) 
Provision (benefit) for income taxes 4.0 (15.2) 
Loss from continuing operations before minority interests (1 1.2) (1 00.4) 
Minority interest 23.6 18.5 

Discontinued operations 
Income (loss) from continuing operations 12.4 (8 1.9) 

Income (loss) from disconhued operations J 20.1 (40.6) 
Income tax provisions (benefit) 37.3 (14.3) 

Total discontinued operations 82.8 (26.3) 
Net income (loss) $ 95.2 $ (108.2) 
Average common shares outstanding - Basic 206.7 188.3 

- Diluted 208.9 188.3 
Earnings per share from continuing operations - Basic $ 0.06 $ (0.43) 

- Diluted $ 0.04 $ (0.43) 
Earnings per share from discontinued operations - Basic $ 0.40 $ (0.14) 

- Diluted $ 0.40 $ (0.14) 
Earnings per share - Basic $ 0.46 $ (0.57) 

- Diluted $ 0.44 $ (0.57) 
Dividends paid per common share outstanding $ 0.19 $ 0.19 

The accompanying notes are an integral part of the consolidated financial statements. 
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TECO ENERGY, INC. 
Consobdated Statements of Income 

Unaudited 
(millions, except per share amounts) Six months ended Jun. 30, 

2005 2004 
Revenues 

Regulated electric and gas (includes franchise fees and gross receipts 
taxes of $4 1.3 in 2005 and $41.3 in 2004) $ 1,059.8 $ 1,022.4 

Unregulated 343.9 262.5 
Total revenues 1,403.7 1,284.9 

Expenses 
Regulated operations 

Fuel 242.4 24 1.2 
Purchased power 85.8 82.1 

Other 126.5 127.6 
Cost of natural gas sold 149.9 119.1 

Other operations 315.6 273 -4 
Maintenance 76.1 66.5 
Depreciation 140.0 138.9 
Asset impairment - 6.7 
Taxes, other than income 94.8 95.9 

Total expenses 1,23 1.1 1,15 1.4 
Income from operations 172.6 133.5 
M e r  income (expense) 

Allowance for-other funds used during construction 
Other income 
Loss on debt extinguishment 
ImDairment on TIE Investment 

c 0.7 
71.4 84.8 

(7 1.5) - 
(15 1.9) 

Income from equity investments 28.9 5.9 
Total other income (expense) 28.8 (60.5) 

Allowance for borrowed funds used during construction - (0.3) 

Income before provision for income taxes 49.5 (96.8) 
Provision for income taxes 31.8 (5.0) 
Income from continuing operations before minority interests 17.7 (91.8) 
Minority interest 46.2 41.6 
Income (loss) from continuing operations 63.9 (50.2) 
Discontinued operations 

Income (loss) from discontinued operations 90.2 (85.5) 
Income tax provisions (benefit) 26.2 (30.0) 

Net income (loss) $ 127.9 $ (105.7) 
Average common shares outstanding - Basic 205 -5 188.2 

- Diluted 207.4 188.2 
Earnings per share from continuing operations - Basic $ 0.31 $ (0.27) 

- Diluted $ 0.29 $ (0.27) 
Earnings per share from discontinued operations - Basic $ 0.31 $ (0.29) 

- Diluted $ 0.31 $ (0.29) 
Earnings per share - Basic $ 0.62 $ (0.56) 

- Diluted $ 0.60 $ (0.56) 
Dividends paid per common share outstanding !§ 0.38 $ 0.38 

Interest charges 
Interest expense 15 1.9 170.1 

Total interest charges 151.9 169.8 

Total discontinued operations 64.0 (55.5) 

The accompanying notes are an integral part of the consolidated financial statements. 
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TECO ENERGY, INC. - 
Consolidated Statements of Compmbensive Income 

unaudited 

(millions) 

Net income (loss) $ 95.2 $ (103.2) $ 127.9 $ (105.7) 

Three months ended Jun. 30, Six months ended 3un. 30, 
2005 2004 2005 2004 

Other comprehensive (Loss) income, net of tax 
Net unredized (losses) gains on cash flow hedges (0.4) 6.9 0.5 3.4 
Other comprehensive (loss) income, net of tax (0.4) 6.9 0.5 3.4 

Comprehensive income (loss) $ 94.8 $ (101.3) $ 128.4 $ (102.3) 

The accompanying notes are an integral part of the consolidated financial statements. 
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TECO ENERGY, INC. 
Consolidated Statements of Cash Flows 

Unaudited 

Six munths ended Jun. 30, (millions) 
2005 2004 

Cash flows from operating activities 
Net income $ 127.9 $ (105.7) 
Adjustments to reconcile net income to net cash from operating activities: 

Depreciation 140.0 145.6 
Deferred income taxes 50.0 (1 11.1) 
Investment tax credits, net ( 1-4) ( 1-41 
Allowance for funds used during construction - ( 1 .o> 
Amortization of uneamed compensation 3 -8 6.8 
Gain on sales of businesslasets, pretax (181.1) (81.6) 

17.2 - Non-cash debt extinguishment charge, pretax 
(11.1) (5.8) 

Minority interest (46.2) (4 1.6) 
Asset impairment, pretax - 161.0 
D e f d  recovery clause (19.6) 26.2 
Receivables, less allowance for uncollectibles (40.3) (23.1) 
Inventories (28.3) 12.5 

Taxes accrued 9.4 102.6 
Interest accrued 20.7 31.8 

Other (6.3) (14.4) 

Equity in earnings of unconsolidated affiliates, net of cash distributions on earnings 

Prepayments and other deposits 4.5 2.7 

Accounts payable 16.2 (43.5) 

Cash flows from operating activities 55.4 40.0 

Allowance for funds used during construction - 1 .o 
Cash flows ftom investing actidtks 

Capital expenditures (I 42.3) (1 23.9) 

Net proceeds from sales of businesdassets 154.9 141.4 
Cash paid on disposition of business 
Net cash raduction from deconsolidation 1 (22.8) 

(31.8) - 

Restricted cash 28.0 (9.3) 
Distributions from unconsolidated affiliates 0.1 43.9 
Other noncurrent investments 4.2 12.8 

Cash flows from investing activities 13.1 43.1 
Cash nows from financing adiVities 

Dividends (78.7) (7 1.5) 
Common stack 190.9 6.5 
Proceeds fiom long-term debt 
Repayment of long-term debt (388.5) (86.5) 

298.9 - 

Minority interest 47.4 43.5 
Net decrease in short-term debt (45.0) (7.5) 
Equity contract adjustment payments (2.0) (1 0.2) 

Net increase (decrease) in cash and cash equivalents 91.5 (22.5) 
Cash flows from (used in) financing activities 23.0 (125.7) 

Cash and cash equivalents at beginning of period 96.7 108.2 
Cash and cash equivalents at end of period $ 188.2 $ 85.6 

The accompanying notes are an integral part of the consolidated financial statements. 
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TECO ENERGY, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

1. Summary of Sigaifcant Accounting Policies 

The significant accounting policies for both utility and diversified operations include: 

Principles of Consolidation 

controlled subsidiaries, and the accounts of variable interest entities for which it is the primary beneficiary (TECO Energy or 
the company). All significant inter-company balances and inter-company transactions have been eliminated in consolidation. 
The equity method of accounting is used to account for the majority-owned and wholly-owned investments in the subsidiaries 
that hold interests in the San Jose and Alborada power stations in Guatemala and the funding companies involved in the 
issuance of trust preferred securities since TECO Energy or affiliates are not the primary beneficiary of these variable interest 
entities. 

accounting principles (GAAP). Actual results could differ from these estimates. 

Segment Reporting 

company revised internal reporting information used for decision making purposes. With this change, management began to 
view the results and performance of TECO Guatemala, Inc. (TECO Guatemala) (formerly TWG Non-Merchant, Inc.), as a 
separate segment comprked of all Guatedan operations. TECO Guatemala includes the equity investments in the San Jose 
and Alborada power plants, the equity investment in the Guatemalan distribution company, EEGSA, and the TECO Guatemala 
parent company. Results for TECO Guatemala were previously reported in the Other Unregulated segment. Following the sales 
of the larger energy services businesses, which were previously reported in the Other Unregulated segment, the remaining small 
operations of TECO Solutions are now reported Within “Other & Eliminations.” Prior period segment results have been restated 
to reflect the revised segment structure (see Note 12). 

Revenues and Fuel Costs 

included in the “Receivablesy’ line item on the balance sheet. 

Purched Power 

power from entities not affiliated With TECO Energy at a cost of $44.9 million and $85.8 million, respectively, for the three 
months and six months ended Jun. 30,2005, compared to $53.0 miilion and $82.1 million, respectively, for the three months 
and six months ended Jun. 30,2004. Prudently incurred purchased power costs at Tampa Electric are recoverable through 
Florida Public Service C o d s s i o n  (FPSC)-approved cost recovery clauses. 

Accounting for Franchise Fees and Gmss Receipts 

costs incurred through prices approved by the WSC. The amounts included in customers’ bills for franchise fees and gross 
receipts taxes are included as revenues on the Consolidated Statements of Income. These amounts totaled $20.6 million and 
$41.3 million, respectively, for the three months and six months ended Jun. 30, 2005, compared to $20.5 million and $41.3 
million, respectively, for the three months and six months ended Jun. 30,2004. 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.” 
These totaled $20.5 million and $41.1 million, respectively, for the three months and six months ended Jun. 30,2005, 
compared to $20.5 million and $41.2 million, respectively, for the three months and six months ended Jun. 30,2004. 

Stock-Based Compensation 

Transition and Disclosure, an amendment of FASB Stutemenr No. 123, but applies Accounting Principles Board Opinion No. 
(APB) 25, Accounting for Stock Issued to Employees, and related interpretations in accounting for its stock-based compensation 
plans. Stock options are granted with an option price greater than or equal to the fair value on the grant date, therefore, no 
compensation expense has been recognized for stock options granted under the company’s stock-based compensation plans. If 
the company had elected to recognize compensation expense for stock options based on the fair value at grant date, consistent 
with the method prescribed by Financial Accounting Standard Board (FASB) Statement No. 123 (FAS 123), Accounting for 
Stock-Based Compensation, net income and earnings per share would have been reduced to the pro forma amounts as follows. 
These pro forma amounts were detemined using the Black-Scholes valuation model With weighted average assumptions as 
follows: 

The consolidated financial statements include the accounts of TECO Energy, Inc. and its majority-owned and 

The use of estimates is inherent in the preparation of financial statements in accordance with generally accepted 

During the first quarter of 2005, as part of its continued focus on core utility and profitable unregulated operations, the 

As of Jun. 30,2005 and Dec. 3 1,2004, unbilled revenues of $50.7 million and $46.3 million, respectively, are 

Tampa Electric purchases power on a regular basis to meet the needs of its customers. Tampa Electric purchased 

The regulated utilities (Tampa Electric and Peoples Gas System (PGS)) are allowed to recover from customers certain 

TECO Energy has adopted the disclosure-only provisions of FAS 148, Accounting for Stock-Based Compensation- 
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Pro Forma Stock-Based Compensation Expense 
Three months ended Jun. 30, Six months ended Jun. 30, 

(millions, except per share amounts) 2005 2004 2005 2004 
Net income (loss) from continuing operations 

As reported $ 12.4 $ (81.9) $ 63.9 $ (50.2) 
A~M: Unearned compensation expense ( I )  1.8 (0.2) 2.3 0.4 
k s s :  RO forma expense (*) 2.6 0.8 4.0 2.3 
Pro forma $ 11.6 $ (82.9) $ 62.2 $ (52.1) 

Net income (loss) 
As reported $ 95.2 $ (108.2) $ 127.9 $ (105.7) 
Add= Unearned compensation expense “) 1.8 (0.2) 2.3 0.4 
LRSS: RO forma expense ( 2 )  2.6 0.8 4.0 2.3 
Pro forma $ 94.4 $ (109.2) $ 126.2 $ (107.6) 

Net income from continuing operations - EPS, basic 
As reported 
pro forma 

$ 0.06 $ (0.43) $ 0.31 $ (0.27) 
$ 0.06 $ (0.44) $ 0.30 $ (0.28) 

Net income from continuing operations - EPS, diluted 
As reported $ 0.04 $ (0.43) $ 0.29 $ (0.27) 
Pro forma $ 0.04 $ (0.4) $ 0.28 $ (0.28) 

As reported $ 0.46 $ (0.57) $ 0.62 $ (0.56) 
pn, forma $ 0.45 $ (0.58) $ 0.61 $ (0.57) 

A s r e p o d  $ 0.44 $ (0.57) $ 0.60 $ (0.56) 
€40 forma $ 0.43 $ (0.58) $ 0.59 $ (0.57) 

Risk-free interest rate 4.02% 4.04% 4.02% 4.04% 
Expected lives (in years) 7 7 7 7 
Expected stock volatility 34.38% 34.098 34.3896 34.W% 

Net income - EPS, basic 

Net income - EPS, diluted 

Assumptions 

Dividend yield 4.69% 5.63% 4.69% 5.63% 
(1) Unearned compensation expense reflects the compensation expense of restricted stock awards, after-tax. 
(2) Compensation expense for stock options determined under the fair-value based method, after-tax, plus compensation 

expense associated with restricted stock awards, after-tax. 

Reclassifications 

have been reclassified from continuing operations to discontinued operations, as appropriate, for each of the entities as 
discussed in Note 15. 

Certain prior year amounts were reclassified to conform to the current year presentation. Results for all prior periods 

2. New Accounting Pronouncements 

Stock-Based Compensation 

and Exchange Commission (SEC). The revision to FAS 123 will require financial statement cost recognition for certain share- 
based payment transactions that are made after the effective date in return for goods and services. Additionally, the revision will 
require financial statement cost recognition for certain share-based payment transactions that have been made prior to the 
effective date but for which the requisite service is provided after the effective date. The company continues to evaluate the 
impact of implementing the revision to FAS 123 (see Note 1 for an approximation of the impact of implementing the revised 
statement). 

The effective date of FAS 123 (revised 2W), Share-Based Payment, was deferred to Jan. 1,2006 by the Securities 

Asset Retirement Obligations 
FASB Interpretation No. (FT“) 47, Accounting for Conditional Asset Retirement Obligation, an Interpretation of 

FASB Statement No. 143, was issued in March 2005 and becomes effective for fiscal years ending after Dec. 15,2005. FIN 
47 clarifies the term “conditional asset retirement obligation” as a legal obligation to perform an asset retirement activity in 
which the timing and method of settlement are conditiona1 on a future event that may or may not be within the control of the 
entity, and clarifies when an entity has sufficient information to reasonably estimate the fair value of an asset retirement 
obligation. The company continues to evaluate the impact of implementing FIN 47. 
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Accounting Changes and Error Corrections 
FASB Statement NO. 154, Accounting Changes and Error Corrections, was issued in May 2005 and becomes 

effective for accounting changes and corrections of errors made in fiscal years beginning after Dec. 15,2005. FAS 154 
requires retrospective application to prior periods’ financial statements for changes in accounting principle, redefines the term 
“restatement” as the revising of previously issued financial statements to reflect the correction of an error, requires that 
retrospective application of a change in accounting principle be limited to the direct effects of the change, and requires that a 
change in depreciation, amortization or depletion method for long-lived nonfinancial assets be accounted for as a change in 
accounting estimate effected by a change in accounting principle. This statement is not expected to materially impact the 
company. 

, 
3. Regulatory 

1 Cost Recovery - Tampa Electric 
Tampa Electric recovers the cost of fuel, purchased power, eligible environmental expenditures, and conservation 

through cost recovery clauses that are adjusted on an annual basis. As part of the regulatory process, it is reasonably likely that 
third parties may intervene in various matters related to fuel, purchased power, environmental and conservation cost recovery. 
The company is unable to predict the timhg, nature or impact of such future actions. ’ 

Regulatory Assets und Liabilities 
Tampa Electric and FGS maintain their accounts in accordance with recognrzed policies of the FPSC. In addition, 

Tampa Electric maintains its accounts’in accordance with recognized policies prescribed or permitted by the Federal Energy 
Regulatory Commission (FERC). These policies conform with GAAP in all material respects. 

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 year, to the period that the regulatory agency recognizes them. 

Tampa Electric and PGS apply the accounting treatment permitted by FAS 7 1, Accounting for the Efects of Certain 

Tampa Electric Storm Restoration Costs 
On Apr. 1,2005, Tampa Electric, the Office of Public Counsel, and the Florida lndustrial Power Users Group 

executed and filed with the FPSC a stipulation regarding the treatment of Tampa Electric’s 2004 hurricane restoration costs. 
The cumulative restoration costs of approximately $75 million exceeded by $32 million the company’s property insurance 
reserve account (storm reserve) as of August 2004 (prior to the first hurricane in 2004). In the stipulation, Tampa Electric 
agreed to charge $39 million of hurricane restoration costs as capital charges to “Plant In-Service” (rate base) rather than seek a 
customer surcharge to cover the storm reserve deficit. With this adjustment and additional normal accruals, the storm reserve 
had a positive balance of approximately $10 million going into this year’s hurricane season in June 2005. Additionally, Tampa 
Electric agreed not to seek an increase in base rates that would become effective prior to Jan. 1,2007, except to recover any 
future storm restoration costs in excess of the accrued storm reserve. The agreement was approved by the FPSC in May 2005. 
Details of the regulatory assets and liabilities as of Jun. 30,2005 and Dec. 31,2004 are presented in the following table: 



Regulatory Assets and Liabilities - 
(millions) Jun. 30,2005 Dec. 31,2004 
Regulatory assets: 

Regulatory tax asset ( I )  $ 64.5 $ 57.6 

Included in the table below is the periodic expense for pension and other postretirement benefits offered by the 
company. No significant changes have been made to these benefit plans since Dec. 3 1,2003. On May f 9,2004, the FASB 
issued FSP 106-2, Accounting and Disclosure Requirements Related to the Medicare Prescription Drug, Improvement nnd 
Modernization Act of 2003, (the Act), which supersedes FSP 106-1 and was effective for the period beginning Jul. 1,2004 for 

~ thecompany. 

Other: 
Cost recovery clauses 
Deferred bond refinancing costs 
Environmental remediation 
Competitive rate adjustment 
Transmission and distribution storm reserve 

57.6 
30.6 
16.9 
5.5 
- 

48.2 
32.5 
16.9 
6.1 

28.0 
Other 3.2 11.6 

113.8 143.3 
Total regulatory assets $ 178.3 $ 200.9 
Regulatory liabilities: 

Regulatory tax liability ( I )  $ 25.0 $ 29.5 
Other: 

Deferred allowance auction credits 3 -4 2.3 

Environmental remediation 16.9 16.9 
Recovery clause related 6.4 8.7 

Transmission and distribution storm reserve 
Deferred gain on property sales (3) 

Accumulated reserve - cost of removal 
Derivative liability 

9.9 - 
3.9 1.7 

494.8 479.9 
15.1 - 

~~ 

551.0 509.5 
Total regulatory liabilities $ 576.0 $ 539.0 
(1) 

(2) 
(3) 

Related primarily to plant life. Includes $13.8 million and $14.6 million of excess deferred taxes as of Jun. 30,2005 
and Dec. 3 1,2004, respectively. 
Amortized over the term of the related debt instrument. 
Amortized over a 5-year period with various ending dates. 

- 

4. Income Tax Expense 

During the six months ended 3un. 30,2005 and Jun. 30,2004, the company experienced a number of events that have 
impacted the overall effective tax rate on continuing operations, These events included permanent reinvestment of foreign 
income under Accounting Principles Board Opinion No. 23, Accounting for Taxes - Special Areas, (APB 23), adjustment of 
deferred tax assets for the effect of an enacted change in state rates, repatriation of foreign source income to the United States 
and reduction of income tax expense under the new "tonnage tax" regime. 

On Oct. 22,2004, the President signed the American Jobs Creation Act of 2004 (the Act). The Act creates a 
temporary incentive for U.S. corporations to repatriate accumulated income earned abroad by providing an 85% dividend- 
received deduction for certain dividends from controlled foreign corporations. The company elected to apply the relevant 
provisions of the Act With respect to its 2005 cash dividends. For the six months ended Jun. 30,2005, the company 
repatriated $9 million. 

gross income certain income from activities c o ~ e ~ t e d  with the operation of a U.S. flag vessel in U.S. foreign trade and 
become subject to a tax imposed on the per-ton weight of the qualified vessel instead. The company elected to apply Code 
Section 248 for qualified vessels in 2005. 

Code Section 248 of the Act also introduced a new "tonnage tax," which allows corporations to elect to exclude from 

5. Employee Postretirement Benefits 
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Pension Expense (Benefit) 
(WlillWnS) Pension Benefits Other Postretirement Benefits 
Three months ended Jun. 30. 2005 2004 2005 2004 
Components of net periodic benefit expense 
Service cost (benefits earned during the period) 
Interest cost on projected benefit obligations 
Expected return on assets 
Amortization of: 

Transition (asset) obligation 
Prior service (benefit) cost 
Actuarial loss 

$ 4.1 $ 4.2 $ 1.7 $ 1.2 
8.2 8.2 2.8 3 -0 

(9.3) (9.8) c - 

- (0.3) 0.7 0.7 
(0.2) (0.1 1 0.7 0.5 
1 .o 0.7 - 0.4 

Pension expense 3.8 2.9 5.9 5.8 
Settlement 1.4 
Net pension expense recognized in the 

Six mnthr ended Jun. 30, 
Components of net periodic benefit expense 
Service cost (benefits earned during the period) $ 8.1 $ 8.5 $ 3.3 $ 2.4 
Interest cost on projected benefit obligations 16.4 16.5 5.6 6.0 
Expected rem on assets (1 8.6) (19.6) 7 

Amortization of: 

- - - 

TECO Energy Consolidated Statements of Income $ 5.2 $ 2.9 $ 5.9 $ 5.8 

Transition (asset) obligation (0.1) (0.6) 1.4 1.4 

- 0.8 
Prior service (benefit) cost (0.3) 
Actuarial loss 2.1 1.4 

Pension expense 7.6 5 -9 11.8 11.6 
Settlement 1.4 3.2 
Additional amounts recognized - 0.3 
Net pension expense recognized in the 

(0.3) 1.5 1 .O 

- - 
- - 

TECO Energy Consolidated Statements of Income $ 9.0 $ 9.4 $ 11.8 $ 11.6 

For the fiscal 2005 plan year, TECO Energy assumed an expected long-term return on plan assets of 8.75% and a 
discount rate of 6.00% at its Sep. 30,2004 measurement date. During 2005, the company Will contribute approximately $17.3 
million to the pension plans. This contribution Will be made on or before Sep. 15,2005. 

