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reating the right environment for results paid off well for OUC in 2003. We made a strong showing, both
operationally and financially. We exceeded our net income pro;ectxons, kept expenses down, improved efficiencies
across the company and posmoned ourselves well for continued success.

At the same time, we made strides in advantageous new directions with OUCooling and OUConvenient Lighting. Our hard-
earned reputation as The Reliable One really helped open doors — very big doors — for these chilled water and commercial
lighting divisions. One of our newest OUCooling customers, in fact, is the Phase V expansion of the Orange County Convention
Center. OUC provides the nation’s second-largest convention center with more than 16,000 tons of chilled water capacity.

OUC laid the groundwork many years ago for a chilled water district at the Convention Center site and is actively working
to add customers to our system in the future. Our downtown Orlando chilled water loop is expanding rapidly, too, spurred by
the addition of numerous new high-rise projects.

OUConvenient Lighting really took off in 2003 as OUC secured contracts with large residential and commercial properties in

Orlando as well as major projects outside our traditional service territory, such as Reunion Resort & Club in Osceola County. Not

-megawatt Stanton A combined-cycle unit went commercial in the fall, on time and under budget. The new

ant is owned in partnership with the Southern Company. It incorporates the most environmentally advanced

téchnology available and enables us to divérsify our fuel mix while adding more flexibility to our generation

¥ Eﬁbftfolio‘of owned and purchased power.

. / -‘Perhaps our proudest moment was being named the most reliable electric utility in the southeastern United
States for the second year in a row. The award, given by PA Consulting Group, recognizes utilities for their

superior service, restoration and responsiveness records. This award was a result of us building reliability into

f either electric or water customers. In fact, our rates are among the lowest in the state. That’s a pretty good
‘ 'When you consider that we provide the state’s highest level of reliability as well as great-tasting drinking
ter treated with a state-of-the-art ozone process.

12004, we see many opportunities for growth in both our Orlando and St. Cloud service territories.

v‘(c%:ffofts will be geared toward providing the infrastructure necessary to facilitate our expanding

tomer base while offering the innovative products and services needed to ensure smart, efficient
rowth. On top of that, we plan to kick off a “green pricing” program that will allow our customers to
: mvest in renewable energy resources.

‘ ‘We're doing all of this, in addition to watching expenses and maintaining our reputation as

Thé Reliable One. Now that’s creating the right environment for results.

5 O —

Tico Perez,; Esq. Robert C. Haven, P.E.
Commission President General Manager and Cluef Executive Ofﬁcer
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UConvenient Lighting

i pushed into uncharted

territory last year,
signing up a slate of new high-
profile customers and installing
more than 2,500 lights overall.
We entered into lighting
agreements with several notable
residential communities,
including Baldwin Park in
Orlando, Harmony in Osceola
County and Reunion Resort &
Club near Walt Disney World.
At the same time, we negotiated
new lighting contracts with
shopping centers, office
buildings, sports facilities and
other commercial customers.
Our commercial lighting
division — an increasingly
competitive part of our business —
represents a strong revenue-

generating opportunity for OUC.

ANNUAL REPORT 2003

Installing a few thousand new
lights each yeér really adds up,
with each light affording long-
term maintenance revenues. And
these revenues are sure to expand
as OUC continues to éign
contracts to install and maintain
lighting in areas outside our
traditional service territory.

Meanwhile, the number of
customers seeking our indoor
lighting éxpertise has grown
tremendously, too.
OUConvenient Lighting
continued to work closely with
commercial customers to retrofit
their indoor lighting last year. By
replacing older incandescent
lighting with cooler, more
energy-efficient fluorescent
lighting, customers can decrease
energy usage and realize

significant savings.

In a separate
initiative to-improve,
efficiencies, ouri
OUCustomer Con;
completed ‘tihve:iﬁfé ha
ofa two-yeafr‘ project
aimed at bringing- mor
than 25,000 apartm
condominium mefe

an automated meter-reading

system. This so-cal'lélé:l:\ -

“micronet” system allows

OUC to take meter readings and ©
perform service turn-ons and -

turn-offs without sending

personnel into the field. Not only
does this system save us money,
it generates 100 percent accurate
readings and delivers a wealth of
historical account information to

the desktops of our customer

ot im0 e e

service representatives.

Also last year, a new interactive



- voice helped

our customer service team

7‘ effectlvely r'rivar'r;iagg a _rsjz'a;bléz jump’

in incoming calls. Our average
monthly call volume, in fact, -

feached more than 35,000 .

. Meanwhile, an improved system
‘of managing collections helped

usdeshbad debexpenseby

- more than 25 percent.

We are'ﬁéftiéu}érly_pngd of - o

‘improvements we made last year .

~deve

Development Services division -

. spent uch ofiits time ., »

* concentrating on day-to-day -
spesnis

 on service in 2003 gave the

division 4 proact

: : work with
lopers. In years past, our 3

But a renewed focus -

é,_se;tv of tools

and guidelines for improving the

»,Edcyélkopment‘,e)"cpe’_r'iépce. Among

-~ the cha‘ngés:;a“n‘ew D‘eVelti)pgﬂr:s” '
: »Hariv‘dboork thé'tv:b;et;ter: guvirdlejzs‘
how builders, contractors and
property owners interface with

the utility during the

- development cycle.

“Across our entire

- OUCustomer Connection, we're

~focused on'becoming more

cd_rn'pet:iti:\:re —and hélping

customers do the same.

'ANNUAL REPORT 2003




“unit online last year

V. meant ensurmg a
contlnued supply of

7 competltlvely prlced electr1c1ty
for our customers, well into the
N future. It also marked the

: successful completlon of a

S three part asset-restructurmg

‘ plan in our Power Resources

Busme}ss Unit.

Developed in partnership with

Southern Company, the 633-
mégawatt Stanton Unit A
featu:re‘s the most

’ environmentally advanced
technology available. The unit
includes two natural gas-fired
combuStion turbines, two
heat-recovery steam generators
and a steam turbine. This
“combined-cycle” configuration
minimizes emissions and

generates electricity 30 percent

~ANNUAL REPORT 2003

: rlngmg a new generatlngv G more eff c1ently than earher

o _:Amstltutlon of an Energy Rlsk

- technolog1es. -

b "j,j Stanton A comes on the heels '

,,asset-restructurmg plan: the: o
sale of our oldest generatin‘g:‘ﬂr -
| assets, the Indlan River steam _

‘—;Hunlts, in 1999 and the formal

o Management Program a year

later.: Thls latteri program ,S@‘,’e.d;jf

our customers $2 million in"

,'ﬁscal 2003.

Combined with funding from
our fuel stabilization account,
our risk management strategies
helped us 'holdv the line on retail
electric rates last year while the
state’s major utilities passed
along increases. / o

Meanwhile, the SPeculatiye

wholesale power market o“f )ust a

A' few years ago has given. way to a

period of fewer transactlonskand

L {i tlght margms
As ut111t1es acros
b Florldahave
tf two other key pleces of our ?" - " '
h capacrty to boost
reserve margins ;

' fm 15 to 20
R for short—term sales has

] effectlvely in tl‘llS env1ronmen

g we have adopted a more :

of our restructuring efforts, the |

mstalled new E

percent, competltlon

1ncreased. To perform'

aggresswe management style. i
.

Whlle we might be tempted E i

3

to sit back and savor the success

reality of serving a'growing =~ - !
customer base leaves little
opportunity to relax. New ‘
generation will be needed again S
by 2008, so we are already - |
moving into our next phase | :
of planning. At the samejtimye, |
we are continuing to m‘oderniie :
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‘neighborhood ‘streetlights were™
good working order employees who can’ reduce
We also continued to'make ‘po'taéntlal hours of 1 waiting t
‘major.upgrades to the eléEfncv ust minutes.
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UC tool_(.a b1g lea

deserving organizations
our public information campaign




Sk'éiffety;and ‘security.are but-two workshops “on ‘harassment an
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Environment

hen you operate a lo'eélly owned electric and water utility,

responsibility is of paramount 1mportance. At OUC, our

board members are focused on making well-informed,
appropriate decisions about rates’ and policies — and backing up

those decisions with accountability.
Known as the Commission, our governing board is made up of five

commumty and 'represent the dlver51ty of our customer base.
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"'ijanagements Report o : t
~ . "The management of Orlando Utilities Commlsslon (OUC)has prepared -

i the fmancral statements and related information included i |n thrs report “The financial statements ‘have been prepared in
' vaccordance with generally accepted accounting pnnmples andrfollow the standards outllned by the Governmental Accountlng

_ <This' dis’cu's'sion' sh'ould be read in conjunction with the Financial Statements and Notes to the Financial Statements. .

a‘nd is responSIble for — the mtegnty and objectrwty of a

Standards Board

- To ensure the mtegnty of our fmancnal statements OUC malntams a system of mternal accountlng controls These mternal '
;'accountlng controls are supported by written pohcnes and proc dures and an orgamzatlonal structure that appropnately assngns G

<respon51b1htles to mitigate nsks These controls have been put in place to ensure OUC s assets are properly safeguarded and the i

k - books and records reflect only those transactlons that have been duly authonzed 0oucs controls are evaluated on an ongomg

_ 7expressmg an oplmon on the flnanoal statements S

basns by both’ management and OUC’s lnternal audrtors In addmon DeIontte & Touche, LLP, OUC s independent public. -
accountants consider certain elements of the mternal control system to determlne thelr audltlng procedures for the purpose of :

+ Based on the statements ‘above, it is managements assertlon th the fmanc:al statements do not omlt or rmproperly mclude

-~~~ Chief Executive Officer- =" = o o ~~'Ch/ef Financial OffICE'I" ';V't' e o

untrue statements of a matenal fact or include’ statements of a mlsleadlng nature

MmdyFW‘lhs e

RobertC Haven PE. A ‘JohnE Hearn®
General Manager and = . . ‘Vce Pres:dent and el D/rector :

Account/ng Serwces i
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Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to OUC’s financial statements. It defines the basic financial statements and
summarizes OUC’s general financial condition and result of operations.

Basic Financial Statements

The basic financial statements are prepared to provide the reader with a comprehensive overview of OUC’s statement of position and
operations.

The Statements of Net Assets, previously titled Balance Sheet, presents information on all of OUC's assets and liabilities with the difference
between these two amounts being reported as net assets. OUC’s assets are separated for reporting purposes based on their nature. Utility
plant includes those assets which are both in service and those currently under construction. Restricted and designated assets include cash
and cash equivalents either legally or internally restricted by debt covenants, charter requirements or Commission action. Current assets,
other assets and liabilities are reported based on their liquidity.

The Statements of Revenues, Expenses and Changes in Net Assets present both current and prior year revenues and expenses. Operating
results are reported separately from non-operating and contributions in aid of construction activities. Non-operating income and expense are
primarily the result of current and prior year financing and investing activities. Contributions in aid of construction typically are comprised of
amounts received from residential and commercial customers for system enhancements.

The Statements of Cash Flows are presented using the direct method. This method outlines the sources and uses of cash as it relates to
operating income. In addition, included in the Cash Flows Statement are classifications for non-capital related financing, capital related
financing, and investing activities.

Financial Highlights

Summary of Financial Position and Changes in Net Assets Year Ended September 30
(Dollars in thousands) 2003 2002
Assets
Utility plant - net $ 1,704,987 $ 1,606,748
Restricted assets 545,166 568,778
Current assets 211,379 198,852
Noncurrent assets and deferred charges 24,717 24,849
$ 2,486,249 $ 2,399,227

Liabilities and net assets
Long-term debt - net $ 1,260,061 $ 1,281,333
Restricted & unrestricted current liabilities 247,644 210,087
Other liabilities and deferred charges 288,403 250,040
Net assets

Invested in capital assets, net or related debt 454,637 432,324

Restricted 51,665 51,289

Unrestricted 183,839 174,154

$ 2,486,249 $ 2,399,227

Revenues, expenses and changes in net assets
Operating revenues $ 559,713 $ 495,741
Operating expenses 443,007 406,215
Operating income 116,706 89,526
Net non-operating expense (61,689) (42,501)
Income before contributions 55,017 47,025
Contributions in aid of construction 10,348 10,916
Annual dividend payments (32,991) (28,200)
Increase in net assets 32,374 29,741
Net assets - beginning of year 657,767 628,026
Net assets - end of year $ 690,141 $ 657,767

@ ANNUAL REPORT 2003



—s-'-.,,|_ong-Term Debt

“ Reportrng Changes & Srgn|f|cant Accountmg:Pollcres

“:- In 2003, OUC implemented Statement of Governmental Accountrng Standards (SGAS) No 38 Certa/n F/nancral Statement Note
Disclosures, an amendment to SGAS No. 34 and SGAS No.:37, Basrc Fmancral Staterents — and Managements Discussion and ..
Analysis — for State and Local Governments: Omnibus. The rmplementatron of thrs statement although not affectrng oucs frnancral
posrtron or results of operatrons drd result in reportlng presentatlo chan ' es. .

