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LETTER TO THE SHAREHOLDERS
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TECO ENERGY, INC.
Dear Shareholders,

The strength our employees have built into TECO Energy throughout its history enabled us
to once again achieve strong results in 2001. In fact, despite a year that was difficult for the
nation on many levels, including the economy, we finished 2001 with record earnings and
record revenues.

In 2001, TECO Energy delivered 14 percent overall earnings per share growth and net
income growth of 21 percent on revenues of $2.6 billion. And we continue to build the

foundation for future growth, both in our Florida operations,
and in our 5,600 megawatts of independent power under
construction in growing markets throughout the Sunbelt.

For all this, we credit strong performance from our
regulated utility businesses and profitable unregulated
companies. The balanced, diversified and asset-rich nature

of our business portfolio that has served us well in the past

. continued to prove advantageous this year.
High profile challenges in the industry, including
uncertainty associated with California deregulation,
projected lower future energy prices and the Enron
bankruptcy, did have an effect on the company’s
stack price in 2001, but TECO Energy fared better
than many others in the industry. The company
also increased its dividend for the 42nd
consecutive year.
We did this while keeping a watchful eye
on the strength of our balance sheet, by balancing
our capital expenditures with issuing new
common shares.

Florida Operations

Alarge percentage of our operations are located in one
of the best energy markets in the couniry. Florida has been
less affected by the economic downturn that began in 2001
than other parts of the nation. As evidence, revenues from
our Florida operations were strong in 2001, with continued
customer growth of almost 3 percent.

TTT

|

The repowering of Bayside Units 1 and 2 will add more than 600 megawatts of incremental
capacity to meet load growth for Tampa Electric customets. In the future, more capacity can be
added by repowering additional units or by adding capacity at already permitted sites.

Peoples Gas continues to build its statewide presence, now serving more than 270,000
customers. With major pipeline extensions complete in Northeast and Southwest Florida,
the company is adding thousands of new customers in these high-growth regions.

And through its TECO Solutions subsidiary, TECO Energy is increasing its share of
Florida's growing energy services market,

Independent Power

Continuing to expand its operations into the Sunbelt, TECQO Power Services acquired the
Frontera Power Station, a 477-megawatt operational facility located near McAllen, Texas and
close to the Mexican border. The facility is capable of selling electricity domestically and into
the fast-growing manufacturing or “maquiladora” region of northern Mexico.

In addition to its wholly-owned Dell and McAdams facilities, the company also began
construction on two joint venture projects, the Gila River and Union facilities. Gila River
and Union are expected to be the two largest independent power plants in the nation.
Construction continues on schedule and within budget. Also on schedule, the second
phase of Commonwealth Chesapeake Power Station began operation in Virginia in time
for the summer peak.

Other Businesses

Opportunistically building its business, TECO Transport placed its newest vessel into service
in 2001, a 40,000-ton bulk carrier acquired through an auction at a very attractive price.

TECO Coal ended 2001 with record production of 10.1 million tons. The company completed
its first full year of synthetic fuel production and operation at our new Perry County Coal facilities.

A Successful Year

Our continued execution of TECO Energy’s business strategy produced a second year of
double-digit profit growth for the company. I commend our employees for their diligence,
dedication and high integrity in helping us achieve this success. In that same spirit of integrity,
we remain committed to communicating clearly and openly with you, our shareholders, as
you'll see in the pages that follow.

I would be remiss if I did not recognize H.L. Culbreath, who retired from our Board of
Directors in 2001, for his countless contributions. Thanks to leaders like H.L., our business is
built on a strong and balanced foundation — one we will enhance even further going forward.

RN I I T O O G T O R ST A e

Sincerely,

# b S
4\,?,\/,

5 -

Robert D. Fagan
Chairman of the Board, President and Chief Executive Officer

February 8, 2002
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FLORIDA OPERATIONS: TAMPA ELECTRIC
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Above: Economic development. Among significant new coininercial
custoers in lampa Electiic's service territory is the new International
Pluzer developineint. The area continues to enjoy strong growth ainoig
residential and commercial customers.

Above right: Envirommental conumitment. In 2001, along wiili the
Florida Aquarinm and the Tnmpa Port Authority, Tomipa Flectric
aititounced its sponsorship of an island eco-tour in Tampa Bay.
The project will educate the public about native vegetation in

[ragile coastal ecosysteins.

Gina, Payroll Manager
lampa Electric

g
s TS

FLORIDA OPERATIONS

TECO Energy's Florida operations provided good growth, steinming from
new customer additions, This is in spite of an economic vecession that
began in 2001. In fact, Flovida, with its diversified, service-based economy;,
has historically been less affected by economic downturns than other areas
of the nation.
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FLORIDA OPERATIONS: TAMPA ELECTRIC

Repowering continues

Construction began on Tampa Electric's major repowering project, Bayside Power Station.
When completed and online in 2003 and 2004, Bayside Units 1 and 2 will produce 1,800
megawatts of electricity, an increase of more than 600 megawatts above the capacity of Gannon
Station, which it replaces. As it converts from coal to natural gas, the facility will dramatically
decrease its emissions.

Long-term, the company expects to have the opportunity to expand Bayside significantly to
meet Florida's growing energy needs. Another Tampa Electric facility with expansion capability
is Polk Power Station. Currently at 430 megawatts, the next build-out at Polk is scheduled to
add 180 megawatts to the facility in May 2002, which will leave room for four additional units.

Polk Unit 1, an integrated gasification/combined-cycle unit, received substantial national
attention this year. As the Bush Administration unveiled its energy plan, clean coal technology
was at the forefront. As a U.S. Department of Energy show-
case demonstration facility for this type of technology,
Polk hosted visitors from all over the world, ranging
from government officials to the news media.

Keeping customers happy
In July 2001, consumers ranked Tampa Electric
first in the nation for customer service quality,
according to ].D. Power and Associates. The com-
pany ranked highest among 119 utilities nationwide.
In addition to customer service, the J.D. Power
survey measured overall residential customer

i

Y, INC., 2001 ANNUAL REPORT
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Penni, Customer Service Director
Tampa Electric

D

satisfaction through five other categories: billing and payment; image; price and value; power
quality and reliability; and overall satisfaction.

Overall, the company ranked 11th nationally and sixth in the South. And in its independent
survey, Tampa Electric achieved customer favorability of more than 95 percent.

Business success is our business
According to U.S. Bureau of Labor statistics, the Tampa Bay area ranks number one in
new job creation. This is reflected in the continued growth in Tampa Electric’s service territory.
Local economic development efforts have resulted in a number of significant new commercial
customers for Tampa Electric, such as International Plaza, a shopping and
entertainment complex near Tampa International Airport, which opened
this fall, with upscale stores and dining.

Recognizing the importance of small businesses as commercial
customers, Tampa Electric launched a Small Business Initiative
throughout its service territory this year. In late 2001, the company

began conducting focus groups of small business owners to
identify their concerns about energy, their perceptions of
the company and their needs. Powerful Business, a new
magazine produced by Tampa Electric, was mailed to
small business customers in early 2002.
Efforts like this will continue going forward for both
residential and commercial customers, continuing
Tampa Electric’s strong history of customer satisfaction,

5 I T R Y SO O Y W Y VW3 2 FOWS S G Y A0 ST FO T T R N Y E O W [ S Y £ 1
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Darryl, Power Plant General Manager
Tampa Electric
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FLORIDA OPERATIONS: PEOPLES GAS
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PEOPLES GAS

In 2001, Peoples Gas net income grew by more than 6 percent over the previous
year. Revenues for 2001 were $352.9 million, up from $314.5 million in 2000. At more
than 4 percent for the year, customer growth in the company’s expanding service
territory continued to be strong.