6. ShorbTerm Debt 

At Jun. 30,2005 and Dec. 31,2004, the following credit facilities and related borrowings existed: 

Credit Facilities Jun. 30.2005 Dec. 31. 2004 
Letters Letters 

Credit Borrowings of Credit Credit Burrowings of Credit 
lmil Lions j Facilities Outstandinn ( I )  OutstandinR Facilities OutstandinR (IJ Outstandina 

Tampa Electric Company: 
3-year facility $ 150.0 $ 10.0 $ - -  $ 150.0 $ 115.0 $ - 

- - - 125 .O 3-year facility 125.0 - 
1 -year accounts 

- - - - receivable faci 1 i ty 150.0 60.0 
TECO Energy: 

3-year facility 200.0 - 27.6 200.0 - 27.4 
Total $ 625.0 $ 70.0 $ 27.6 $ 475.0 $ 115.0 $ 27.4 

(1) Borrowings outstanding are reported as notes payable. 

These credit facilities require commitment fees ranging from 17.5 to 50.0 basis points. The weighted-average interest 
rate on outstanding notes payable at Jun. 30,2005 and Dec. 3 1,2004 was 3.20% and 3.3296, respectively. 
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Tampa Electric Company Accounts Receivable Facility 
In January 2005, Tampa Electric Company and TEC Receivables Cop (TRC), a wholly-owned subsidiary of Tampa 

Electric Company, entered into a $150 million accounts receivable securitized borrowing facility. The assets of TRC are not 
intended to be generally available to the creditors of Tampa Electric Company. Under the Purchase and Contribution 
Agreement entered into in connection with that facility, Tampa Electric Company sells and/or contributes to TRC all of its 
receivables for the sale of electricity or gas to its retail customers and related rights (the Receivables), with the exception of 
certain excluded receivables and related rights defined in the agreement, and assigns to TRC the deposit accounts into which the 
proceeds of such Receivables are paid. The Receivables are sold by Tampa Electric Company to TRC at a discount. Under the 
Loan and Servicing Agreement among Tampa Electric Company as Servicer, TRC as Borrower, certain lenders named therein 
and Citicorp North America, Inc. as Program Agent, TRC may borrow up to $150 million to fund its acquisition of the 
Receivables under the Purchase Agreement. TRC has secured such borrowings with a pledge of all of its assets including the 
Receivables and deposit accounts assigned to it. Tampa Electric Company acts as Servicer to service the collection of the 
Receivables. TRC pays program and liquidity fees based on Tampa Electric Company’s credit ratings. The receivables and the 
debt of TRC are included in the consolidated financial statements of Tampa Electric Company. 

7. Long-Term Debt 

On May 26,2005, TECO Energy compieted an institutional private placement of $200 million aggregate principal 
amount of 6.75% Notes due 2015, which produced net proceeds to the company of approximately $198.2 million. The 
company may redeem all or any part of the 6.75% Notes at its option at any time and from time to time at a redemption price 
equal to the s u m  of (i) accrued and unpaid interest to the redemption date on the principal amount of the 6.75% Notes to be 
redeemed, plus (ii) the greater of (A) 100% of the principal amount of the 6.75% Notes to be redeemed or (B) the net present 
value of the remaining payments of principal and interest on the 6.75% Notes to be redeemed, discounted at an applicable 
treasury rate (as defmed in the applicable indenture), plus 50 basis points. 

Also on that date, as part of TECO Energy’s debt redemption and refinancing plan, TECO Energy called for 
redemption all $380 million aggregate principal amount of its 10.5% Notes due 2007. The company completed the redemption 
on Jun. 27,2005 utilizing the p ” l s  from the 6.75% Note placement and available cash on hand at a redemption price of 
114.3% of the principal amount plus unpaid and accrued interest to the date of redemption. The total aggregate redemption 
price was approximately $437.2 million, including approximately $2.9 million of accrued interest. The company recorded 
pretax debt-extinguishment charges in the second quarter totaling $7 1.5 million ($45.0 million after tax), consisting of the $54.4 
million make-whole cash premium paid in the redemption and a $17.1 million non-cash charge for unamortized discount and 
debt issuance fees. 

amount of Floating Rate Notes due 2010, which resulted in net proceeds to the company of approximately $99.1 million. The 
Floating Rate Notes mature on M a y  i,20 10 and bear interest at a rate equal to LIBOR, as defined in the applicable indenture, 
plus 2.0% per annum. The company may redeem all or any part of Floating Rate Notes at its option at any time before May 1, 
2007, at a redemption price equal to the sum of (i) accrued and unpaid interest to the redemption date on the principal amount 
of the Floating Rate Notes to be redeemed, plus (ii) the greater of (A) 100% of the principal amount of tbe Floating Rate Notes 
to be redeemed, or (B) the net present value of the remaining payments of principal and interest on the Floating Rate Notes to 
be redeemed, discounted at an applicable treasury rate (as defined in the applicable indenture), PIUS 50 basis points. The 
company may also redeem the Floating Rate Notes, in whole or in part, at any time on or after May 1,2007 at a redemption 
price equal to 100% of the principal amount plus a premium declining ratably to par, plus accrued and unpaid interest. 

On Jun. 7,2005, TECO Energy completed an institutional private placement of $100 million aggregate principal 

Junior Subordinated Notes 
Effective Jan. 1 , 2004, TECO Energy adopted FIN 46R, Consolidation of Variable Interest Enrities, an Interpretation 

of ARB Nu. 51. As a result, the company prefemd securities that were issued by the funding companies established to issue the 
securities were no longer recognized as a result of the deconsolidation of the funding companies. As described below, the 
company issued junior subordinated notes to the funding companies in connection with the issuance of the trust preferred 
securities. The company has reflected the junior subordinated notes and the equity investment in the funding companies on the 
balance sheet. 

Capital Trust 1 
In December 2000, TECO Capital Trust I, a trust established for the sole purpose of issuing Trust Preferred Securities 

(TRuPS) and purchasing company prefemd securities, issued 8 million shares of $25 par, 8.5% TRuPS, due 2041, with an 
aggregate liquidation value of $200 milIion. Each TRuPS represents an undivided beneficial interest in the assets of the Trust. 
The TRuPS represents an undivided beneficial interest in a corresponding amount of the TECO Energy 8.5% junior 
subordinated notes due 2041. Distributions are payable quarterly in arrears on Jan. 3 I ,  Apr. 30, Jul. 3 1, and Oct. 3 1 of each 
year. Distributions were $4.3 million and $8.5 million for the three months and six months ended Jw. 30,2005, compared to 
$4.3 million and $8.5 million for the three months and six months ended Jun. 30,2004. These distributions were reflected in 
interest expense. 
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The $206.2 million of junior subordinated notes outstanding at Jun. 30,2005, including $6.2 million held by TECO 
Energy parent, may be redeemed at the option of TECO Energy at any time on or after Dec. 20,2005 at 100% of their principal 
amount plus accrued interest through the redemption date. Upon any liquidation of the company preferred securities, holders of 
the TRUPS would be entitled to the liquidation preference of $25 per share plus all accrued and unpaid dividends through the 
date of redemption. 

Capital Trust II 
In January 2002, TECO Energy sold 17.965 million adjustable conversion-rate equity security units in the form of 

9.5% equity security units at $25 per unit resulting in $436 million of net proceeds. The holders of these contracts were entitled 
to quarterly contract adjustment payments at the annualized rate of 4.39% of the stated amount of $25 per year through and 
including Jan. 15,2005. In August 2004, the company exchanged approximately 10.227 million common shares and $14.9 
million in cash for 10.756 million units through an early settlement offer. After the acceptance of the early settlement offer, 
approximately 7.209 million units remained outstanding. In October 2004, $162.7 million of TECO Capital Trust II mst 
preferred securities out of a total $1 80.2 million aggregate stated liquidation amount of such trust preferred securities 
outstanding were remarketed. At the closing of the remarketing on Oct. 15,2004, the company purchased $122.7 million 
aggregate stated liquidation amount of the trust preferred securities that were remarketed. The remaining trust preferred 
securities of this series represents an undivided beneficial interest in a corresponding amount of TECO Energy 5.934% junior 
subordinated notes due 2007. Junior subordinated notes totaling $71.5 million outstanding at Jun. 30,2005, including $14.0 
million held by TECO Energy parent. In connection with the remarketing, the distribution rate on the trust preferred securities 
was reset to a coupon rate of 5.934% per annum, payable quarterly, effective on and after Oct. 16,2004. Distributions were 
$0.9 million and $1.7 million, respectively, for the three months and six months ended Jun. 30,2005, and were $5.8 million and 
$1 1.5 million, respectively, for the thrm months and six months ended Jun. 30,2004. 

On Jan. 14,2005, the final settlement rate for TECO Energy’s remaining outstanding 7,208,927 equity security units 
(units) that were not tendered in the early settlement offer completed in August 2004 was set based on the average trading price 
of TECO Energy common stock from the 20 consecutive trading days ending Jan. 12,2005, as required under the terms of the 
units. On Jan. 18,2005, each holder of the TECO Energy units purchased from TECO Energy 0.9509 shares of TECO Energy 
common stock per unit for $25 per share. The cash for the unit holders’ purchase obligation was satisfied from the proceeds 
received upon the maturity of a portfolio of W.S. Treasury securities acquired in connection with the October 2004 remarketing 
of the trust preferred securities of TECO Capital Trust II. 

8. Common Stock 

TECO Energy issued 6.85 million shares of common stock on Jan. 18,2005, as part of the fmal settlement for the 
remaining outstanding equity security units outstanding under the TECO Capital Trust II securities, receiving approximately 
$1 80 million of proceeds from the settlement (see Note 7). 

9. Other Comprehensive Income 

TECO Energy reported the following other comprehensive income (loss) (OCI) for the three months ended Jun. 30, 
2005 and 2004, related to changes in the fair value of cash flow hedges: 

Other Comprehensive Income (Loss) 
(millions) Gross TUX Net Gross TaX Net 
2005 
Unrealized (loss) gain on cash flow hedges $ (0.1) $ - $ (0.1) $ 6.0 $ 3.2 $ 2.8 

(Loss) gain on cash flow hedges (0.6) (0.2) (0.4) 2.4 1.9 0.5 
Total other comprehensive (loss) income $ (0.6) $ (0.2) $ (0.4) $ 2.4 $ 1.9 $ 0.5 

Three months ended Jun. 30, Six months ended Jm. 30, 

Less: Gain reclassified to net income (0.5) (0.2) (0.3) (3.6) (1.3) (2.3) 

2004 
Unrealized loss on cash flow hedges $ (9.0) $ (3.9) $ (5.1) $ (17.6) $ (6.1) $ (11.5) 
Less: Loss reclassified to net income 18.4 6.4 12.0 23.4 8.5 14.9 

Total other comprehensive income $ 9.4 $ 2.5 $ 6.9 $ 5.8 $ 2.4 $ 3.4 
Gain on cash flow hedges 9.4 2.5 6.9 5.8 2.4 3 -4 
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Accumulated Other Comprehensive Income (Loss) 
(millions) Jun. 30,2005 Dec. 31,2004 

Net unrealized gains (losses) from cash flow hedges 1.0 0.5 
Minimum pension liability adjustment ( I )  $ (44.3) $ (44.3) 

Total accumulated other comprehensive income 3 (43.31 $ (43.8) 
I 

( 1) 
(2) 

Net of tax benefit of $27.9 million as of Jun. 30,2005 and Dec. 3 1,2004. 
Net of tax provision (benefit) of $0.6 million and ($1.3) million, as of Jun. 30,2005 and Dec. 3 1,2004, respectively. 

10. Earnings Per Share 

For the three months and six months ended Jun. 30,2005, stock options for 5.5 million shares were excluded from the 
computation of diluted earnings per share due to their antidilutive effect compared to 10.7 million shares for the same periods in 
2004. Additionally, 14.9 million common shares issuable under the purchase contract associated with the equity security units 
were also excluded from the computation of diluted earnings per share for the three months and six months ended Jun. 30, 
2004, due to their antidilutive effect. 

(millions, except per share awwunts) Three months ended Jun. 30, Six months ended Jun. 30, 
~ 2005 2004 2005 2004 

~ ~ ~~ ~ ~ 

Net income from continuing operations, basic $ 12.4 $ (81.9) $ 63.9 $ (50.2) 
Effect of contingent performance shares 
Net income from continuing operations, diluted 8.3 (81.9) 59.8 (50.2) 
Discontinued operations, net of tax 82.8 (26.3) 64.0 (55.5) 
Net income. diluted $ 91.1 $ (108.21 !§ 123.8 $ (105.73 

- (4.1) - (4.1) 

~ 

Average number of shares outstanding - basic 206.7 188.3 205.5 188.2 
Plus: Incremental shares for unvested restricted stock and assumed 

conversions: Stock options at end of period, unvested - 5.7 - unrestricted stock and contingent performance shares 5.9 
(3.7) - (3.8) - Less: Treasury shares which could be purchased 

Average number of shares outstanding - diluted 208.9 188.3 207.4 188.2 
Earnings per sbare from continuing operations 

Basic $ 0.06 $ (0.43) $ 0.31 $ (0.27) 
Diluted $ 0.04 $ (0.43) $ 0.29 $ (0.27) 

Basic $ 0.40 $ (0.14) !§ 0.31 $ (0.29) 
Diluted $ 0.40 !§ (0.14) $ 0.31 $ (0.29) 

Basic $ 0.46 !$ (0.57) $ 0.62 $ (0.56) 
Diluted $ 0.44 $ (0.571 $ 0.40 $ (0.56) 

Earnings per share from discontinued operations, net 

Earnings per share 
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11. Commitments and Contingencies - 

Capital Expenditures 
TECO Energy has made certain commitments in connection with its continuing capital expenditure program. At Jun. 

30,2005, the estimated capital expenditures for the full year 2005 are approximately $305 million, and are summarized below. 
These estimated expenditures are expected to be offset by proceeds from asset and business sales of approximately $259.6 
million, including the sale of membership interests in TECO Coal synfuel assets of approximately $1 16 million and the sale of 
TWG Merchant's interests in Commonwealth Chesapeake Company, LLC (CCC) of $88.5 million and TPS Dell, LLC of $75 
million, partially offset by the $3 1.8 million payment in connection with the transfer of ownership of the Union and Gila River 
project companies (see Note 15). 

Forecasted Full-Y ear Capital Investments 

(millions) 2005 
Estimated 

Tampa Electric $ (214.5) 
Peoples Gas (40.0) 
TECO coal (23.7) 
TECO Transport ( 19.5) 
other (7.3) 
Total capital expenditures (305 .O) 
Proceeds from asset sales 259.6 
Other investments and restricted cash 33.8 
Cash flow from investing activities $ 11.6 

Legal Contiagencies 
G m p  Litigation 
In March 2001 , TECO Wholesale Generation, Inc. (TWG) (under its former name of TECO Power Services 

Corporation) was served with a lawsuit in the Circuit Court for Hillsborough County by a Tampa-based f m  named G r u p  
Int"erica, LLC (Grupo) in connection with a potential investment in a power project in Colombia in 1996. Grupo alleged, 
among other things, that TWG breached an oral contract with Grupo. The trial court granted TWG's motions for summary 
judgment on Oct,18,2004, and the plaintiffs appealed. Oral argument in the case has been scheduled for Sept. 13,2005, and 
the company expects that the appellate court would render a decision by the end of 2005. 

On Aug. 30,2004, a Colombian trade union, Sindicato de Trabajadores de la Electricidad de Colombia (the Union), 
which was to be the ownerAessor of the power plant if the transaction had been consummated, filed a demand for arbitration in 
Colombia pursuant to provisions of a confidentiality and exclusivity agreement (the confidentiality agreement) between the 
Union and an indirect subsidiary of TWG, TPS International Power, Inc. ("€'SIP), alleging breach of contract and seeking 
damages of approximately $50 million. TECO Energy, Inc. and TWG also were named, although those companies were not 
parties to the confidentiality agreement. Grupo is funding this arbitration pursuant to a contract under which Grupo would 
share h any recovery 75% to Grupo and 25% to the Union. The parties' arbitrators have been selected by the parties. TPSP 
has filed a counterclaim seeking to limit the payment to the amount of recovery, if any, that will go to the Union to the 25% it 
has agreed to under its arrangement With Grupo under a Colombian statute that addresses the assignment of litigious fights. The 
Colombian statute only allows recowry by the aggrieved party (the Union in this case) and reimbursement by Grupo of the 
costs of the Union's recovery. On Apr. 26,2005 the arbitration panel in Colombia convened and took the following actions: 
dismissed TECO Energy and TWG for lack of jurisdiction; accepted TpSIP's counterclaim; and established the arbitrator's fees 
at $0.7 million, which have all been paid by Grupo. Grupo and the Union have restated their claim and filed the agreement 
between them, which in addition to the allocation of the proceeds of recovery 75% to Grupo and 25% to the Union, further 
requires that Grupo pay the Union $10 million if a proceeding had not been filed in Colombia by a date certain. Discovery has 
not begun but consists of paper filings. The company expects that TPSP and Grupo will engage experts on the subject of 
damages. This proceeding may take 18 to 24 months. 

Tampa Electric Transmission Litigation 
As previously reported, three lawsuits had been filed in the Circuit Court in Hillsborough County against Tampa 

Electric in connection with the location of transmission structures and upgrades to a substation in certain residential areas by 
residents in the areas surrounding the structures and substation. In April 2005, a fourth lawsuit by another group of residents 
who live in the vicinity of large transmission lines was filed in the Circuit Court in Hillsborough County and has been 
consolidated With the Jorissen case, one of the previously filed lawsuits. The high-voltage power lines are needed by Tampa 
Electric to move electricity from its power generating facilities in the eastern part of its service territory to the northwest part of 
its service territory where significant population growth has been experienced. The design provided a loop in order to enhance 
reliability for the benefit of customers. The resident plaintiffs are seeking to remove the poles or to receive monetary damages. 
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The plaintiffs were seeking class action status, which was denied. The three cases are pending before two separate judges. 
Summary judgment denying injunctive relief (non-monetary relief) has been granted in one of the cases and motions for 
summary judgment in the other two cases (Shaw and Jorissen), which were consolidated, were denied by Judge Jsom who has 
now moved to another division. The cases are presently scheduled for trial in September 2005, but Tampa Electric believes 
that they will be transferred to the large case docket and scheduled for a later date, Recently, the two consolidated cases have 
been severed, and Tampa Electric has filed new motions for partial summary judgment on injunctive relief in both of the cases 
raising issues that have not yet been before the court. The motion for partial summary judgment in the Jorissen case was argued 
on Aug. 4,2005, and the Court took it under advisement to rule at a later date. On Aug. 3,2005, the Court denied the Shaw 
plaintiffs’ motion to amend their complaint to add punitive damages. The company continues to defend these cases vigorously 
and to evaluate its alternatives wkh respect to these various lawsuits. 

Securities Class Action Lawsuits & Related SEC Inquiry 
A number of securities class action lawsuits were filed in August, September and October 2004 against the company 

and certain current and former ofFIcers (the defendants) by purchasers of TECO Energy securities. These suits, which were 
filed in the U.S. District Court for the Middle District of Florida, allege disclosure violations under the Securities Exchange Act 
of 1934. These actions were consolidated, and, on Feb. 1,2005, the Court entered its order appointing (i) the “‘IECO Lead 
Plaintiff Group,” comprised of NECA-IBEW Pension Fund (The Decatur Pian), Monroe County Employees Retirement 
System, John Marder and Charles Korpak, as the Lead Plaintiff for the Class and (ii) the law fifm of Lerach Coughlin Stoia 
Geller Rudman & Robbins LLP as Lead Counsel. The plaintiffs filed their Consolidated Class Action Complaint for Securities 
Fraud on May 3,2005. The consolidated complaint maintains the same class period, Oct. 30,2001 to Feb. 4,2003, and the 
same parties as those contained in the original complaint. The nature of the claims, which relate to the adequacy of the 
company’s disclosures and financial reporting, also remains the same. The defendants filed their motion to dismiss on 3ul. 25, 
2005, and the plaintiffs have 60 days to file a response. The motion would then be before the Court for a decision, which could 
be made based on the papers or after a hearing, if scheduled, at the Court’s discretion. The company intends to defend the 
litigation vigorously. In addition, in connection with the previously disclosed SEC informal inquiry resulting from a letter from 
the non-equity member in CCC raising issues related to the arbitration proceeding involving that project, the SEC has requested 
additional information primarily relating to the allegations made in these securities class action lawsuits focusing on various 
merchant plant investments and related matters. The company is cooperating and has provided significant information on an 
agreed schedule and pursuant to an agreed process. 

Other issues 
The company cannot predict the ultimate resolution of any of these matters, including the class action litigation, the 

Tampa Electric transmission litigation, and the Grupo-related proceedings, at this time, and there can be no assurance that any 
such matters will not have a material adverse impact on TECO Energy’s financial condition or results of operations. 

From time to time TECO Energy and its subsidiaries are 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 appropriate, accruals are made in accordance with FAS 5 ,  Accounting for Contingencies, to provide for matters that are 
probable of resulting in an estimable, materid loss. While the outcome of such proceedings is uncertain, management believes 
that the ultimate resolution of these pending matters will not have a material adverse effect on the company’s results of 
operations or financial condition. 

Superfund and Former Manufactured Gas Plant Sites 

(PRP) for certain superfund sites and, through its Peoples Gas division, for certain former manufactured gas plant sites. While 
the joint and several liabiiity associated with these sites presents the potential for significant response costs, as of Jun. 30,2005, 
Tampa Electric Company has estimated its ultimate financial liability to be approximately $17 million (of which only $0.1 
million is attributable to superfund liability), and this amount has been accrued in the company’s 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 recoveries. 

Allocation of the responsibility for remediation costs among Tampa Electric Company and other PWs is based on 
each party’s 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. 