Also in 2003, OUC adopted Federal Energy Regulatory Commrssron (FERC) Order 631 Accountlng for Asset Retrrement Obl/gat/ons (ARO)
The rmplementatnon of this order affected the manner in whrch ouc recorded and reported its legal oblrgatron related to tangrble Iong-lrved
. assets. As a result of this order, OUC reclassified accumulated d i i nuclear generatron facrlrtres (long- lrved assets for whrch ouc
has a legal obligation) to an asset retirement obllgatron account under the headrng of Asset Retlrement Oblrgatron and Other Llabrlrtres in the
Statement of Net Assets. In addrtron ‘this obligation was adjus to its current year net present value retrrement oblrgatron through the
recording of a fair value asset. The recording of this fair value asset'drd affect OUC's financial posrtlon byi increasing the value of utility plant
by $16 million with the offset being recorded to the asset retrrement oblrgatron Irabrlrty The fair'value assets will be deprecrated over the .
license penod of each nuclear generatron fadility. Operatrons were not rmpacted as a result of |mplement|ng FERC Order 631.: '

Lastly, QUC adopted the Governmental Accountrng Standards Boards Technrcal Bulletrn No. 2003: 01, Disclosure Requrrements for
Derivatives Not Presented at Fair Value on the Statement of Net Asséts. The adoption’ of this gurdance did not affect OUC’s financial
position or results of operations. However, it did result in reportrng presentatron changes that were incorporated into the footnote dlsclosures
for Iong—term debt and commitment and contingencies. 8

- Utility Plant

At the close of 2003, the 633- -megawatt combined-cycle plant (SECA) that was belng constructed by Southern Company on OUC S Stanton
* Energy Center site in 2002 was completed OUC retains a 28% ownershrp interest in thls plant with the remalnrng ownershlp
interests being retalned by Southern Company (65%) and other Florlda munlcrpal electnc utrlrtles (7%). In addition, through B
purchased power agreements executed fora mlnrmum of 10 years OUC and the other Flonda mumcrpal electric utrlltres will have
the rights 16 purchase the generatron output of Southern Companys ownershrp lnterest at therr proportronate interest shares

52% and 13%, respectrvely Total generatron facrlrty constructron costs for OUC as of September 30 2003 are $72.6 mrllron

In conjunctlon with SECA OUC rs constructrng addltlonal shared facrlrtres mcludlng a bnne plant and water interconnect facilities. These
assets are still under constructlon and will be owned by the Stanton Unit1&2 partrcrpants in thelr exrstrng ownershrp lnterest percentages.

As a result of adoptrng FERC Order 631 OUC created fair. value assets in the amount of_$16 mlllron that will be deprecrated over the
Ilcense period of each nuclear plant Offsettlng Irabllltles were recorded wrth these new assets and are |ncluded in the Asset

_ plant Thrs plant |s scheduled to come on llne |n December 2603 h

OUC’s Chilled Water drvrsron with assets classrfled under the'headrng of common plant continue to grow asa result of expansron of
the Internatlonal Dnve operatrng Ioop Co :

The continuing Iow mterest rate envrronment |n 2003 created several refundlng and flnancmg opportunrtres OUC refunded outstandrng
bonds totaling $365 6 mrllron These refundrng transactrons ylelded net present value savings, of approxrmately $245 mrllron ln 5

addition, in November 2002, OUC issued vanable rate debt in the amount of $1OO mrllron to provrde funds for caprtal prOJects

B Subsequent to year end OUC issued $55 3 million of frxed rate taxable bonds (Senes 2003T) to fund a portron of OUCs unfunded
accrued actuarial pension lrabrlrty With the |ssuance of. these bond 3 'n November 2003 OUC (3 new general bond resolutron became »
‘ "effectrve in addrtron credrt ratings on all senror Iren bonds were confrrmed and Junror Ilen bonds were upgraded Credrt ratlngs as of
the |ssuance of the Series 2003T are: : : : : HE o '

SUMMARY OF OUC S BOND RATINGS

Fltch Investors Servrce s

Moody S Investors
Standard & Poors
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Results of Operations

OUC’s income before contributions increased $8 million or 17% in 2003 as compared to 2002. The increase in income before contributions
from $47 million in 2002 to $55 million in 2003 was the result of the strengthening of the Central Florida economy and the continued
expansion of new services such as chilled water and streetlights.

Retail revenue in 2003 increased $43.4 million from 2002. The increase is due to the recovery of rising fuel and purchased power costs,
and growth in the retail customer base. Resale revenue in 2003 increased $11.3 million from 2002 also due to rising fuel and purchased
power costs.

Water revenue in 2003 was $46.3 million as compared to $41.9 million in 2002. This increase is the result of an overall 10% rate increase
effective October 1, 2002, the implementation of conservation rates for commercial customers and an increase in the customer base —

all of which were offset by a decrease in consumption. Consumption decreased due to continued conservation efforts and rainfall that was
16 inches or 33% above normal.

Other revenues increased $4.9 million in 2003. This increase is consistent with the increase experienced in 2002 and continues to be
attributable to the planned expansion in the chilled water and streetlight operating segments. Chilled water revenues increased as new
operating plant loops at the Mall at Millenia and the Orange County Convention Center expanded. Streetlight revenues also increased as
OUC expanded services in the Central Florida area.

The following charts compare revenue by customer source:

September 30, 2003 September 30, 2002
Service Fees Service Fees
4% 3%

Resale Electric
Energy & Fuel

Resale Electric

Energy & Fuel
Retail Electric 23%
Energy & Fuel
66%

Retail Electric 23%
Energy & Fuel

65%

Costs related to fuel for generation and purchased power increased $31.2 million, or 16%, in 2003 compared to 2002. A large portion of
this increase is the result of volatile gas and il prices. In addition, OUC acquired more purchased power to accommodate the increase in
customer base load requirements and as such costs in 2003 increased as compared to 2002. The ability to utilize established purchased
power agreements to meet a portion of demand is part of OUC’s continued generation strategy.

Unit/department expenses were $6.9 million higher in 2003 compared to 2002 as a result of increased plant maintenance and labor costs.
Depreciation and amortization decreased as a result of the governing board's action to discontinue accelerating depreciation on the St. Lucie
Unit 2 nuclear generation facility. Additional depreciation of $7.2 million was recorded in 2002 compared to $0 in 2003.

Total net non-operating expense was $61.7 million in 2003 as compared to $42.5 million in 2002. This change is a result of the following
factors:

* Lower interest rates on investments. In addition, $56.6 million of previously restricted debt service reserve funds have been used to refund
higher interest rates bonds and were not available for investment.

* In 2002, OUC executed land and land rights sales of $2.8 million. There were no comparable sales in 2003.

* OUC’s governing board determined to defer the amortization of a portion of the gain on sale of assets until 2004. No gain was
recognized in 2003 as compared to $13.4 million recognized in 2002.

* Lower interest rates on refunded bonds and outstanding variable rate debt in 2003 as compared to 2002.

Revenues from contributions in aid of construction for 2003 are consistent with 2002. The annual dividend for 2003 increased consistent
with income before contributions.

@ ANNUAL REPORT 2003
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~ Revenues, Expenses & Net Assets  (Dolars in thousands) ~

Operating revenues:

* Retail electric revenue, net
Resale electric revenue, net
Water revenues, net
Other revenues

Yea
- 2003

$ 364328

128329 -
46304
720,752

r Ended September30 .

$ 320932
C117,063
o oMmgsal
5892

- Increase in net assets

" -Net assets - beginning of year

.. Total operating revenues

Operating expenses: _
Fuel for'géner‘ation and purchased power
~ Unit/department expenses
Deprediation and amortization
: Payrﬁents’ to other governments and taxes

559,713 .

221,193
118,549

70,747

032518 .

495,741

189,967 - -
111,595
74,457
30,496

Total operating expenses

443,007

Operating income

. Non-operating income and expense:

Interest income

Other income, net ‘
Amortizaiio_n of deferred gain on sale of assets
lnterést eXpense i '

116,706

10,611
2,295

(74,595)

406,215 . .

89526

14,658 .
4848
13,433
(75,440)

‘Total net non-operating expense

~(42,501)

Income before contributions

Revenue from contributions in aid of construction

U (61,689)

- 55,017

Coms

47025

10,916

Annual dividend payment

L 32,901)

Cmam

- (28.200)

297810

Net assets - end of year

See notes to thé ﬁna'ntial statements.

$ " 690,141

657767 1 L

628026 .

s 657,767
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Year Ended September 30

Assets (Dollars in thousands) 2003 2002
Utility plant
Electric $ 1,872,848 $ 1,725,152
Water 373,659 362,632
Common 148,789 135,266
Allowances for depreciation and amortization (795,645) (748,094)
1,599,651 1,474,956
Land and other non-depreciable assets 29,267 28,652
Construction work in progress 76,069 103,140
Utility plant, net 1,704,987 1,606,748

Restricted and internally designated assets

Debt service and related funds 101,718 164,883
Construction and related funds 87,212 46,522
Renewal and replacement fund 48,954 48,939
Customer meter deposits 21,14 19,161
Total restricted assets 259,025 279,505
Liability reduction fund 191,382 189,122
Stabilization funds 89,279 95,392
Self-insurance fund 5,480 4,759
Total internally designated assets 286,141 289,273
Total restricted and internally designated assets 545,166 568,778
Current assets
Cash and investments 72,633 55,324
Customer accounts receivable, less allowance for doubtful
accounts (2003 — $ 959, 2002 — $1,388) 60,960 59,225
Accrued utility revenue 26,330 26,126
Fuel for generation 9,105 10,404
Materials and supplies inventory 26,852 28,567
Accrued interest receivable 2,286 2,082
Miscellaneous receivables and prepaid expenses 13,213 17,124
Total current assets 211,379 198,852
Cther assets
Deferred charges 19,047 19,872
Unamortized debt issuance costs 3,177 2,693
Other deferred costs 2,493 2,284
Total other assets 24,717 24,849
Total assets $ 2,486,249 $ 2,399,227

See notes to the financial statements.
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, 'Current Irablhtres .

a Payable from current assets - )
R Accounts payable and accrued expenses L

B _'Other Irabrlrtles and deferred credits

' Total Irabllrtres :

Nethsets

o Unrestncted

o 'Total net assets.

: 'Lliabili"t‘ieisj-?(!‘)dllars in thousands)

: Year Ended September30 BTSN
j2003 , '2002,* ek

Payable from restncted assets
Accrued mterest payable on notes and bonds
: ';!Current portron of Iong-term debt o
" Customer meter deposits

s 2'6’56‘7"’;"[ R R 31,048 -
5 ‘j:j 129,250 . S 155," o
24, T g et e

‘ Total pay_able from restncted assets S ._176,958 LT 141,364

571307 1T

9653 il
1,650 0
1290

o Brlllngs on behalf of state and local governments
= Accrued payments to the Crty of Orlando L
- Accrued swap payables SRR

' Total payable from current assets” C 68723

o Tdtai ‘carreht liabilities‘ . 210,087

Ae09 LT T 10 ooo _’;
! 1,‘1341703,:._, “;‘_138783,_ T
432240 ... 425700

iiDeferred garn on sale of assets
Deferred revenue :
" Asset retirement oblrgatron and other Irabrlrtres

: -_fv":lnvested in caprtal assets net of related debt"""‘ '
" Restricted " ' ‘

See'notes:to” the finandial statements. . * .. <

"_Total other I_rabllltres and deferred credits ©'288403 - . .. ..250,040.. ...

Long-term debt
“Bond and note pnncrpal

‘ 1329105 1,373,780 5
Unamortrzed discount and deferred amount on refundlng

(69,044 L L (92,447):

Total Iong-tenn debt. net .o 71,260,061 0 . 1281333 .01




Year Ended September 30

(Dollars in thousands) 2003 2002
Cash flows from operating activities
Cash received from customers 555,745 $ 507,020
Cash paid for fuel and purchased power (214,226) (192,805)
Cash paid for unit/department expenses (123,476} (110,237)
Cash paid for other payments and taxes (32,468) (31,506)
Net cash provided by operating activities 185,575 172,472
Cash flows from non-capital related financing activities
Annual divident payment {29,156} (35,091)
Net cash used in non-capital related financing activities (29,156) (35,091)
Cash flows from capital related financing activities
Debt interest payments (71,647) (74,483)
Principal payments on long-term debt (459,569) (432,089)
Debt issuances 472,697 394,813
Debt issue expenses (4,261) {19,266)
Construction and acquisition of utility plant net of contributions (119,300) (145,149)
Net cash used in capital related financing activities (182,080) (276,174)
Cash flows from investing activities
Proceeds from sales and maturities of investment securities 584,420 476,076
Proceeds for gain on sale of investments 1,418 2,488
Purchases of investment securities (610,284) (312,354)
Investment and other income 17,982 34,526
Net cash (used)/provided by investing activities (6,464) 200,736
Net (decrease)/increase in cash and cash equivalents (32,125) 61,943
Balance - beginning of year 220,979 159,036
Balance - end of year 188,854 $ 220,979
Recondiliation of operating income to net cash provided by operating activities
Operating income 116,706 $ 89,526
Adjustments to reconcile operating income to net cash provided
by operating activities
Depreciation and amortization charged to operations 70,747 74,157
Depreciation and amortization charged to fuel for generation
and purchased power 2,083 1,941
Depreciation of vehicles and equipment charged to
unit/department expenses 3,140 1,902
Changes in assets and liabilities
Decrease/{Increase) in receivables and accrued revenue 3,103 (2,890)
Decrease/(Increase) in fuel and materials and supplies inventories 2,598 {7,979)
Increase in accounts payable 1,942 2,166
(Decrease)ncrease in deposits payable and deferred items (2.977) 247
(Decrease)Increase in stabilization and deferred revenue (11,767) 13,402
Net cash provided by operating activities 185,575 $ 172,472
Reconciliation of cash and cash equivalents
Internally designated investments 124,523 $ 159,823
- Cash and investments 29,061 29,311
Construction and related funds 19,759 22,598
Debt service and related funds 15,511 9,247
Cash and cash equivalents at the end of the year 188,854 $ 220,979

See notes to the financial statements.
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Recent accounting pronouncements: As an adjunct to the implementation of Statement of Governmental Accounting Standards
{SGAS) No. 34 in 2002, OUC has implemented SGAS 38, Certain Financial Statement Note Disclosures. Included in this pronouncement
are reporting changes to the debt footnote and the segregation of material receivables and payables. The required changes have no finandial
impact to OUC’s financial statements.