Increasing presence e

With several significant capital expansions recently completed, Peoples 4
Gas System enjoyed a record year for new customer additions. Nearly /
20,000 residential and commercial customers were added to the Peoples
Gas distribution system in 2001 alone. To accommodate this growth,
the company added more than 600 miles of natural gas pipeline to its
distribution system this year.

Residential expansion

Peoples Gas System entered into eight franchise agreements during
2001, covering several strategic Florida locations, including the cities of
Naples and Ocala.

Ocala is also home to the fastest-growing residential development in
Florida, the Villages. In 2001, the development added more than 2,300
homes that included natural gas service. More than 6,300 natural gas-fueled
homes have been built since the Villages' inception in 1999.

Peoples Gas also signed a statewide agreement with international
developer Taylor Woodrow. The agreement calls for natural gas service to
be included in 500 homes during 2002, with more planned for the future.

Bottom left: Statewide growth. Peoples Gas announced a statewide
agreement with international developer Taylor Woodrow. The agreement
includes at least 500 homes being constructed with natural gas during 2002.

Bottom right: Reaching new heights. In 2001, Peoples Gas began the

first high-rise natural gas installation in Florida, using new corrugated
stainless steel tubing. This 22-story luxury condominium, located in Naples,
is scheduled for completion in mid-2002.

o

Commercial growth
In 2001, Peoples Gas completed the first year of its natural gas unbundling
program for commercial customers. Under the NaturalChoice program, Peoples Gas
earns a return for transportation service, but businesses purchase gas supply
from a third-party marketer who can offer them options tailored to their
particular business needs.

By encouraging increased use of natural gas statewide, NaturalChoice
enhances the company’s competitive position relative to alternative fuel
sources like propane, diesel fuel and oil.

Many new commercial customers signed contracts with Peoples
Gas during 2001, spanning the state and ranging from retail chains to
individual restaurants.

In 2001, Peoples Gas successfully negotiated with three large industrial
customers to replace fuel oil with natural gas in their operations. These busi-
nesses, whose annual energy usage totals more than 1.5 million therms, were
brought into the Peoples Gas system with no additional capital investment.

The energy efficiency of natural gas is even more appealing to govern-
mental and institutional customers, including public schools. In 2001,
Peoples Gas installed a state-of-the-art gas cooling project at a middle

school in Central Florida.

The school will serve as a demonstration site and showcase for expanding

the use of this technology, in which waste heat from a central chiller system is
used to power a system that removes humidity from classrooms, resulting in
better indoor air quality.

Top right: District cooling acquisition. During 2001, TECO Solutions acquired
a chiller plant with the potential to expand to 12,000 tons. The facility serves the
American Airlines Arena, among other large commercial facilities in Miami.

Ted, Apprentice Utility Technician
Peoples Gas
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FLORIDA OPERATIONS: TECO SOLUTIONS
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INDEPENDENT POWER
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INDEPENDENT POWER

Despite challenging ecanomic conditions, TECO Power Services was able to move
[forward with its pipeline of strategic project developments. Through the acquisition
of a commercially operating station, as well as the commencement of construction
on nearly 5,600 megawatts of additional capacity, the company continued its
expansion into high-growth areas throughout the Sunbelt.

TECO POWER SERVICES

In 2001, TECO Power Services broke ground on four new facilities: the Dell, McAdams,
Union and Gila River power stations. Dell and McAdams, each with 599 megawatts of capacity,
are located in Dell, Arkansas and Kosciusko, Mississippi, respectively.

Union Power Station in El Dorado, Arkansas and Gila River Power Station in Gila Bend,
Arizona are being constructed as a joint venture with Panda Energy International. Each plant
has a capacity of about 2,200 megawatts, making them the two largest independent power
facilities in the nation upon their completion. :

The company also completed work on previously announced projects. The Hamakua
Power Station in Haina, Hawaii, was officially dedicated with both phases in-service, and the
second phase of the Commonwealth Chesapeake Power Station began commercial operation
during the summer of 2001 on the Delmarva peninsula in Virginia.
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OTHER BUSINESSES

One of the aspects that makes TECO Energy an attractive investment Is its balance of
regulated utility holdings and profitable unregulated businesses. In 2001, despite
many economic challenges, TECO Transport, TECO Coal and TECO Coalbed Methane
produced strong results. TECO Coal and TECO Coalbed Methane delivered excellent
returns, and TECO Transport had another solid year.

TECO COAL AND TECO COALBED METHANE

TECO Coal enjoyed strong earnings in 2001, thanks to increased production of both
conventional coal and synthetic fuel, as well as improved prices. The results for the year
include a full year of synthetic fuel production, and a full year of production at the company's
Perry County Coal operation, acquired in late 2000.

Survivors of consolidations in the industry, like TECO Coal, emerged stronger and were
able to take advantage of increased demand for coal in 2001.

At TECO Coalbed Methane, although production naturally continues to decline,
improved margins from higher gas prices more than offset reduced production, resulting
in the company’s highest-ever earnings level.

Above: Added production. In late 2000, TECO Coal acquired Perry County Coal, which increased production in 2001. Approximately 20 million
tons of recoverable reserves are located in the 20,000 acres of owned and leased mineral properties included in the acquisition.
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STRATEGY AND OUTLOOK

TECO Energy’s three-pronged business strategy is: to focus on its Florida operations, which
include Tampa Electric, Peoples Gas System (PGS) and the Florida energy services businesses
at TECO Solutions; to grow its TECO Power Services (TPS) independent power operations; and
to use the returns of its family of other profitable unregulated businesses to continue its growth.

Execution of this strategy has allowed TECO Energy to achieve earnings per share growth
of 14 percent in 2001 and 18 percent in 2000 from continuing operations, excluding charges in
1999. In January 2002, management stated that 2002 is a transition year with the focus on com-
pleting the four independent power projects currently under construction at TPS and the first
phase of the Gannon to Bayside repowering project at Tampa Electric. It indicated at that time
that earnings per share growth for 2002, targeted at 5 percent, is expected to be driven by con-
tinued growth from the Florida operations, a return to more normal shipping patterns at TECO
Transport, higher earnings from improved pricing and higher production at TECO Coal, and a
full year of operations from capacity additions during 2001 at TPS.

TECO Energy benefits from deriving the majority of net income from its regulated business-
es, Tampa Electric and PGS, operating in one of the best utility markets in the nation. Growth
is expected in Florida in 2002 because the State’s economy with its small industrial base is not
expected to be impacted by the economic slowdown to the same degree as some other areas
of the country that are based on manufacturing. Growth is expected in the residential and
commercial sectors in 2002 and beyond.

In 2003, a significant earnings driver will be the four new independent power projects that
TPS announced in late 2000 which are expected to be placed in service in 2003. These projects
have increased the number of net megawatts operating or under construction from approxi-
mately 1,000 megawatts at the end of 1999 to almost 6,600 megawatts at the end of 2001.

In 2001, future wholesale power prices declined significantly in markets across the country
due to the combination of the U.S. economic slowdown and the amount of new generating
capacity under construction and expected to come online in 2002 and 2003. The outlook for
weaker earnings from new independent power projects, however, has caused some developers
to cancel or delay projects. While future wholesale power prices have declined, TPS expects to
enter into negotiated contracts for much of the output of its facilities at higher prices, reflecting
the value-added services it can provide. TECO Energy remains committed to the completion of
the four projects under construction by TPS. See Operating Results - TECO Power Services for
a current schedule of in-service dates for these projects.