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. 

Tampa Electric Company, through its Tampa Electric and Peoples Gas divisions, is a potentially responsible party 
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Guarantees and Letters of Credit 

guarantees as of Jun. 30,2005 are as follows: 
A summary of the face amount or maximum theoretical obligation under TECO Energy’s letters of credit and 

Letters of Credit and Guarantees 
Letters of Credit and Guarantees After Liabilities Recognized 

fur the Ben@ of (millions) 200.5 2006 2007-2009 2009 Total at Jun. 30, 2005 
Tampa Electric 

Letters of credit $ -  $ -  $ -  $ 2.4 $ 2.4 $ -  
Guarantees: 

Fuel purchasdenergy management (”*) - - - 20.0 20.0 2.4 
- - - 22.4 22.4 2.4 

TECO Transport 

TECO Coal 
- - - 2.4 2.4 Letters of credit - 

Letters of credit - - - 20.0 20.0 - 
Guarantees: Fuel purchase related 10.0 - - 1.4 11.4 2.6 

10.0 - - 21.4 31.4 2.6 
TECO Guatemala 

TWG Merchant 
Letters of d i t  - - 4.9 I 4.9 - 

Guarantees: 

Other subsidiaries 
Guarantees: 

Risk management related (3) 74.2 - - - 74.2 - 

- Fuel purchasdenergy management (‘W21 - - I 2.7 2.7 
Total $ 84.2 $ 4.9 $ - $ 48.9 $ 138.0 $ 5.0 

(1) 
(2) 

These guarantees renew annually and are shown on the basis that they will continue to renew beyond 2009. 
The amounts shown are the maximum theoretical amount guaranteed under current agreements. Liabilities recognized 
represent the associated obligation of TECO Energy under these agreements at Jun. 30,2005. The obligations under 
these letters of credit and guarantees include net accounts payable and net derivative liabilities. 
These represent guarantees of agreements between TECO Energy Source and various counterputies, primarily 
financial institutions, to enable the execution of transactions for hedging activities on behalf of TECO Energy, TECO 
Transport and TECO Coal. 

(3) 

Financial Covenants 

financial tests as defined in the applicable agreements. In addition, TECO Energy, Tampa Electric and other operating 
companies have certain restrictive covenants in specific agreements and debt instruments. At Jun. 30,2005, TECO Energy, 
Tampa Electric and the other operating companies are in compliance with all required financial covenants. 

In order to utilize their reswtive bank credit facilities, TECO Energy and Tampa Electric must meet certain 

12. Segment Information 

TECO Energy is an electric and gas utility holding company with significant diversified activities. Segments are 
determined based on certain qualitative and quantitative factors as required by FAS 13 1, Disclosures about Segments of an 
Enterprise and Related Information. Qualitative factors used to determine segments consider how management evaluates, 
measures and makes decisions with respect to the operations of the entity. The quantitative factors consider each subsidiary’s 
contribution of revenues, net income and total assets. AI1 significant intercompany transactions are eliminated in the 
consolidated financial statements of TECO Energy, but are included in determining reportable segments. 

As more fully described in Note 1, during the first quarter of 2005 the company revised internal reporting information 
for the purpose of evaluating, measuring and making decisions with respect to the components which previously comprised the 
Other Unregulated operating segment. The revised operating segment, TECO Guatemala, is comprised of all Guatemalan 
operations. The remaining components are now included in Other & Eliminations. 

The information presented in the following table excludes all: discontinued operations (see Note 15). 
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Segment Information 
(millions) Tampa Peoples TECO TECO TECOt8' TWG Other& TECO 
Three months ended Jun. 30, Electric Gas Coal Transporl Guatemala Merchant Eliminations Energy 
2005 

~ Revenues - external $ 424.7 $ 113.0 $ 128.2 $ 47.1 $ 1.7 $ 0.1 $ 4.2 $ 719.0 

Total revenues 425.4 113.0 128.2 70.5 1.7 0.1 (19.9) 719.0 
Depreciation 46.6 8.6 8.9 5.4 0. I 0.2 0.1 69.9 
Total interest charges (2 )  23.8 3.8 3.2 1.2 3.6 4.4 36.4 76.4 

Provision (benefit) for taxes 23.1 3.8 15.3 1.9 1.3 (4.8) (36.6) 4.0 
Net income (loss) from 
continuing operations $ 38.8 $ 6.0 $ 28.4 $ 5.3 $ 7.9 !§ (8.6) $ (65.4)'3' $ 12.4 

Revenues - external $ 428.7 $ 305.7 $ 82.7 $ 39.3 $ 4.8 $ 1.6 $ 6.1 $ 668.9 

Total revenues 429.5 105.7 82.7 60.8 4.8 1.6 (16.2) 668.9 
Depreciation 46.0 8.5 9.6 5.5 0.2 0.1 0.2 70.1 
Total interest charges (2) 23.6 3.9 2.6 1.3 3.9 14.4 32.9 82.6 

Provision (benefit) for taxes 25.5 3 -7 10.1 1 .o 17.1 (60.0) (12.6) (15.2) 
Net income (loss) income from 
continuing operations $ 41.9 $ 5.9 $ 17.7 $ 1.9 $ (16.3)(4) $ (113.1)(5) $ (19.9)'31 $ (81.9) 

Sales to affiliates 0.7 - - 23.4 - - (24.1) - 

Internally allocated interest ('I - - 3.2 (0.2) 3.6 4.4 (11.0) - 

2004 

Sales to affiliates 0.8 - - 21.5 - - (22.3) - 

~ n t e d ~ y  allocated interest (2) - - 2.6 (0.2) 3.8 14.4 (21.0) (0.4) 

Six nwnths ended Jun. 30, 
2005 

Revenues - external $ 804.1 $255.7 $ 238.0 $ 94.1 $ 3.9 $ 0.4 $ 7.5 $ 1,403.7 
Sales to affiliates 1.4 - - 43.8 - - (45.2) c 

Total revenues 805.5 255.7 238.0 137.9 3.9 0.4 (37.7) 1,403.7 
Depreciation 93.2 17.3 17.9 10.8 0.3 0.3 0.2 140.0 
Total interest charges (2) 48.1 7.6 6.4 2.6 7.1 10.2 69.9 151.9 
~nternally allocated interest (*) - - 6.3 (0.2) 
Provision (benefit) for taxes 36.5 11.8 34.4 4.2 0.9 (8.0) (48.0) 31.8 
Net income (loss) from 
continuing operations $ 60.8 $ 18.8 $ 55.9 $ 9.4 $ 19.4 $ (14.3) $ (86.1)(3' $ 63.9 

Revenues - extemal $ 798.9 $223.5 $ 161.4 $ 80.1 $ 7.0 $ 3.7 $ 10.3 $ 1,284.9 

Total revenues 800.5 223.5 161.4 118.4 7.0 3.7 (29.6) 1,284.9 
Depreciation 91.1 16.9 18.6 10.9 0.3 0.5 0.6 138.9 
Total interest charges (2) 48.4 7.7 4.9 2.4 7.8 27.8 70.8 169.8 

Provision (benefit) for taxes 39.2 11.7 18.3 1.5 16.9 (69.2) (23.4) (5 .O) 
Net income (loss) income from 
continuing operations $ 65.8 $ 18.7 $ 33.1 $ 3.0@' $ (5.2)@' $ (128.7)'5' $ (36.9)'3) $ (50.2) 

At Jun. 30,2005 
Good will $ -  $ -  $ -  $ -  $ 59.4 $ - $ -  $ 59.4 
Investment in 

274.1 
I - - 8.0 8 .o Other non-current investments - - 

Total assets $4,237.7 $654.6 $ 427.9 $315.4 $375.1 $ 377.3 $424.3 $ 6,812.8 
At Dec. 31,2004 

Goodwill $ -  $ -  $ -  $ -  !§ 59.4 $ - $ -  $ 59.4 
Jnvestment in 
unconsolidated affiliates - - - 3.3 239.2 - 20.5 263 .O 

- - - c 8.0 8 .O Other non-current investments - - 
Total assets $ 4,167.3 $671.1 $ 413.9 $315.4 $363.6 $2,736.8"' $304.3 $ 8,972.4 

7.0 10.2 (23.3) - 

2004 

Sales to affiliates 1.6 - - 38.3 - - (39.9) - 

Internally allocated interest (2) - - 4.9 (0.3 7.6 27.8 (40.9) (1.1) 

- - 3.2 250.5 - 20.4 unconsolidated affiliates - 
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From continuing operations. All prior periods have been adjusted to reflect the reclassification of results from 
operations to discontinued operations for CCC and Frontera Generation Limited Partnership (Frontera) (formerly 
included in the TWG Merchant segment) and BCH Mechanical, Inc. (BCH) and other Energy Services operations 
(formerly included in the Other & Elhinations segment). 
Segment net income is reported on a basis that includes internally allocated financing costs. Total interest charges 
include internally allocated interest costs that for 2005 and 2004 were at pretax rates of 8949, based on an average of 
each subsidiary’s equity and indebtedness to TECO Energy assuming a 50/50 debvequity capital structure. 
Net income for the three months and six months ended Jun. 30,2005 includes a $45.0 million after-tax debt 
extinguishment charge at TECO Energy parent. The three and six months ended Jun. 30,2004 include a $1.6 million 
and $12.2 million after-tax gain, respectively, on the sale of TECO Energy’s interest in its propane business. Net 
income for the six months ended Jun. 30,2004 was partially offset by a $3.4 million after-tax asset impairment charge 
at TECO Solutions. 
Net income includes a $6.7 million after-tax debt extinguishment charge, and $19.3 million of taxes on repatriated 
cash. 
Net income includes a $98.7 million after-tax charge to write-off the TIE investment. 
TECO Transport’s 2004 net income includes a $0.8 million after-tax impairment. 
Includes TPGC assets classified as assets held for sale on the accompanying balance sheet that were transferred or sold 
in 2005 (see Note 15). 
TECO Guatemala’s businesses are not consolidated and are reported on the basis of being equity investments. 

13. Mergers, Acquisitions and Dispositions 

Union and Gh River Project Companies 

subsidiaries, Union Power Partners, L.P., Panda Gila River, L.P., Trans-Union Interstate Pipeline, L.P., and UPP Finance Co., 
LLC, owners of the Union and Gila River power stations in Arkansas and Arizona, respectively (CoIlectively, the Projects) to an 
entity owned by the Projects’ lenders in the manner set forth in the Projects’ confiied Joint Plan of Reorganization (the Plan). 
In connection with the transfer and the related release of liability, the company and its indirect subsidiaries paid an aggregate of 
$3 1 -8 million, consisting of $30.0 million to the Roject’s lenders as consideration for release of liability and $1.8 million as 
reimbursement of legal fees for two non-consenting lenders in the recently concluded Chapter 11 proceeding. The Projects 
reimbursed the company and its affiliates $0.4 million associated with transition services provided by the company and its 
affiliates. See Note 15 for additional details. 

On Jun. 1,2005, the company completed the previously announced sale and transfer of ownership of its indirect 

Commonwertltb Chesapeake Power Station 
On Apr. 19,2005 an indirect subsidiary of TECO Energy completed the sale of its membership interests in CCC, the 

owner of the Commonwealth Chesapeake Power Station in Virginia, to an affiliate of Tenaska Power Fund, L.P. Proceeds from 
the sale were approximately $89 million after consideration for the value of working capital less transaction-related expenses. 
As of a result of asset impairments recorded in the fourth quarter 2004, the sale transaction resulted in a pretax gain of $0.9 
million ($0.6 million after-tax) upon close. The transaction term provided for certain ordinary and customary post-closbg 
adjustments to working capital items, which are not expected to be material. CCC’s results are reflected in discontinued 
operations (see Note 15). 

Dell Power Station 

substantially all of its assets, including the Dell Power Station, to Associated Electric Cooperative, Inc. (AECI), a Missouri 
electric cooperative, for $75 million. These assets are classified as assets held for sale as of Jun. 30,2005 (see Note 15). The 
Dell Power Station is a partially constructed 599 megawatt, natural gas-fired, combined-cycle electric generating facility 
located in Dell, Arkansas. The sale is expected to close in the third quarter of 2005. The net carrying value of the Dell facility 
as of Jun. 30,2005 is $5 3.7 million. 

On Jun. 10,2005, an indirect subsidiary of TECO Energy entered into a Purchase and Sale Agreement to sell 

14. Asset Impairments 

In the second quarter of 2004, as part of the expected sale of TECO Energy’s indirect ownership interest in the Texas 
Independent Energy (TIE) project, the company recorded a !fi 15 I .9 million pretax impairment ($98.7 million after-tax). Results 
for the second quarter of 2004 also included the recognition of a $2.4 million pretax ($1.5 million after tax) valuation 
adjustment at TECO Solutions, Inc. related to a district cooling plant. 
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15. Discontinued Operations and Assets Held for Sale c 

Union and Gila River Project Companies 

Note 13). As a result of the transaction, the company recorded a non-cash, pretax gain of $1 17.7 million ($76.5 million afier- 
tax), which is reflected in discontinued operations. As of December 2003, the date the company decided to exit the projects, 
an impairment charge was recorded to reduce the property, plant and equipment associated with the projects to fair value. 
Subsequent to the impairment charge, and through the May 31,2005 effective date of the transfer to the lending group, the net 
equity of the projects was reduced by accumulated unfunded operating losses primarily related to unpaid accrued interest 
expense on the projects. As a result of the recognition of these subsequent losses, the book value of the assets was less than the 
book value of non-recourse project financing at the effective date of the sale and transfer to the lending group. Accordingly, the 
gain on the disposition represents the transfer of equity in the projects and the related non-recourse debt and other liabilities in 
excess of the asset value of the projects. 

As an asset held for sale, the assets and liabilities that were expected to be transferred as part of the sale, as of Dec. 3 1, 
2004, were reclassified in the balance sheet. The results from operations and the gain on sale have been reflected in 
discontinued operations for all periods presented. The following table provides selected components of discontinued operations 
for the Union and Gila River project companies. 

Components of income from discontinued operations - Union and Gila River Project Companies 
(millions) Six mnths ended J u n  30, 

2005 2004 2005 2004 
Revenues $ (43.8) $ 159.8 $ 0.4 $ 219.1 
Income (loss) from operations 18.8 (8.3) (3.7) (27.9) 
Gain on sale before tax 
Income (loss) before provision for income taxes (‘1 120.9 (40.2) 90.0 (79.2) 
Provision (benefit) for income taxes 37.1 (14.1) 25.6 (27.7) 

(1) Results for tbe three months and six months ended Jun. 30,2005 exclude $22.1 million and $44.3 million, respectively, 
($14.4 million and $28.8 million after-tax) of interest expense on non-recourse debt not recorded as a result of applying 
the provision of SOP 90-7 (see further discussion below). 

On Jun. 1,2005, the company completed the sale and transfer of the Union and Gila River project companies (See 

Three month ended Jun. 30, 

- 117.7 - f 17.7 

Net income (loss) from discontinued operations ( I )  $ 83.8 $ (26.1) $ 64.4 $ (51.5) 

- 
The following table provides a summary of the carrying amounts of the significant assets and liabilities reported in the 

combined current and non-current “Assets held for sale” and “Liabilities associated with assets held for sale” line items: 

Assets held for sale - Union and Gila River Project Companies 
(millions) Dec. 31, 2004 
Current assets $ 128.8 

1,369.0 Net property, plant and equipment 
Other investments 658.5 
Other non-current assets 22.4 

Total assets held for sale $ 2,178.7 

I 

Liabilities associated with assets held for sale - Union and Gila River Project Companies 
(millions) Dec. 31,2004 I Current portion of long-term debt, non-recourse - Secured Facility Note $ 1,395.0 
Other current liabilities I Long-term debt, non-recourse Financing Facility Note 

233.8 
658.5 

Other non-current liabilities 13.7 
Total liabilities associated with assets held for sale $ 2,301.0 

Net property, plant and equipment were reduced by accumulated depreciation of $49.4 million and a valuation 
adjustment of $1,099.3 million as of Dec. 3 1,2004. In accordance with FAS 144, no depreciation was recognized on the Union 
and Gila River project company assets in 2005 and 2004 as a result of being classified as held for sale. Had these assets not 
been classified as held for sale, $13.9 million and $34.9 million, respectively, of depreciation expense would have been 
recognized in the three months and six months ended Jun. 30, 2005 and $21.5 million and $42.9 million, respectively, for the 
three months and six months ended Jun. 30,2004. Further, in accordance with Statement of Position 90-7, Financial Reporting 
by Entiries in Reorgankation Under the Bankruptcy Code (SOP 90-7) and the provisions of the U.S. bankruptcy code and the 
Joint Plan, interest expense on the project entities’ non-recourse debt subsequent to the bankruptcy filing was not to be paid and 
was therefore not recorded. Had the bankruptcy proceeding not occurred, the Union and Gila River project entities would have 

I 
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recorded additional pretax interest expense of $22.2 million and $22.1 million during the first and second quarters of 200% 
respectively, which would have been reported in income (loss) from discontinued operations. 

Other transactions 

in December 2OO4), Prior Energy (sold in February 2004), TECO BGA (sold in 3anuary 2004), and TECO AGC (sold in 
November 2004). Results for the six months ended Jun. 30,2004 include a $2.4 million pretax ($1.5 million after-tax) asset 
impairment charge at TECO Solutions related to a district cooling plant. The following table provides selected components of 
discontinued operations for other than the Union and Gila River project companies: 

Components of income from discontinued operations include CCC (sold in April 2005 - see Note 13), Frontera (sold 

Components of income from discontinued operations - Other 
(millions) Six mnrhs ended Jun. 30, 

2005 2004 2005 2004 
Revenues !§ 1.7 $ 44.0 $ 9.2 $ 70.4 

Three months ended Jun. 30, 

(Loss) income from operations (1 .a ( 1.4) (0.2) (2.0) 
(Loss) income before provision for income taxes (0.8) (0.4) 0.2 (6.3) 
Provision (benefit) for income taxes 0.2 (0.2) 0.6 (2.3) 
Net (loss) income from discontinued operations $ (1.0) !§ (0.2) $ (0.4) $ (4.0) 

At Jun. 30, 2005, assets and liabilities held for sale-other includes substantially all of the assets of the Dell Power 
Station (see Note 13), and TECO Thermal (an investment of TECO Solutions). At Dec, 3 1,2004, assets and liabilities held for 
sale-otber includes BCH Mechanical and TECO Thermal, both investments of TECO Solutions. 

combined current and non-cment “Assets held for sale” and “Liabilities associated with assets held for sale” line item for all 
other transactions described above: 

The following table provides a summary of the carrying amounts of the significant assets and liabilities reported in the 

Assets held for sale - Other 
(millions) Jun. 30,2005 Dec. 31,2004 

Other non-current assets 3 .O 1.5 
Total assets held for sale $ 60.0 !§ 9.2 

Net property, plant and equipment 57 .O 7.7 

Liabilities associated with assets held for sale - Other 
(milliom) Jun. 30,2005 Dec. 31,2004 
Current liabilities !$ 2.2 $ 3.0 

Tofal liabilities associated with assets held for sale $ 2.2 !$ 3 .O 

16. Derivatives and Hedging 

At Jun. 30,2005, TECO Energy and its affiliates had total derivative assets (current and noncurrent) of $25.7 million, 
compared to total derivative assets and liabilities (current and non-current) of $3.8 million and $12.0 million, respectively, at 
Dec. 3 1 2004. At Jun. 30,2005 and Dec. 3 1,2004, accumulated other comprehensive income (AOCI) included after-tax gains 
of $I 1.0 million and $0.5 million, respectively, representing the fair value of cash flow hedges whose transactions Will occur in 
the future. Amounts recorded in AOCI reflect the estimated fair value of derivative 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 gain upon future reclassification from OCJ. 

amounts from OCI and recognized net pretax gains of $0.5 million and $3.6 million, compared to pretax losses of $18.4 million 
and $23.4 million, respectively, for the same periods in 2004. Amounts reclassified from OCI were primarily related to cash 
flow hedges of physical purchases of natural gas and fuel oil. For these types of hedge relationships, the loss on the derivative 
reclassified from OCI to earnings is offset by the reduced expense arising from lower prices paid for spot purchases of natural 
gas and fuel oil. Conversely, reclassification of a gain from OCI to earnings is offset by the increased cost of spot purchases of 
natural gas and fuel oil. 

For the three months and six months ended 3un. 30,2005, respectively, TECO Energy and its affiliates reclassified 
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As a result of applying the provisions of FAS 7 1, the changes in value of derivatives of Tampa Electric and PGS are 
recorded as regulatory assets or liabilities to reflect the impact of the fuel recovery clause on the risks of hedging activities (see 
Note 3). Based on the fair value of cash flow hedges at 3un. 30,2005, pretax gains of $17.4 million are expected to be 
reclassified from regulatory assets, and pretax gains of $1.6 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 regulatory 
assets and OCI will fluctuate with movements in the underlying market prke of the derivative instruments. The company does 
not currently have any cash flow hedges for transactions forecasted to take place in periods subsequent to 2006. 

For the three months and six months ended Jun. 30,2005, respectively, the company also recognized pretax losses of 
$1.8 million and $3.6 million, relating to derivatives that were not designated as either a cash flow or fair value hedge 
compared to pretax losses of $0.1 million and $2.5 million for the three months and six months ended Jun. 30,2004. 

17. Subsequent Events 

TECO Coal Synfuel interest sale 
During July 2005, TECO Synfuel Holdings, LLC, an indirect subsidiary of TECO Energy, Inc., sold an 8% 

membership interest in Pike Letcher Synfuel, ILC (Pike Letcher Synfuel). Pike Letcher Synfuel is engaged in the production 
and sale of synhetic fuel from bituminous coal and a reagent. This is the third transaction involving a sale of membership 
interests in Pike Letcher Synfuel. A 49.5% membership interest was sold in April2003 and an additional 40.5% membership 
interest was sold in May 2004. TECO Energy, Inc., through its subsidiaries, is retaining a 2% interest in Pike Letcher Synfuel. 

period July 2 0 5  to December 2007. Because the purchase price is related to the value of tax credits generated over the next 
two and one-half years, it is subject to a reduction to the extent the credit is limited due to the average domestic oil price for a 
particular year exceeding the benchmark designated for that year by the Department of Energy. 