Note B — Summary of Significant Accounting Policies (continued)

In January 2003 OUC adopted Federal Energy Regulatory Commission (FERC) document RM02-7-000, Order 631, Accounting for Asset
Retirement Obligations (ARQ). This order requires the recognition of the net present value of the legal finandial requirement related to the
dismantlement, restoration and retirement of tangible long-lived assets. The implementation of this order resulted in the recording of a fair
value asset for the differential of the net present value retirement obligation of QUC’s interest in the St. Lucie Unit 2 and Crystal River Unit 3
nuclear generation facilities and the existing amount of accrued retirement obligation, previously recorded as allowance for decommissioning.
Fair value assets of $12.3 million and $3.7 million for St. Lucie 2 and Crystal River 3, respectively, were recorded under the heading of Utility
plant in the Statement of Net Assets effective October 1, 2002 and will be depreciated over the remaining approved license periods (see Note
Q). The accrued retirement obligation will be accreted over the same period based on the approved earnings rate, and both costs will be
recorded as depreciation expense in the Statement of Revenues, Expenses and Changes in Net Assets (see additional information under the
heading of Asset retirement obligation and other liabilities in this Note). As a result of implementing this FERC order, there was no impact to
the results of operations.

In June 2003, the Governmental Accounting Standards Board issued Technical Bulletin No. 2003-1, Disclosure Requirements for Derivatives
Not Presented at Fair Value on the Statement of Net Assets. This guidance addresses the disclosure requirements for derivative instruments
not reported at fair value on the Statement of Net Assets including providing information related to the significance of the outstanding
derivatives and their associated risks. Derivative instruments are used by OUC in conjunction with debt financing and fuel purchases.
Financing related derivative information is included under the heading of Interest Rate Swaps in Note H. Fuel related derivative information is
included in Note 1.

Utility plant: Utility plant is stated at historical cost with the exception of the fair value asset recorded as a result of OUC's implementation of
FERC Order 631 in 2003. Historic utility plant costs include the costs of contract work, labor, materials and allocated indirect charges for
equipment, supervision and engineering. The fair value asset, recorded in 2003, will be re-measured every five years as required by the FPSC
for nuclear generation facilities. All assets are depreciated systematically using the straight-line method over the estimated useful life or
license period of the asset. QUC charges the cost of repairs and minor replacements to maintenance expense. The cost of electric or water
utility plant assets retired, together with removal costs less salvage, are charged to accumulated depreciation; however, when utility plant
constituting an operating unit or system is sold or disposed of, the gain or loss on the sale or disposal is recorded as a gain (loss) on
disposition of property unless regulatory action is taken by the governing board.

Cash, cash equivalents & investments: Cash equivalents include all authorized instruments purchased with an original maturity date of
three months or less including all investments in the Surplus Funds Investment Pool Trust Fund and money market funds. These instruments
and the money market funds are reported at amortized cost, and the Florida Local Government Surplus Funds Trust Fund (SBA), an external
2a-7 investment pool, is presented at the share price.

Investments are reported at fair market value with the exception of the funds held in the Debt Service Reserve funds. The Debt Service
Reserve funds, in accordance with OUC's ratemaking model and their intention to retain these investments until the related debt instruments
have reached maturity or the series has been refunded, are recorded at amortized cost. As a result of refunding activity in 2003, the amount
of funds retained in the Debt Service Reserve funds have decreased significantly and as such, the fair market value of these investments at
September 30, 2003 have decreased to $60,000 in excess of amortized cost as compared to $5.6 million in September 30, 2002. Realized
and unrealized gains and losses for all investments except those executed in conjunction with a bond refunding are included in interest
income on the Statements of Revenues, Expenses and Changes in Net Assets. Realized gains recognized as a result of bond refundings are
included as a reduction of unamortized loss on refunding. Premiums and discounts on bonds and other investments are amortized using the
effective interest method.
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and control purposes The Commlttee has a deﬂned organ onal structure and responsrblhtres whrch mclude approvrng all brokerage
. relatronshrps counter-party credlt worthmess and overall program compllance In addrtron the Energy Rlsk Management Program was

Penodlcally, as det” ned by the underlyrng agreement the net dlfferentral 'between the frxed and varrable rates is exchanged wrth the counter .
party and mcluded as part of lnterest expense costs No farr ma et value amounts related to these agreements are recorded on the '

ustomers monthly on a cyclrcal basrs and accrues revenues at the end of :
Rates and Revenues 'sectlon above) The customer net accounts -

= and are recorded net of accumulated amortlzatron
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Note B — Summary of Significant Accounting Policies (continued)

Accounts payable and accrued expenses: Included in this amount are vendor payables, accrued fuel costs including purchased power
agreements, advance payments from power plant participants and accrued wages, sick, vaction and comp leave. The following table
summarizes the significant payable balances included under this heading:

September 30

Accounts payable & accrued expenses (Dollars in thousands) 2003 2002

Fuel & purchased power payables $ 21,347 $ 15742
Vendor payables 16,785 26,256
Accrued wages, sick, vacation and comp leave 7,945 5,488
Advance payments from power plant participants 3,930 4,001
Other accounts payable & accrued expenses 4,140 5,643
Total $ 54,147 $ 57,130

Asset retirement obligation and other liabilities: Included in this amount are the asset retirement obligations (ARO) related to the legal
requirement of decommissioning OUC’s interest in the St. Lucie Unit 2 and Crystal River Unit 3 nuclear generation facilities and advances
from customers for construction. The asset retirement obligation was determined in 2003 based on the most recent approved FPSC report
provided to QUC by the owner-operators of these plants. The amount assessed for decommissioning of these facilities, in 2000 dollars, was
$26.7 million and $8.6 million for St. Lucie Unit 2 and Crystal River Unit 3, respectively. Adjusted to 2003 dollars, based on FPSC approved
earnings rates, these amounts are $31.4 million and $9.6 million, respectively.

License expirations for St. Lucie and Crystal River at September 30, 2003 and 2002 are 2023 and 2016, respectively. In October 2003 the
FPSC approved a license extension for St. Lucie to 2043.

Contributions in aid of construction: Funds received from developers and customers for assets owned and maintained by OUC — as well
as funds received for system development fees — are recorded as revenue from contributions in aid of construction in the period in which
they have been received on the Statements of Revenues, Expenses and Changes in Net Assets.

Redassifications: Certain amounts in 2002 have been reclassified to conform to the 2003 presentation.
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Note C— Ut|l|ty Plant

- Utility plant Utlllty plant costs include the costs of contract worl

and engineefing as well as the farr value assets related to theretrrement obhgatrons of the nuclear generatron facilities begrnnrng in 2003.

" The majority of OUC 5 assets are seh‘ constructed and as such a accumdlated through the construction work in progress system and

capitalized to frxed assets as a transfer upon completlon of the prolect Accordlngly a substantral amount of the utlllty plant addmons are

reﬂected as transfers

. ':‘ Actlvrty for the years ended September 30, 2003 and September 30,2002 are as follows

:Falrvalu_e o

Retlrementsl

abor, matenals and allocated |nd|rect charges for equnpment supervision

Septe_mber 30

Utrllty plant (net) _ September 30 o i ‘
(Dollars in thousands) T 2002 ° . ‘Additions adjustment Transfers "Redassifications ~ 2003 "
Utility plant o Cr T T T Co IR : ST U
Electic (5-50 years) $ 1,725,152 - $16008 . $ '1?'3'314 $ (165) $.1,872,848
Water (3-50 years) 362,632 - 7422 - : b0 {85) . - ... 373,659
Shared/customer service (3-50 years) 135,266 - 11,2227 (25) 148,789
Total utility plant - 2,223,050 - 16,008 146,958 . (245). - 2395296
Accumulated deprecratlon , ' BN TUR :
Electric - ’ (599,033) 715)+ (B46) (el 1200 - (653,954)
T Water (75097) " (9,238)" - 159 25 (84,151)
- Shared/customer service (48,582) +"(8,980) " LT TTegy 20T T T(57.540)
Total accumulated depreciation ~ ~  (722,712) (73,933 (346) - oo U346 - - (795,645)
Total depreciable utilit'y'pla"rit‘“'hét“ 1,500,338 ' 7(64,408) "¢ 15662 © 146958 ~ 1,101 1,599,651
Land and other non-depreciable assets 28,652 -84 .9 29267
'Allowance for decommlssronrng ' 25, 382) 25382 BRI "-': -
Construiction work in progress 103 140 . IR ('121,7,58‘2‘)“f ‘1""(1,862) "-'76,'069.
. Utility plant, net . - . $1,606748 . . $57,965.7....%$ 41,044 - - O F 4 .°770). . $ 1,704,987
; Utnlrty plant (net) September 30 ; Fair value - R Retlrements/ Septe’mb‘er_ 30
© . (Dollars in Thousands) Lo 72001 ~ * “Additions "> adjustment ”'Tran's'fers/ Redassnflcatrons CT2002° .
- Utility plant , ' » , R : o
Electric (5-50 years) - ~$.1,650,241 B B 71,884 TRRERY _”(1,383)‘ 1 1725152u
* Water (350 years) :- 335459 e ]f; 237097 T i18 L  U362632
" Shared/customer service & (3-50 years) . . 123,544 - - 16,6457 01 (1,115) 0 . 135266 .
~ Total utility plant ~ 2,109,244 Sl 111,638 1L T (2,480) <,2,223,050
Accumulated deprecratron S EETUN TS SR SR .
Electric ~ .~ SRR L R L) B ey e 'j', (599 033)‘
Water _ B (Y V1 ) B 4 CU365 LT T5,007)
Shared/custormer Serice ' o (40,989) . - CT88 0 (a8.582)
,',_:,‘:Total accumulated deprecratron o (649,332) i T332 0T 722,712)
S ,Total deprecrable utlllty pIant net 1 459 912 . ., 148) " ) ,lf,§00,338 »
Land and other non—deprecrable assets e 27 606 f; (261)‘ : .’:;f-'«;2,8,'652
. Allowance for decommrssronrng X (22 745)( Loe R (25,382)
Construction work in progress 71,437 - (111,638) 901, .. ... 7.103,140

$ 1 536 210

Utility plant net::

Clllg s

'$(508)
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Note D — Jointly Owned Operations

OUC operated: OUC maintains fiscal, budgetary and operating control of several power generation facilities for which there are undivided
participant ownership interests. These undivided ownership interests are with the Florida Municipal Power Agency (FMPA) and Kissimmee
Utility Authority (KUA). Each agreement is limited to the generation facilities and excludes the external facilities. These agreements and the
related ownership interests have remained consistent for the years ending September 30, 2003 and 2002 and are as follows:

Agreement Total fadility net FMPA undivided KUA undivided Net OUC undivided

Facility name year megawatt capacity  ownership interest ownership interest  ownership interest
Stanton Unit 1 (SECT1) 1984 & 1985 440 26.6265% 4.8193% 68.5542%
Stanton Unit 2 (SEC2) 1991 440 28.4091% - 71.5909%
Indian River

Combustion Turbines (A&B) 1988 9% 39.0000% 12.2000% 48.8000%
Indian River

Combustion Turbines (C&D) 1990 236 21.0000% - 79.0000%

In addition, OUC operates a wastewater treatment facility at the SEC1 and SEC2 site through an agreement with Orange County.

Non OUC operated: OUC maintains an undivided participant interest with Florida Power & Light at their St. Lucie Unit 2 nuclear generation
facility, Progress Energy at their Crystal River Unit 3 nuclear generation facility and the City of Lakeland at their McIntosh Unit 3 coal-fired
generation facility. In each of these agreements, fiscal, budgetary and operational control are not maintained by CUC.

On March 19, 2001, OUC entered into an agreement with Southern Company to secure an undivided participant interest in the Stanton A
combustion turbine generation facility (SECA). This generation fadility is operated by Southern Company; however, as part of this agreement,
for the initial 10 years of operations, QUC retains responsibility as fuel agent for the generation facility. As such, funds related to QUC's fuel
agent responsibility have been restricted on the Statements of Net Assets (see Note E). At September 30, 2003 SECA was in pre-commercial
operations; on October 1, 2003 commercial operations began.

These agreements and the related ownership have remained consistent for the years ending September 30, 2003 and 2002 and are as follows:

Agreement Total facility net OUC undivided Net OUC
Facility name year megawatt capacity ownership interest megawatt capadity
St. Lucie Unit 2 (SL2) 1980 853 6.0895% 52
McIntosh Unit 3 (MAC3) 1978 340 40.0000% 136
Crystal River Unit 3 (CR3) 1975 835 1.6015% 13
Stanton A (SECA) 2001 633 28.0000% 177

Plant balances and construction in progress for SEC1, SEC2, MAC3 and the Indian River Plant CTs include the cost of common and/or external
facilities. At the other plants, participants pay user charges to the operating entity for the cost of common and/or external facilities. User
charges paid for SECA are remitted back to QUC at their proportionate ownership interest of Shared Facilities. Allowance for depreciation and
amortization of utility plant is determined by each participant based on their depreciation methods and rates relating to their share of the
plant. During fiscal years 2003 and 2002, OUC authorized an additional $0 and $7.2 million, respectively, in depreciation of its interest in the
SL2 nudlear generating facility.
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" *See Notes B&C for reclassification ‘of allowance for decommissioning

'Note E — Cash Cash Equwalents and Investments: |

1 OUC S cash deposrts mcIudrng deposrts heId in‘an rnterest-be ) »
o Federal Deposrt Instrance Corporatlon or. coIIaterahzed by a pooI of. U ‘Governmental securrtres per, the FIorrda Secunty of Publrc Deposrts .