In light of the capital requirements for committed regulated and unregulated projects and
the accelerated project equity commitments for the Union and Gila River projects under the
bank financing plan at TPS (see Enron Exposure section), TECO Energy has taken several steps
to strengthen its balance sheet. During 2001, the company issued new common equity on two
occasions totaling $331 million of proceeds. In January 2002, the company issued $449 million
of mandatorily convertible equity units which will convert to TECO Energy common shares
in January 2005. (See Financing Activity section.) In addition, the company has reduced its
capital expenditure forecast for 2002 through 2004 by approximately $700 million, primarily by
delaying for an extended period generation projects that are not yet under construction for TPS
and Tampa Electric, including the Bayside Units 3 and 4 repowering projects announced in the
fall of 2001. Resumption of work on those projects will be evaluated periodically as market
conditions evolve.

Near-term expectations for the various operating companies are summarized below.

Tampa Electric and PGS are positioned to see growth in sales and earnings above the
estimated 2.3 percent and 5 percent rates of customer growth, respectively. Earnings growth in

2002 is expected to be driven by higher AFUDC associated with the Gannon to Bayside repow-
ering project and energy sales growth at Tampa Electric, which is expected to exceed customer
growth due to a more favorable customer mix.

At TPS in 2002, growth is expected from a full-year of operations of both the Frontera Power
Station in Texas and Phase Il of the Commonwealth Chesapeake Power Station in Virginia. In
addition, TPS’ 2001 results included a $6.1 million charge associated with the termination of
its investment in EGI. (See Operating Results - TECO Power Services section.)

AtTECO Transport, earnings growth in 2002 is expected from increased phosphate ship-
ments and a return to 2 more normal pattern for U.S. government grain shipments. Long-term
growth is expected from increased asset utilization, particularly at TECO Barge Line (formerly
known as Mid-South Towing), and asset additions at both TECO Ocean Shipping (formerly
known as Gulfcoast Transit) and TECO Barge Line.

TECO Coal expects to benefit primarily from improved prices for steam and metallurgical
coals and modestly higher production of synthetic fuel and coal in 2002. Production of synthet-
ic fuel at TECO Coal qualifies for Section 29 tax credits for non-conventional fuel production.

The company expects higher borrowing levels in 2002 associated primarily with the TPS
generation projects and the Gannon to Bayside repowering project at Tampa Electric.

The above forward-looking statements are subject to many factors that could cause actual
results and conditions to differ materially from those projected in these statements. (See the
Investment Considerations section.)

OPERATING RESULTS

TECO Energy's Net Income

Net income in 2001 was $303.7 million, up 21 percent from $250.9 million in 2000. These
results reflect continued customer growth and increased energy usage in the Florida opera-
tions, higher AFUDC at Tampa Electric, an 18 percent increase in net income at TPS from the
new generation projects acquired or brought on line in 2000 and 2001 and improved results
from the Guatemalan operations, higher average gas price at TECO Coalbed Methane, and
higher conventional coal production and prices and increased synthetic fuel production at
TECO Coal. These improvements were partially offset by higher interest expense associated
with increased borrowing levels.

Net income in 2000 was $250.9 million, up 14 percent from $220.5 million from continuing
operations and before charges in 1999. These results reflect continued customer growth and
increased energy usage in the Florida operations, a more than doubling of net income at
TPS from the new generation projects brought on line in late 1999 and 2000 and improved
results from the Guatemalan distribution utility, good operating conditions and strong
markets at TECO Transport, and the addition of synthetic fuel production at TECO Coal.
These improvements were partially offset by higher interest expense associated with
increased borrowing levels.

The following table shows the unconsolidated revenues, net income and earnings per
share contribution from continuing operations of the significant business segments,
excluding charges in 1999 described in the Non-Operating Items Impacting Net Income
section. (For additional detail, refer to the Notes to Consolidated Financial Statements -
Footnote K, Segment Information.)
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generating unit availability due to higher planned maintenance outages.

Tampa Electric’s 2000 operating revenues increased 13 percent from 3 percent customer
growth, more normal winter weather and increased per-customer energy usage. The customer
mix continued to shift toward higher margin residential and commercial customers in 2000.
In 2000, combined residential and commercial megawatt sales increased 5 percent from the
addition of more than 16,000 new customers and a return to more normal weather.

Based on expected growth reflecting continued population increases and business expan-
sion, Tampa Electric expects retail energy sales growth of approximately 2.6 percent annually
over the next five years, with combined energy sales growth in the residential and commercial
sectors of more than 3 percent annually. Retail demand growth is expected to average 100
megawatts of capacity per year for the next five years.

These growth projections assume continued local area economic growth even in the current
national economic climate, normal weather and certain other factors. (See the Investment
Considerations section.)

MEGAWATT-HOUR SALES

(thousands) 2001 Change 2000 Change 1999
Residential 7,594 3.1% 7,369 5.8% 6,967
Commercial 5,685 2.6% 5,541 3.8% 5,336
Industrial 2,329 -2.6% 2,390 7.5% 2,224
Other 1,368 2.2% 1,338 4.7% 1,278
Total retail 16,976 2.0% 16,638 5.3% 15,805
Sales for resale 1,499 -41.5% 2,564 18.7% 2,160
Total energy sold 18,475 -3.8% 19,202 6.9% 17,965
Retail customers (average) 575.8 2.8% 560.1 3.0% 543.7

Tampa Electric Operating Expense

Operating expenses increased 6 percent in 2001, reflecting higher fuel costs from higher coal
prices, increased purchased power costs due to lower unit availability, higher maintenance
expenses associated with increased planned outages on coal-fired generating units, and higher
depreciation from normal plant additions to serve increased numbers of customers.

Operating expenses increased 13 percent in 2000 reflecting increased costs associated with
the Big Bend Units 1 and 2 flue gas desulfurization system placed in service in December 1999,
the expiration of the U.S. Department of Energy (DOE) credits for Polk Unit 1 at the end of
1999, increased generating system maintenance to improve summer availability and costs
associated with organizational streamlining. Costs associated with the flue gas desulfurization
system are recovered through the Environmental Cost Recovery Clause (ECRC). (See the Utility
Regulation section.)

Non-fuel operations and maintenance expenses in 2002 are expected to increase at a rate
slightly above inflation primarily due to increased costs associated with health care benefits.

OPERATING EXPENSES

(millions) 2001 Change 2000 Change 1999
Other operating expenses$ $ 190.7 1.3% $ 188.3 15.1% $ 163.6
Maintenance 99.5 3.5% 96.1 10.3% 87.1
Depreciation 173.4 7.3% 161.6 9.5% 147.6
Taxes, other than income 104.8 6.2% 98.7 -0.1% 98.8
Non-fuel operating expenses 568.4 4.4% 544.7 9.6% 497.1
Fuel 346.5 7.1% 3235 6.4% 304.0
Purchased power 209.7 9.2% 192.1 42.5% 134.8
Total fuel expense 556.2 7.9% 515.6 17.5% 438.8
Total operating expenses $1,124.6 6.1% $1,060.3  13.3% $ 9359

Depreciation expense increased in both 2001 and 2000 reflecting normal plant additions
to serve the growing customer base and maintain generating system reliability. In addition,
Polk Unit 2, a 180-megawatt combustion turbine placed in service in mid-2000, accelerated
depreciation associated with coal-related assets at the Gannon Station, and a flue gas
desulfurization system added in 1999 to serve Big Bend Units 1 and 2 have all increased
depreciation.

Depreciation expense is projected to increase in 2002, as well as in the future from
normal plant additions, an additional combustion turbine at the Polk Power Station in 2002
and the first phase of the Gannon repowering project entering service in 2003. (See the
Environmental Compliance section.)