Proceeds from this sale could reach $43.5 million, most of which would be paid in monthly installments over the 
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TAMPA ELECTIUC COMPANY 

In the opinion of management, the unaudited consolidated financial statements include all adjustments that are of a 

recuning nature and necessary to fairly state the financial position of Tampa Electric Company as of Jun. 30,2005 and Dec. 

3 1,2004, and the results of operations and cash flows for the periods ended Jun. 30,2005 and 2004. The results of operations 

for the three-month and six-month periods ended Jun. 30, 2005 are not necessarily indicative of the results that can be 

expected for the entire fiscal year ending Dec. 32,2005, References should be made to the explanatory notes affecting the 

consolidated financial statements contained in Tampa Electric Company's Annual Report on Form IO-K for the year ended 

Dec. 3 1,2004 and to the notes on pages 3 1 to 36 of this repon. 
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TAMPA ELECTIUC COMPANY - 
Consolidated Balance Sheets 

Unaudited 

Assets Jun. 30, Dec. 31, 
(m&ns) 2005 2004 

Property, plant and equipment 
Utility plant in service 

Electric $ 4,840.4 $ 4,776.2 
Gas 820.8 810.8 

Construction work in progress 159.2 129.8 
Property, plant and equipment, at original costs 5,820.4 5,716.8 
Accumulated depreciation ( 1,613.3) (1,563.4) 

4,207.1 4,153.4 
Other property 3.5 3.6 

Total property, plant and equipment 4,2 10.6 4,157.0 

current assets 
Cash and cash equivalents 
Receivables, less allowance for uncollectibles of $1.3 and 

$1 .O at Jun. 30,2005 and Dec, 3 1 , 2004, respectively 
Inventories 

Fuel, at average cost 
Materials and supplies 

Current derivative assets 
Current deferred income taxes 
Taxes receivable 

2.1 

2 12.9 

59.5 
46.0 
17.4 

1.3 

197.6 

34.6 
47.2 

3.3 
33.4 

- 

Prepayments and other cment assets 25.6 27.7 
Total current assets 363.5 345.1 

Deferred debits 
Unamortized debt expense 18.7 19.9 
Regulatory assets 178.3 200.9 
Long-term derivative assets 1.7 
other 4.9 3 .O 

Total deferred debits 203.6 223.8 

Total assets $ 4,777.7 $ 4,725.9 

- 

The accompanying notes are an integral part of the consolidated financial statements. 
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TAMPA ELECTRIC COMPANY 
Consolidated Balance Sheets - continued 

Unaudited 

Dec. 31, Liizbilities and Capital Jun. 30, 
(millions) 2005 2004 

Capital 
Common stock $ 1,376.8 $ 1,376.8 
Retained earnings 299.8 285 -4 

Total capital 1,676.6 1,662.2 
Long-term debt, less amount due within one year 1,514.2 1,513.9 

Total capitalization 3,190.8 3,176.1 

Current liabilities 
Long-term debt due within one year 5.5 5 -5 
Notes payable 70.0 115.0 
Accounts payable 170.2 161.1 
Customer deposits 110.1 105.8 
Current derivative liabilities - 11.2 
Interest accrued 29.5 25.2 
Current deferred income taxes 19.2 7 

Taxes accrued 41.5 13.5 
Total current liabilities 446.0 437.3 

Deferred credits 
Non-current deferred income taxes 388.4 392.8 
Investment tax credits 18.4 19.8 
Regulatory liabilities 576.0 539.0 
Long-term derivative liability - 0.5 
Other 158.1 160.4 

- Total deferred credits 1.140.9 1.1 12.5 

Total liabilities and capital $ 4,777.7 S 4,725.9 

The accompanying notes are an integral part of the consolidated financial statements. 
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TAMPA ELECTRIC COMPANY 
Consolidated Statements of Income 

Unaudited 

I The accompanying notes are an integral part of the consoIidated financial statements. 

(millions) Three months ended Jun. 30, 
2005 2004 

~ - 

Revenues 
Electric (includes franchise fees and gross receipts taxes of $16.8 

Gas (includes franchise fees and gross receipts taxes of $3.8 
in 2005 and $17.1 in 2004) $ 425.3 $ 429.4 

in 2005 and $3.4 in 2004) 113.0 105.7 
Total revenues 538.3 535.1 

Expenses 
Operations 

Fuel 
purchased power 
Cost of natural gas sold 
Other 

Maintenance 
Depreciation 
Taxes, federal and state income 

151.2 143.9 
44.9 53.0 
66.4 60.2 
65.4 62.3 
20.0 21.7 
55.2 54.5 
26.6 29.1 

Taxes, other than income 36.8 37.3 
Total expenses 466.5 460.0 

Income from operations 71.8 75.1 

Other income (expense) 
Taxes, non-utility federal and state income (0.3) (0.1) 

Total other income (expense) 0.6 0.2 
Other income (expense), net 0.9 0.3 

Interest charges 
Interest on long-term debt 24.7 24.8 
other interest 2.9 2.7 

Total interest charges 27.6 27.5 

Net income $ 44.8 $ 47.8 

Consolidated Statements Of Comprehensive Income 

(millions) Three month ended Jun. 30, 
2005 2004 

$ 44.8 !6 47.8 Net income 

ComDrehensive income s 44.8 s 47.8 
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TAMPA ELECTRlC COMPANY 
Consolidated Statements of Income 

Unaudited 

(millions) Six months ended Jun. 30, 
2005 2004 

Revenues 
Electric (includes franchise fees and gross receipts taxes of-$32.2 

Gas (includes franchise fees and gross receipts taxes of $9.1 
in 2005 and $32.8 in 2004) $ 805.2 $ 800.2 

in 2005 and $8.5 in 2004) 255.7 223.5 
Total revenues 1,060.9 1,023.7 

Expenses 
Operations 

Fuel 286.2 279.5 
Purchased power 85.8 82.1 
Cost of natural gas sold 149.9 119.1 
Other 126.2 127.3 

Maintenance 44.7 42.8 
Depreciation 1 10.5 108.0 
Taxes, federal and state income 47.3 50.3 
Taxes, other than income 75.6 75.7 

Total expenses 926.7 884.8 
Income from operations 134.2 138.9 

Otherincome (expense) 
Allowance for other funds used during construction - 0.7 

Other income (expense), net 1.6 1.6 
Total other income (expense) 3.1 1.7 

Taxes, non-utility federal and state income (0.5) (0.6) 

Interest charges 
Interest on long-term debt 49.3 51.4 
Other interest 6.4 5 .O 
Allowance for borrowed funds used during construction - (0.3) 

Total interest charges 55.7 56.1 

Net income $ 79.6 $ 84.5 

Consolidated Statements Of Comprehensive Income 

(mill ions) Six months ended Jun. 30, 
2005 2004 

Net income $ 79.6 $ 84.5 

Comprebensive income $ 79.6 $ 84.5 

The accompanying notes are an integral part of the consolidated financial statements. 
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TAMPA ELECTRIC COMPANY 
Consolidated Statsments of Cash Flows 

Unaudited 

(millions) Six months ended Jun. 30, 
2005 2004 

Cash flows from operating activities 
Net income 
Adjustments to reconcile net income to net cash from operating activities: 

Depreciation 
Deferred income taxes 

$ 79.6 $ 84.5 

110.5 108.0 
6.7 13.9 

Investment tax credits, net 3-41 ( 1.4) 
(1 -0) Allowance for funds used during construction 

Deferred recovery clause (1 9.6) 26.1 
Receivables, less allowance for uncollectibles (15.3) (44.0) 
Inventories (23.7) 14.5 
Prepayments 2.1 (2.8) 
Taxes accrued 61.4 (23.1) 
Interest accrued 4.3 3.1 

- 

Accounts payable 9.1 (7.2) 
Other regulatory assets and liabilities ( 1-01 2.0 
mer 9.5 2.5 

Cash flows from operating activities 222.2 175.1 

Cash flows from investing activities 
Capital expenditures (1  1 1.2) (93.1) 

Cash flows from (used in) investing activities (111.2) (92.1) 
Allowance for funds used during cqmtruction - 1 .o 

Cash flows from financing activities 
Repayment of long-term debt - (75.0) 
Net (decrease) increase in short-term debt (45.0) 30.0 
Payment of dividends (65.2) (58.8) 

(1 10.2) ( 103.8) Cash flows from (used in) financing activities 

Net (decrease) increase in cash and cash equivalents 0.8 (20.8) 
Cash and cash equivalents at beg- of period 1.3 33.6 
Cash and cash equivalents at end of period $ 2.1 $ 12.8 

The accompanying notes are an integral part of the consolidated fiMIlCid 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 

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. 

accounting principles (GAAP). Actual results could differ from these estimates. 

Tampa Electric Company is a wholly-owned subsidiary of TECO Energy, hc., and is comprised of the Electric 

The use of estimates is inherent in the preparation of financial statements in accordance with generally accepted 

Revenues and Fuel Costs 

included in the “Receivables” line item on the balance sheet. 
As of 3un. 30,2005 and Dee. 31,2004, unbilled revenues of $50.7 million and $46.3 million, respectively, are 

Purchased Power 

power fiom entities not affiliated with TECO Energy at a cost of $44.9 million and $85.8 million, respeCtively, for the three 
months and six months ended Jun. 30,2005, compared to $53.0 million and $82.1 million, respectively, for the three months 
and six months ended Jun. 30,2004. Prudently i n c d  purchased power costs at Tampa Electric are recoverable through 
FPSC-approved cost recovery clauses. 

Tampa Electric purchases powr on a regular basis to meet the needs of its customers. Tampa Electric purchased 

Accounting for Franchise Fees u d  Gross Receipts 
The regulated utilities (Tampa Electric and PGS) are allowed to recover fiom customers certain costs incmed through 

prices approved by the FPSC. These amounts totaled $20.6 million and $4 1.3 million, respectively, for the three months and 
six months ended Jun. 30,2005, compared to $20.5 million and $41.3 million, respectively, for the three months and six months 
ended Jun. 30,2004. 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.” These totaled $20.5 million and $41.1 million, respectively, 
for the three months and six months ended Jun. 30,2005, compared to $20.5 million and $41.2 million, respectively, for the 
three months and six months ended Jun. 30,2004. 

2. New Accounting Pronouncements 

Asset Retirememt Obligations 
FASB Interpretation No. (FIN) 47, Accounting for Conditional Asser Retirement Obligarion, an hterpretatiun of 

FASB Sfutement No. 143, was issued in March 2005 and becomes effective for fiscal years ending after Dee. 15,2005. FIN 
47 clarifies the term “conditional asset retirement obligation” as a legal obligation to perform an asset retirement activity in 
which the timing and method of settlement are conditional on a future event that m a y  or may not be Within the control of the 
entity, and clarifies when an entity has sufficient information to reasonably estimate the fair value of an asset retirement 
obligation. The company continues to evaluate the impact of implementing FIN 47. 

Accounting Changes and Error Corrections 
FASB Statement No. 154, Accounting Changes ond Error Corrections, was issued in May 2005 and becomes 

effective for accounting changes and corrections of errors made in fiscal years beginning after Dec. 15,2005. FAS 154 
requires retrospective application to prior periods’ financial statements for changes in accounting principle, redefines the term 
restatement as the revising of previously issued financial statements to reflect the correction of an error, requires that 
retrospective application of a change in accounting principle be limited to the direct effects of the change, and requires that a 
change in depreciation, amortization or depletion method for long-lived nonfinancial assets be accounted for as a change in 
accounting estimate effected by a change in accounting principle. This statement is not expected to materially impact the 
company. 
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3. Regulatory 

Cost Recovery - Tampa Electric 

through cost recovery clauses that are adjusted on an annual basis. As part of the regulatory process, it is reasonably likely that 
third parties may intervene in various matters related to fuel, purchased power, environmental and conservation cost recovery. 
The company is unable to predict the timing, nature or impact of such future actions. 

Tampa Electric recovers the cost of fuel, purchased power, eligible environmental expenditures, and conservation 

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 Federal Energy 
Regulatory Commission (FERC). These policies conform with GAAP in all material respects. 

Types of Regidation. 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 year, to the period that the regulatory agency recognizes them. 

Tampa Electric and FGS apply the accounting treatment permitted by FAS 7 I ,  Accounting fur the Egects of Certain 

Tampa Electric Stom Restoration Costs 
On Apr. 3,2005, Tampa Electric, the Office of Public Counsel, and the Florida hdustrial Power Users Group 

executed and filed With the FPSC a stipulation regarding the treatment of Tampa Electric’s 2004 hurricane restoration costs. 
The cumulative restoration costs of approxhkly $75 million exceeded by $32 million the company’s property insurance 
reserve account (storm reserve) as of August 2004 (prior to the fvst hurricane in 2004). In the stipulation, Tampa Electric 
agreed to charge $39 million of hurricane restoration costs as capital charges to “Plant In-Service” (rate base) rather than seek a 
customer surcharge to cover the storm reserve deficit. With this adjustment and additional normal accruals, the stom reserve 
had a positive balance of approximately $10 million going into this year’s hurricane season in June 2005. Additionally, Tampa 
Electric agreed not to seek an increase in base rates that would become effective prior to Jan. 1,2007, except to recover any 
future stom restoration costs in excess of the accrued storm reserve, The agreement was approved by the FPSC in May 2005. 
Details of the regulatory assets and liabilities as of Jun. 30,2005 and Dec. 3 1,2004 are presented in the following table: 

Regulatory Assets and Liabilities 
(mill Wm) Jun. 30,2005 Dec. 31,2004 

Regulatorg assets 
Regulatory tax asset ( I )  $ 64.5 $ 57.6 
other: 

Cost recovery clauses 57.6 48.2 
Deferred bond refinancing costs (*) 30.6 32.5 

- Environmental remediation 16.9 16.9 
Competitive rate adjustment 5.5 6.1 
Transmission and distribution stonn reserve - 28.0 

113.8 143.3 
Total regulatory assets $ 178.3 $ 200.9 
Regulatory liabilities: 

Regulatory tax liability $ 25.0 $ 29.5 
other: - 

Deferred allowance auction credits 
Recovery clause related 
Environmental remediation 
Transmission and distribution storm reserve 
Deferred gain on property sales (’) 
Accumulated reserve - cost of removal 
Derivative liability 

3.4 
6.4 

16.9 
9.9 
3 -9 

494.8 
15.1 

2.3 
8.7 

16.9 

1.7 
479.9 

- 

- 

55 1.0 509.5 
Total regulatory liabilities !& 576.0 $ 539.0 
(1 )  

(2) 
(3) 

Related primarily to plant life. Includes $13.8 million and $14.6 million of excess defend taxes as of Jun. 30,2005 
and Dec. 3 1,2004, respectively. 
Amortized over the term of the related debt instrument. 
Amortized over a 5-year period with various ending dates. 
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4. 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. Tampa Electric 
Company’s rates for the six months ended Jun. 30,2005 and 2004 differ from the statutory rate principally due to state income 
taxes and amortization of investment tax credits (ITC). 

5. Employee Postretirement Benefits 

Tampa Electric Company is a participant in the comprehensive retirement plans of TECO Energy. 
Effective Jan. 1,2004, Tampa Electric Company adopted FAS 132R (revised 2003), Employers’ Disclosures about 

Pensions and Other Postretirement Benefits, an amendment of FASB Statements No. 87, 88 and 106, with no material effect. 
No significant changes have been made to these benefit plans since Dec. 3 I ,  2003. 

Amounts allocable to all participants of the TECO Energy retirement plans are found in Note 5, Employee 
Postretirement Benefits, in the TECO Energy, Inc. Notes to Consolidated Financial Statements. Tampa Electric 
Company’s portion of the net pension expense for the three months and six months ended Jun. 30,2005 and 20014, respectively, 
was $2.5 million, $4.9 million, $1.2 million and $2.5 million for pension benefits, and $3.3 million, $6.7 million, $4.2 million 
and $8.4 million for other postretirement benefits. 

For the fiscal 2005 plan year, TECO Energy assumed an expected long-term return on plan assets of 8.75% and a 
discount rate of 6.00% at its Sep. 30,2004 measurement date. In 2005, TECO Energy will contribute approximately $17.3 
million to the pension plans, of which Tampa Electric Company’s portion is expected to be about $1 1.4 million. 

6. Short-term Debt 

At Jun. 30,2005 and Dec. 3 1,2004, the following credit facilities and related borrowings existed: 

Credit Facilitks Jun. 30,2005 Dec. 31,2004 
Letters Letters 

Credit Borrowings of Credit Credit Borrowings of Credit 
[millions) Facilities Outstandinn ‘’I Ourstanding Facilities Outstandinn ‘ I ’  OutstandinR 

Tampa Electric Company: 
3-year facility $ 150.0 $ 10.0 $ -  $ 150.0 $ 115.0 $ - 

- - 3-year facility 125.0 - - 1 25 .O 
1 -year accounts 

- - - - receivable facility 150.0 60.0 
Total !§ 425.0 $ 70.0 $ -  $ 275.0 $ 115.0 $ - 
( 1 ) Borrowings outstanding are reported as notes payable. 

These credit facilities require commitment fees ranging from 17.5 to 25.0 basis points. The weighted-average interest 
rate on outstanding notes payable at Jun. 30,2005 and Dec. 3 I ,  2004 was 3.20% and 3.3296, respectively. 

Tampa Electric Company Accounts Receivable Facility 
In January 2005, Tampa Electric Company and TEC Receivables Corp (TRC), a wholly-owned subsidiary of Tampa 

Electric Company, entered into a $ I50 million accounts receivable securitized borrowing facility. The assets of TRC are not 
intended to be generally available to the creditors of Tampa Electric Company. Under the Purchase and Contribution 
Agreement entered into in connection with that facility, Tampa Electric Company sells and/or contibutes to TRC all of its 
receivables for the sale of electricity or gas to its retail customers and related rights (the Receivables), with the exception of 
certain excluded receivables and related rights defined in the agreement, and assigns to TRC the deposit accounts into which the 
proceeds of such Receivables are paid. The Receivables are sold by Tampa Electric Company to TRC at a discount. Under the 
Loan and Servicing Agreement among Tampa Electric Company as Servicer, TRC as Borrower, certain lenders named therein 
and Citicorp North America, Inc. as Program Agent, TRC may borrow up to $150 million to fund its acquisition of the 
Receivables under the Purchase Agreement. TRC has secured such borrowings with a pledge of all of its assets including the 
Receivables and deposit accounts assigned to it. Tampa Electric Company acts as Servicer to service the collection of the 
Receivables. TRC pays program and liquidity fees based on Tampa Electric Company’s credit ratings. The receivables and the 
debt of TRC are included in the consolidated financial statements of Tampa Electric Company. 
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7. Other Comprehensive Income 

As discussed in Note 10, Tampa Electric Company records gains and losses on derivative instruments classified as 
cash flow hedges in OCI until the hedged transaction is recognized in earnings. When the hedged transaction is recognized in 
earnings, the company reclassifies the gain or loss from OCI to earnings, However, an equal and offsetting regulatory asset or 
liability is recognized in OCI and then earnings to reflect the company’s obligation to reflect such gains or losses in regulatory 
cost recovery clauses. As a result, the reclassification from OCI gains or losses on derivatives and the recognition of the 
offsetting regulatory impact, detailed below, had no net impact on the results of operations. 

2005 and 2004, related to changes in the fair value of cash flow hedges: 
Tampa Electric Company reported the following comprehensive income (loss) for the three months ended Jun. 30, 

Other Comprehensive Income (Loss) 
(millions) Gross T U  Ner Gross TaX Net 
2005 
Unrealized gain (1oss)on cash flow hedges $ 1.2 $ 0.5 $ 0.7 $ (3.2) $ (1.2) $ (2.0) 

Three months ended Jun. 30, Six months ended Jun. 30, 

Less: (Gain) loss reclassified to net income ( 1 .a (0.5) (0.7) 3.2 1.2 2.0 
Total other comprehensive income $ -  $ -  $ -  $ -  $ -  $ -  

2004 
Unrealized gain on cash flow hedges !§ 3.7 $ 1.4 $ 2.3 $ 4.5 $ 1.7 $ 2.8 
Less: Gain reclassified to net income (3.7) ( 1.4) (2.3) (4.5) I 1  -7) (2.8) 

Total other commehensive income $ -  $ -  $ -  $ -  $ -  $ -  

8. Commitmeats and Contingencies 

Legal Contingencies 
Tampa Electric Transmission Litigation 
As previously reported, three lawsuits had been filed in the Circuit Court in Hillsborough County against Tampa 

Electric in connection with the location of transmission structures and upgrades to a substation in certain residential areas by 
residents in the areas surrounding the structures and substation. In April 2005, a fourth lawsuit by another group of residents 
who live in the vicinity of large transmission lines was filed in the Circuit Court in Hillsborough County and has been 
consolidated with the Jorissen case, one of the previously filed lawsuits. The high-voltage power lines are needed by Tampa 
Electric to move electricity from its power generating facilities in the eastern part of its service territory to the northwest part of 
its service territory where significant population growth has been experienced. The design provided a loop in order to enhance 
reliability for the benefit of customers. The resident plaintiffs are seeking to remove the poles or to receive monetary damages. 
The plaintiffs were seeking class action status, which was denied. The three cases are pending before two separate judges. 
Summary judgment denying injunctive relief (non-monetary relief) has been granted in one of the cases and motions for 
summary judgment in the other two cases (Shaw and Jorissen), which were consolidated, were denied by Judge Isom who has 
now moved to another division. The cases are presently scheduled for trial in September 2005, but Tampa Electric believes 
that they Wiil be transferred to the large case docket and scheduled for a later date. Recently, the two consolidated cases have 
been severed, and Tampa Electric has filed new motions for partial summary judgment on injunctive relief in both of the cases 
raising issues that have not yet been before the court. The motion for partial summary judgment in the Jorissen case was argued 
on Aug. 4,2005, and the Court took it under advisement to rule at a later date. On Aug. 3,2005, the Court denied the Shaw 
plaintiffs’ motion to amend their complaint to add punitive damages. The company continues to defend these cases vigorously 
and to evaluate its alternatives with respect to these various lawsuits. 
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Superfund and Former Manufactured Gas Plant Sites 

(PRP) for certain superhnd 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 Jun. 30,2005, 
Tampa Electric Company has estimated its ultimate financial liability to be approximately $17 million (of which only $0.1 
million is attributable to superfund liability), and this amount has been accrued in the company’s 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 kipact 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 recoveries. 

party’s 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. 