~ OUC invests funds wrth the Local Government Surplus Funds [

- investment pooI admrmstered by the State Board of Ad

o are compnsed of approxrmately 13 94% and 0 70% of th Surpltis Funds Investment Pool portfoho for'the penods ended September 30
72003 and 2002 respectrver These mvestment.s derlve ei

- three month London Inter- bank Offered Rate’ rates Investm

S : L S ,S'ebtembervéo BT
"~ {Dollars in thousands). 3 ...2003 . ho. o 20020 -
Stanton Energy Center Unit1 . . 180103 - . § . 186,149
Stanton Energy Center Unit2 .. 302380 - o 310172
o 72642 - o 55662
58331 . e0e7.
45223 34104
338300 38730

Stanton Energy Center Unit A
Mclntosh Unrt 3
St. Lucie Unrt 2
- Indran River Combustlon Turblnes

Crystal River Unit 3 7793629
' ‘7;.7 _.”AIIowance for decommrssronrng T (s, 382)*
,.Total . o 699,488 .0 $ 663771

lifi 'pubhc deposrtory account are heId in lnstrtutlons msured by the

Act, Chapter 280 of the FIonda Statutes In accordance wrth 0 stment polrcy, the following types of lnstruments are utrIrzed ,

. Obhgatnons whrch are uncondrtronally guaranteed by th U S“'

] Repurchase and reverse repurchase agreements f

K Money market funds o

o CommerCIaI paper :

- * Interest-bearing qualified pubIrc deposrtory accounts
] "Certrfrcates of deposit

e 'TaxabIe municipal bonds

‘ Bankers acceptances :

ment Pool Trust Fund (the ”Surplus Funds Investment Pool ) an’”!
orlda Included in these mvestments are derlvatrve lnstruments WhICh

alue ornJcertarn floatrng rate notes based ontl pnme rate and/or one and _ ‘: :
 the SurpIus Funds Investment Pool are not msured or coIIaterahzed
however due to the stnngent mvestment pohcres of these funds ouc consrders the nsk of loss of prrncrpaI to be remote




Note E — Cash, Cash Equivalents and Investments (continued)

The following are the cash, cash equivalents and investment deposits held by QUC:

September 30
(Dollars in thousands) 2003 2002
Cash $ 74,427 $ 122,710
Investments - category 1
{Insured or registered & held by OUC or agent in QUC’s name}
Repurchase agreements - 305
U.S. government securities 16,047 45,415
Commercial paper 69,725 -
Other U.S. and agency backed securities 456,679 454,710
Total investments — category 1 542,451 500,430
Total cash, cash equivalents and investments $ 616,878 $ 623,140
Restricted assets
Debt service and related funds:
Principal & interest funds $ 55,565 $ 61,935
Debt service reserve funds 46,153 102,948
Total debt service and related funds 101,718 164,883
Construction and related funds
Nuclear generation facility decommissioning funds 29,853 27,731
Stanton A fuel 1,983 -
Construction funds 55,376 18,791
Total construction and related funds 87,212 46,522
Renewal & replacement fund 48,954 48,939
Customer meter deposits 21,14 19,161
Total restricted assets 259,025 279,505
Internally designated funds
Liability reduction fund 191,382 189,122
Stabilization funds & customer retention 89,279 95,392
Self-Insurance fund 5,480 4,759
Total internally designated funds 286,141 289,273
Other funds
Cash and investments 72,633 55,324
Less accrued interest receivable from restricted assets (921) {962)
Total cash, cash equivalents and investments $ 616,878 $ 623,140
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; E OUC S regulatory assets and lrabllrtles are as follows

:'-"*Descnptro
(Dollars'in thousands) :
: Deferred charges Tl

'_.'Rate stabrhzatron " 41,308
“Fuel stabrlrzatlon 36,565

o ‘Customer retention stabrlrzatron
S Total regulatory liabilities rncluded |n deferred revenue.
. Deferred garn on sale of assets R P

‘ fiTotal regulatory Irabrlrtres

Note F—Regulatory Deferrals AR
orded the following regulatory assets that will be *~

eductron Fund (LRF) to defease a portlon $1 12.2 mrlllon of the = - -
S ssocrated loss on defeasance ($15 5 mrIIron) was deferred and amornzed

. con5|stent wrth the life of the, remarnrng outstandlng Seri "bonds‘ In 2003, the remarnrng Serr S 989D bonds were defeased :
_ v'and regulatory actlon was taken by the governrng b ard to conti ortrznng these costs over the ongrnal bond senes lrfe net of the St
a ~proceeds recelved from restructunng the related escrow deposrt trust fund Srnce the |ncept|on of the defeasance ‘the proceeds from '

» E restructunng of the escrow deposrt trust fund have t een s o] offset perrod regulatory amortization costs The outstandlng i

o regulatory asset at September 30 2003 and 2002 was $13 mrlllon and $13 4 mrlllon respectlvely ' L

Senes 1989D bonds In conjunctron wrth thrs defeasa'n

":.Deferred charges also rnclude deferred mterest costs on el 19938 bon fs. These mterest costs were mcurred due to the
drfferentral between the short term and Iong-term rates at the tlme of bond |ssuance OUC S regulatory costs for these charges are .

- '$6. 1 mrllron and $6 4 mrlllon at September 30, 2003 2002, ‘ vely Deferred charges are currently amortrzed to mterest

: expense over the remarnrng penod of the orlgrnal bond series. - R . :

’ ": Electrrc and water rate stabrlrzatron OUC s governr
‘ by (used 10 reduce) rates rn perrods other than when i

Health'i msurance reserve

7119,091%
$110,000 -
*§ 220,091

's "223 596
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Note G — Self-Insurance

0OUC’s self-insurance program covers a portion of its workers’ compensation, general liability and automobile liability exposures. The liability
associated with this program is included in the Statements of Net Assets under the caption, Accounts Payable and Accrued Expenses.
Changes to the balances of the self-insurance program liability in 2003 and 2002 are as follows:

September 30
{Dollars in thousands) 2003 2002
Balance, beginning of year $ 661 $ 353
Claims and changes in estimates 209 683
Payments of claims (390) (375)
Balance, end of year 3 480 $ 661

September 30
(Dollars in thousands) 2003 2002
Workers' compensation $ 250 $ 250
General liability $ 1,000 $ 1,000
Automobile liability $ 1,000 $ 1,000

It is the opinion of general counsel that the Orlando Utilities Commission, as a statutory commission, may enjoy sovereign immunity in the
same manner as a municipality, as allowed by Florida Court of Appeals rulings. Under said rulings, Florida Statutes limit of liability for claims
or judgments by one person for general liability or auto liability is $100,000 or a total of $200,000 for the same incident or occurrence;
greater liability can result only through an act of the Florida Legislature. Furthermore, any defense of sovereign immunity shall not be deemed
to have been waived or the limits of liability increased as a result of obtaining or providing insurance in excess of statutory limitations. It is
also the opinion of general counsel that QUC, as a municipal utility, is statutorily immune from suit for malicious prosecution.

Liability for accidents at the nuclear power plants for which QUC has a minority interest are governed by the Price Anderson Act, which limits
the public liability of nuclear reactor owners for a single nuclear incident, to a combination of private insurance and retrospective
assessments. Both majority owners (Florida Power & Light and Progress Energy Corporation) maintain the maximum amount of private
liability insurance ($300 million) and participate in a secondary financial protection system. In addition, both majority owners participate in
nuclear mutual companies that provide limited insurance coverage for property damage, decontamination and premature decommissioning
risks. Irrespective of the insurance coverage, should a catastrophic loss occur at either of the plants, the amounts of insurance available may
not be adequate to cover property damage and other expenses incurred. The owners of a nuclear power plant could be assessed to pay up
to $101 million per unit per incident, but not more than $10 million per unit in a calendar year. Uninsured losses, to the extent not recovered
through rates, would be borne by each of the owners at their proportionate ownership share and may have an adverse effect on their
financial position. See Note D for OUC's ownership interest in St. Lucie Unit 2 and Crystal River Unit 3.

OUC’s transmission and distribution system are not covered by property insurance, since such coverage is generally not available,
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‘Long-Term Debt

'_Long Ténn Debt nal Pnnapal 7 nterest -
. (Dollars in thousands) Payment

: Semor lien: .
_-1992 Bonds
11993 Bonds~
'1996A Bonds
19 9968 Bon s
2001 Bonds

©-2003 Bonds

PR

To’tal s'ehibrvlieh débti*‘

i
HE
s
+ -
I

" 1'rJun|9rlg¢_=__n R
© 19890 Bonds . . 2
- 1992A Bonds '
©1993A Bonds
. ;‘19933 Bondsj
- "1994A Bonds \ 7
- 2001A Bonds.‘.‘ 2020
,_ f2002A Bonds 2017 :- Variable Rate*
120028 Bonds ) * 2022 ‘" Variable Rate* ' 7"
-~ 2002CBonds: - 2027°.7,-5.00-525% :
©2003ABonds . 2022 250-500% -

12020 425500
400:525%

ugze -

100,000 &
. £770,955" -
118 760 :

105,700

20038 Bonds - . 2022 .- 73.00-500%

e f‘»Totanumor hen debt CEee e 395,415 .. 7 1274345

-~ 685,155-"

: ""Other debt
' 1998 Bond
o Antuopatlon Notes

1999A Bond -
Anthpatlon Notes

2004 -

" " Total other debt .

" Less current portion

. Totaldebt. $1,373.780 - $320.940 ..

B 5129 250

*Vériéblg’ fates fah'g'éd from 0.60% to 1.85% for the year ended September 30, 2003..
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Note H — Long-Term Debt (continued)

Long Term Debt Final Principal Interest  September 30,2001  Additions Decreases  September 30,2002  Current
(Dollars in thousands) Payment Rates (%) Portion
Senior lien:
1992 Bonds 2010 5.30-6.00% $ 310,440 3 - $ 24,000 $ 286,440 $ 25,270
1993 Bonds 2023 4.75-5.125% 139,020 - 43,420 95,600 -
1996A Bonds 2023 4.10% 60,000 - - 60,000 -
19968 Bonds 2011 5.10% 39,995 - - 39,995 -
2001 Bonds 2023 3.00-5.25% - 258,815 - 258,815 1,555
Total senior lien debt 549,455 258,815 67,420 740,850 26,825
Junior lien:
1989D Bonds 2023 5.00-6.75% 253,945 - $177,560 76,385 -
1991A Bonds - 5.50% 115,380 - 115,380 - -
1992A Bonds 2027 5.50% 39,420 - - 39,420 -
1993A Bonds 2023 4.90 - 5.50% 85,425 - 425 85,000 445
19938 Bonds 2023 475 - 5.60% 128,435 - 55,735 72,700 3,045
1994A Bonds 2020 4.25-5.00% 134,225 - 685 133,540 715
2001A Bonds 2020 4.00-525% 37,040 - - 37,040 125
2002A Bonds 2017 Variable Rate* - 120,000 - 120,000 -
Total junior lien debt 793,870 120,000 349,785 564,085 4,330
Other debt:
Line of credit - Note O - 1 month LIBOR + 1.50% 25,965 4,412 30,377 - -
1998 Bond
Anticipation Notes 2003 3.25% 60,000 - - 60,000 60,000
1999A Bond
Anticipation Notes 2004 Variable Rate* 100,000 - - 100,000 -
Total other debt 185,965 4,412 30,377 160,000 60,000
Less current portion (54,190) (91,155) (54,190} (91,155)
Total debt $ 1,475,100 § 292,072 $ 393,392 $ 1,373,780 $ 91,155

*Variable rates ranged from1.05% to 2.28% for the year ended September 30, 2002.
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Followrng isa schedule of annual pnncrpal and rnterestf

- f Semor l|en bonds The senlor I|en bonds are payab!e and ' X
) 'the operatlon of the water and electnc system and from certain investment mcome ‘

o ouc has covenanted in the senror hen bond resolutlon to fix,‘establish and marntarn ates and collect such fees_ rentals or other charges for j:'
- the services and facrhtles of the water and electric system ‘ ca
e twenty frve percent (125%) of the annual debt sennce requ
g other payments requrred by the terms of the senlor bond rese

. The senior bond resolutron estabhshes the Revenue Fund Account, Renewal and Replacement Fund Account and Slnklng Fund Account S
" which are compnsed of the Interest Prrnclpal Investment' ' '
'accounts oo S

o A:,';In accordance wrth the senlor bond resolutron gross revenues denved from the operatlon of the water and electnc system are to be

] 'aj‘for the servrces '
o deductlon of a

: 'pursuant 0 the resolutron and any pan passu addltronal bonds hereafter |ssued for. the then current fnscal yea 'and (2) one hundred percent
o ‘_""(100%) of the amount requrred to be deposrted into the K : -
P et revenues wrll be sufF crent to make aIl other payments requrred by the terms of the resolutron and that such rates fees rentals or other i:. i
f}charges shall not be’ 'duced'so as . S ; Ut ; :

Note H — Long-Term Debt (contmued)

I rotes utstanding at September 30, 2003; -

.Yearendrng S :.?_ ];Princ!pa
"~ (Dollars in thousands) R

2004 T $ 133,005

S m2006 o R 139,280
02007 i 41,400
2008 vt L 43,800
[°720092013 1 L ?75307 640
20142018 0 341,650
©20192023 -0 T ‘431 145
20242027 o 54750

""Q.Totar:;,::.t s 1429105

) sha be‘adequate at aII tlmes to pay in e ol year at Ieast one hundred 8 RS
ts for the bonds and that the_net revenuies shall be suﬁrcrent to make aII R

Red m tion jDebt Servrce'Reserve and Demand Charge Component

e‘AComponent Account for the the rrent frscal year and that such .

to be rnsufF icie tto p'
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Note H — Long-Term Debt (continued)

The junior lien bond resolution establishes the Sinking Fund that includes the Interest, Principal, Bond Redemption and Demand Charge
Component Accounts. In accordance with the resolution, gross revenues are to be applied in accordance with the senior lien bond resolution
and then to be applied to the Junior Lien Sinking Fund accounts.

General bond resolution: On October 9, 2001, QUC adopted a General Bond Resolution. Bonds issued after this date fall under the
provisions of this new resolution. The terms of this new general bond resolution do not become effective until in excess of 51% of OUC’s
outstanding Senior and Junior debt obligations have been issued under this resolution (see Note M). The most significant provisions of the
new resolution are as follows:

¢ Rate covenant: The net revenue requirement for annual debt service has been set at 100% or available funds plus net revenues at
125% of annual debt service.

* Additional bonds test: This test is limited to QUC’s certification that it meets rate covenant.