Fuel costs increased 7 percent in 2001 reflecting primarily increased coal costs during the
year. Coal prices increased early in the year, as did oil and natural gas. Coal prices have
since dropped from the peak prices experienced in the first quarter but remain above 2000
levels. Average coal costs, on a cents-per-million Btu basis, increased 7 percent in 2001 after
a slight decrease in 2000.

Fuel costs increased 6 percent in 2000 reflecting increased generation and increased
use of more expensive oil and natural gas at Polk Unit 2, Hookers Point and combustion
turbines at the Big Bend Power Station.

Purchased power expense increased in 2001 due to lower unit availability, primarily
the result of planned maintenance outages on base load generating units and unplanned
outages during peak load periods. Purchased power expense increased in 2000 due to lower
unit availability, primarily the result of a generator failure at Gannon Unit 6.

Nearly all of Tampa Electric’s generation in the last three years has been from coal, and
the fuel mix is expected to continue to be substantially comprised of coal until 2003 when
the first of two repowered units at Bayside is scheduled to begin operating on natural gas.
See the Environmental Compliance section. On a total energy supply basis, company
generation accounted for 84 percent, 92 percent and 83 percent of the total system energy
requirements in 2001, 2000 and 1999, respectively.

PEOPLES GAS SYSTEM

Peoples Gas System is the largest investor-owned gas distribution utility in Florida, with
about 70 percent of the investor-owned local distribution company market. It serves more
than 270,000 customers in all of the major metropolitan areas of Florida.

PGS net income rose 6 percent in 2001 from 4 percent customer growth and increased
gas transported for off-system sales. The high cost of gas earlier in 2001 had a negative
impact on sales to larger interruptible and power generation customers, many of whom
have the ability to switch to alternative fuels or to alter consumption patterns. In the
second half of the year, the price differential between natural gas and alternative fuels
once again favored natural gas, causing customers to return to natural gas as alternative
fuel inventories are exhausted and contractual commitments expire.

PGS achieved net income growth of 10 percent in 2000 from customer growth, increased
gas transported for off-system sales to electric power generators and interruptible cus-
tomers and colder weather late in the year.

Historically the natural gas market in Florida has been underserved with the lowest
market penetration in the southeastern U.S. PGS is expanding its gas distribution system
into areas of Florida not previously served and within areas currently served.
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TPS PROJECT SUMMARY
TPS PSs In Service/
Economic Net Participation

Project Location  SizeMW  Interest (%) Size MW Date
Operating:
Hardee Power Station Florida 370 100% 370 1/93, 5/00
Alborada Power Station Guatemala 78 96% 75 9/95
Empresa Eléctrica de

Guatemala S.A.(EEGSA}

(a distribution utility) Guatemala 24% 9/98
San José Power Station Guatemala 120 100% 120 1/00
Hamakua Energy Project Hawaii 60 50% 30 8/00, 12/00
Frontera Power Station Texas 477 100% 477 5/00, 3/01
Commonwealth Chesapeake

Power Station Virginia 312 95% 296 9/00, 8/01
Odessa/Guadalupe Texas 2,000 (1) 750 12/0010/01

Sub-total operating 3,417 2,118 MW
Under Construction:
Dell Arkansas 599 100% 599 1/03
McAdams Mississippi 599 100% 599 1703
Union Arkansas 2,200 ) 1,650 4Q02-3/03
Gila River Arizona 2,145 2) 1,609 2/03-8/03
_ Sub-total construction 5543 4,457 o

Total 8,960 6,575

(1) Currently in the form of a loan, represents the potential economic interest estimated at 75 percent of
Panda’s 50-percent interest in these projects.
(2) Based on the effect of the preferred return, estimated at 75 percent over the life of the project.

Construction and Development Activities

In 2000, TPS refocused its development efforts on domestic energy projects. During the
second half of 2000 and early 2001, TPS announced seven major projects representing a net
ownership interest increase of almost 5,700 megawatts of new capacity operating or under
construction. (See the Investment Considerations section.)

TPS has projects operating or under construction with a net ownership interest in almost
6,600 megawatts. Upon completion, the domestic projects will provide TPS with the opportu-
nity to sell wholesale power in 18 states, ranging from Hawaii to Florida to Virginia. The new
projects are in historically high-growth areas, with good access to fuel supply and electric
transmission systems.

In September 2000, TPS announced a $93-million investment in the form of a loan related
to Panda Energy International’s (Panda) Texas Independent Energy Projects (TIE). This invest-
ment, under certain circumstances, gives TPS an opportunity in the future for an effective
economic interest estimated at 75 percent, of Panda’s 50-percent interest in these projects
{approximately 1,000 MW). The interest earned on the loan to TIE contributed to fourth quarter
earnings in 2000 and full-year earnings in 2001. Under certain circumstances, among which are
additional capital investments by TPS, this loan could give TPS an ownership interest in these
projects in late 2002.

In October 2000, TPS announced the acquisition of two 599-megawatt, natural gas-fired,
combined-cycle projects, Dell and McAdams located in Arkansas and Mississippi, respectively.
Construction commenced on these projects in 2001 and is continuing. These projects are now
expected to begin commercial operation in the first quarter of 2003. The Dell project was
originally scheduled to be placed in service in the fourth quarter of 2002, but a delay in the

completion of a natural gas compressor station by the pipeline owner has moved the comple-
tion date to early in 2003. The McAdams project was rescheduled to match the in-service date
of the Dell project. These projects are being constructed by NEPCO and were in the process of
being financed with non-recourse project financing at the time of the Enron bankruptcy. The
financing was delayed pending resolution of the Union and Gila River project funding.

(See Enron Exposure section.) Financing activities for these projects have resumed. TECO
Energy has continued to fund the construction since commencement.

In November 2000, TPS announced a 50/50 joint venture with Panda to build, own and
operate the 2,200-megawatt Union plant (formerly known as El Dorado) in Arkansas and the
2,145-megawatt Gila River Power Station in Arizona. TPS earns a preferred return on the
investment in these projects, which gives it an effective economic interest estimated at 75 per-
cent over the life of the project. Construction commenced on these projects in 2001, and
remains on schedule. Each of these projects will begin commercial operation in four phases,
beginning with the first 550-megawatt phase of Union expected in late 2002 and ending with
the 540-megawatt final phase of Gila River expected in the summer of 2003. The TPS invest-
ment in these projects was $624 million at Dec. 31, 2001, and at commercial operation it is
expected to be $1.1 billion. During the suspension of bank construction funding caused by
the Enron Bankruptcy, TECO Energy continued to fund the construction, which has continued
uninterrupted. NEPCO has not filed for bankruptcy and has continued to perform under the
contracts. (See Enron Exposure Section.) The bank construction funding of these two plants
resumed in mid-January 2002.

In February 2002, the TPS and Panda affiliates that comprise the joint venture that owns the
Union and Gila River projects entered into an arrangement providing for TPS to purchase and
for Panda to sell Panda’s interest in the joint venture in 2007 for $60 million. Panda has the
right to cancel the purchase arrangement by paying TPS $20 million, or a lesser amount under
certain circumstances. The purchase arrangement can result in TPS’s purchase of the interest
prior to 2007 under certain circumstances, including Panda’s default under a bank loan made
to Panda using the purchase arrangement as collateral.

In March 2001, TPS acquired American Electric Power’s (AEP) Frontera Power Station locat-
ed near McAllen, Texas. This 477-megawatt, natural gas-fired, combined-cycle plant, originally
developed by CSW Energy (CSW), began combined-cycle operation in May 2000 and has a
150-megawatt transmission connection to the Federal Electricity Commission of Mexico (CFE).