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. 

Tampa Electric Company, through its Tampa Electric and Peoples Gas divisions, is a potentially responsible party 

Allocation of the responsibility for remediation costs among Tampa Electric Company and other PRps is based on each 

Guarsntees and Letters of Credit 

third parties, including entities under common control. At Jun. 30,2005, TECO Energy had provided a fuel purchase 
guarantee on behalf of Tampa Electric Company and had outstanding letters of credit on behalf of Tampa Eleztrk Company in 
the face amounts of $20.0 million and $2.4 million, respectively. 

At Jun. 30,2005, Tampa Electric Company was not obligated under guarantees or letters of credit for &he benefit of 

Financial Covenants 

the applicable agreements. In addition, Tampa Electric Company has certain restrictive covenants in specific agreements and 
debt instruments. At Jun. 30,2005, Tampa Electric Company was in compliance with required financial covenants. 

In order to utilize its bank credit facilities, Tampa Electric Company must meet certain financial tests as defined in 
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9. Segment Information - I 
(millions) Tampa Peoples Other & Tamp0 Electric 
Three months ended Jun. 30, Electric Gas Eliminations Company 
2005 

Revenues - external $ 424.7 $ 113.0 $ -  !$ 537.7 
Sales to affiliates 0.7 - (0.1) 0.6 
Total revenues 425 -4 113.0 (0.1) 538.3 

Depreciation 46.6 8.6 - 55.2 
Total interest charges 23.8 3.8 - 27.6 
Provision for taxes 23.1 3.8 c 26.9 
Net Income $ 38.8 $ 6.0 c $ 44.8 

Revenues - extemal $ 428.7 $ 105.7 $ -  $ 534.4 
Sales to affiliates 0.8 - (0.11 0.7 
Total revenues 429.5 105.7 (0.1) 535.1 

Depreciation 46.0 8.5 - 54.5 
Total interest charges 23.6 3.9 - 27.5 
Provision for taxes 25.5 3.7 - 29.2 
Net income $ 41.9 $ 5.9 $ -  $ 47.8 

2004 

Sixmonths ended J m  30, 
2005 

Revenues - external $ 804.1 $ 255.7 $ -  $ 1,059.8 
Sales to affiliates 1.4 - (0.3) 1.1 
Total revenues 805.5 255.7 (0.3) 1,060.9 

Depreciation 93.2 17.3 P 1 10.5 
Total interest charges 48.1 7.6 - 55.7 
Provision for taxes 36.5 11.8 - 48.3 
Net Income 60.8 18.8 - 79.6 
Total assets at Jun. 30,2005 $ 4,237.7 $ 654.6 $ (1 14.6) $ 4,777.7 

2004 
Revenues - external $ 790.9 $ 223.5 $ -  $ 1,022.4 
Sales to affiliates 1.6 - (0.3) 1.3 
Total revenues 800.5 223 .S (0.3) 1,023.7 

Depreciation 91.1 16.9 - 108.0 
Total interest charges 48.4 7.7 - 56.1 
Provision for taxes 39.2 11.7 - 50.9 
Net income 65.8 18.7 c 84.5 
Total assets at Dec. 31,2004 $ 4,167.3 $ 671.1 $ (1 12.5) $ 4,725.9 

10. Derivatives and H e d g i  

At Jun. 30,2005 and Dec. 3 1,2004, respectively, the company had total derivative assets (liabilities) of $19.1 million 
and ($1 1.7) million. As a result of applying the provisions of FAS 71, the changes in value of these derivatives are recorded as 
regulatory assets or liabilities as of Jun. 30,2005 and Dec. 3 1, 2004, respectively, to reflect the impact of the fuel recovery 
clause on the risks of hedging activities (see Note 3). 

regulatory assets or liabilities to the Consolidated Statements of Income within the next twelve months. However, these gains 
and other future reclassifications from regulatory assets or liabilities 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 2006. 

Based on the fair values of derivatives at Jun. 30,2005, pretax gains of $17.4 million are expected to be reversed from 
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Item 2. MANAGEMENT’S DISCUSSION & ANALYSIS OF FINANCIAL CONDITION & RESULTS OF 
OPERATIONS 

This Management’s Discussion and Analysis contains forward-looking statements, which are subject to the inherent 
uncertainties in predicting future results and conditions. Actual results may differ materially from those forecasted. These 
forward-looking statements include references to TECO Energy’s anticipated capital investments, liquidity and financing 
requirements, projected operating results, future transactions and other plans. Certain factors that could cause actual results to 
differ materially from those projected in these forward-looking statements include: general economic conditions in Tampa 
Electric’s and Peoples Gas’ service areas affecting energy and gas sales; economic conditions, both national and international, 
affecting the demand for TECO Transport’s waterborne transportation services; state or federal regulatory actions that could 
reduce revenues or increase costs at all of TECO Energy’s operating companies; weather variations affecting energy and gas 
sales and operating costs at Tampa Electric and Peoples Gas and the effect of extreme weather conditions; commodity price 
changes affecting the margins at TECO Coal; and the ability of TECO Energy’s subsidiaries to operate equipment without 
undue accidents, breakdowns or failures. Additional factors that could impact actual results include: the ability to complete the 
planned sale of the Dell power station in the time frame anticipated; any additional debt extinguishment costs or premiums 
associated with the early retirement of TECO Energy debt; unexpected capital needs or unanticipated reductions in cash flow 
that affect liquidity; declines in the anticipated waterborne fuel volumes transported by TECO Transport for Tampa Electric; 
TECO Coal’s ability to successfully operate its synthetic fuel production facilities in a manner qualifymg for Section 29 federal 
income tax credits, which could be impacted by changes in law, regulation or administration; oil prices in excess of the annual 
reference price, which would reduce or elbnbte Section 29 tax credits, which would reduce or eliminate the eamhgs and cash 
flow from the sale of membership interests in the synfuel production facilities at TECO Coal; and materially adverse outcomes 
in the disclosed litigation. Some of these factors and others are discussed more fully under “Investment Considerations” in 
Exhibit 99.1 to this Form 10-Q, which is incorporated by reference. 

TECO Energy, Inc. is a holding company, and all of its business is conducted through its subsidiaries. In this 
Management’s Discussion and Analysis, “we,” “our,” “ours” and “us‘’ refer to TECO Energy, Inc. and its consolidated group of 
companies, unless the context otherwise requires. 

Earnings Summary - Unaudited 
Three months ended Jun. 30, Six months ended Jrur 30, 

(millions, except per share amounts) 2005 2004 2005 2004 
Consolidated revenues $ 719.0 $ 668.9 $ 1,403.7 $ 1,284.9 
Net income (loss) from continuing operations $ 12.4 $ (81.9) $ 63.9 $ (50.2) 

Net income (loss) $ 95.2 $ (108.2) $ 127.9 $ (105.7) 
Discontinued operations 82.8 (26.3) 64.0 (55.5) 

Average common shares outstanding 
Basic 206.7 188.3 205.5 188.2 
Diluted 208.9 188.3 207.4 188.2 

Earnings per share - basic 
Continuing operations !$ 0.06 $ (0.43) $ 0.31 $ (0.27) 
Discontinued operations 0.40 (0.14) 0.3 1 (0.29) 
Earnings Der share - basic $ 0.46 $ (0.57) $ 0.62 $ (0.56) 

- 

Earnings per share - diluted 
Continuing operations $ 0.04 $ (0.43) $ 0.29 $ (0.27) 
Discontinued operations 0.40 (0.14) 0.3 1 (0.29) 
Earnings per share - diluted $ 0.44 $ (0.57) $ 0.60 $ (0.56) 

Operatine Results 

Three Months Ended Jun. 30,2005: 

Earnings per share for the quarter were $0.46, compared to a loss of $0.57 per share in the second quarter of 204.  Net income 
for the quarter included a debt extinguishment charge and a gain associated with the disposition of the Union and Gila River 
power stations described below. The number of shares outstanding was 9.7% higher in 2005 than in the 2004 period, primarily 
due to common shares issued in the settlement of the 9.5% adjustable conversion-rate equity security Units in 2004 and 2005. 
Second quarter net income from continuing operations was $12.4 million in 2005, compared to a loss from continuing 

Second quaner net income was $95.2 million, compared to a loss of $108.2 million in the second quarter of 2004. 
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operations of $8 1.9 million for the same period in 2004. Earnings per share from continuing operations were $0.06 for the 2005 
quarter, compared to a loss of $0.43 per share in the 2004 period. 

Net income in the 2005 quarter included a $45.0 million after-tax debt-extinguishment charge associated with the June 
redemption of $380 million of 10.5% notes due 2007. The pretax amount for the debt-extinguishment charge consisted of the 
$54.4 million make-whole cash premium paid in the redemption and a $17.1 million non-cash charge for unamortized discount 
and debt issuance fees. This charge was more than offset by the $76.5 million after-tax gain recorded in discontinued operations 
upon the final transfer of the Union and Gila River merchant power projects to the lenders effective May 3 1,2005. The gain 
related to the transferred power projects represents the accumulated unfunded operating losses recorded against equity for the 
period from December 2003, the date the company decided to exit the projects and recorded the initial impairment, through 
May 31,2005, the effective date of the transfer to the lending group. The net loss in the 2004 quarter included $98.7 million of 
after-tax charges associated with the vaiuation adjustment for the sale of the interest in the Texas Independent Energy (TIE) 
projects completed in August 2004; a $6.7 million debt-extinguishment charge associated with the refinancing of the San Jose 
Power Station in Guatemala; and a $19.3 million charge for taxes on cash repatriated from Guatemala 

Six Months Ended Jun. 30,2005: 

2004. Earnings per share were $0.62 for the 2005 year to date period, compared to a loss of $0.56 per share in 2004. Shares 
outstanding in the 2005 period were 9.2% higher than in the 2004 period. 

The year-to-date GAAP net income from continuing operations was $63.9 million in 2005, compared to a loss from 
continuing operations of $50.2 million for the same period in 2004. Earnings per share from continuing operations were $0.3 1 
for the 2005 year-to-date period, compared to a loss of $0.27 per share in the 2004 period. Year-to-date charges and gains in 
2005 consisted of the second-quarter items described above. Year-todate results for 2004 included the charges described 
above, and after-tax impairments of $3.4 million and $0.8 million at TECO Solutions and TECO Transport, respectively, 
partially offset by an after-tax gain of $12.2 million on the sale of the company's interest in its propane business. 

TECO Energy revised its segment reporting, effective with 2005's ftrst quarter results, to separately report the results of TECO 
Guatemala, which includes the results for the San Jos6 and Alborada power stations and the 24% ownership interest in EEGSA, 
Guatemala's largest distribution utility. The results for these operations were previously reported in the "Other unregulated" 
segment. Following the sales of the larger energy services businesses, which were previously reported in the "Other 
unregulated" segment, the remaining small operations of TECO Solutions are now reported in the Other and Eliminations 
results. Following the merchant power dispositions, the current-period TWG Merchant segment includes only the results for the 
uncompleted Dell and McAdams power stations and the costs associated with the TWG Merchant parent. Prior periods also 
included the results for the ownership interest in the TIE projects in the TWG Merchant segment. 

Year-to-date net income was $127.9 million in 2005, compared to a loss of $105.7 million for the same period in 

During the first quarter of 2005, as part of its continued focus on core utility and profitable unregulated operations, 

Tampa Electric Company - Electric division (Tampa Electric) 

2004. Results in 2005 reflect 2.4% customer growth, more than offset by weather that was milder than nonnal and milder than 
2004, non-fuel operations and maintenance expenses that were approximately 1% higher than 2004, and higher depreciation 
expense from n o d  plant additions. Results in 2005 also reflect a $3.6 million reduction in pretax income due to the Florida 
Public Service Commission's decision in the third quarter of 2004 to disallow recovery of a portion of Tampa Electric's waterborne 
solid fuel transportation costs. 

Yw-todate net income was $60.8 million in 2005, compared to $65.8 million for the same period in 2004. These results 
reflect the benefits of 2.3% customer growth, more than offset by weather that was milder than nonnal and 2004, non-fuel 
operations and maintenance expenses approximately 1 Sb higher than 2004, and higher depreciation expense from n o d  plant 
additions. Year-to-date results in 2005 also reflect a $7.4 million reduction in pretax income related to the watertmme solid fuel 
transportation disallowance. 

offset by mild weather, which reduced sales to weather-sensitive residential customers. Sales to comercial customers increased, 
reflecting the strong local economy, but sales to industrial-phosphate customers were lower than the 2004 period as mining activity 
continues to move out of Tampa Electric's service area due to normal reserve depletion. Total heating and cooling degee-ciays for 
the Tampa area in the quarter were more than 17% below normal and 15% below 2004 levels. Year-todate retail energy sales were 
almost 1% lower in 2005 than the same period in 2004, due to the same factors as the second quarter. Total heating and cooling 
degree-days for the Tampa area for the year-todate period were almost 17% below normal and 13% below 2004 levels. 

2004 follows: 

Tampa Electric's net income for the second quarter was $38.8 million, compared to $41 -9 million for the same pwiod in 

Retail energy sales decreased almost 1% compared to the second q w r  of 2004, as customer growth was more than 

A summary of Tampa Electric's operating statistics for the three months and six months ended Jun. 30,2005 and 



1 (in millions, except average customers) Operating Revenues Kilowatt-hour sales 
I 2005 2004 %Change 2005 2004 %CChange 

Residential !$ 192.4 $ 197.7 (2.7) 1.95 1.3 1,992.4 (2.1) 

Industrial - Phosphate 16.4 16.8 (2-4) 303.2 316.4 (4.2) 
Industrial - Other 24.3 25.2 (3 -6) 334.5 346.3 (3.4) 
Other sales of electricity 34.1 33.9 0.6 398. I 388.5 2.5 
Deferred and other revenues 10.1 10.4 (4.7) 

403.4 410.7 0 . 8 )  4,506.7 4,543.8 (0.8) 
Sales for resale 13.1 10.0 31.0 204.1 160.5 27.2 
Other operating, revenue 8.9 8.8 1 . 1  

$425.4 $429.5 ( 1 -0) 4,7 10.8 4,704.3 0.1 

Retail output to line (kilowatt hours) 4,966.0 5,03 1.2 ( 1.3) 

Three months ended Jun. 30, 

Commercial 126.1 126.5 (0-3) 15 19.6 1,5OO.2 1.3 

- - - 

- 7 - 

Average customers (thousands) 633.0 61 8.2 2.4 

Six months ended Jun. 30, 
Residential 
commercial 
Industrial - Phosphate 

Other sales of electricity 
IadWhd- other 

$370.0 $379.2 (2.4) 3,738.6 3,808.0 (1.8) 
240.2 238.8 0.6 2,877.1 23 14.9 2.2 
33.0 35.3 (6.5) 6 12.2 650.2 (5.8) 
46.6 48.7 (4.3) 644.0 665.5 (3.2) 
65.7 66.8 (1.7) 759.0 762.3 (0.4) * - - I Deferred and other revenues 6.9 (5 -0) 

762.4 763.3 (0.2) 8,630.9 8,700.9 (0.8) 
Sales for resale 24.5 19.2 27.6 377.6 309.3 22.1 

- - - Other operating revenue 18.6 17.5 6.3 

Average customers (thousands) 63 1.4 617.4 2.3 
Retail output to line (kilowatt hours) 9,207.4 9,272 .O (0.7) 
* not a meaningful calculation 

- $805.5 $800.5 0.6 9,008.5 9,010.2 

Tampa Electric Company - Natural gas division (Peoples Gas System) 

same period in 2004. Quarterly results reflected customer growth of 3.8% and higher therm sales to residential and commercial 
customers. Residential therm sales growth was helped by cool weather early in the quarter. Year-todate net income was $18.8 
million, compared to $18.7 million for the 2004 period. These results reflect mild first quarter weather, which limited residential 
therm sales growth and offset 4.0% customer growth. In both the quarter and year-todate periods, strong sales to commercial 
customers reflected growth in the Florida economy and high levels of tourism, which affect commercial sales to hotels and 
restaurants, while sales of low-margin transportation service for interruptible customers declined due to high gas prices. 

Peoples Gas System (PGS) reported net income of $6.0 million for the second quarter, compared to $5.9 million for the 

A summary of PGS’ operating statistics for the three months and six months ended Jun. 30,2005 and 2004 follows: 

(in millions, except average customers) Operating revenues T h e m  
2005 2004 %Change 2005 2004 %Change 

Three months ended Jun. 30, 
By Customer Segment: 

Commerci a1 39.2 36.8 6.5 92.9 89.7 3.6 

Off system sales 33.5 32.2 4.0 44.3 54.8 ( 3 9.2) 
Power generation 2.6 2.8 (7.1) 56.2 a3.7 (32.9) 

Residential $ 27.3 $ 23.0 18.7 13.7 12.3 11.4 

Industrial 2.6 2.6 - 55.7 59.3 (6.1) 

- - c other revenues 7.8 8.3 (6.0) 
$ 113.0 $ 105.7 6.9 262.8 299.8 (1 2.3) 

By Sales Type: 
System supply $ 84.6 $ 77.3 9.4 76.9 86.8 (1 1.4) 
Transportation 20.6 20.1 2.5 185.9 213.0 ( 12.7) 
Other revenue 7.8 8.3 (6.0) 

$ 113.0 $ 105.7 6.9 262.8 299.8 (1 2.3) 
Average customers (thousands) 3 1 9.3 307.4 3 -8 

- - - 
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(in millions, except average customers) Operating revenues T h e m  
2005 2004 %Change 2005 2004 %Change 

Six months ended Jun. 30, 
By Customer Segment: 
Residential $ 76.5 $ 68.3 11.4 43.8 42.2 3.8 
Commercial 91.1 85 -9 6.1 208.4 199.6 4.4 
Industrial 5.3 5-6 (5.4) 111.6 158.3 (29.5) 
Off system sales 60.5 39.8 52.0 87.4 80.9 8.0 
Power generation 5.6 5.5 1.8 120.2 107.9 11.4 
Other revenues 16.7 18.0 (7.2) I - I 

$255.7 $223.5 14.4 57 1.4 588.9 (3 -0) 
By Sales Type: 
System supply $ 194.3 $ 162.7 19.4 177.1 170.7 3.8 
Transportation 44.7 42.8 4.4 394.3 41 8.2 (5 -7) 
Other revenue 16.7 18.0 (7.2) 

$255.7 $223.5 34.4 57 1.4 588.9 (3 .O) 
Average customers (thousands) 318.1 305.8 4.0 

- I - 

TECO coal 

$17.7 million reported in the same Mod 2004 on 2.3 million tons sold. Synfuel sales, which are included in the totaI sales, were 
1.7 million tons in 2005, compared to 1.6 million tons in the 2004 period. Results for the quarter reflect a more than 40% higher 
average mt selling price per ton and more than 20% higher average cash cost of sales, excluding synfuel costs, than 2CkM. The cash 
cost of sales was driven by higher prices for diesel fuel, labor and steel products. Cost of sales comparisons to the 2004 second 
quarter and year-&date periods reflect coal truck weight restrictions that were effective in the third quarter of 2004 and &reased 
contract miner costs effective in the fourth quarter of 2004. Results for the quarter also included a $2.0 million pretax mark-to- 
market loss on hedges placed to protect the synfuel benefits against rising oil prices, and an increased percentage of ownership 
benefits allocated to the third parties With membership htemts in Pike Letcher Synfuel, U, as described below. 

Year-to-date net income in 2005 was $55.9 million on total sales of 4.8 million tom, compared to $33.1 d l i o n  on 4.6 
million tons sold for the same period in 2004. Synfuel sales, which are included in the total sales, were 3 3  d l i o n  tons in 2005, 
compared to 3.2 million tons in the 2004 period. Results for the year-to-date period reflect an average net selling price per ton more 
than 40% higher, average cash cost of sales, excluding synfuel costs, more than 20% higher than 2004, and increased allocations of 
ownership benefits in the synfuel production facilities. Fmt quarter results included a $1.6 million p r e t a x  benefit f” the 2004 
Section 29 tax credit rate, which was adjusted to reflect $1.13 per million Btu on an actual basis versus the $1.12 per million Btu 
estimated in 2004. Thew benefits were offset by a $0.7 million year-todate pretax mark-to-market loss on oil price hedges, and a 
$2.4 million negative adjustment to deferred tax assets, due to a reduction in the Kentucky state income tax rate recorded in the first 

TECO Coal reported net income of $28.4 million for the second quarter on total sales of 25  million tons, compared to 

TECO Synfuel Holdings, LUJ had previously sold 90% of its membership interest to two third parties, along With 
associated percentage rights to benefits in the business that adjust from time to time. Allocation of the benefits increased 8% 
during January 2005, and continued through the second quarter such that 98% of the benefits went to the third parties. TECO 
Coal sold this additional 8% ownership interest in the synfuel production facilities in July 2005. Under these transactions, 
TECO Coal is paid to provide feedstock, operate the synthetic fuel production facilities and sell the output while the purchasers 
have the risks and rewards of ownership, including king allocated 98% of the tax credits and operating costs. Due to TECO 
Energy’s anticipated 2005 tax position and inability to record Section 29 tax credits to its account, this allocation decreases the 
operating loss and increases earnings and cash flow to TECO Coal. See also the discussion under 2005 Outlook for additional 
information. 

TECO Transport 
TECO Transport recorded second quarter net income of $5.3 million, compared to $1.9 million in the same period in 

2004. These results reflect higher river barge rates, increased northbound shipments and increased tonnage moved for Tampa 
Electric by TECO Barge Line, as well as improved operating conditions and efficiencies at all three operating companies. 
These results also reflect the benefits of recent tax law changes under the Jobs Creation Act to keep U.S. flag vessels 
competitive with non-U.S. flag vessels, which reduces taxes on income earned by U.S. flag vessels engaged in full-time 
international trade. These tax benefits are not available on vessels engaged in domestic, U.S. port to U.S. port, trade. Higher fuel 
costs were partially offset by $0.5 million after-tax of fuel hedges and mark-to-market gains on fuel hedge call options. 

valuation adjustments on oceangoing equipment in the same period in 2004. These results reflect the same factors as in the second 
quarter and increased movements of export coal, petroleum coke and other products through TECO Bulk Terminal. H i g h  fuel 
costs were partially offset by $1.4 million after-tax of fuel hedges and mark-to-market gains on fuel hedge call options. 

TECO Transport recorded year-todate net income of $9.4 million, compared to $3.0 million, including $0.8 million of 
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- TECO Guatemala 

in the 2004 period, including the 2004 $6.7 million charge related to debt extinguishment and $19.3 million of taxes on 
repatriated cash. The 2005 results reflect lower foreign tax credits and higher maintenance expenses on the San Jose Power 
Station, which more than offset the higher capacity revenues and energy sales from the generating facilities and customer growth 
and higher energy sales at the Guatemalan distribution company, EEGSA. Year-to-date net income was $19.4 million in 2005, 
compared to a net loss of $5.2 million in 2004, including the 2004 charges. These results reflect the same factors as the second 
quarter results. 

TECO Guatemala could be adversely affected by the recent significant increases in fuel prices, which have a 
corresponding effect on electricity prices in Guatemala. Even though the segment’s generating assets are not subject to fuel 
price risk directly, since the long-term power sales agreements for the San Jose and Alborada Power Stations call for the 
distribution utility to bear the cost of increasing fuel prices, the operations and results of these two power stations could be 
affected as the government and regulatory authorities seek ways to make electricity more affordable for consumers in 
Guatemala. 

TECO Guatemala reported second quarter net income of $7.9 million in 2005, compared to a net loss of $16.3 million 

TWG Mercbsnt 

in 2004, includiig the $98.7 million after-tax charge related to the TIE valuation adjustment. The 2005 tesults primarily reflect 
allocated interest expense and caretaker costs at the uncompleted Dell and McAdams power stations and overbead expenses of 
TWG Merchant. Fksults in 2004 included the losses from the ownership interest in the TIE projects, which was sold in July 2004. 
Year-to-date net loss was $14.3 million in 2005, which reflects the same factors as the second quarter, compared to a loss of $128.7 
million for the same period in 2004, including the TIE charge. 

TWG Merchant recorded a second-qwter loss of $8.6 million, compared to a loss of $ 3  13.1 million for the same period 

OtherandEliminations 
Losses fkom Other and El~nations,  including TECO Energy parent, were $65.4 million in tbe second quarter of 2005, 

including the $45.0 million after-tax charge related to the TECO Energy debt extinguishment, compared to losses of $19.9 
million in the same period in 2004, including the gain on the sale of the company’s interest in its propane business. The year-to- 
date loss was $86.1 million, including the second quarter debtextinguishment charge in 2005 compared to a loss of $36.9 
million in the same period in 2004, including the $3.4 million after-tax 2004 valuation adjustment at TECO Solutions and the 
$12.2 million after-tax gain on the sale of the company’s interest in its propane business. 

Interest charges- 
Total interest charges for the three months and six months ended Jun. 30,2005 were $76.4 million and $15 1.9 million, 

respectively, compared to $82.6 million and $169.8 million, respectively, for the same periods in 2004. Interest expense for the 
second quarter was lower than that for the 2004 period, primarily reflecting the retirement in 2004 of $392 million of the trust 
preferred component of TECO Energy’s equity security units. 

Income Taxes 
The provisions for income taxes from continuing operations for the 2005 second quarter and year-to-date periods were 

an expense of $4.0 million and $3 1.8 million, respectively, compared to benefits of $15.2 million and $5.0 million, respectively, 
for the same periods in 2004. In addition to the tax on recurring operations, the 2005 expense includes the provision for U.S. 
income taxes on cash repatriated ftorn Guatemala, tax expense related to an enacted change in state income tax rates in 
Kentucky, and a tax benefit related to the application of the “’tonnage tax” to qualified vessels. The 2004 benefit is due 
primarily to the write-off associated with the TIE projects, partially offset by the provision for taxes on repatriated cash from 
Guatemala. 

events that have impacted the overall effective tax rate on continuing operations. These events included permanent reinvestment 
of foreign income under Accounting Principles Board Opinion No. 23, Accounting for Taxes - Special Areas (APB 231, 
adjustment of deferred tax assets for the effect of an enacted change in state rates, repatriation of foreign source income to the 
United States and reduction of income tax expense under the new “tonnage tax” regime. In particular, in the second quarter of 
2005, the tonnage tax resulted in a $0.7 million income tax benefit. 

During the three months and six months ended Jun. 30,2005 and Jun. 30,2004, the company experienced a number of 

Discontinued Operations 

million in the same period of 2004. Discontinued operations in the quarter included the operating results fiom the Union and 
Gila River power stations through the end of May and the $76.5 million gain recorded upon the final disposition of the plants 
described above. Discontinued operations also include results for the Commonwealth Chesapeake Powr  Station until its sale 
on Apr, 19,2005. Year-todate net income from discontinued operations was $64.0 million, which reflects the items described 
abQve, compared to a net loss of $55.5 million for the same period in 2004. 

Net inmm fiom discontinued operations for the 2005 second quarter was $82.8 million, compared to a net loss of $26.3 
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On Jan. 26,2005, the Union and Gila River project companies filed a pre-negotiated Chapter 1 1 case in Arizona, and at 
the time of the filing the project companies stopped recording the interest expense associated with the non-recourse project debt. 
The after-tax loss from discontinued operations was approximately $14.4 million and $28.8 million lower than it would otherwise 
have been h the second quarter and year-todate periods, respectively, due to this change. Discontinued opations for the 2004 
periods include the results from the Frontera and Commonwealth Chesapeake power stations and the results fiom the energy 
services businesses that have also been sold, as well as the Union and Gila River power stations, including the interest on the non- 
recourse debt. 

Liquiditv and Capital Resources 

Cash and Liquidity 
TECO Energy’s consolidated cash and cash equivalents, excluding all restricted cash, totaled $188.2 million at Jun. 

30,2005. Restricted cash of $57. I million includes $50.0 million held in escrow until the end of 2007 related to the sale of a 
49 percent interest in the synthetic coal production facilities. Cash at Jun. 30,2005 excludes the San Jose and Alborada power 
stations’ unrestricted cash balances of $3 1.2 million and restricted cash of $8.9 million, as these companies were 
deconsolidated due to the adoption of FIN 46R, Consolidation of Variable Interest Entizies, effective Jan. 1,2004. 

credit of $27.6 million outstanding under these facilities and $70 million drawn on Tampa Electric Company’s credit facilities. 
At the end of the quarter, total liquidity, including cash plus credit facilities, was $746.8 million, which included $357.1 million 
at Tampa Elwtric Company consisting of $355.0 million of undrawn credit facilities and $2.1 million of cash. 

TECO Energy parent had total liquidity of $332.0 million at Jun. 30,2005, consisting of $159.6 million of cash and 
availability under its credit facilities of $172.4 million. 

TECO Energy consolidated cash flow from operations for the second quarter included the $54.4 million cash make- 
whole premium paid in the debt extinguishment, an under-recovery of fuel costs at Tampa Electric and the final payments for 
hurricane restoration costs at Tampa Electric that carried over from 2004. 

Other sources of cash in the second quarter of 2005 were $58.5 million of proceeds fkom the third-party investors for 
synfuel production and $300 million of proceeds from the issuance of long-term debt. Cash used in financing activities 
included dividends of $39.4 million on TECO Energy common stock and the repayment of $380 million of long-term debt at 
TECO Energy. Capital expenditures for the quarter were $79.9 million. 

In addition, at Jun. 30,2005, aggregate availability under bank credit facilities was $527.4 million, net of letters of 

Financing Activities 

were not tendered in the early settlement offer completed in August 2004 was set. On Jan. 18,2005, each holder of the TECO 
Energy Units purchased from TECO Energy 0.9509 shares of TECO Energy common stock per unit for $25 per share. The cash 
for the unit holders’ purchase obligation was satisfied from the proceeds received upon the maturity of a portfolio of U.S. 
Treasury securities acquired in connection with the October 2004 remarketing of the trust preferred securities of TECO Capital 
Trust II. As a result, TECO Energy issued 6.85 million shares of common stock on Jan. 3 8,2005 and received approximately 
$1 80 million of proceeds from the settlement. 

amount of 6.75% Notes due 2015, which produced net proceeds to the company of approximately $198.2 million. The company 
may redeem all or any part of the 6.75% Notes at its option at any time and from time to time at a redemption price equal to the 
sum of (i) accrued and unpaid interest to the redemption date on the principal amount of the 6.75% Notes to be redeemed, plus 
(ii) the greater of (A) 100% of the principal amount of the 6.75% Notes to be redeemed or (B) the net present value of the 
remaining payments of principal and interest on the 6.75% Notes to be redeemed, discounted at an applicable treasury rate (as 
defined in the applicable indenture), plus 50 basis points. 

Also on that date, as part of TECO Energy’s debt redemption and refinancing plan, TECO Energy called for redemption 
of all $380 million aggregate principal amount of its 10.5% Notes due 2007. The company completed the redemption on Jun. 27, 
2005 utilizing the proceeds from the 6.75% Note placement and available cash on hand at a redemption price of 114.3% of the 
principal amount plus unpaid and accrued interest to the date of redemption. The total aggregate redemption price was 
approximately $437.2 million, including approximately $2.9 million of accrued interest. The company recorded pretax debt- 
extinguishment charges in the second quarter totaling $7 1.5 million ($45.0 million after tax), consisting of the $54.4 million 
make-whole cash premium paid in the redemption and a $17.1 million non-cash charge for unamortized discount and debt 
issuance fees. 

of Floating Rate Notes due 2010, which resulted in net proceeds to the company of approximately $99.1 million. The Floating 
Rate Notes mature on May 1,2010 and bear interest at a rate equal to LIBOR, as defined in the applicable indenture, plus 2.0% 
per annum. The company may redeem all or any part of Floating Rate Notes at its option at any time before May 1,2007, at a 
redemption prke equal to the sum of (i) accrued and unpaid interest to the redemption date on the principal amount of the 
Floating Rate Notes to be redeemed, plus (ii) the greater of (A) 100% of the principal amount of the Floating Rate Notes to be 
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On Jan. 14,2005, the final settlement rate for TECO Energy’s then outstanding 7,208,927 equity security units that 

On May 24,2005, TECO Energy completed an institutional private placement of $200 million aggregate principal 

On Jun. 7,2005, TECO Energy completed an institutional private placement of $100 million aggregate principal amount 



redeemed, or (T3) the net present value of the remaining payments of principal and interest on the Floating Rate Notes to be 
redeemed, discounted at an applicable treasury rate (as defined in the applicable indenture), plus 50 basis points. TECO Energy 
may redeem the Floating Rate Notes, in whole or in part, at any time on or after May 1,2007, at a redemption price equal to 
100% of the principal amount plus a premium declining ratably to par, plus accrued and unpaid interest. 

Covenants in Financing Agreements 

financial tests as defined in the applicable agreements. In addition, TECO Energy, Tampa Electric Company and other 
operating companies have certain restrictive covenants in specific agreements and debt instruments. TECO Energy, Tampa 
Electric Company and the other operating companies are in compliance with all required financial covenants. The table that 
follows lists the covenants and the performance relative to them at Jun. 30, 2005. Reference is made to the specific agreements 
and instruments for more details. 

In order to utilize their respective bank credit facilities, TECO Energy and Tampa Electric Company must meet certain 

Significant Financial Covenants 
(mill ions) Calculation at 
Instrument Financial Covenant (I' ReguirementLUestriction Jun. 30,2005 
Tampa Electric Company 
PGS senior notes "/interest (2) Minimum of 2.0 times 3.4 times 

Restricted payments 
Funded debtkapital 
Sale of assets 

Credit facilities Debtlcapital 

6.25% senior notes Debtkapital 
EBrrD"tere!St (*) 

Limit on liens 

Shareholder equity at least $500 
Cannot exceed 65% 
Less than 20% of total assets 
Cannot exceed 60% 
Minimum of 2.0 times 
Cannot exceed 606 
Cannot exceed $787 

TECO Energy 
Credit facility DebVEBITDA (2) 

EBmA/interest (2) 

Limit on additional 

Cannot exceed 5.25 times 
Minimum of 2.25 times 
Cannot exceed $100 million 

$1,677 
49.8% 
0% 
48.8% 
5.5 times 
4&.86 
$287 liens outstanding 

4.1 times 
3.0 times 
$100 unrestricted 

indebtedness 
$300 million note indenture L h i t  on liens Cannot exceed 5% of tangible $268 unrestricted 

$100 million and $200 Restrictions on Pro rata security with any new None 

TECO Diversified 
Coal supply agreement Dividend restriction Net worth not less than $415 $598 

(1) 
(2) 

assets 

million note indentures secured debt secured debt, with exceptions 

guarantee (40% of tangible net assets) 
As defined in each applicable htrument. 
EBIT generally represents earnings before interest and taxes. EEUTDA generally represents EBIT before depreciation 
and amortization. However, in each circumstance, the term is subject to the definition prescribed under the relevant 
agreements. 
Includes 3-year bank credit facilities and a ]-year accounts receivable facility. (3) 



OfF-Balance Sheet Financing 

obligations with respect to these financings. Although we are not directly obligated on the debt., our equity interest in those 
unconsolidated affiliates and our commitments with respect to those projects are at risk if those projects are not operated 
successfully. 

Unconsolidated affiliates have project debt balances as follows at Jun. 30,2005. TECO Energy has no debt payment 

(millions) Long-term Debt Ownership Interest 
San Jose Power Station $ 104.3 100% 
Alborada Power Station 
EmDresa Electrica de Guatemala S.A. EEGSA) 

$ 19.6 
$ 222.2 

96% 
24% 

2005 Outlook 

For 2005, TECO Energy is maintaining its estimate for earnings per share from continuing operations in a range of 
$1 -05 to $1.15, which it announced in June. These forecasted results are based on the company’s current expectations and 
assumptions, which are subject to fish and uncertainties, including those described below. 

Tampa Electric expects approximately 2.5% annual customer growth with energy sales growth slightly above that, 
assuming normal weather for the remainder of the year. Peoples Gas expects customer growth of about 4% in 2005. 
Operations and maintenance expenses at the utilities are expected to increase at about the level of inflation for the full year. 
The after-tax impact of the disallowance of the recovery of a portion of waterbome fuel transportation costs is expected to be in 
the range of $8 million to $10 million for the full year. 

offset by higher production costs. TECO Coal expects full-year production costs to be more than 10% higher than 2004 levels. 
Production costs increased significantly the second half of 2004 due to coal truck weight constraints which impacted results 
starting in the third quarter and increased contract miner costs which were effective in the fourth quarter. For the second half of 
2005, TECO Coal also expects to benefit from continued strong earnings and cash flow from its synfuel facilities and the sale of 
the additional 8% ownership interest of the synfuel production facilities. These estimates of earnings and cash flow assume no 
reduction in Section 29 tax credits due to limitations that could result fkom oil prices exceeding the average reference price for 
the full year. The company estimates that oil prices, as quoted on NYMEX for August through December 2005, would have to 
average above $65 per barrel before any limitation would be effective for that year. See the discussion in Disclosures About 
Market Risk - Commodity Risk below for additional infomation. 

demand for river barges, the benefits of recent tax law changes which reduce taxes on income earned by U.S. flag vessels in 
international trade, as well as increased product movement through the bulk transfer terminal. 

TECO Guatemala expects to continue to provide strong earnings and cash flow at levels about $5 million lower than in 
2004, due to 2004 tax benefits that will be lower in 2005. 

Estimated 2005 consolidated cash flow from operations of $250 million to $300 million reflects the expected 
improvements in the operating companies’ results, the cash make-whole premium paid to redeem TECO Energy’s 10.5% notes, 
and expected under-recoveries on fuel largely offset by the sale of emissions credits. 

$245 million. Capital expenditures are estimated to remain about $300 million in addition to the $3 3 -8 million paid to the 
lenders upon the final transfer of the Union and Gila River power stations. Expected net cash generation also reflects the 
proceeds from the final settlement of the adjustable conversion-rate equity security units, the cash proceeds from the third-party 
ownership in TECO Coal’s synfuel production facilities, the proceeds from the sale of the Commonwealth Chesapeake Power 
Station, the expected proceeds from the announced sale of the Dell Power Station, and the issuance of $300 million of long- 
term debt, the redemption of $380 million of long-term debt. The forecast also assumes the planned retirement of half of the 
$200 million outstanding of 8.5% trust preferred securities in late 2005 and the remainder in early 2006 and the payment of 
common stock dividends at current levels. 

Common shares outstanding increased by 6.85 million shares on January 18,2005 upon the final settlement of TECO 
Energy’s equity security units, which is reflected in the 2005 earnings-per-share forecast. The company does not expect to 
require additional capital from external sources to meet cash needs in 2005, except for Tampa Electric’s short-term borrowings 
under its credit facilities for its needs. 

Results at TECO Coal are expected to improve due to coal prices being more than 40% higher than 2004, padally 

TECO Transport anticipates improved results from strong river market pricing due to better balance in the supply and 

Net cash generation at TECO Energy parent and ‘IECO Energy consolidated is expected in a range of $195 million to 

Critical AccountinP Policies and Estimates 

There have been no significant changes to the critical accounting policies and estimates since Dec. 3 1,2004. Our 
Current Report on Form 8-K dated May 23,2005, includes it detailed discussion under “Critical Accounting Policies and 
Estimates” about the estimates and assumptions used in the preparation of consolidated financial statements, and reference is 
made thereto. 
Disclosures About Market Risk 
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Interest Rate Risk 

futures, swaps and option contracts, in accordance With the approved risk management policies and procedures, to moderate 
this exposure to interest rate changes and,achieve a desired level of fixed and variable rate debt. As of Jun. 30,2005 there was 
no significant change in our exposure to interest rate risk since Dec. 3 1, 2004. 

We are exposed to changes in interest rates primarily as a result of our borrowing activities. We may enter into 

Credit Risk 

lenders, TECO Energy has substantially exited the merchant power business. Our credit risk exposure has been reduced as a 
result of that exit. 

As of Jun. 10,2005, with the sale and transfer of ownership of the Union and Gila River power projects to the project 

Commodity Risk 

commodity prices. Any changes in prices could affect the prices these businesses charge, their operating costs and the 
competitive position of their products and services. We assess and monitor risk using a variety of measurement tools based on 
the degree of exposure of each operating company to commodity risk. The following is an update as of Jun. 30,2005, to our 
assessment of commodity risk exposure at Dec. 3 1,2004. 

As of June 1,2005, with the sale and transfer of ownership of the Union and Gila River power projects to the project 
lenders, TECO Energy has substantially exited the merchant power business. The TWG Merchant business segment no longer 
owns any operating merchant powr plants. Accordingly, our exposure to changes in the market prices for electricity and 
natural gas has been reduced. 

As previously reported, TECO Coal is indirectly exposed to changes in the price of crude oil. Under the rules 
governing Section 29 tax credits, those credits can be phased out in the event that the price of crude oil (as defined by a 
government price survey) reaches a certain threshold. In the event of a phase out, the proceeds TECO Coal receives from third 
parties having ownership interests in its synfuel production facilities would be reduced. We expect these proceeds to be 
approximately $200 million annually in 2005 through 2007, when the Section 29 tax credits expire. The benchmark crude oil 
prices corresponding to the beginning and end of the tax credit phase-out are estimated for 2005 to be $52 and $65 per barrel, 
respectively, which we estimate to be equivalent to $57 and $70 per barrel on NYMEX . We estimate that the NYMEX price 
for August through December 2005 would have to average more than $65 per barrel before the beginning point in the phaseout 
range would be reached and $97 per banel before the credit would be fully phased out. To hedge this rkk, we have entered into 
a series of derivative transactions that remove approximately one-third of our exposure for 2005. Our goal is to hedge about 
$100 million per year of the 2006 and 2007 synfuel proceeds risk exposure, if economic to do so. As of July 2005, the company 
has hedged approximately 20% of this exposure for 2006. 

the quarter ended Jun. 30,2005: 

We face varying degrees of exposure to commodity risks-including coal, natural gas, fuel oil and other energy 

The following tables summarize the changes in and the fair value balances of energy derivative assets (liabilities) for 

Changes in Fair Value of Energy Derivatives (millions) 
Net fair value of derivatives as of Dec. 3 1,2004 

Net change in unrealized fair value of derivatives 
Changes in valuation techniques and assumptions 
Realized net settlement of derivatives 

$ (8.3) 
35.8 

(1.3) 
$ 25.7 

I 

Net fair value of energy derivatives as of Jun. 30,2005 

Roll-Forward of Energy Derivative Net Assets (Liabilities) (millions) 
Total energy derivative net assets (liabilities) as of Dec. 3 1 , 2004 

Change in fair value of net derivative assets (liabilities): 
$ (8.8) 

Recorded in OCI 34.5 
Recorded in earnings (1 2.3) 

Net option premium payments 6.5 
5.3 

$ 25.7 
Net purchase (sale) of existing contracts 

Net fair value of energy derivatives as of Jun. 30,2005 
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Below is a summary table of sources of fair value, by maturity period, for energy derivative contracts at Jun. 30,2005. 

Maturity and Source of Energy Derivative Contracts Net Assets (Liabilities) at Jun. 30,2005 
Contracts Maturing in Current Non-current Total Fair Value 
Source of fair value (millions) 

Actively quoted prices $ 19.0 $ 1.7 $ 20.7 
Model prices 5 .O - 5 .O 

Total $ 24.0 $ 1.7 $ 25.7 

(1) Model prices are used for determining the fair value of energy derivatives where price quotes are infrequent or the 
market is illiquid. Significant inputs to the models are derived from market-observable data and actual historical 
experience. 

For all unrealized energy derivative contracts, the valuation is an estimate based on the best available information. 
Actual cash flows could be materially different from the estimated value upon maturity. 

Item 3. OUANTITATIVE AND OUALITAnVE DISCLOSURES ABOUT. MARKET RISK 

See the discussion entitled “Disclosures About Market Risk’ in Part I, Item 2. Management’s Discussion and 
Analysis. 