* Flow of funds: There are no funding requirements; however, consistent with prior resolutions, QUC can determine whether to fund a
debt service reserve account on an issue-by-issue basis or internally designated funds.

» System definition: OUC’s system definition has been modified to utility system. This definition is a more expansive definition to
accommodate organizational changes and the expansion into new services.

* Sale of assets: System assets may be sold if the sale will not interfere with OUC’s ability to meet rate covenants. Consistent with prior
lien resolutions, proceeds must first be used to pay debt service.

At September 30, 2003, the Junior lien bonds, at a percentage of 75%, have reached the consent percentage; however, the Senior lien
bonds at a percentage of 46% have not reached the consent percentage. Therefore, the General Bond Resolution is not effective at
September 30, 2003. See Note M related to the effective date of-the General Bond Resolution.

Refunded bonds: Proceeds secured from refunding transactions are invested in United States obligations in irrevocable escrow deposit trust
funds. Each escrow deposit trust is structured to mature at such time as to provide sufficient funds for the payment of maturing principal

and interest on the Refunded Bonds. All interest earned or accrued on the United States obligations has been pledged and will be used for the
payment of the principal and interest on each respective bond series. As a result of a favorable rate environment, QUC has refunded $365.6 million
and $276.8 million of long-term debt for fiscal years ended September 30, 2003 and 2002, respectively and are summarized below:

Debt issued Month issued Par amount " Par amount PV savings Accounting loss Savings % of
(Dollars in thousands) issued refunded refunded bonds
2002C Nov-02 $ 70955 $ 84,290 $ 47336 $ 5473 5.14%
2003A Apr-03 118,760 ©.156,635 8,003 18,549 5.11%
20038 Jul-03 105,700 124,690 12,190 14,621 9.78%
$ 295,415 $ 365,615 $ 24,529 $ 38,643

Debt issued Month issued Par amount Par amount PV savings Accounting loss Savings % of
(Dollars in thousands) issued refunded refunded bonds
2001 Oct-01 $ 258,815 - $ 276,790 $ 19,157 $ 38,297 6.92%

Defeased bonds: In July 2002, QUC used proceeds from the Liability Reduction Fund {LRF) to defease $112.2 million of the Water and
Electric Subordinated Revenue Bonds Series 1989D (Defeased Bonds). LRF proceeds were invested in United States obligations in an
irrevocable escrow deposit trust fund and will mature at such time and in such amounts so as to provide sufficient funds for the payment of
maturing principal and interest on the Defeased Bonds. The loss associated with the defeasance has been deferred ($15.5 million) and is
being offset by a series of intra-day trades that are designed to recoup the loss through the restructuring of the escrow deposit trust fund on
a periodic basis {see Note F).
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‘Statements of Net Assets. Defeased bonds outstandrng at September 30 2003 and 2002 are $472 mrlhon and $674 million, respectrvely

'uh¢ - e 08

Interest Rate Swaps Interest rate swaps, a “derivative frnancral mstrument are used by OUC to manage interest rate exposure on both’
fixed and vanable rate debt’ and are not executed for trading purposes Under these swap agreements only the net difference in interest

" calculated at fixed and variable rates is actually exchanged thh the counter party The' notronal amounts are ‘the basrs on whrch rnterest is
- calculated; however the notional amounts are not exchanged - Lo

Although a termination of the swap agreement may result |n OUC s makrng or receiving a termlnatlon payment OUC limits its execution of
these agreements to major financial institutions with either high mvestment grade credit ratings or agreements to collaterahze their net
position. Therefore, OUC does not anticipate nonperformance by a counter party.

As outlined in Note B, GASB issued a technical bulletln in June 2003 requmng addmonal drsclosure mformatlon related to derivatives.
As such, the followrng schedule summarizes QUC’s swap agreements outstandrng at September 30, 2003 with fair value amounts

correspondmg to the market value:.

(Dollars in thousands) . e 2003'

Notional amount . ;= .- -$. 320,000

Term e October 2008-2022 .

RateOUC: . ..o, o , .
Received | L  1.94%
Paid (werghted average rate) _ 2.76%

Fair value liability, net ~* :_ '$. 7863

*The notional amounts at September 30, 2003 represent seven counterparty agreements of which one has a call option that expires in 2009.

Note | — Commltments and Contlngent L ab_|7I|t|es

Energy sales commrtments OUC engages in Iong-term resale energy' contracts with several key customers for both unit specific sales, sales
generated froma specrfrc power plant, and systems sales, sales generated from any OUC avallable resource The followrng table provrdes a
surmmary of OUC’s power sales contracts with other compames :

.fSystemSaIes IREEE - Total

Unit sales ~
No.of - Amount of o.of “ : Amount of No ‘of - Amount of
Year contracts - sales MW contracts ‘ ~salesMW contracts sales MW -
2004 I 126 ' 105 e g e e 23
2005 S R 43 113 2 162 -
2006 SRR I 27 - .29 oemr 2 o - BB
2007 . i NE S0 R I

Purchased power commrtments Purchased power commrtments were executed in conjunctron thh the sale of the Indlan River Plant steam units
(see Note F) and the construction of the SECA generation facrhty Purchased power commitments related to SECA are scheduled to begln in October
2003, when the plant begrns commerdial operatrons These two agreements represent the pnmary purchased power commitments below:

Number of Amount of

Year - contracts “megawatts
2004 3 845
2005 3 645
2006 2 345
2007 2 345
2008-2012 2 345
2013 RE

- 330
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Note | — Commitments and Contingent Liabilities (continued)

Fuel and fuel transportation commitments

Coal: QUC and the other participants in SEC1 and SEC2 have entered into coal supply and rail contracts. The coal supply
contracts expire in 2005 and 2006; however, each contract contains renewal and/or market price reopeners for additional years. The rail
transportation contracts for the coal expire on December 31, 2007. The coal supply contracts require minimum annual purchases as follows:

Year Amount
(Dollars in thousands)

2004 $ 38,769
2005 $ 39,185
2006 $ 18,163

Natural gas: OUC has entered into natural gas supply and transportation contracts. The supply contracts for SECA expire

in 2004, 2005, and 2006. These contracts have an indexed-based pricing structure such that the cost of natural gas floats with
market prices. Natural gas supply costs, based on current estimated market prices, are calculated below at a cost of $4.75 per
MMBTU. The transportation contracts expire in 2004 and 2014 with 10-year renewal options. In addition QUC, as fuel agent
for SECA, has entered into a contract effective 2004 with a minimum term of 10 years.

The following schedule summarizes natural gas transportation capacity and supply commitments at September 30, 2003:

Year Supply ’ Capacity Total
{Dollars in thousands)

2004 $59,268 $ 16,590 $ 75,858
2005 $45,516 $ 18,122 $ 63,638
2006 $36,824 $ 17,885 $ 54,709
2007 - $ 17,676 $ 17,676
2008 - $ 17,677 $ 17,677
2009-2014 - $ 17,679 $17.679

Other fuel sources: OUC and the other participants have entered into a contract for the supply of 1,000,000 MMBTU's per
year of methane gas for SEC1 and SEC2. The contract expires on December 31, 2007.

Derivative fuel instruments: OUC’s fuel-related derivative transactions, where applicable, are recorded on the Statements of Net
Assets as either an asset or liability measured at fair market value. Related gains and/or losses on these transactions are deferred and
recognized in the specific period in which the instrument was settled and are included as part of the fuel and purchased power costs in
the Statements of Revenues, Expenses and Changes in Net Assets. No amount is recorded for the fuel swaps other than the net
monthly fuel settlement amount resulting from these agreements.

At September 30, 2003 and 2002, OUC had fuel-related derivative instruments (swaps, futures, and options) with a net fair market
value of $5.6 million and $2 million, respectively. In addition, the valuation of market changes for QUC's Energy Risk Management
Program contracts resulted in a decrease in fuel expenses of $2.2 million in 2003 and an increase in fuel expenses of $394,000

in 2002.
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te | ‘Major Agreements S . -

o Clty of Orlando OUC pays a revenue—based payment and e-based drvrdend payment to the Ci of Orlando The revenue-_b ' d:
fl’;,payment is cIassrfled as an operatrng expense and is calculated a ross retall electnc ] ,d water bllhngs and 4% of chilled water‘ ‘
2 :.:bllllngs to customers within the Clty limits. The ncome-base ntis recorde as: 're'ductlon of net assets or the Statements
'f ~.of Revenues Expenses and Changes in ‘Net Assets The dwrdend is calculated‘usmg 60% of mcome before contnbutlons for alI operatrng :
- unlts except those operated under the agreement wrth ut ic ns (as noted below) Dlvrdends for operatlng unlts under th'

B Tngen Crnergy Solutrons agreement are calculated based on 50% of. mcome_before contrlbutrons up to $625 000 and 60% thereafter '
: ”Drvrdends for fi scal years 2003 and 2002 totaled $33 mllhona d
L and 2002 of $3 8 mlllron and $0 respectlvely P

St 'Orange County' OUC pays a revenue—based payment to Oran_ e Co '
7 the County but outsrde the crty Ilmrts of the Crty of Orlando his paym tis 'recorded under the headrng of Payments and Taxes on the l't s
L Statements of Revenues Expenses and Changes |n Net Asse :

' Clty of St Cloud In Aprll 1997 OUC entered |nto an mter wrth the Clty of St Cloud (STC) to assume responsrblllty for S

f‘later of age 62 or completron of‘3.0 years of & servrce with norequired contnbutlons thereafter The benefrt reductlon for early retrrement rs
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ion, respectlvely rndudrng acaued dlvrdends at September 30 2003 .

calculated at 1% of gross retall electnc brlllngs to customers wrthln : ; o




Note K — Pension Plans and Other Post-Employment Benefits (continued)

Annual pension cost and net pension asset: OUC recognizes annual pension cost in accordance with GASB Statement No. 27, Accounting
for Pensions by State and Local Government Employers. GASB Statement No. 27 also requires recognition of a net pension asset or
obligation for the cumulative differences between annual pension cost and employer contributions to the plan. Pension cost and the net
pension asset have been calculated using information obtained from actuarial documentation and where applicable, prior year balances have
been adjusted to reflect updated actuarial changes and other appropriate reclassifications.

The following schedule summarizes the activity related to the defined pension plan for the years ended September 30, 2003 and 2002:

September 30
{Dollars in thousands) 2003 2002
Current year actuarial required contribution (ARC) § 4,224 $ 4,251
Interest earnings on net pension asset (141) (126)
Adjustment to ARC 169 166
Annual pension cost 4,252 4,291
Contributions applicable to pension period 4,585 4317
Change in net pension asset 333 26
Beginning net pension asset 1,473 1,447
Ending net pension asset $ 1,806 $ 1,473

Actuarial reports, received each February, disclose plan assets and actuarial liabilities as of the end of the prior fiscal year and set forth
required contribution levels. For the year ending September 30, 2003, QUC received a letter report from the actuary estimating pension costs
based on the October 1, 2001 valuation.

Actuarial amounts are calculated using the aggregate cost method, which as noted in guidance, does not identify or separately amortize
unfunded actuarial assets/obligations. The actuarial value of assets/obligations is determined using techniques that smooth the effects of
short-term volatility in the market value of investments over a five-year period. As of September 30, 2003 and 2002, the plan had an
unfunded actuarial liability of $54.6 million and $14.5 million, respectively.

In conjunction with the historic low interest rates, OUC in November 2003 issued taxable pension bonds (see Note M) in the amount of
$55.3 million at a true interest cost of 4.95%. OUC’s pension plan earnings rate, used for actuarial purposes, was affirmed by the Pension

Committee in 2003 and continues to be 8.50%.

In accordance with GASB Statement No. 27, the amounts above were based on the following actuarial information:

October 1
2003 2002
Investment rate of return 8.50% 8.50%
Projected salary increases 5.75% 5.75%
Inflation component 4.00% 4.00%
Three-year trend information
Year ending Annual pension cost  Percentage of APC
(Dollars in thousands) (APC) contributed Net pension asset
September 30, 2003 $ 4,252 108% $ 1,806
September 30, 2002 $ 429N 101% $1.473
September 30, 2001 $ 2,352 98% $ 1,447
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‘ or the apphcants (Flonda s'Energy, and
: Tampa Electnc) to review the’ prewously filed documents for the formation of Grid Florida and make any changes'that are considered :
:'necessary and reflle the docum




Note M — Subsequent Events

In November 2003, QUC issued the taxable Series 2003T Water and Electric Senior Lien Revenue Bonds, in the amount of $55.3 million
under OUC's General Bond Resolution adopted on October 9, 2001. The Series 2003T Bonds were issued in a fixed rate mode at a true
interest cost of 4.95%.

As a result of issuing the Series 2003T bonds, the consent percentage for the Senior Lien Bonds reached the threshold to enact the
provisions of the General Bond Resolution. As of November 12, 2003, the consent percentages for Senior and Junior Lien bonds are
52% and 75%, respectively. The terms of the General Bond Resolution are defined in Note H.

In November 2003, OUC’ board authorized the dissolution of the agreement with TCS. The offer includes repayment of TCS's capital
contributions ($18.1 million) and other amounts owed under the agreement ($854,000) plus an initial lump sum payment for current
contracted customers of $5.3 million. Additional payments are contingent on OUC securing additional contracts in certain chilled
water operating loops.
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Deloitte & Touche LLP Certified Public Accountants . .~

Suite 1800 _ T T ' ‘ S L

200 South Orange Avenue B : SN P Y
Orlando, Florida 32801 ‘ Cl S o DEIOltte o
Tel: (407) 246-8200 S RN ) ' . &TO“Che :

Fax: (407) 422-0936
www.us.deloitte.com

INDEPENDENTVAUDITOVVRS' REPORT

To the Commissioners of the
Orlando Utilities Commission:

We have audited the accompanying statements of net assets of Orlando Utilities Commission as of
September 30, 2003 and 2002, and the related statements of revenues, expenses, and changes in net
assets and of cash flows for the years then ended. These financial statements are the responsibility of
Orlando Utilities Commission’s management. Our respon51b111ty is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material mrsstatement An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and srgmﬁcant estimates made by management,

as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Orlando Utilities Commission as of September 30, 2003 and 2002, and the results
of its operations and its cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

Management’s discussion and analysis listed in the Tab]e'of Contents is not a required part of the basic
financial statements but is supplementary mformatlon requlred by the Governmental Accounting
Standards Board. We have applied certain lirnited procedures Wthh consisted prmcrpally of inquiries
of management regarding the presentatlon of management s dlscussmn However, we did not audit the’
information and express no opinion on it. -

In accordance with GovemméntAuditing Stdnda’rds,l we have also issued a report dated November 17,
2003 on our consideration of Orlando Utilities Commlss1on s internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, and contracts. That report is
an integral part of an audit performed in accordance w1th Govemment Auditing Standards and should be
read in conjunction with this report 1n con51der1ng the results of our audits.