In February 1999, TPS formed an alliance with Energfa Global International, Ltd. (EGI), a
company with energy interests in Latin America. TPS initially committed $25 million in the
form of a loan, which became an equity interest at the end of 2000. The interest income from
the EGI loan contributed to TPS' net income in 1999 and 2000. TPS made an additional loan of
$20 million in 2000. In the first quarter 2001, TPS recognized a $6.1 million after-tax charge as
part of the sale of its interest in EGI. The sale was completed, and TPS no longer has any owner-
ship interest in EGI.

Energy Markets

The power plants that TPS is operating and constructing are located in markets that have a
history of high load growth. In 2001, the general U. S. economic slowdown and the perception
that excess generating capacity is being built in many of these markets caused future wholesale
power prices to drop significantly. Current forward curve prices for the 2003 period would
make the 2003 returns from many of the projects under construction by TPS and others
unattractive. The current forward curve prices represent prices for spot-market power that a
seller would expect to receive if future capacity was sold today and do not represent the prices
that TPS believes would be paid under negotiated contracts where capacity payments and
ancillary services are included and there is a premium for physical assets. In addition, spot
markets setting prices for power a year in advance of the time of sale are not liquid markets and
do not necessarily provide accurate indications of future power prices.

TPS’ strategy for selling the output of these plants is to enter into three to five year contracts
with load serving entities, or ultimate customers where it is allowed, for up to 50 percent of the
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was not able to take full advantage of the higher 2001 prices. However, contract renewals for
2002 were achieved at prices above 2001 levels.

In November 2000, TECO Coal purchased Perry County Coal, Inc. Under this purchase,
TECO Coal acquired 23 million tons of proven low-sulfur reserves, a preparation plant and two
load-out facilities on the CSX railroad. There are an additional 80 million tons of high-quality
reserves already under lease located on adjacent land.

In January 2000, TECO Coal purchased synfuel facilities from Headwaters Technologies, Inc.
which were relocated to the company’s Premier Elkhorn and Clintwood Elkhorn mines in
Kentucky, and were producing by the second quarter of 2000. These facilities produce synfuel
from coal, coal fines and waste coal using a technology licensed from Headwaters.

Significant factors that could influence results include weather, general economic condi-
tions, commaodity price changes, continued generation of section 29 tax credits which expire
after 2007, and changes in laws or regulations. (See the Investment Considerations section.)

OTHER UNREGULATED COMPANIES

Net income for the other unregulated companies increased 25 percent, driven primarily by
higher gas prices at TECO Coalbed Methane and a full year of operation of BCH Mechanical,
which was acquired in September 2000.

TECO Coalbed Methane’s 2001 net income increased as a result of higher gas prices which
more than offset naturally declining production. Effective gas prices, net of all hedging,
increased 33 percent to $3.66 per thousand cubic feet (Mcf). Production at 15 billion cubic
feet (Bcf) declined 4 percent, about half the natural decline rate as a result of well restimulation
efforts, in 2001. Proven reserves were estimated at 167 Bcf at Dec. 31, 2001, and 182 Bef and 159
Bef in 2000 and 1999, respectively.

Net income increased in 2000 as a result of higher gas prices which more than offset lower
production. Effective gas prices, net of all hedging, increased to $2.75 per Mcf on production of
15.7 Bef in 2000. Production in 1999 was 16.6 Bcf.

Production is expected to decline 8 percent in 2002, reflective of the normal declining pro-
duction profile for these types of gas wells.

Production from TECO Coalbed Methane’s reserves are eligible for Section 29 non-conven-
tional fuels tax credits through 2002. The credit was $1.06 per million Btu in 2000, $1.04 in
1999 and is expected to be $1.06 for 2001. This rate escalates with inflation but could be limited
by domestic oil prices. In 2001, domestic oil prices would have had to exceed $48 per barrel for
this limitation to have been effective. TECO Coalbed Methane is part of an industry alliance
seeking to extend the section 29 tax credits through 2007, coincident with the expiration of
other tax credits under this section. In 2001, TECO Coalbed Methane’s Section 29 tax credits
were $16.1 million.

All gas produced is sold under contract at spot market prices. Although natural gas prices
can be volatile, the Section 29 tax credits provide stability to TECO Coalbed Methane’s operat-
ing results. (See the Investment Considerations section.)

TECO Solutions was formed to support TECO Energy’s strategy of offering customers a com-
prehensive and competitive package of energy services and products with its Florida opera-
tions focus. Operating companies under TECO Solutions include TECO BGA, Inc. (formerly
Bosek, Gibson and Associates), BCH Mechanical, Inc. and its affiliated companies (BCH), TECO
Gas Services, TECO Properties, Prior Energy Corp., TECO Propane Ventures and TECO Partners.

TECO BGA, an energy services company headquartered in Tampa with nine offices through-
out Florida and one in California provides design, engineering and construction services to
more than 300 customers, including public schools, universities, health care organizations and

commercial businesses throughout Florida and California.

TECO BGA continues growing its business infrastructure and project portfolio to better
compete with the larger energy service companies in the diversified energy service field.
Several significant project development efforts are under way. These efforts include providing
energy efficiency turnkey services for public and private sector markets, power reliability solu-
tions and district cooling/chilled water plants.

In October 2001, TECO BGA acquired a district cooling business from FPL Energy Services.
The acquisition included a 12,000-ton design capacity, 3,500-ton installed capacity, cooling
plant in Miami and a franchise agreement with the city. The plant serves the American Airlines
Arena and a large international Internet/telecommunications center in Miami. The acquisition
increases TECO BGA's presence in the Miami market and the plant has potential
for increased capacity in the future for additional capital investment.

In April 2001, TECO BGA acquired the assets of the energy services division of AMSI Inc., a
diversified contracting company located in Ft. Lauderdale, Florida. This acquisition expands
TECO BGA's presence in the South Florida market, which accounts for more than 30 percent
of the energy services market in Florida.

TECO Solutions combines TECO BGAs proven project development and design capabilities
with BCH’s construction, operations and maintenance capabilities. This combination allows
both companies to improve their performance on comprehensive turnkey projects because of
in-house skills for the entire project.

In November 2001, TECO Solutions acquired Prior Energy Corporation. Prior Energy is a
leading natural gas management company in North America, serving customers throughout
the Southeast. Prior Energy handles all facets of natural gas energy management services for
large commercial, industrial, power generation, municipal and other governmental agency
customers, including natural gas acquisition and supply management, transportation manage-
ment, asset management and consulting services.

Prior Energy’s activities typically consist of: contracting to purchase specific volumes of
gas from producers, pipelines and other suppliers at various points of receipt; aggregating gas
supplies and arranging for the transportation of these gas supplies; negotiating to sell specific
volumes of gas over a specific period of time to other wholesale marketers and end users;
trading gas volumes to optimize storage facilities and other asset management strategies;
and providing related risk-management services to its customers.

TECO Gas Services, Inc. provides gas management and marketing services similar to Prior
Energy for large municipal, industrial, commercial and power generation customers primarily
in Florida.

This company’s focus is on increasing its customer base while continuing to provide gas
management services for three large cogeneration facilities. TECO Gas Services is expected to
provide gas management services for an increasing customer base as Peoples Gas System makes
its “NaturalChoice” option for unbundled service available to more non-residential customers.

TECO Propane Ventures (TPV) is the subsidiary in which the company’s propane business
investment is held. This business was formerly known as Peoples Gas Company, the unregulat-
ed propane gas business acquired in the 1997 Peoples Gas companies merger, which was the
largest independent propane distributor in Florida.

In February 2000, TECO Energy entered into an agreement to form US Propane L.P. to com-
bine its Peoples Gas Company propane operations with the propane operations of Atmos
Energy Corporation, AGL Resources, Inc. and Piedmont Natural Gas Company, Inc.

In June 2000, US Propane announced that it would combine with Heritage Holdings, Inc.,
the general partner of Heritage Propane Partners, L.P (NYSE:HPG), to create the fourth largest
retail propane distributor in the United States.

Under the agreements, US Propane sold its propane business to Heritage Propane for
approximately $180 million in cash and limited partnership units of Heritage Propane Partmers.
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ACCOUNTING STANDARDS

Accounting for Derivative Instruments and Hedging

Effective Jan. 1, 2001, the company adopted Financial Accounting Standard (FAS) 133,
Accounting for Derivative Instruments and Hedging. The new standard requires the company
to recognize derivatives as either assets or liabilities in the financial statements, to measure
those instruments at fair value, and to reflect the changes in fair value of those instruments as
either components of comprehensive income or in net income, depending on the types of
those instruments. At adoption, the company had derivatives in place at TECO Coalbed
Methane that qualified for cash flow hedge accounting treatment under FAS 133, and recorded
an opening swap liability of $19.0 million and an after-tax reduction to other comprehensive
income of $12.6 million.

At the time derivative contracts are entered into, the company determines whether the
derivative is subject to the requirements of FAS 133 or meets criteria for exclusion such as for
certain normal purchases and sales activity. All contracts requiring FAS 133 accounting are
designated as a cash flow hedge, fair value hedge or as a trading instrument, and formal docu-
mentation of relationships between hedging instruments and the hedged items, hedging objec-
tive and strategy, and methods for assessing hedge effectiveness both at the hedge's inception
and on an ongoing basis is completed.

From time to time, TECO Energy enters into futures, swaps and options contracts to hedge
the future selling price for its physical production at TECO Coalbed Methane, to limit exposure
to gas price fluctuations for future purchases at Peoples Gas System and at Prior Energy, to limit
exposure to interest rate fluctuations at TECO Energy and other affiliates, to limit exposure to
electricity and other commodity fluctuations at TECO Power Services, and to limit exposure to
fuel price increases on future purchases at TECO Transport. As such, most of the company’s
derivative activity that cannot be excluded from the requirements of FAS 133 receives cash flow
hedge accounting treatment.

Cash Flow Hedges: For the year ended Dec. 31, 2001, the company recognized a loss of $19.7
million for the cash flow hedges that were settled. Of this amount, $6.5 million was reported as
areduction to revenue related to hedges of future sales at TECO Coalbed Methane, and $13.2
million was reported as operating expenses related to hedges of future gas purchases at Peoples
Gas and Prior Energy. As of Dec. 31, 2001, the company had open hedging transactions that
qualify for cash flow hedge accounting treatment at Prior Energy, TECO Coalbed Methane,
Peoples Gas and TECO Transport with a net pretax liability fair value of $29.5 million. Of this
total, $28.2 million is expected to be reclassified to earnings within the next twelve months on
instruments with maturity dates throughout 2002 when the related future transactions take
place. Unrealized after tax losses on all open cash flow hedges of $8.1 million were recorded
as a reduction to other comprehensive income, with an additional $17.4 million representing
open cash flow hedges prior to the Nov. 1, 2001 acquisition of Prior Energy, were recorded asa
deferred charge.

The company, through its TECO Power Services subsidiary, has an equity investment in a
partnership with Panda Energy. The partnership utilizes interest rate swap agreements to effec-
tively convert a portion of its floating rate debt to a fixed rate basis, thereby reducing the impact
of interest rate changes on construction costs and future income. On the interest rate swap
agreements, the partnership pays a fixed rate and receives a variable rate based on London
Interbank Offered Rates (LIBOR), with terms ranging from 2 to 5 years. At Dec. 31, 2001 the
company recorded $11.2 million for its equity portion of the unrealized losses on these cash
flow hedge swaps reflecting the sharp decline in floating interest rates since the inception of the
swap agreements as a reduction to other comprehensive income and a corresponding reduc-
tion to the investment account.

Fair Value Hedges: For the year ended Dec. 31, 2001, the company recognized losses of $0.1
million as operating expenses for changes in the fair value of derivatives classified as fair value
hedges. As of Dec. 31, 2001, the company had open hedging transactions against gas storage

inventory at Prior Energy that qualify for fair value hedge accounting treatment with a net
derivative asset pretax value of $0.9 million, all of which is expected to be reclassified to
earnings within the next twelve months.

Trading Derivatives: The company has entered into a limited number of financial derivatives
at its TECO Power Services and Prior Energy affiliates which do not qualify for hedge accounting
treatment under FAS 133. TECO Power Services has a capacity call option, which is marked-to-
market. The fair value of these options is determined using an industry standard model from
the Financial Engineering Association which is based on the Black-Scholes valuation model and
evaluates current prices, volatility of prices and time to expiration of the options. For the year
ended Dec. 31, 2001, the company recognized a pretax loss of $0.8 million for the decrease in
fair value on these options. As of Dec. 31, 2001, the $1.5 million fair value of these options is
included in current assets, all of which is expected to be realized within the next twelve months.
As of Dec. 31, 2001, Prior Energy had several open swap and option positions where they acted
as the counterparty to the transactions. These contracts are marked-to-market under FASB’s
Emerging Issues Task Force (EITF) release Issue 98-10, Accounting for Contracts Involved in
Energy Trading and Risk Management Activities. The fair value for these derivatives is deter-
mined using the Henry Hub Natural Gas futures prices as actively quoted on the New York
Mercantile Exchange (NYMEX). For the year ended Dec. 31, 2001, the company recognized
$0.7 million in pretax losses related to these derivatives. As of Dec. 31, 2001, $7.5 million of
pretax fair value of open liability positions is offset by $7.4 million of open asset positions, all
of which is expected to be realized within the next twelve months.

The following tables summarize the changes in and the fair value balances of trading deriva-
tive assets (liabilities) for the year ended Dec. 31, 2001.

CHANGES IN FAIR VALUE OF TRADING DERIVATIVES (millions)

St = s

Net fair value of contracts outstanding at Dec. 31, 2001 $ —
Contracts realized or otherwise settled during the period 15
Fair value of new contracts when entered into during the period 24
Fair value of contracts acquired as a result of business combination (1.0)
Changes in fair valued attributable to changes in valuation techniques and assumptions ~ —
Other changes in fair values due to prices (1.5)
Net fair value of contracts outstanding at Dec. 31, 2001 $14
NET FAIR VALUE OF TRADING DERIVATIVE ASSETS (LIABILITIES)
Fair Value of Contracts at Period-End
Maturity Maturity Maturity Total fair

(millions) in 2002 in 2003 after 2003 value
Prices actively quoted $— $(0.1) — $(0.1)
Prices provided by other

external sources — — — —
Prices based on models and

other valuation methods 1.5 — — 1.5
Net fair value at Dec. 31, 2001 $1.5 $(0.1) — $ 14

Business Combinations, Goodwill and Other Intangible Assets

On June 30, 2001, the Financial Accounting Standards Board finalized FAS 141, Business
Combinations, and FAS 142, Goodwill and Other Intangible Assets. FAS 141 requires all busi-
ness combinations initiated after June 30, 2001, to be accounted for using the purchase method
of accounting. With the adoption of FAS 142 effective Jan. 1, 2002, goodwill is no longer subject
to amortization. Rather, goodwill will be subject to at least an annual assessment for impair-
ment by applying a fair-value-based test. Under the new rules, an acquired intangible asset
should be separately recognized if the benefit of the intangible asset is obtained through con-
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through its Peoples Gas System division, for certain superfund and former manufactured gas
plant sites. While the joint and several liability associated with these sites presents the potential
for significant response costs, Tampa Electric Company estimates its ultimate financial liability
at approximately $22 million over the next 10 years. The expected environmental remediation
costs associated with these sites are not expected to have a significant impact on customer
prices.

UTILITY REGULATION

Rate Stabilization Strategy

Tampa Electric’s objectives of stabilizing prices from 1996 through 1999 and securing fair
earnings opportunities during this period were accomplished through a series of agreements
entered into in 1996 with Florida's Office of Public Counsel (OPC) and the Florida Industrial
Power Users Group (FIPUG) which were approved by the Florida Public Service Commission
(FPSC). Prior to these agreements, the FPSC approved a plan submitted by Tampa Electric to
defer certain 1995 revenues.

In general, under these agreements Tampa Electric was allowed to defer revenues in 1995
and 1996 during the construction of Polk Unit 1 and recognize these revenues in 1997 and 1998
after commercial operation of the unit. Other components of the agreements were a base rate
freeze through 1999 and refunds to customers totaling $50 million during the period October
1996 through December 1998 while Tampa Electric was allowed recovery of the capital costs
incurred for the Polk Unit 1 project.

As part of its series of agreements with OPC and FIPUG, Tampa Electric agreed to refund 60
percent of 1999 revenues that contributed to an ROE in excess of 12 percent, as calculated and
approved by the FPSC.

In October 2000, the FPSC staff recommended a 1999 refund of $6.1 million including inter-
est, to be refunded to customers beginning January 2001. OPC objected to certain interest
expenses recognized in 1999 that were associated with prior tax positions and used to calculate
the amount (o be refunded. Following a review by the FPSC staff, the FPSC agreed in
December 2000 that the original $6.1 million was to be refunded to customers. In February
2001, OPC protested the FPSC's decision. The protest claimed that the stipulations did not
allow for the inclusion of the interest expenses on income tax positions in the refund calcula-
tions. The FPSC held hearings on the issue in August 2001 and upheld its decision that the
original refund amount plus interest was appropriate under the agreements. In January 2002,
the OPC filed a motion with the FPSC asking for reconsideration of its decision, alleging the
FPSC relied on erroneous information. Tampa Electric will begin making refunds to customers
when the decision can no longer be appealed.

The regulatory arrangements described above covered periods that ended on Dec. 31, 1999.
Tampa Electric’s rates and its allowed ROE range of 10.75 percent to 12.75 percent with a mid-
point of 11.75 percent will continue in effect until such time as changes are occasioned by an
agreement approved by the FPSC or other FPSC actions as a result of rate or other proceedings
initiated by Tampa Electric, FPSC staff or other interested parties. Tampa Electric expects to
continue earning within its allowed ROE range.

Cost Recovery Clauses

In February 2001, Tampa Electric notified the FPSC that it anticipated that the fuel factors
approved in December 2000 for 2001 were understated by approximately $86 million due to
significantly higher natural gas and oil prices and, accordingly, purchased power costs. In
March 2001, the FPSC approved Tampa Electric’s request to increase rates to cover the $86 mil-
lion beginning in April 2001 and ending in December 2002.

In September 2001, Tampa Electric filed with the FPSC for approval of fuel and purchased

power, capacity, environmental and conservation cost recovery clause rates for the period
January 2002 through December 2002. In November, the FPSC approved Tampa Electric’s
requested changes. Accordingly, Tampa Electric’s residential customer rate per 1,000-kilowatt
hours increased by $6.18 to $93.94. These rates include projected costs associated with envi-
ronmental projects required under the U.S. EPA Consent Decree and the FDEP Consent Final
Judgment with Tampa Electric. They also include higher coal prices expected for 2002 and
additional purchased power costs for 2001 and 2002, which reflect higher natural gas and oil
prices and increases in the volumes of purchased power.

In January 2001, PGS notified the FPSC that it anticipated that its purchased gas adjustment
factors approved in December 2000 for 2001 were understated by approximately $63 million
due to significantly higher natural gas prices. In February 2001, the FPSC approved PGS’
request to increase rates to cover the $63 million under-recovery beginning in March 2001.

In April, and again in June, PGS lowered the purchased gas adjustment factor as gas prices
declined from their winter time highs.

Urtility Competition: Electric

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

There is presently active competition in the wholesale power markets in Florida, increasing
largely as a result of the Energy Policy Act of 1992 and related federal initiatives. However, the
Florida Power Plant Siting Act, which sets the state’s electric energy/environmental policy and
governs the building of new generation involving steamn capacity of 75 megawatts or more,
requires that applicants demonstrate that a plant is needed prior to receiving construction and
operating permits.

In 2000, Florida Governor Jeb Bush established the 2020 Energy Study Commission to
address the following issues by December 2001: current and future reliability of electric and
natural gas supply; emerging energy supply and delivery options; electric indusiry competition;
environmental impacts of energy supply; energy conservation and fiscal impacts of energy
supply options on taxpayers and energy providers. TECO Energy has been supportive of the
process.

The Study Commission submitted its final recommendation to Governor Bush in December
2001 which included, among other things, elimination of barriers to entry for merchant power
generators, an open competitive wholesale electric market, transfer of regulated generating
assets to unregulated affiliates or sale to others, Florida electric system reliability and consumer
protection. A proposal is expected to be forwarded to the legislature by the Governor for
possible action as early as the 2002 legislative session. Itis unclear at this time if this proposed
legislation would pass.

Regional Transmission Organization (RTO)

In December 1999, the Federal Energy Regulatory Commission (FERC) issued Order
No. 2000, dealing with RTOs. This rule is driven by the FERC'’s continuing effort to effect open
access to transmission facilities in large, regional markets. The rule provides guidelines to
utilities for joining RTOs by December 2001. These guidelines specify minimum characteristics
and functions.

In anticipation of the FERC activity, the FPSC held workshops in 1999 to discuss transmis-
sion issues within peninsular Florida. Potentially affected parties and the FPSC agreed that a
national one-size-fits-all approach is not appropriate. With the encouragement of the FPSC,
Tampa Electric worked with utilities in the state and others to develop a peninsular Florida
solution.
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TPS had contractual commitments of $1.1 billion at the end of 2001, primarily for the
construction of the Union, Gila River, Dell and McAdams power stations and are reflected in
the capital investments table above.

The other unregulated companies expect to invest $66 million in 2002 and $154 million
during the 2003-2006 period. Included in these amounts is normal renewal and replacement
capital including coal mining equipment.

See the Liquidity, Capital Resources section for a description of TECO Energy’s plans to
finance these capital investments.

INVESTMENT ACTIVITY

At Dec. 31, 2001, TECO Energy had $120.2 million in cash, cash equivalents and short-term
investments, compared to $99.6 million at year-end 2000.

Year-end cash balances were higher than normal in both years. At the end of 2001, cash
balances included the proceeds from a sale-leaseback transaction at TECO Transport, which
were applied to short-term debt balances in early 2002. At the end of 2000, cash balances
included the proceeds from a TPS lease transaction, which were applied to short-term debt
balances in early 2001. (See Financing Activity section.)

Other investments of $303 million included notes receivable from unconsolidated affiliates
and investments in leveraged leases; $93 million of the notes receivable mature within one
year. Other Investments decreased $103 million in 2001, reflecting repayments from the
proceeds of the TPS/Panda Energy project financing of amounts advanced by TECO Energy
to the projects. The balance is expected to decrease during the fourth quarter of 2002 as these
notes mature.

Investments in unconsolidated affiliates of $172.9 million at Dec. 31, 2001 decreased from
$195.9 million at Dec. 31, 2000. The balances at Dec. 31, 2001 include TPS’s ownership interest
in EEGSA, TECO Propane Ventures' 38-percent interest in US Propane and TECO Properties
interests in real estate projects. Activity in 2001 was largely associated with TPS’ sale of its
minority interest in EGL

The continuing investment in leveraged leases was $15.6 million at Dec. 31, 2001, down
from $22 million last year, reflecting the sale of commuter aircraft leases in 2001.

FINANCING ACTIVITY

TECO Energy’s 2001 year-end capital structure, excluding the effect of unearned compensa-
tion, was 59.6 percent debt, 3.6 percent trust preferred securities and 36.8 percent common
equity. TECO Power Services typically finances its power projects with non-recourse project
debt. Excluding this non-recourse debt of $238.4 million, the year-end capital structure was
57.8 percent debt, 3.8 percent trust preferred securities and 38.4 percent commmon equity.

Taking into account the January 2002 issuance of mandatorily convertible equity units,
TECO Energy’s 2001 year-end capital structure, on a pro forma basis, excluding the effect of
unearned compensation, was 51.6 percent debt, 11.6 percent trust preferred and mandatorily
convertible equity units and 36.8 percent common equity. Excluding this non-recourse project
debt of $238.4 million, the year-end capital structure was 49.5 percent debt, 12.1 percent trust
preferred and mandatorily convertible equity units and 38.4 percent common equity.

CREDIT RATINGS/SENIOR UNSECURED DEBT

Fitch Moody's Standard & Poor’s
Tampa Electric A+ Al A
TECO Finance / TECO Energy A- A3 A-

—_— == = ~ SR ——

In 2000 and 2001, Moody’s Investor Services, Inc., Standard & Poor’s Ratings Service and
Fitch Investor Services, Inc. lowered the ratings on the debt securities of TECO Energy and
Tampa Electric. The outlook assigned by each agency is negative. The ratings actions were
attributed to increased debt levels and the changing risk profile associated with the expansion
of TECO Energy’s independent power development activities, as well as the required capital
outlays of Tampa Electric, the uncertainties related to industry restructuring and the additional
risks and obligations undertaken by TECO Energy with respect to various TPS projects. These
downgrades and any further downgrades, may affect the company'’s ability to borrow and
increase its financing cost which may decrease earnings.

Execution of the company’s business strategy will increase the proportion of unregulated
power generation in TECO Energy’s business mix. The company continues to evaluate the
financial policies required for this more competitive business environment in order to main-
tain appropriate credit ratings for both Tampa Electric and TECO Energy. The objective for
both TECO Energy and Tampa Electric is to maintain strong investment-grade credit ratings
that provide the companies with continued access to the commercial paper markets.

Financing activity by company

TECO Energy:

In January 2002, TECO Energy sold 17.965 million units of mandatorily convertible equity
units in the form of 9.5% equity units at $25 per unit resulting in $436 million of net proceeds.
Each equity unit consisted of $25 in principal amount of a trust preferred security of TECO
Capital Trust I, a Delaware business trust formed by TECO Energy, with a stated liquidation
amount of $25 and a contract to purchase shares of common stock of TECO Energy in January
2005 at a price per share of between $26.29 and $30.10 based on the market price at that
time. The equity units represent an indirect interest in a corresponding amount of TECO
Energy subordinated debt. The net proceeds from the offering were used to repay short-term
debt and for general corporate purposes.

In March 2001, the company completed a public offering of 8.625 million common shares,
resulting in net proceeds to the company of approximately $232 million. In October 2001,
Standard & Poor’s (S&P) announced the inclusion of TECO Energy shares in the S&P 500 index
effective as of the market close on Oct. 9, 2001. On Oct. 12, 2001, the company issued 3.5
million additional common shares as a result of the increased demand for its shares on its
inclusion in the S&P 500 index. The net proceeds were $26.72 per share or approximately
$93 million. The proceeds from the sale of these common shares were used to repay short-term
debt and for general corporate purposes.

In May 2001, the company issued $400 million principal amount of 7.20% notes due May 1,
2011. These notes are redeemable at the option of the company, in whole or in part, from time
to time, at a redemption price equal to the greater of 100% of the principal amount of the notes
then outstanding to be redeemed or the sum of the present value of the remaining scheduled
payments of principal and interest on the notes then outstanding to be redeemed, discounted
at an adjusted treasury rate plus 25 basis points to the redemption date. Net proceeds of $396
million were used to repay short-term debt and for general corporate purposes. In September
2001, the company issued an additional $200 million principal amount of this note series. Net
proceeds of $206 million were used to effect a debt for debt exchange of $150 million of bonds
issued in 1998, and to repay short-term debt and for general corporate purposes.

In May 2001, the company sold $400 million principal amount of one-year, floating rate
notes in a private placement. The notes were issued at an initial rate of 5.203%, and are callable
at par on Nov. 15, 2001, and monthly thereafter. Rates on these securities are reset quarterly at
a spread of 110 basis points over three-month LIBOR. Net proceeds of $399 million were used
to repay short-term debt and for general corporate purposes.

In December 2000, TECO Energy issued $200 million of retail trust preferred securities
(TRuPS). These securities were issued at a $25 per share par value and an 8.5% coupon with
distribution payable quarterly. These securities have a January 31, 2041 maturity date but are




2]
N

TECO ENERGY, INC., 2001 ANNUAL REPORTl

MANAGEMENT'S DISCUSSION & ANALYSIS

%06 98 $ emeuRH
%Ye 00c$ VSDHA
%05 £89% IOATY BJID) 1 UOIUf}

15a4a1u] diys1oumQ Sd. 1 (suonpuy) aouvppg 1ga A0y yvipffy

‘sgurueuy asay) 0) 1adsax

im suonediiqo Juswided jqap ou sey AS1aug O L pUe ‘ATBI[lIe PIIRPLOSUOIUN 3] 01 A[UO

9SIN0231 S11GIP SIUL, "T00Z ‘TE "93(] JB SMO][0] SB Sadue[eq 1qap 123(01d 951n0291-U0U daRY SS3|
10 15213)U1 dIYSIOUMO %()G B SBY SIATIG JoMOJ QDAL YOIYM Ul SIIBI[IJe PalepIosuodu

ONIONVNII LHTHS ONVIVE 110

‘sasodmd
aanemoads 10j sjudwinnsul [eIdURUL 18I0 10 SIAIBALIOP 3sn 10U $30p AS1aus ODIL
'SSaUISNq $31 JO 951N02 [RULIOU 9y Ui $30eNu0d suondo pue sdems ‘satnng [eoueuly
pue [eatsAyd Jo asn axew sadIAIas sen) sajdoad pue (SUonm[os QDL 99S) 1007 12qUISAON UL
suonnos OOl Aq paiinboe ‘uonesodio) A31auy 1011g -onoptod jueld 1amod yueymaw SdJ,
Jo Aiqeayord 9y sziwxew 01 pue sao11d Zutjes ANDIN0I1P JO AI[IGRLRA 91 92Npat 0 J9pI0
ut 1omod Jo 3unoyIew 9y Yim UOTDaUL0D Ul s1enuod uondo pue sdems ‘sarmng sazinn
‘901nogASIauyg ODFLL ‘Arerpisqns Surpen pue Sunadyiew A319U9 $3914195 1amod ODAL
-edpnue jou saop Aueduwos
ay) yorgm quswadide ay) 0) Aured 1810 ay) Aq soururIolrad-uou Jo JUA J) UTATUO YSU
Je aIe sjusWdgUeLR 353 JO SIJAU A ], Modsuel], QDI e saseanur ooud |anj 03 aunsodxa
gy 0] pue Ajnn sed feimeu paze[ngdal syl je sasearur 2o1d sed 03 amsodxa Jiuur 01 ‘Quepo
paqreon 0. Ie uononpoud [edisAyd syt 105 aatid Sutjfes ayr adpay 01 