Item 4. CONTROLS AND PROCEDURES 

TECO Energy, Inc. 

(a) Evaluation of Disclosure Controls and Procedures. TECO Energy’s management, with the participation of its 
principal executive officer and principal financial officer, has evaluated the effectiveness of TECO Energy’s disclosure 
controls and procedures (as such term is defined in Rules 13a-l5(e) and 15d-l5(e) under the Securities Exchange Act 
of 1934, as amended (the ‘‘Exchange Act”)) as of the end of the period covered by this quarterly report (the 
“Evalua6on Date”). Based on such evaluation, TECO Energy’s principal financial officer and principal executive 
officer 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 disclosed in TECO Energy’s reports filed or submitted under the Exchange Act is recorded, processed, 
summarized and reported within the requisite time periods. 

(b) Changes in Internal Controls. There was no change in TECO Energy’s internal control over financial reporting (as 
defined in Rules 13a- 15(f) and 15d- 15(f) under the Exchange Act) identified in connection with the evaluation of 
TECO Energy’s internal controls that occurred during TECO Energy’s last fiscal quarter that has materially affected, or 
is reasonably likely to materially affect, such controls. 

Tampa Electric Company 

Evaluation of Disclosure Controls and Procedures. Tampa Electric Company’s management, with the participation 
of its principal executive officer and principal financial officer, has evaluated the effectiveness of Tampa Electric 
Company’s disclosure controls and procedures (as such term is defined in Rules 13a-l5(e) and 15d-lS(e) under the 
Securities Exchange Act of 1934, as amended (the “Exchange Act”)) as of the end of the period covered by this 
quarterly report (the “Evaluation Date”). Based on such evaluation, Tampa Electric Company’s principal financial 
officer and principal executive officer have concluded that, as of the Evaluation Date, Tampa Electric Company’s 
disclosure controls and procedures are effective and designed to ensure that the information relating to Tampa Electric 
Company (including its consolidated subsidiaries) required to be disclosed in Tampa Electric Company’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 was no change in Tampa Electric Company’s internal control over financial 
reporting (as defined in Rules 13a-f5(f) and 15d-l5(f) under the Exchange Act) identified in connection with the 
evaluation of Tampa Electric Company’s internal controls that occurred during Tampa Electric Company’s last fiscal 
quarter that has materially affected, or is reasonably likely to materially affect, such controls. 
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PART n. OTHER INFORMATION 

Item 1. LEGAL PROCEEDINGS 

See the Legal Contingencies and the Superfund and Former Manufactured Gas Plant Sites sections of Note 11 to 
the TECO Energy Consolidated Financial Statements, and the Legal Contingencies and the Superfund and Former 
Manufactured Gas Plant Sites sections of Note 8 to the Tampa Electric Company Consolidated Financial Statements. 

Item 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS 

The following table shows the number of shares of TECO Energy common stock deemed to have been repurchased 
by TECO Energy during the quarter. 

(dl 
(c) MaximumNumber 

Total Number of (or Approximate 
(a) (to Shares (or Units) Dollar Value) of 

Total Number of Average Price Purchased as Part of Shares (or Units) that 
Shares (or Units) Paid per Share (or Publicly Announced May Yet Be 

Purchased ( I )  Unit) Plans or Programs Purchased Under the 
Plans or Propuns 

- - Apr. 1,2005 - Apr. 30,2005 20,849 $16.01 
$16.53 - - 

Jun. 1,2005 - Jun. 30,2005 16,274 $17.95 - - 
Total 2nd Quarter 2005 47,685 $16.79 I - 

May 1,2OO5 -May 31,2005 10,562 

~~~ 

(1) These shares were not repurchased through a publicly announced plan or program, but rather relate to compensation 
or retirement plans of the company. Specifically, these shares represent shares delivered in satisfaction of the 
exercise price and/or tax withholding obligations by holders of stock options who exercised options (granted under 
TECO Energy’s incentive compensation plans), shares delivered or withheld (under the term of grants under TECO 
‘Energy’s incentive compensation plans) to offset tax withholding obligations associated with the vesting of restricted 
shares, restricted shares that were deferred upon vesting pursuant to the TECO Energy Group Defmed Compensation 
Plan and shares purchased by the TECO Energy Group Retirement Savings Plan pursuant to directions from plan 
participants or dividend reinvestment. 

I Item6- *-ITS 
Exhibits - See index beginning on page 49. 
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SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be 
signed on its behalf by the undersigned, thereunto duly authorized on the 8* day of August, 2005. 

TECO ENERGY, INC. 
(Registrant) 

Date: Aug. 8,2005 

Date: Aug. 8,2005 

By: /SI G. L. GILLETTE 
G. L. G U T T E  
Executive Vice President 
and Chief Financial Officer 
(Principal Financial Officer) 

TAMPAELECTRICCOMPANY 
(Registrant) 

By: IS/ G.L. GLLETTE 
G. L. GILLETTE 
Senior Vice President 
and Chief Financial Officer 
(Principal Financial Officer) 
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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 Mar. 3 1 ,  I993 of TECO Energy, hc.). 

Bylaws of TECO Energy, Lnc., as amended effective Jul. 6,2004 (Exhibit 3.2, Registration Statement on Form 
5-4 No. 333-1 17701 of TECO Energy, Inc.). 

Articles of Incorporation of Tampa Electric Company (Exhibit 3, Registration Statement No. 2-70653 of 
Tampa Electric Company). 

Bylaws of Tampa Electric Company, as amended effective April 16, 1997 (Exhibit 3, Form 10-Q for the 
quarter ended Jun. 30,1997 of Tampa Electric Company). 

Tenth Supplemental Indenture dated as of May 26,2005 between TECO Energy, Inc. and The Bank of New 
York, as trustee, supplementing the Indenture dated as of August 17,1998 (including the form of 6.75% 
Note) (Exhibit 4.1, Form 8-K filed May 3 1,2005 by TECO Energy, Inc.). 

Eleventh Supplemental Indenture dated as of June 7,2005 between TECO Energy, Inc. and The Bank of New 
York, as trustee, supplementing the Indenture dated as of August 17, 3998 (including the form of Floating 
Rate Note) (Exhibit 4.1, Form 8-K filed June 8,2005 by TECO Energy, Inc.). 

Registration Rights Agreement dated as of May 26,2005 between TECO Energy, Inc. and UBS Securities 
LLC (as representative of the Purchasers named therein) (Exhibit 10.1, Form 8-K filed May 3 1,2005 by 
TECO Energy, Inc.). 

Excerpt of Joint Plan of Reorganization Pursuant to Chapter I1 of the Bankruptcy Code of Union Power 
Partners, L.P., Panda Gila River, L.P., Trans-Union Interstate Pipeline, L.P., and UPP Finance Co., LLC, 
dated Feb. 2,2005 ('Exhibit 10.1, Form 8-K filed June 7,2005 by TECO Energy, Inc.). 

Master Release Agreement and Amendment to Undertakings dated Jan. 24,2005, by and among TECO- 
Panda Generating Company, L.P., TECO Energy Source, Inc., TECO Energy, Inc., Union Power I, LLC, 
Union Power II, LLC, Panda Gila River I, LLC, Panda Gila River II, LLC, Trans-Union Interstate I, LLC, 
Trans-Union Interstate II, LLC, Union Power Partners, L.P., Panda Gila River, L.F., Trans-Union Interstate 
Pipeline, L.P., UPP Finance Co., LLC, Citibank, N.A., as Administrative Agent; and the financial institutions 
named therein (Exhibit 10.2, Form 8-K filed June 7,2005 by TECO Energy, Inc.). 

Representation and Indemnification Agreement dated as of Jun. 1,2005, by and among Entegra Power Group 
LLC, Union Power LLC, Gila River Power LLC and Trans-Union Pipeline LLC, as Transferees, and TECO 
Energy, Inc. (Exhibit 10.3, Form 8-K filed June 7,2005 by TECO Energy, Inc.). 

Registration Rights Agreement dated as of June 7,2005 between TECO Energy, Inc. and 'LTBS Securities 
LLC (as representative of the Purchasers named therein) (Exhibit 10.1, Form 8-K filed June 8,2005 by 
TECO Energy, hc.). 

Asset Purchase and Sale Agreement dated as of June 10, 2005 between T P S  Dell, LLC and Associated 
Electric Cooperative, Inc. (Exhibit IO. 1, Form 8-K filed June 13,2005 by TECO Energy, Inc.). 

Ratio of Earnings to Fixed Charges - TECO Energy, Inc. 

Ratio of Earnings to Fixed Charges - Tampa Electric Company. 

Certification of the Chief Executive Officer of TECO Energy, Inc. pursuant to Securities Exchange Act Rules 
I3a- 14(a) and 15d- 14(a) as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 
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Certification of the Chief Financial 0ff"icer of TITO Energy, Inc. pursuant to Securities Exchange Act Rules 
13a- 14(a) and 15d- 14(a) 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(a) and 15d- 14(a) as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification of the Chief Financial Officer of Tampa Electric Company pursuant to Securities Exchange Act 
Rules 13a-I4(a) and lSd-l4(a) 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 I350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. ( I )  

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. (') 

Investment Considerations. 

This certification accompanies the Quarterly Report on Form 10-Q and is not filed as part of it. 

indicates exhibit previously filed with the Securities and Exchange Commission and incorporated herein by reference. 
Exhibits filed with periodic reports of TECO Energy, hc. and Tampa Electric Company were filed under Commission 
File Nos. 1-8 180 and 1-5007, respectively. 
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- 
TECO ENERGY, INC. 

RATIO OF EAIWINGS TO FIXED CHARGES 

~ 

The following table sets forth TECO Energy’s ratio of earnings to fixed charges for the periods indicated. 

Exhibit 12.1 

1 Interest expense $ 158.2 $ 318.4 $ 337.1 $ 354.4 $ 252.2 $ 209.9 $ 180.5 

I Total fixed charges $ 157.8 !$ 317.6 31 336.3 $ 353.6 $ 251.3 $ 208.9 $ 179.5 
~ hterest on refunding bonds (0.4) (0.8) (0.8) (0.8) (0.9) ( 1 .O) ( 1.0) 

~ Ratio of earnings to fixed charges 1 . 4 3 ~  - ( I )  -(2) 1 . 0 5 ~  1 . 5 5 ~  2.01x 2.35~ 
- 

(millions) 

6-months 12-months 
ended ended 

Jun. 30, Jun. 30, Year Ended December 31, 
2005 2005 2004 2003 2002 2001 2000 

(Loss) income fiom continuing 

Add: 
operations, before income taxes $ 95.7 $ (449.7) $ (600.6) $ 32.8 !$ 206.6 $ 241.7 !$ 254.6 

Interest expense 158.2 318.4 337.1 3 54.4 252.2 209.9 180.5 
Amortization of capitalized 

interest - 0.2 0.3 1.3 0.3 0.3 0.2 

Capitalized interest 0.1 0.4 0.7 17.3 63.2 23.0 6.5 
Income (loss) from equity 

Earnings before taxes and 

Deduct: 

investments 28.9 59.0 36.1 (0.4) 5.5 9.1 7.7 

fixed charges $224.9 $ (190.5) $ (300.0) $ 371.6 $ 390.4 $ 419.8 $ 421.1 

For the purposes of calculating these ratios, earnings consist of income fiom continuing operations before income 
taxes, income or loss &om equity investments and fixed charges, less capitalized interest. Fixed charges consist of interest 
expense on indebtedness and interest capitalized, amortization of debt premium, and the interest component of rentals. TECO 
Energy, hc. does not have any preferred stock outstanding, and there were no preferred stock dividends paid or accrued 
during the periods presented. Certain prior year amounts have been adjusted to conform to the current year presentation. 
Further, the company had significant charges (most of which were non-cash) and gains in the periods presented. Reference is 
made to the financial statements and related notes and the sections titled “Management’s Discussion & Analysis of Financial 
Condition & Results of Operations” herein as well as in TECO Energy, Inc.3 Annual Reports on Form 10-K for the years 
presented (other than 2004, for which refereace is made to TECO Energy hc.’s Current Report on Fom 8-K dated May 23, 
2005). 

All prior periods presented reflect the classification of Commonwealth Cheasapeake Company, LLC (CCC), Frontera 
Generation Limited Partnership (Frontera), BCH Mechanical (BCH), TECO Thermal, TECO AGC, Ltd., TECO BGA, Prior 
Energy, TECO-Panda Generating Company (TPGC), and TECO Coalbed Methane as discontinued operations. Frontera was 
sold in December 2004, the sale of BCH was completed in January 2005, and the transfer of TPGC was completed in May 
2005. The sales of Prior Energy and TECO BGA were completed in February 2004. h December 2002, TECO Coalbed 
Methane sold substantially all of its assets to the Municipal Gas Authority of Georgia. 

Interest expense includes total interest expensed and capitalized excluding AF’UDC, and an estimate of the interest 
component of rentals. 

(1) Earnings were insufficient to cover fixed charges by $508.1 million. The ratio was -0.60~ 

(2) Earnings were insufficient to cover fixed charges by $636.3 million. The ratio was -0.89~ 



Exhibit 12.2 
TAMPA ELECTRIC COMPANY 

RATIO OF EARNINGS TO FIXED CHARGES 

The following table sets forth Tampa Electric Company’s ratio of earnings to fixed charges for the periods indicated. 

6-month 12-month 
ended ended 
Jun. 30, Jun. 30, Year Ended December 31, 

(millions) 2005 2005 2004 2003 2002 2001 2000 

heres t expense 57.5 115.0 116.0 112.6 80.4 81.8 84.7 

Income from continuing operations, 
before income tax $ 128.0 267.5 $274.9 $ 187.4 $ 296.8 $275.1 $ 262.3 

Earnings before taxes and 
fixed charges $ 185.5 $382.5 $390.9 $300.0 !§ 377.2 $356.9 $ 347.0 

Interest expense 57.5 $ 115.0 S 116.0 $ 112.6 $ 80.4 $ 81.8 $ 84.7 

Total fixed charges $ 57.1 $ 114.2 $ 115.3 $ 111.9 $ 79.5 $ 80.8 $ 83.7 
Interest on refimding bonds (0.4) (0.8) (0.7) (0.7) (0.9) (1 .O) (1 .O) 

Ratio of earnings to fixed charges 3.25~ 3.35x 3.39x 2 . 6 8 ~  4.74x 4 . 4 2 ~  4 . 1 5 ~  

For the purposes of calculating these ratios, earnings consist of income from continuing operations before income taxes, 
income or loss from equity investments and fxed charges. Fixed charges consist of interest expense on indebtedness, 
amortization of debt premium, the interest component of rentals and preferred stock dividend requirements. Tampa Electric 
Company had a sigmficant non-cash charge in the 2003 period presented. Reference is made to the financial statements and 
related notes and the sections titled “Management’s Discussion & Analysis of Financial Condition & Results of Operations” 
herein as well as in Tampa Electric Comgany’s h u a l  Report on Fom 10-K for that year. 

Merest expense includes total interest expense, excluding AFUDC, and an estimate of the interest component of rentals. 



Exhibit 3 1.1 
CERTIFICATIONS 

I, Sherrill W, Hudson, certify that: 

1. 

2. 

3. 

4. 

5 .  

1 have reviewed this quarterly report on Form 10-Q of TECO Energy, Inc.; 

Based on my knowledge, t h ~ s  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 
misleading with respect to the period covered by thrs report; 

Based on my knowledge, the financial statements, and other financial lnformation included in thzs report, fairly present 
in a11 material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the 
periods presented in this report; 

The registrant’s other certifjmg officer and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-l5(e) and 15d-l5(e)) and internal control over financial reporting (as 
defined in Exchange Act Rules 13a-l5(f) and 15d-l5(f)) 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) Designed such internal control over financial reporting, or caused such internal control over financial repoxting to 
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting 
and the preparation of financial statements for external purposes in accordance with generally accepted accounting 
principles; 

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report ow 
conclusions about the effectiveness of the dmlosure controls and procedures, as of the end of the period covered by 
this report based on such evaluation; and 

d) Disclosed in this report any change in the registrant’s internal control over b c i a l  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 

The registrant’s other certifying officer and I have disclosed, based on o w  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 fmncial information; and 

b) Any fiaud, whether or not material, that involves management or other employees who have a significant role in the 
registrant’s internal control over financial reporting. 

Date: August 8, 2005 Is1 s. w. HUDSON 
s. w. HUDSON 
Chairman of the Board, and 
Chef Executive Officer 
(Principal Executive Officer) 



Exhibit 3 1.2 
CERTIFICATIONS 

I, Gordon L. Gillette, certify that: 

1. I have reviewed this quarterly report on Form 10-Q of TECO Energy, Inc.; 

2. Based on my howledge, this report does not contain any untrue statement of a material fact or ornit to state a material 
fact necessary to d e  the statements made, in light of the circumstances under which such statements were made, not 
misleading with respect to the period covered by hs report; 

3. Based on my knowledge, the financial statements, and other financial dormation included in this report, fairly present 
in 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 13 a- 15( e) and 1 5d- 15( e)) and internal control over financial reporting (as 
defined in Exchange Act Rules 13a-15(f) and 15d-lS(f)) 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 emure that material information relating to the registrant, includmg 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) Designed such internal control over h c i a l  reporting, or caused such internal control over financial reporthg to 
be designed under OUT supervision, to provide reasonable assurance regarding the reliability of financial reporting 
and the preparation of financial statements for external purposes in accordance with generally accepted accounting 
principles; 

c) 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 

d) Disclosed in this report any change in the registrant’s internal control over financial repoxting 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 cerbfymg officer and I have disclosed, based on OUT 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 weahesses 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 fiaud, whether or not material, that involves management or other employees who have a sigdkant role in the 
registrant’s internal control over financial reporting. 

/s/ G. L. GILLETTE 
G.  L. GILLETTE 
Executive Vice President 
and Chief Financial Officer 
(Principal Financial Officer) 
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Exhibit 3 1.3 
CERTIFICATIONS 

I, Shenill W. Hudson, certify that: 

1. 

2. 

3. 

4. 

5 .  

I have reviewed this quarterly report on Form 10-Q of Tampa Electric Company; 

Based on my knowledge, this report does not contain any unme statement of a material fact or omit to state a material 
fact necessary to rnake the statements made, in light of the circumstances under which such statements were made, not 
misleading with respect to the period covered by h s  report; 

Based on my knowledge, the financial statements, and other financial dormation included in this report, fairly present 
in 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; 

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13 a- 3 5 (e) and 1 5d- 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 informzition relating to the registrant, including its consolidated 
subsidiaries, is made lmown 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 OUT 
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 

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) 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 employees who have a significant role in the 
registrant’s internal control over financial reporting. 

Date: August 8, 2005 /s l  S. W. HUDSON 
S. W. HUDSON 
Chairman of the Board, and 
Chief Executive Officer 
(Principal Executive Officer) 



CERTIFICATIONS 
- Exhibit 31.4 

I, Gordon L. Gillette, certiQ that: 

1. I have reviewed this quarterly report on Form 10-Q of Tampa Electric Company; 

2. 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 
misleading with respect to the period covered by this report; 

3. Based on my howledge, the financial statements, and other financial information included in t h ~ s  report, fairly present 
in 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 certifymg officer and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defmed in Exchange Act Rules 13a-l5(e) and 15d-l5(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 emure that material infomation relating to the registrant, including its consolidated 
subsidiaries, is made kuown 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 intend 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 OUT most recent evaluation of internal control 
over financial reporting, to the registrant’s auditors and the audit cormnittee of the registrant’s board of directors (or 
persons performing the equivalent functions): 

a) All sipficant 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 infomation; and 

b) 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. 

Date: August 8,2005 /s/ G. L. GILLETTE 
G. L. GILLETTE 
Senior Vice President - Finance 
and Chief Financial Officer 
(Principal Financial Officer) 



Exhibit 32.1 

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 Quarterly Report on Form 10-Q of the Company for the quarter 
ended June 30,2005 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-Q fairly presents, in all material respects, the financial condition 
and results of operations of the Company. 

Dated: August 8, 2005 

Dated: August 8,2005 

A signed original of this written statement required by Section 906, or other document authenticating, 
aclmowledging, or otherwise adopting the signature that appears in typed form within the electronk version of this 
written statement required by Section 906, has been provided to the Company and will be retained by the Company 
and furnished to the Securities and Exchange Commission or its staff upon request. 

The foregoing certification is being furnished to the Securities and Exchange Commission as an exhibit to the Form 
10-Q and shall not be considered filed as part of the Form 10-Q. 

I 

/s/ S. W.HUDS0N 
S. W. HUDSON 
Chief Executive Officer 

G. L. GILLETT’E 
Chief Financial Officer 
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Exhibit 32.2 

TAMPA ELECTRIC COMPANY 

Certification of Periodic Financial Report 
Pursuant to 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 Quarterly Report on Fom 10-Q of the Company for the 
quarter ended June 30,2005 fully complies with the requirements of Section 13(a) or lS(d) of the Securities 
Exchange Act of 1934 and information contained in that Form 10-Q fairly presents, in all material respects, the 
financial condition and results of operations of the Company. 

Dated: August 8, 2005 

Dated August 8, 2005 

Is/ s. W.HUDS0N 
S. W. HUDSON 
Chief Executive Officer 

Is/ G. L. GILLETTE 
G. L. GILLETTE 
Chief Financial Officer 

A signed original of this written statement required by Section 906, or other document authenticating, 
acknowledging, or otherwise adopting the signature that appears in typed form within the electronic version of this 
written statement required by Section 906, has been provided to the Company and will be retained by the Company 
and furnished to the Securities and Exchange Commission or its staff upon request. 

The foregoing certification is being furnished to the Securities and Exchange Commission as an exhibit to the Form 
IO-Q and shall not be considered filed as part of the Form 10-Q. 



Exhibit 99.1 

TECO Energy, Inc. 

Investment Considerations 

The following are certain factors that could affect TECO Energy’s future results. They should be considered in 
connection with evaluating forward-looking statements contained in TECO Energy’s Quarterly Report on Form 10-Q for the 
quarter ended Jun. 30,2005, 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. 

We have significant indebtedness, which has resulted in an increase in the amount of fixed charges we are obligated to 
pay. The level of our indebtedness and restrictive covenants contained in our debt obligations could limit our ability to obtain 
additional financing or refinance existing debt and could prevent the repayment of subordinated debt and the payment of 
dividends if those payments would cause a violation of the covenants. 

W e  and Tampa Electric must meet certain financial tests as defined in the applicable agreements to use our and its 
respective credit facilities. Also, we, Tampa Electric and other operating companies have certain restrictive covenants in 
specific agreements and debt instruments. The restrictive covenants of our subsidiaries could limit their ability to make 
distributions to us, which would further limit our liquidity. Please see the “Credit Facilities’’ and “Covenants in Financing 
Agreements” sections and “Significant Financial Covenants’’ table in the “Liquidity, Capital Resources” section of 
“‘Management’s Discussion & Analysis of Financial Condition & Results of Operations,, section of our periodic reports filed 
with the SEC, including our Current Report on Form 8-K dated May 23,2005 and our Quarterly Report on Form 10-Q for the 
fiscal quarter ended Jun. 30,2005 for descriptions of these tests and covenants. 

As of Jun. 30,2005, we were in compliance with required financial covenants, but we cannot assure you that we will 
be in compliance with these financial covenants in the future. Our failure to comply with any of these covenants or to meet our 
payment obligations could result in an event of default which, if not curd or waived, could result h the acceleration of other 
outstanding debt obligations. We may not have sufficient working capital or liquidity to satisfy our debt obligations in the 
event of an acceleration of all or a portion of our outstanding obligations. In addition, if we had to defer interest payments on 
our subordinated notes underlying the outstanding trust preferred securities, we would be prohibited from paying cash 
dividends on our common stock until all unpaid distributions on those subordinated notes were made. 

We also incur obligations in connection with the operations of our subsidiaries and affiliates that do not appear on our 
balance sheet. These obligations take the form of guarantees, letters of credit and contractual commitments, as described under 
“Off Balance Sheet Financing” and “Liquidity, Capital Resources” of the “Management’s Discussion & Analysis of Financial 
Condition & Results of Operations” section of our periodic reports filed with the SEC, including our Current Report on 
Form 8-K dated May 23,2005 and our Quarterly Report on Form 10-Q for the quarter ended Jun. 30,2005. ILn addition, our 
unconsolidated affiliates have incurred non-recourse debt. Although we are not obligated on that debt., our investments in those 
unconsolidated affiliates are at risk if the affiliates default on their debt. 

Our financial condition and ability to access capital may be materially adversely affected by ratings 
downgrades. 

Our senior unsecured debt is rated below investment grade by Standard & Poor’s, or S&P, at BB with a stable 
outlook, by Moody’s Investor’s Services, or Moody’s, at Ba2 with a stable outlook and by Fitch Ratings, or Fitch, at BB+ with 
a stable outlook. The senior unsecured debt of Tampa Electric Company is rated by S&P at BBB- with a stable outlook, by 
Moody’s at Baa2 with a stable outlook and by Fitch at BBB+ with a stable outlook. Any downgrades by the rating agencies 
may affect our ability to borrow, may change requirements for future collateral or margin postings and may increase our 
financing costs, which may decrease our earnings. We also may experience greater interest expense than we may have 
otherwise if, in future periods, we replace maturing debt with new debt bearing higher interest rates due to any such 
downgrades. In addition, downgrades could adversely affect our relationships with customers and counterparties. 
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As a result of past rating actions, our subsidiaries were required to post collateral with counterparties to transact in the 
forward markets for electricity and gas. At Jun. 30,2005, because of our actions in 2004 to reduce our exposure to merchant 
power and to exit the energy services and products businesses, we have minimal exposure to additional calls for collateral. At 
current ratings, Tampa Electric and Peoples Gas System are able to purchase gas and electricity without providing collateral. If 
the ratings of Tampa Electric Company declined to below investment grade, Tampa Electric and Peoples Gas System could be 
required to post collateral to support their purchases of gas and electricity. 

If we are unable to limit capital expenditure levels as forecasted, our financial condition and results could be 
adversely affected. 

Part of our plan includes capital expenditures at the operating companies at maintenance levels plus identified capital 
expenditures for compliance with our environmental consent decree for the next several years. We cannot be sure that we will 
be successful in limiting capital expenditures to the planned amount. If we are unable to limit capital expenditures to the 
forecasted levels, we may need to draw on credit facilities, access the capital markets on unfavorable terms or ultimately sell 
additional assets to improve our financial position. W e  cannot be sure that we will be able to obtain additional financing or sell 
such assets, in which case our financial position, earnings and credit ratings could be adversely 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 are dependent on cash flow from OUT subsidiaries to meet our cash requirements that 
are not satisfied from external funding sources. Some of our subsidiaries have indebtedness containing restrictive covenants 
which, if vioIated, would prevent them from making cash distributions to us. In particular, certain long-term debt at Peoples 
Gas System prohibits payment of dividends to us if Tampa Electric Company’s consolidated shareholders’ equity is lower than 
$500 million. At Jun. 30,2005, Tampa Electric Company’s consolidated shareholders’ equity was approximately $1.7 billion. 
Also, our wholly owned subsidiary, TECO Diversified, Inc., the holding company for TECO Transport, TECO Coal and TECO 
Solutions, has a guarantee related to a coal supply agreement that could limit the payment of dividends by TECO Diversified to 
us. 

Various factors could affect our ability to sustain our dividend. 

Our ability to pay a dividend, or sustain it at current ievels, could be affected by such factors as the level of our 
earnings and therefore our dividend payout ratio, and pressures on our liquidity, including unplanned debt repayments, 
unexpected capital, shortfalls in operating cash flow and negative retained earnings. These are in addition to any restrictions on 
dividends from our subsidiaries to us discussed above. The Public Utility Holding Company Act of 1935 (PUHCA) restricts 
the payment of distributions from capital for registered companies. However, we are not subject to such restrictions because we 
are exempt from registration under PWCA. 

We are vulnerable to interest rate changes and may not have access to capital at favorable rates, if at all. 

A portion of our debt bears interest at variable rates, including the floating rate notes. Increases in interest rates 
therefore may require a greater portion of our cash flow to be used to pay interest. In addition, changes in interest rates and 
capital markets generally affect our cost of borrowing and access to these markets. 

Merchant Power Project Risks 

The status of our investments in the suspended Dell and McAdams plants is subject to uncertainties which 
could result in additional impairments. 

Our investments in the Dell and McAdams power plants were written down to reflect current fair market value as of 
Dec. 3 1,2004. We are pursuing the sale of these plants and in June 2005 one of our indirect subsidiaries entered into an 
agreement for the sale of the Dell Power Station, which we expect to complete in the third quarter of 2005. Because the 
write-offs were to estimated fair market value, there is a risk of further impairment should we be unable to sell the McAdams 
Power Station, or complete the sale of the Dell Power Station as expected, or otherwise obtain our estimated market value for 
them. 

2 

237 



General Business and Operational Risks - 

General economic conditions may adversely affect our businesses. 

Our businesses are affected by general economic conditions. In particular, the projected growth in Tampa Electric’s 
service area and in Florida is important to the realization of Tampa Electric’s and Peoples Gas System’s respective forecasts 
for annual energy sales growth. An unanticipated downturn in the Tampa Electric service area’s or in Florida’s economy could 
adversely affect Tampa Electric’s or Peoples Gas System’s expected performance. 

Our unregulated businesses, TECO Transport, TECO Coal and TECO Guatemala, are also affected by general 
economic conditions in the industries and geographic areas they serve, both nationally and internationally. 

I Potential competitive changes may adversely affect our regulated electric and gas businesses. 

The U.S. electric power industry has k e n  undergoing restructuring. Competition in wholesale power sales has been 
introduced on a national level. Some states have mandated or encouraged competition at the retail level and, in some situations, 
required divestiture of generating assets. While there is active wholesale competition in Florida, the retail electric business has 
remained substantially free from direct competition. Although not expected in the foreseeable future, changes in the 
competitive environment occasioned by legislation, regulation, market conditions or initiatives of other electric power 
providers, particularly with respect to retail competition, could adversely afkct Tampa Electric’s business and its performance. 

The gas distribution industry has been subject to competitive forces for several years. Gas services provided by 
Peoples Gas System are now unbundled for all non-residential customers. Because Peoples Gas System earns margins on 
distribution of gas but not on the commodity itself, unbundling has not negatively impacted Peoples Gas System’s results. 
However, future structural changes that we cannot predict could adversely affect Peoples Gas System. 

Our electric and gas businesses are highly regulated, and any changes in regulatory structures could lower 
revenues or increase costs or competition. 

Tampa Electric and Peoples Gas System operate in highly regulated industries. Their retail operations, including the 
prices charged, are regulated by the Florida Public Service Commission, and Tampa Electric’s wholesale power sales and 
transmission services are subject to regulation by the Federal Energy Regulatory Commission. Changes in regulatory 
requirements or adverse regulatory actions could have an adverse effect on Tampa Electric’s or Peoples Gas System’s financial 
performance by, for example, increasing competition or costs, threatening investment recovery or impacting rate structure. 

Our businesses are sensitive to variations in, and extreme, weather and have seasonal variations. 

Most of our businesses are affected by variations in general weather conditions and unusually severe weather. Tampa 
Electric’s and Peoples Gas System’s energy sales are particularly sensitive to variations in weather conditions. Those 
companies forecast energy sales on the basis of normal weather, which represents a long-term historicd average. Significant 
variations from normal weather could have a material impact on energy sales. Unusual weather, such as hurricanes like those 
experienced in 2004, could adversely affect operating costs and sales and cause damage to our facilities, requiring additional 
costs to repair. 

Peoples Gas System, which has a typically short but significant winter peak period that is dependent on cold weather, 
is more weather-sensitive than Tampa Electric, which has both summer and winter peak periods. Mild winter weather in 
Florida can be expected to negatively impact results at Peoples Gas System. 

Variations in weather conditions also affect the demand and prices for the commodities sold by TECO Coal. TECO 
Transport is also impacted by weather because of its effects on the supply of and demand for the products transported. Severe 
weather conditions could interrupt or slow service and increase operating costs of those businesses. 

Commodity price changes may affect the operating costs and competitive positions of our businesses. 

Most of our businesses are sensitive to changes in 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 services. 

In the case of Tampa Electric, fuel costs used for generation are affected primarily by the cost of coal and gas. 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 competitive position of electricity against other energy sources. 
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The ability to make sales and the margins earned on wholesale power sales are affected by the cost of fuel to Tampa 
Electric, particularly as it compares to the costs of other power producers. 

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 affect total retail prices, and therefore, the competitive position of Peoples Gas 
System relative to electricity, other forms of energy and other gas suppliers. 

We rely 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 ability to sell and deliver 
electricity and natural gas may be hindered. 

We depend on transmission and distribution facilities owned and operated by other utilities and energy companies to 
deliver the electricity and natural gas we sel1 to the wholesale and retail markets, as well as the natural gas we purchase for use 
in our electrk generation facilities. If transmission is disrupted, or if capacity is inadequate, our ability to sell and deliver 
products and satisfy ow contractual and service obligations may be hindered. 

The Federal Energy Regulatory Commission has issued regulations that require wholesale electric transmission 
services to be offered on an open-access, nondiscriminatory basis. Although these regulations are designed to encourage 
competition in wholesale market transactions for electricity, there is the potential that fair and equal access to transmission 
systems will not be available or that sufficient transmission capacity will not be available to transmit electric power as we 
desire. W e  cannot predict the timing of industry changes as a result of these initiatives or the adequacy of transmission 
facilities. Likewise, unexpected interruption in upstream natural gas supply or transmission could affect our ability to generate 
power or deliver natural gas to local distribution customers. 

Tbe uncertain outcome regarding the creation of regionai transmission organizations, or RTOs, may impact 
our operations, results or financial condition. 

There continue to be proposals regarding development of RTOs, which would independently control the transmission 
assets of participating utilities in peninsular Florida. Given the regulatory uncertainty of the ultimate timing, structure and 
operations of any RTOs or an alternate combined transmission structure, we cannot predict what effect their creation will have 
on our future operations, results or fmancial condition. 

We may be unable to take advantage of our existing tax credits and deferred tax benefits. Additionally, our 
earnings from outside investors in the non-conventional fuels production facilities may be impacted by domestic oil 
prices. I- 

We have generated significant tax credits and deferred tax assets that are being carried over to future periods to reduce 
future cash payments for income tax. Our ability to utilize the carry-over credits and deferred tax assets is dependent upon 
sufficient generation of future taxable income. 

We derive a portion of our net income from Section 29 tax credits related to the production of non-conventional fuels. 
Although we have sold 98% of our interest in the synthetic fuel production facilities, the amounts we realize from the sales and 
our continuing operations of the facilities on behalf of the third-party owners are dependent on the continued availability to the 
purchasers of the tax credits. The availability of the Section 29 tax credits to those purchasers could be negatively impacted by 
administrative actions of the Internal Revenue Service or the U.S. Treasury or changes in law, regulation or administration. In 
addition, although we have partially hedged against it, the tax credits to the purchasers of our non-conventional fuels 
production facilities could be limited if annual average domestic oil prices in 2005, as measured by the Department of Energy 
reference price, exceed an estimated $52 per barrel, which is the approximate equivalent of $57 per barrel on NYMEX. Any 
such limitation could adversely affect our earnings and cash flows through the life of the tax credits, which are scheduled to 
expire at the end of 2007. 

I 

Impairment testing of certain long-lived assets and goodwill could result in impairment charges. 

We test our long-lived assets and goodwill for impairment annually or more frequently if certain triggering events 
occur. Should the current carrying values of any of these assets not be recoverable, we would incur charges to write down the 
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Problems with operations could cause us to incur substantial costs. 

Each of our subsidiaries is subject to various operational risks, including accidents, or equipment failures and 
operations below expected levels of performance or efficiency. As operators of power generation facilities, our subsidiaries 
could incur problems such as the breakdown or failure of power generation equipment, transmission lines, pipelines or other 
equipment or processes that would result in performance below assumed levels of output or efficiency. Our outlook assumes 
normal operations and normal maintenance periods for our operating companies' facilities. 

Our international projects and the operations of TECO Transport are subject to risks that could result in 
losses or increased costs. 

Our international projects involve numerous risks that are not present in domestic projects, including expropriation, 
political instability, currency exchange rate fluctuations, repatriation restrictions, and regulatory and legal uncertainties. Our 
international subsidiaries attempt to manage these risks through a variety of risk mitigation measures, including specific 
contractual provisions, obtaining non-recourse financing and obtaining political risk insurance where appropriate. 

Guatemala, similar to many countries, has been experiencing increasing fuel and corresponding electricity prices. As 
a result, TECO Guatemala's operations are exposed to increased risks as the country's government and regulatory authorities 
seek ways to reduce the cost of energy to its consumers. 

TECO Transport is exposed to operational risks in international ports, primarily due to its need for suitable labor and 
equipment to safely discharge its cargoes in a timely manner. TECO Transport attempts to manage these risks through a variety 
of risk mitigation measures, including retaining agents with local knowledge and experience in successfully discharging 
cargoes and vessels similar to those used by TECO Transport. 

Changes in the environmental laws and regulations affecting our businesses could increase our costs or curtail 
our activities. 

Our businesses are subject to regulation by various governmental authorities dealing with air, water and other 
environmental matters. Changes in compliance requirements or the interpretation by governmental authorities of existing 
requirements may impose additional costs on us or require us to curtail some of our businesses' activities. 

We are currently defending lawsuits in which we could be liable for damages and responding to an informal 
inquiry of the SEC. 

A number of securities class action lawsuits were filed in August, September and October 2004 against us and certain 
of our current and former officers by purchasers of our securities during the period Oct. 30,2001 to Feb. 4,2003. These suits, 
which were filed in the U.S. District Court for the Middle District of Florida, allege disclosure and financial reporting 
violations under the Securities Exchange Act of 1934. These actions seek unspecified damages. These actions were 
consolidated, and on Feb. 1,2005, the court entered its order appointing the lead plaintiff group, the lead plaintiff for the class 
and lead counsel. The lead plaintiffs filed their amended consolidated complaint on May 3,2005. We filed our motion to 
dismiss on Jul. 25,2005 and the plaintiffs have 60 days to file a response. 

In addition, in connection with an SEC informal inquiry resulting from a letter from the former non-equity member in 
the project entity for the Commonwealth Chesapeake Power Station raising issues related to the arbitration proceeding 
involving that project, the SEC has requested additional infomation primarily related to the allegations made in these securities 
class action lawsuits, focusing on various merchant plant investments and related matters. We are cooperating with the SEC 
and have provided the SEC with significant information in accordance with an agreed upon schedule and process. 

In March 2001, TECO Wholesale Generation, Inc. (TWG) (under its former name of TECO Power Services 
Corporation) was served with a lawsuit filed in Hillsborough County Florida, by a Tampa-based firm named Grupo 
Interamerica, LLC, or Grupo, in connection with a potential investment in a power project in Colombia in 1996. Grupo alleged, 
among other things, that TWG breached an oral contract with Grupo. On Aug. 3,2004, the trial court granted TWG's motion 
for summary judgment, leaving only one count remaining in the lawsuit. On Oct. 18, 2004, TWG's motion for summary 
judgment on the remaining count was granted. The plaintiffs have appealed. Oral argument in the case has been scheduled for 
Sep. 13,2005, and we expect the appellate court would render a decision by the end of 2005. 

On Aug. 30,2004, a Colombian trade union (the Union), which was to have been the ownedlessor of the power plant 
if the transaction had been consummated, filed a demand for arbitration in Colombia pursuant to provisions of a confidentiality 
and exclusivity agreement between the Union and an indirect subsidiary of TWG, TPS International Power, Inc., or TPSIP, 
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alleging breach of contract and seeking damages of approximately $50 million. Both we and TWG were also named, although 
neither of us was a party to the confidentiality and exclusivity agreement. Grupo is funding this arbitration pursuant to a 
contract under which Grupo would share in the recovery 75% to Grupo and 25% to the Union. The parties’ arbitrators have 
been selected by the parties. TPSIP has filed a counterclaim seeking to limit recovery to the amount of recovery, if any, that 
will go to the Union to the 25% it has agreed to under its arrangement with Grupo. The applicable Colombian statute only 
allows recovery by the aggrieved party (the Union in this case) and reimbursement by Grupo of the costs of the Union’s 
recovery. On Apr. 26,2005, the arbitration panel dismissed us and TWG as parties for lack of jurisdiction; accepted TF’SIP’s 
counterclaim and established the arbitrator’s fees at $0.7 million which have all been paid by Grupo. Grupo and the Union have 
stated their claim and filed the agreement between them, which in addition to the allocation of the proceeds of recovery 75% to 
Grupo and 25% to the Union, f h e r  requires that Grupo pay the Union $10 million if a proceeding had not been filed in 
Colombia by a date certain. Discovery has not begun but consists of paper filings. This proceeding may take 18 to 24 months, 
and there is greater uncertainty of the outcome of this proceeding due to the venue and rules of the arbitration being governed 
by a foreign jurisdiction. 

Tampa Electric is a defendant in three lawsuits that were filed in 2003 in the Circuit Court in Hillsborough County by 
residents in the areas surrounding certain transmission structures. In April 2005, a fourth lawsuit by another group of residents 
who live in the vicinity of large transmission lines was filed in the Circuit Court in Hillsborough County and has been 
consolidated with the Jorissen case, one of the previously filed lawsuits. These transmission structures were put in place by 
Tampa Electric to move electricity to the northwest part of its service territory where significant population growth has been 
experienced. The plaintiffs in the initial three lawsuits sought class action status, which was denied. The three cases are 
pending before two separate judges. Summary judgment denying injunctive relief (non-monetary relief) has been granted in 
one of the cases and motions for summary judgment in the other two cases (Shaw and Jorissen), which were consolidated, were 
denied. The cases are presently scheduled for trial in September 2005, but Tampa Electric believes that they will be scheduled 
for a later date. Recently, the two consolidated cases have been severed, and Tampa Electric has fded new motions for partial 
summary judgment on injunctive relief in both of the cases. The motion for partial summary judgment in the Jorissen case was 
argued on Aug. 4,2005, and the Court took it under advisement to rule at a later date. On Aug. 3,2005, the Court denied the 
S b w  plaintiffs’ motion to amend their complaint to add punitive damages. 

We intend to vigorously defend all of these proceedings. However, we cannot predict the ultimate resolution of any of 
these matters at this time, and there can be no assurance that these matters will not have a material adverse impact on our 
financial condition or results of operations. 
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EXHIBIT B 
PAGE 1 OF 2 

TAMPA ELECTRIC DIVISION 
PROJECTED STATEMENT OF SOURCES AND USES OF FUNDS 

FOR THE TWELVE MONTHS ENDED DECEMBER 31,2006 
(MILLIONS) 

Cash Flows from Operating Activities: 

Depreciation 
Deferred Income Taxes 
Investment Tax Credit 
Other 

Cash Flows from Investing Activities: 

Capital Expenditures (excluding AFDUC) 

Cash Flows from Financing Activities: 

Changes in Financing 

Total Cash Flows excluding Net Income 

TAMPA ELECTRIC DIVISION 
CONSTRUCTION BUDGET 

FOR THE TWELVE MONTHS ENDED DECEMBER 31,2006 
(MILLIONS) 

Transmission & Distribution 
Production (including environmental) 
General 

Total Projected Construction Budget (Excluding AFUDC) 

- 30 

- $0 

$103 
124 
- 19 

$246 
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PEOPLES GAS SYSTEM DIVISION 
PROJECTED STATEMENT OF SOURCES AND USES OF FUNDS 

FOR THE TWELVE MONTHS ENDED DECEMBER 31,2006 
(MILLIONS) 

Cash Flows from Operating Activities: 

Depreciation 
Deferred Income Taxes 
Other 

Cash Flows fiom Investing Activities: 

Capital Expenditures (excluding AFUDC) 

Cash Flows from Financing Activities: 

Changes in Financing 

Total Cash Flow excluding Net Income 

PEOPLES GAS SYSTEM DIVISION 
CONSTRUCTION BUDGET 

FOR THE TWELVE MONTHS ENDED DECEMBER 31,2006 
(MILLIONS) 

Total Projected Construction (excluding AFUDC) 

$36 
(3) 
- 34 
67 

$40 
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