DaQoith ¥ Touchs u,-"
’ November 17,\2003 '
Deloitte

Touche
* Tohmatsu
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PRICEWATERHOUSE(OOPERS

Seminole Electric
Cooperative, Inc.

Consolidated Financial Statements
For the Years ended December 31, 2003 and 2002



PRICEWATERHOUSE(QOPERS

PricewaterhouseCoopers LLP
101 East Kennedy Boulevard
Suite 1500

Tampa FL 33602-5147
Telephone (813) 229 0221
Facsimile (813) 229 3646

Report of Independent Certified Public Accountants

To the Board of Trustees
Seminole Electric Cooperative, Inc.

In our opinion, the accompanying consolidated balance sheets and the related consolidated
statements of revenue and expenses and patronage.capital, of comprehensive income and of cash
flows present fairly, in all material respects, the financial position of Seminole Electric
Cooperative, Inc. and its subsidiaries (“Seminole”) at December 31, 2003 and 2002, and the
results of their operations and their cash flows for the years then ended, in conformity with
accounting principles generally accepted in the United States of America. These financial
statements are the responsibility of Seminole’s management; our responsibility is to express an
opinion on these financial statements based on our audits. We conducted our audits of these
statements in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States, which require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provides a reasonable basis for our opinion.

In accordance with Government Auditing Standards, we have also issued our report dated
February 13, 2004 on our consideration of Seminole’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts and
grants. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be read in conjunction with this report in considering the results
of our audit.

’P{’\u&o 2. \@,%C«L—\;%/) (L

February 13, 2004



SEMINOLE ELECTRIC COOPERATIVE, INC.

CONSOLIDATED BALANCE SHEETS

ASSETS
Utility plant:
Plant in service
Construction work in progress

Less accumulated depreciation
and amortization

Utility plant, net

Investments:
Investments in associated organizations
Funds held by trustees and special funds

Total investments

Current assets:

Cash and cash equivalents

Other current investments

Receivables, principally for
sales of electricity

Inventories, at average cost:
Materials and supplies
Fuel

Prepayments and other

Tota! current assets
Deferred charges:
Regulatory
Non-Regultatory
Total deferred charges

Total assets

December 31

2003 2002

1,074,460,489 $ 1,072,706,869

11,319,061 4.056.718
1,085.779.550 1.076.763.587
(441,205,429) " (416.466,162)
644.574.121 660,297,425
2,998,556 3,460,364
66,729,025 63.439,520
69.727.581 66,809,884
25,927,301 24,428,385
39,947,986 0
81,876,569 79,749,297
19,460,382 19,039,303
15.284.326 31.042.863
10.724.020 7.252.074
193,220,584 161,511,022
23.419,972 36,042,042
36.166.158 38.457.274
59,586,130 74.499.316
967108416  § 963,208,547

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



SEMINOLE ELECTRIC COOPERATIVE, INC.
CONSOLIDATED BALANCE SHEETS

December 31
2003 2002
EQUITIES AND LIABILITIES
Equities:
Memberships 3 1,000 1,000
Patronage capital 76,927,550 75,098,372
Donated capital 31,715 31,715
Other margins and equities 3,917,839 4,393,321
Total equities 80,878,104 79,524,408
Long-term liabilities:
Long-term debt 755,538,777 748,589,639
Obligations under capital leases 0 285,872
Other 14,485,177 7,600,213
Total long-term liabilities 770,023,954 756,475,724
Current liabilities:
Current portion of: :
Long-term debt 35,084,307 31,547,242
Obligations under capital leases 285,872 262,762
Accounts payable 34,117,411 40,769,302
Other accrued liabilities 27,955,761 29,360,460
Total current liabilities 97,443,351 101,939,766
Deferred gain on sale-leaseback of plant 8,435,622 9,851,391
Other deferred credits 10,327,385 15,417,258
Commitments and contingencies
(Notes 10 and 11)
Total equities and liabilities $ 967,108,416 963,208,547

The accompanying notes are an integral part of these consolidated financial statements.
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SEMINOLE ELECTRIC COOPERATIVE, INC.

CONSOLIDATED STATEMENTS OF REVENUE AND EXPENSES AND PATRONAGE CAPITAL

Operating revenues

Operating expenses:

Operation:

Fuel

Other production expenses

Purchased power

Transmission

Administrative and general
Depreciation and amortization - non-fuel
Lease of coal-fired plant

Total operating expenses

Operating margins before interest expense

Interest expense, net of amounts capitalized
Operating deficits
Patronage capital credits

Net operating deficits after
interest expense

Non-operating income:
Interest income
Other income, net

Net margins

Patronage capital, beginning of year
Patronage capital retirements

Patronage capital, end of year

For the years ended

December 31,

2003 2002

798,693,898 $  713.770.716
270,128,732 234,142,855
76.821.190 75253 835
206,893,984 242,448 133
38.874.366 38,846,162
19.406.851 23.414 642
34.221.348 33.052.714
26.647.435 27.114.994
762.993.906 674.273.335
35,699,992 39,497,381
40,277,839 42,071,213

(4,577,847) (2,573,832)

26,129 29,511

(4,551,718) (2,544,321)

4,183,771 4,762,831

2784514 131,047

2416567 2.349 557

75,098,372 73,352,675
(587.389) (603.860)
76927550 § 75,098,372

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



SEMINOLE ELECTRIC COOPERATIVE, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

For the years ended

December 31,
2003 2002

Net margins $ 2,416,567 $ 2,349,557
Other comprehensive income/(loss):
Cash flow hedges:

Beginning balance 4,393,321 (990,383)

Unrealized gain on derivatives 8,376,673 8,535,422

Less: Reclassification adjustment for derivative

income included in net margins 8,852,155 3,151,718

Other comprehensive income 3,917,839 4,393,321
Comprehensive income $ 6,334,406 $ 6,742,878

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



-

SEMINOLE ELECTRIC COOPERATIVE, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the years ended

December 31,
2003 2002
Cash flows from operating activities:
- Net margins . 2,416,567 2,349,557
Adjustments to reconcile to cash:
Depreciation and amortization 51,524,106 55,035,759
Amortization of deferred gain on lease/leaseback (1,240,811) (1,198,442)
Lease expense/lease payment difference (344,878) 346,857
Change in assets and liabilities:
Receivables (2,135,028) (12,258,831)
Inventories 15,337,458 (6,246,044)
Prepayments and other (4,988,996) 141,030
Deferred charges (1,748,256) (3,228,124)
Other-long-term liabilities (1,369) (1,546)
Accounts payable (6,651,891) 5,200,067
Other accrued liabilities 233,352 (12,939,586)
Total adjustments 49,516,983 _ 24,851,140
Net cash provided by
operating activities 51,933,550 27,200,697
Cash flows from investing activities:
Utility plant additions, net of retirements (17,935,236) (11,908,457)
(Purchases of)/proceeds from
investments, net (39.,939,720) 6,600,145
Net cash used in investing activities (57,874,956) (5,308,312)
Cash flows from financing activities: ,
Proceeds from long-term borrowings 39,838,000 0
Payments of long-term debt (31,547,527) (29,649,593)
Payments of capital lease obligations (262,762) (241,521)
Payments of patronage capital credits (587.,389) (603,860)
Net cash provided by/(used in)
financing activities 7,440,322 (30,494,974)
- Net increase/(decrease)
in cash and cash equivalents 1,498,916 (8,602,589)
Cash and cash equivalents, beginning of year 24,428,385 33,030,974

Cash and cash equivalents, end of year $ 25,927,301 $ 24,428,385

Supplemental disclosure: Interest paid $ 36,039,031 $ 37,808,522

The accompanying notes are an integral part of these consolidated financial statements.
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SEMINOLE ELECTRIC COOPERATIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - THE COOPERATIVE:

Seminole Electric Cooperative, Inc. (Seminole) is a generation and transmission cooperative
(G & T). ltis responsible for meeting the electric power and energy needs of its distribution
cooperative members operating within the State of Florida. Seminole's rates are established
by its Board of Trustees, which is composed of representatives from each member
cooperative.

Seminole constructed and operates Seminole Generating Station (SGS) comprised of two
coal-fired generating facilities (Seminole Unit No. 1 and Unit No. 2) near Palatka, Florida with
approximately 650 megawatts of net output per unit. These units are connected to the Florida
bulk power supply grid through Seminole’s 230 kV transmission lines and associated facilities.
Both units commenced commercial operation in 1984.

On January 1, 2002, the Payne Creek Generating Station (PCGS) commenced commercial
operation. PCGS is a 500 megawatt, gas-fired combined cycle generating facility constructed
by Seminole on an existing 1,300 acre site leased from Acuera Corp. (Acuera), a wholly owned
subsidiary of Seminole.

At December 31, 2003, 170 employees or approximately 36% of the total workforce were
covered by a four year collective bargaining agreement with Utility Workers Union of America
expiring on June 30, 2007. :

Seminole holds a 1.6994% undivided ownership interest in the Crystal River Unit No. 3 (CR3)
nuclear power plant operated by Progress Energy Florida (PEF). Seminole also owns various
transmission facilities connecting Seminole to an Independent Power Producer (IPP) as well
as individual members to the Florida bulk power grid.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Seminole complies with the Uniform System of Accounts as prescribed by the Rural Utilities
Service (RUS). The accounting policies and practices applied by Seminole in the determination
of rates are also employed for financial reporting purposes. These policies and practices
require management to make estimates and assumptions that affect the reported amounts of
assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial
statements, and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates. Under the provisions of Statement of
Financial Accounting Standards (SFAS) No. 71, Accounting for the Effects of Certain Types of
Regulation, Seminole’s Board of Trustees prescribes rate-making recovery for certain
transactions.

The consolidated financial statements include the results of operations and financial position of
Seminole, Acuera, Putnam Leasing Company A, Inc., Putnam Leasing Company B, Inc., and
Putnam Leasing Company C, Inc., each wholly owned subsidiaries of Seminole. Acuera owns

- a 1,300 acre site in Hardee County and Polk County, Florida, a portion of which is leased on a
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nonexclusive basis to an IPP for its use associated with certain generating facilities
constructed and owned by the IPP. The three leasing subsidiaries were established to
facilitate the completion of the lease/leaseback transactions relating to one of Seminole’s coal-
fired generating facilities. All significant intercompany transactions have been eliminated.

Operating Revenue

Seminole has wholesale power contracts with each of its members, whereby the members
must purchase all electric power and energy which the member shall require for the operation
of its system within the State of Florida from Seminole to the extent that Seminole shall have
such power, energy and facilities available. The only exception relates to contracts between
several members and the Southeastern Power Administration, which provides less than 1% of
the total energy required by all members.

Operating revenue consists primarily of sales of electric power and energy by Seminole, a
facilities use charge for Seminole's transmission lines serving a single member cooperative,
and by-product sales. Member revenues include amounts resulting from a fuel and purchased
power adjustment clause which provides for billings to reflect increases or decreases in fuel
and fuel related purchased power costs. The levelized fuel rate is based on costs projected by
Seminole for a twelve-month period. Any over-recovery or under-recovery of costs plus an
interest factor are to be refunded or billed to the members semi-annually. At the members
option, refunds of over-recoveries may be deferred with interest every six months until such
time as the member elects to have the over-recovery including accumulated interest refunded.
Over-recoveries of approximately $1.6 million and under-recoveries of approximately $9.9
million at December 31, 2003, and 2002, respectively, are recorded in accrued liabilities or
accounts receivable until refunded or billed.

Included in operating revenue are approximately $774 million and $696 million of revenue from
members for the years ended December 31, 2003 and 2002, respectively, of which
approximately $79 million and $68 million primarily related to December sales are included in
receivables at December 31, 2003 and 2002, respectively.

Utility Plant

Utility plant owned by Seminole is stated at original cost. Such cost includes applicable
supervisory and overhead cost, plus net interest charged during construction. The amounts of
interest capitalized during 2003 and 2002 were approximately $0.4 million and $0.2 million,
respectively. The cost of maintenance and repairs, including renewals and replacements of
minor items of property, is charged to operating -expense. The cost of replacement of
depreciable property units, as distinguished from minor items, is charged to utility plant. The
cost of units replaced or retired, including cost of removal, net of any salvage value, is charged
to accumulated depreciation. (See Accounting for Asset Retirement Obligations.) Certain
leased transportation equipment is valued at the total net present value of minimum lease
payments.
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Depreciation and Amortization of Utility Plant

Seminole provides for depreciation on owned utility plant using composite rates applied
annually on a straight-line basis that will amortize the original cost of depreciable property
over its estimated useful life. The average rates for 2003 and 2002 were as follows:

2003 2002

Coal-fired production plant 3.10% 3.10%
Combined cycle production plant 3.00% 3.00%
Transmission plant 2.75% 2.75%
General plant : 7.94% 8.22%
Nuclear production plant 4.51% 4.51%

Depreciation expense amounted to approximately $31.3 million and $31.1 million for 2003
and 2002, respectively.

Improvements to the leased coal-fired production plant are amortized over the remaining life
of the base lease term. The related composite amortization rates were 7.37% and 7.18% for
2003 and 2002, respectively.

Amortization of leased assets under capital leases amounted to approximately $0.3 and $0.2
million in 2003 and 2002, respectively.

Long-Lived Assets

Seminole evaluates, on a regular basis, whether events and circumstances have occurred
that indicate the carrying amounts of utility plant and deferred charges may warrant revision or
may not be recoverable. Seminole measures impairment of these long-lived assets based on
estimated future undiscounted -cash flows from operations. At December 31, 2003, the net
utility plant and net unamortized deferred charges balances are not considered to be
impaired.

Accounting for Asset Retirement Obligations

Seminole adopted SFAS No. 143, “Accounting for Asset Retirement Obligations” effective
January 1, 2003. The statement requires legal obligations associated with the retirement of
long-lived assets to be recognized at their fair value at the time that the obligations are
incurred. Seminole has reviewed all of our assets. Seminole has no legal obligation to retire
any asset except for Seminole’s share in decommissioning the CR3 nuclear plant.

The CR3 decommissioning asset retirement obligation has been calculated as the fair value at
CR3'’s initial start of operations, January 1, 1977. The fair value has been calculated using a
site specific study, using Seminole’s credit-adjusted risk-free interest rate. Decommissioning
expenditures are expected to occur over a twenty-six year period ending in 2041. The initial
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fair value has been increased by accretion to a value of $6.1 million at January 1, 2003. 2003
accretion increased this to $6.6 million at December 31, 2003. This liability is shown in long-
term liabilities. Seminole previously had a liability for CR3 decommissioning shown in deferred
credits. The value of this previous liability was $4.7 million at December 31, 2002. The
transition adjustment has been deferred as a regulatory asset, under a SFAS No. 71 expense
deferral plan. '

Seminole has established an external nuclear decommissioning trust fund (NDTF) in
compliance with regulations prescribed by the Nuclear Regulatory Commission. The trust fund
balance is $5.5 million at December 31, 2003. Annual cash deposits will be made to the NDTF
to bring it in line with the obligation to decommission CR3. An amount equal to these cash
deposits will be expensed annually and collected through rates to members.

Amortization of Deferred Gain on Sale-Leaseback

Deferred gain on sale-leaseback of coal-fired production plant is being amortized on a straight-
line basis over the base lease term of twenty-five years commencing in 1985 and is reflected
as a reduction of operating expenses. Amortization for 2003 and 2002 was $1.4 million.

Gain on Lease/lLeaseback

In December 1997, Seminole entered into three long-term lease/leaseback transactions for a
portion of its Palatka generating station. These transactions are characterized as sales and
leasebacks for income tax purposes, but are reflected as financing transactions for financial
reporting purposes. Beginning in 1998, the net cash benefit to Seminole totaling
approximately $28.2 million is being recognized on a straight-line basis over the twenty-three
year leaseback period in the amount of approximately $1.2 million annually pursuant to SFAS
No. 71 and as authorized by the Board of Trustees.

Deferred Charqes: Requlatory

In December 1998, the Seminole Board of Trustees authorized the implementation of an
expense deferral plan pursuant to the provisions of SFAS No. 71 relating to costs to be
incurred associated with the termination of certain coal transportation contracts. At December
31, 2003 and 2002, deferred charges included the unamortized balance of $13.2 million and
$27.4 million, respectively, related to marine equipment lease termination costs, operating
costs of the leased marine equipment subsequent to coal transportation contract terminations
and prior to sale, and certain other costs which have been deferred pursuant to this plan. The
deferred costs associated with the coal transportation- contract terminations are being
amortized to fuel expense on a cost per ton basis through 2004, reflecting the shortest
remaining term of the contracts terminated. Amortization of deferred costs associated with the
coal transportation contract terminations was approximately $14.2 million in 2003 and 2002.

In May 2003, the Seminole Board of Trustees authorized the implementation of an expense
deferral plan pursuant to the provisions of SFAS No. 71 relating to the CR3 decommissioning
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asset retirement obligation transition adjustment and subsequent accounting (see Asset
Retirement Obligations.) At January 1, 2003 and December 31, 2003 regulatory deferred
charges included $1.1 and $0.9 million, respectively, of net CR3 decommissioning asset
retirement obligation transition adjustment.

Also included in regulatory deferred charges is the net book value of $7.5 million and $7.4
million at December 31, 2003 and 2002, respectively relating to the straight line recognition of
the gain on the lease/leaseback transactions.

Also included in regulatory assets is $1.9 and $1.3 million as of December 31, 2003 and 2002
respectively, are unrealized losses relating to the ineffective portion of put premiums on gas
hedging. These losses will be expensed as the gas is purchased.

Deferred Charges: Non-Requlatory .

At December 31, 2003 and 2002, non-regulatory deferred charges included unamortized debt
costs and related refinancing premiums of approximately $34.1 million and $36.5 million,
respectively. These deferred charges will be recovered through rates over the remaining lives
of the related debt ranging up to seventeen years. Amortization of these deferred charges
amounted to approximately $2.5 million in 2003 and 2002.

Other non-regulatory deferred charges include primarily software costs. Capitalized software
costs are accounted for under Statement of Position 98-1, "Accounting for the Costs of
Computer Software Developed or Obtained for Internal Use" (SOP 98-1), and are included in
deferred charges at cost less accumulated amortization. These costs are being amortized
over periods up to five years. The amount capitalized under SOP 98-1 as of December 31,
2003 and December 31, 2002 was $2.4 million and $2.0 million, respectively. Amortization in
2003 and 2002 totaled approximately $0.4 and $0.2 million, respectively.

Other Deferred Credits

At December 31, 2003 and 2002, other deferred credits primarily included deferred lease
expense which represents the difference between cash payments and expense recognized on
a straight-line basis related to the operating lease of certain generating facilities, and a reserve
for CR3 decommissioning costs. The CR3 decommissioning liability at December 31, 2002,
was moved to other long-term liabilities in 2003 (see Asset Retirement Obligations.) These
deferred credits are non-regulatory and have been authorized by the Board of Trustees.

Accounting for Derivatives and Hedging Activities

All derivatives are recognized on the balance sheet at their fair value and changes in fair value
of those instruments are recognized as either a component of comprehensive income or in net
income, depending on the types of those instruments. On the date that Seminole enters into a
derivative contract, Seminole determines whether the derivative is subject to the requirements
of SFAS 133 or meets the criteria for exclusion. All contracts requiring SFAS 133 accounting
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are designated as cash flow hedges, fair value hedges, or as a trading instrument, and formal
documentation of relationships between hedging instruments and the hedged items, hedging
objective and strategy, and methods for assessing hedge effectiveness both at the hedge’s
inception and on an ongoing basis is completed. All components of each derivative’s gain or
loss have been included in the assessment of hedge effectiveness.

To reduce the exposure to natural gas price fluctuation risks, Seminole entered into natural
gas hedging transactions, futures and puts, in 2003 and 2002. The future transactions are
designated as cash flow hedges and are deemed to be highly effective. The put transactions
have a component of the fair value that is ineffective. The ineffective component of the put has
been deferred to regulatory assets under a SFAS No. 71 expense deferral plan. Both
components of the fair value will be reclassified into earnings as the gas is purchased. Forthe
years ended December 31, 2003 and 2002, net gains of $8.9 million and $4.2 million,
respectively, were reclassified into earnings and are included in “Fuel” or “Purchased Power” in
the Consolidated Statement of Revenue and Expenses and Patronage Capital. Other
Comprehensive Income reflects a $4.0 million and $5.4 million gain related to the future
transactions as of December 31, 2003 and 2002, respectively. Regulatory deferred charges
reflects a $1.9 and $1.3 million loss related to the ineffective components of the puts at
December 31, 2003 and 2002, respectively. Based on fair values at December 31, 2003,
approximately $2.0 million net gain at December 31, 2003 is expected to be reclassified into
earnings and included in “Fuel” or “Purchased Power” within the next twelve months as gas is
purchased. In 2002, Seminole established a NYMEX margin account to facilitate the gas
hedging transactions for 2003 and beyond. This margin account is included in “Prepayments
and Other” on the Consolidated Balance Sheet. Seminole made an initial deposit for this
account and must keep a maintenance margin. The fair market value changes to this account
resulted in excess margins of approximately $3.8 and $3.7 million at December 31, 2003 and
December 31, 2002, respectively. Seminole has a right to call for cash payment from the
excess margin, and did so several times in 2003 and in January, 2004.

On December 13, 2001, Seminole entered into a two-year agreement to swap the variable
interest rate on a portion of the pollution control revenue bonds, on which the interest rate
varies weekly, for a fixed interest rate of 2.99%. The transaction is designated as a cash flow
hedge and is deemed highly effective, and therefore no ineffective losses were recognized in
earnings for 2003 and 2002. Other Comprehensive Income reflects losses of $.03 million and
$1.0 million related to the interest rate swap transaction as of December 31, 2003 and 2002
respectively. The losses are reclassified into earnings when the underlying pollution control
revenue bond interest is incurred. This transaction terminates January 15, 2004.

Cash Equivalents

Seminole considers all short-term, highly liquid investments with an original maturity of three
months or less to be cash equivalents.



Consolidation of Variable Interest Entities

In December 2003, the Financial Accounting Standards Board issued FASB Interpretation No.
46 (revised December 2003), “Consolidation of Variable Interest Entities” , an interpretation of
Accounting Research Bulletin No. 51, “Consolidated Financial Statements” which is effective
for nonpublic enterprises by the beginning of the first annual period beginning after December
15, 2004. This interpretation requires that an enterprise that consolidates a variable interest

entity is the primary beneficiary of the variable interest entity. Seminole will adopt FASB

Interpretation No. 46 on January 1, 2005, and, based on current circumstances, does not
believe that the impact of adoption of this interpretation will have a material impact on

Seminole's financial position or results of operations.

Reclassifications

Certain reclassifications have been made to the 2002 statements to conform to current
classifications. There were no changes to net margins as previously reported.

NOTE 3 - UTILITY PLANT:

Owned property:
Coal-fired production plant
Combined cycle plant
Transmission plant
General plant
Nuclear plant, including fuel

Transportation equipment under
capital leases

Leasehold improvements of
coal-fired production plant

Construction work in progress

Accumulated depreciation and amortization:

Owned property
Leased transportation equipment
Leasehold improvements

December 31,

2003 2002
$ 601,908,399 $ 606,429,177
228,235,497 225,378,876
168,588,198 168,252,074
23,953,767 23,176,516
25,359,706 23,133,836
1,048,045,567 1,046,370,479
2,538,591 2,538,591
23,876,331 23,797,799
1,074,460,489 1,072,706,869
11,319,061 4,056,718
1,085,779,550 1,076,763,587
(425,540,471) (402,610,171)
( 2,369,323) ( 2,097,134)

(_13,295,635)
(441,205,429)
$_644.574,121

(_11,758,857)
(416,466,162)
$_660,297.425




NOTE 4 — INVESTMENTS:

December 31,
. 2003 2002
Investments in associated organizations:
CFC:
Membership $ 1,000 $ 1,000
Capital term certificates 1,442,520 1,445,721
Subordinated term certificates 1,033,635 1,473,213
Patronage capital certificates 491,154 505,084
Other 30,247 35,346
$_2,998,556 $_3.460.364
Funds held by trustees and special funds:
Pollution control bond funds $ 15,494,628 $ 15,599,664
Nuclear decommissioning trust fund 5,506,795 4,740,732
Lease termination fund 45,727,602 43,099,124
$.66,729,025 $.63.439,520
Other Current Investments $.39,947.986 $ 0

Investments in capital and subordinated term certificates and patronage capital certificates are
considered to be held-to-maturity investments due to their nature and are carried at cost
determined by specific identification.

It is not practical to estimate the fair value of CFC capital term certificates due to the nature
and maturity of these investments. Of these investments, $1,442,520 are required as a
condition of membership and of loans provided to Seminole by CFC. Of the approximately
$1.4 million carrying amounts at December 31, 2003 and 2002, $63,307 matures in 2075 and
$918,124 matures in 2080.. Both of these amounts pay 5% annual interest. Additionally,
$364,283 matures in 2030 and pays 3% annual interest, and $96,806 in 2003 and $100,007 in
2002, bears no interest and amortizes through 2019.

Investments in CFC subordinated term certificates are required as a condition of guarantees
provided to others by CFC on behalf of Seminole and are generally priced at market rates at
the time of issuance. These investments bear interest at various rates with a combined
average of approximately 5.6% and 5.9% at December 31, 2003 and 2002, respectively. At
December 31, 2003 and 2002, the estimated fair values of these investments of approximately
$1.0 million and $1.5 million, respectively, are based on the current rates offered by CFC for
this type of required investment.

Funds held by trustees for pollution control bond funds are recorded at amortized cost and are
considered to be held-to-maturity investments. The investments in the nuclear
decommissioning trust fund (NDTF) are also considered held-to-maturity except for certain
investments held by the NDTF which are invested in equity mutual funds and are valued at
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market prices. During 2003, the fair value related to the NDTF equity securities, which are
available for sale, increased approximately $0.3 million. At December 31, 2003 and 2002, the
estimated fair values of these funds of approximately $21.0 million and $20.3 million,
respectively, are based on quoted market prices for the securities held by the trustees.

The lease termination fund, which has been invested in zero coupon government securities
with a yield of 6.1%, will be held to maturity (2020) and is not marketable; therefore, the fair
market value is not determinable.

Other Current Investments

The amount shown in other current investment at December 31, 2003, includes a CFC
medium term note to be held-to-maturity. The interest rate is 1.86% and it matures December
15, 2004. At December 31, 2003, the estimated fair value of this investment is approximately

-$39.9 million and is based on quoted market prices offered by CFC for this type of investment.

NOTE 5 - LONG-TERM LIABILITIES:

Long-Term Debt

December 31,
2003 2002

First mortgage notes payable to

Federal Financing Bank (FFB),

guaranteed by RUS, principal due in

various installments through 2020,

Interest at fixed rates, from _

4.458% to 7.295% $587,749,604 $573,366,396

First mortgage notes payable to RUS,
principal due in various installments
through 2019, interest at 5.00% 6,174,592 6,496,402

Pollution control revenue bonds

payable to the Putnam County Develop-

ment Authority, guaranteed by CFC,

principal due in various installments

through 2014, interest at adjustable

rates, currently 3.28% and 1.02% 114,850,000 120,350,000

First mortgage notes payable to CFC,

principal due in various installments

through 2019, interest at adjustable

rates, currently 2.55% _ 7,584,259 7,855,183
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Lease termination obligation payable
To State Street Bank and Trust at
maturity in' 2020, interest

imputed at a fixed rate of 3.05% 74,264,629 72,068,900
790,623,084 780,136,881
Less current portion (035,084.,307) (031,547,242)
$755,538,777 $748,589,639

The estimated maturities and annual sinking fund requirements of all long-term debt, at interest
rates as of December 31, 2003 for the four years subsequent to December 31, 2004, are
presented below:

Annual Maturities

Year ending and Sinking Fund
December 31, Requirements
2005 $ 37,581,051
2006 $ 40,031,435
2007 $ 42,665,802
2008 $ 61,972,674
2009 $ 62,508,445

On November 5, 2003, the remaining available FFB debt in the amount of $39.8 million was
drawn at an effective interest rate of 4.458%.

Substantially all owned assets and leasehold interests other than the lease termination fund
are pledged as collateral for the above mentioned debt to the United States of America (RUS
and FFB) and CFC. The lease termination fund is pledged as collateral for the lease
termination obligation to State Street Bank and Trust.

At December 31, 2003 and 2002, the estimated fair value of long-term debt including current
portion but excluding the lease termination obligation, is approximately $787 million and $798
million, respectively. For Seminole’s long-term debt with interest rates substantially fixed to
final maturity, and for that portion that is subject to interest rate adjustment more than six
months from year end, fair value is estimated based on the present value of the underlying
cashflows. For that portion of long-term debt that reprices to market rates at intervals of six
months or less, the carrying amount has been used as a reasonable estimate of fair value.
The fair value of the lease termination obligation is not determinable since it is not marketable.

Obligations Under Capital Leases -

At December 31, 2003, Seminole was obligated under a capital lease of rail transportation
equipment which base lease term expires in 2004. The following is a schedule of future lease
payments under the lease together with the present value of the net minimum lease payments
as of December 31, 2003:
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Year ending December 31,

2004 $ 304,461

Thereafter 0

Total minimum lease payments 304,461
Less amount representing interest (018.589)
Present value of minimum lease payments 285,872
Less current principal portion (285,872)
$ 0

This transportation equipment lease provides for renewal and option to purchase the
equipment at fair market value at various dates or upon expiration. During 2003 and 2002,
payments under the rail transportation equipment lease in the amount of approximately $0.3
million were included as a cost of fuel inventory and expensed based on the tons of coal
burned throughout the year.

NOTE 6 - NET MARGINS AND EQUITY RESTRICTIONS:

Under provisions of the RUS mortgage, until total equity equals or exceeds forty percent of
total assets, the distribution of capital contributed by members is limited generally to
twenty-five percent of patronage capital and margins of the next preceding year where, after
giving effect to such distribution, the total equity will equal or exceed twenty percent of total
assets. Distributions may be made, however, in such amounts as may be approved by RUS
through waiver of the aforementioned restrictions. Such distributions to members totaled
$587,389 and $603,860 in 2003 and 2002, respectively, representing amounts equal to 25% of
2002 and 2001 net margins, respectively. The RUS mortgage requires Seminole to design its
wholesale rates with a view towards maintaining, on a calendar year basis, a Times Interest
Earned Ratio (as defined in the agreement) of not less than 1.0 and a Debt Service Coverage
Ratio (as defined in the agreement) of not less than 1.0. An RUS stipulation arising from the
sale of tax benefits requires Seminole to design its wholesale rates to provide an annual Times
Interest Earned Ratio of not less than 1.05.

In 2003 and 2002, Seminole achieved a Times Interest Earned Ratio of 1.05, and a Debt
Service Coverage Ratio of 1.05 and 1.07 respectively.

NOTE 7 - LINES OF CREDIT:

Seminole has available lines of credit totaling $75 million, of which $25 million is committed
and $50 million is uncommitted. None of these were drawn at December 31, 2003 and 2002.
RUS policy governs use of these funds.

NOTE 8 - INCOME TAXES:

Seminole is a non-exempt cooperative subject to federal and state income taxes and files a
consolidated tax return. As a cooperative, Seminole is entitled to exclude patronage dividends
from taxable income. Seminole's bylaws require it to declare patronage dividends in an
aggregate amount equal to Seminole's federal taxable income from its furnishing of electric




-12 -

energy and other services to its member-patrons. Accordingly, such income will not be subject
to income taxes.

Seminole's rate-making methods provide that any income taxes related to current operations
are recognized as expense and are recovered through rates when currently payable. In
addition, income tax credits are accounted for as a reduction of taxes currently payable in the
period utilized. In 2003 and 2002, net operating losses of approximately $33,000 and $3.4
million, respectively, were generated from non-patronage activity. At December 31, 2003, net
operating losses of approximately $58.2 million are available to offset future taxable income,
expiring in years through 2023. Furthermore, alternative minimum tax (AMT) credits of
approximately $1.0 million, which do not expire, are available to offset regular income tax
liabilities.

Temporary differences in certain items of income and expense for tax and financial reporting
purposes result primarily from depreciation, amortization and sale-leaseback of plant.
Seminole has recorded the following noncurrent deferred tax asset, valuation allowance and
noncurrent deferred tax liability in 2003 and 2002:

2003 2002
Noncurrent deferred tax asset $22,900,000 $30,800,000
Less: Valuation allowance - (22,900,000) (30,800.000)
Net noncurrent deferred tax asset 0 0
Noncurrent deferred tax liability 0 : - 0
Net noncurrent deferred tax : $ 0 $ 0

asset/liability

Seminole excludes from its taxable income amounts derived from patronage activity. The
deferred tax asset, valuation allowance and deferred tax liability are calculated solely based on
non-patronage activity.

The noncurrent deferred tax asset reflects deductible témporary differences and net operating
loss carryforwards . at statutory rates, plus investment tax credits (through 2002) and AMT
credits. Based on Seminole's historical transactions and the exclusion of patronage dividends
from taxablé income, it is not anticipated that Seminole will have future taxable income
sufficient to fully realize the benefit of the existing tax credits and net operating loss
carryforwards at December 31, 2003. A valuation allowance has been recorded to reduce
deferred tax assets relating to tax credits and net operating loss carryforwards. The valuation
allowance decreased from 2002 to 2003 due to the expiration of net operating loss
carryforwards and investment tax credits, and a reduction of AMT credits due to a refund of
previously paid AMT.

The noncurrent deferred tax liability reflects taxable temporary differences at statutory rates.

NOTE 9 - EMPLOYEE BENEFITS:

Substantially all Seminole employees participate in the National Electric Cooperative
Association (NRECA) Retirement and Security Program (the Program), a defined benefit
pension plan qualified under Section 401 and tax exempt under Section 501 (a) of the Internal
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Revenue code. In this multi-employer plan, which is available to all member cooperatives of
NRECA, the accumulated benefits and plan assets are not determined or allocated separately
by individual employer. Due to the nature of the multi-employer plan, specific employer
information is not available. Seminole also has a retirement savings plan for all employees
that is qualified under Section 401 (k) of the Internal Revenue Code.

The following lists Seminole’s pension obligations:

2003 2002
NRECA Pension Plan $ 3,745,000 $ 3,296,000
401 (k) Savings Plan $ 654,000 $ 655,000

All employees are eligible to participate in the group health care coverage plan. Under this
plan most employees have an option to choose either the Preferred Provider Plan or the
Health Maintenance Organization Plan. Employees retiring on or after age 55 receive the
benefit of being allowed to continue, at their expense, health care coverage under Seminole’s
group plan. In addition, these retirees may use a portion of their accumulated unused sick pay
to apply toward these medical insurance premiums.

The following sets forth the plan’s status reconciled with amounts reported in Seminole’s
consolidated balance sheets at December 31, 2003 and 2002. The plan is funded on a pay-
as-you-go basis.

Accumulated postretirement benefit obligation (APBO):

2003 2002

Active plan participants not

yet fully eligible $ 2,759,400 $ 2,958,400
Fully eligible active plan participants 1,457,000 1,288,800
Retirees and dependents 522,200 302,800
Other plan participants 60,200 49,900

Total APBO 4,798,800 4,599,900
Unrecognized gain from past
experience 1,544,900 1,391,900
Unrecognized prior service cost 277,400 318,000

Accrued postretirement
benefit liability $ 6,621,100 $ 6,309,800
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Net periodic postretirement benefit
included the following components:

Service cost $ 349,800 $ 308,200
Interest cost on accumulated
benefit obligation 287,800 285,700
Amortization of actuarial gain (79,200) (69,700)
Amortization of prior service cost (40,600) (40,600)
Net periodic postretirement
benefit cost $ 517,800 $ 483,600

These costs are based on assumptions in interest rates and health care trends as listed below
which reflect Seminole’s best estimate of the plan’s future expense, and is based on current
active and retired plan participants.

2003 2002

Discount Rate 6.75% 7.00%
Rate of Compensation increase 3.50% 4.50%
Health care cost trend rate 14.00% 9.00%
Rate which the cost trend rate is
assumed to decline (the ultimate trend
rate) 5.50% 5.50%
Year that the rate reaches the ultimate

trend rate 2012 2009

The health care cost trend rate assumption has a significant effect on the amounts reported.
For example, a 1% increase in the health care trend rate would increase the accumulated
post-retirement benefit obligation by $268,100 or 5.5% at year-end 2003 and net periodic cost
by $42,100 or 6.6% for the year. The net effect of changes in assumptions for health care cost
trend rates, and weighted average discount rate caused an increase in the APBO at December
31, 2003. The unrecognized net gain in excess of ten percent of the APBO is being amortized
over the fifteen remaining service years of active plan participants, in the amount of $79,200
per year.

Seminole expects to contribute $4,816,060 to its pension and 401 (k) plans, and $530,000 to
its other postretirement benefit plan in 2004.

NOTE 10 - OPERATING LEASES:

At December 31, 2003, Seminole was obligated under certain leases of generating facilities
and rail transportation equipment for which base lease terms expire on various dates through
2009. The lease of the generating facilities contains a variable interest rate component that
could affect future lease payments. Base rental obligations under these leases are payable as
follows:
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Year ending December 31,

2004 $ 37,656,000
2005 $ 38,334,000
2006 $ 38,522,000
2007 $ 38,555,000
2008 $ 38,588,000
Thereafter $ 36,163,000

These leases generally provide for renewals at the lower of a stipulated fixed renewal rental or
fair market rental and options to purchase facilities and/or equipment at fair market value at
various dates or upon expiration. Lease payments for the rail transportation equipment leases
totaled approximately $2.5 million in 2003 and 2002. These payments were included as a cost
of fuel inventory and expensed based on the tons of coal burned throughout the year.

NOTE 11 - COMMITMENTS AND CONTINGENCIES:

Seminole is purchasing a significant portion of the coal for SGS under a long-term contract
expiring in 2010. Contract terms specify minimum annual purchase commitments of 2.25
million tons, subject to force majeure conditions, and prices which are subject to adjustment for
changes in costs. Total purchases under this long-term coal contract were approximately
$51.9 million and $67.6 million in 2003 and 2002, respectively.

Seminole is required to transport a significant portion of its coal and petroleum coke to be
received at SGS under an agreement with a rail carrier, such agreement expiring no earlier
than December 31, 2006. Total charges under this contract were approximately $51.7 million
and $55.6 million in 2003 and 2002, respectively.

Seminole has long-term contracts for the transportation of natural gas for PCGS terminating in
2020. These contracts require annual capacity reservation payments for the next five years
(2004 through 2008) of $13.2 million per year. The capacity reservation payments are partially
based on proposed rates by Florida Gas Transmission Company in Federal Energy Regulatory
Commission (FERC), Docket Number RP-04-012-000, which are subject to refund if ordered
by FERC.

Seminole has various firm contracts with suppliers for purchased power with remaining terms
ranging from one to ten years. These contracts require annual minimum take-or-pay capaC|ty
payments for the next five years as follows:

Year ending December 31,

2004 $ 96,300,000
2005 $ 107,900,000
- 2006 $ 117,500,000
2007 $ 117,400,000
2008 $ 118,100,000
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Total charges, including capacity payments, under these contracts were approximately $181.0
million and $167.6 million for 2003 and 2002, respectively.

In the normal course of business Seminole has ongoing disputes with some of its power
suppliers. During 2003, several disputes were settled resulting in refunds relating to
purchased power costs recorded in prior periods totaling approximately $0.6 million, not
including interest. This amount was recorded in 2003 as a reduction to purchased power
expenses.

In October 2003, Energy Transfer Group, L.L.C., (ETG) a power marketer, filed suit against
Seminole in the Circuit Court of the Twelfth Judicial Circuit in and for Manatee County, Florida,
Case No. 2003-CA-5901. This case arises from a business arrangement between ETG and
one of Seminole’'s members. ETG alleges contract interference and promissory estoppel on
the part of Seminole and asserts that it enjoys the status of a third party beneficiary to the
wholesale power contract between Seminole and its member. : Seminole is vigorously
contesting these allegations and believes that the resolution of this case will not result in a
material adverse impact on Seminole’s financial condition or its operations.

Seminole is a party to litigation involving various other claims arising in the normal course of
business. In the opinion of management the ultimate resolution of these matters will not result
in a material adverse impact on Seminole’s financial condition or its operations.



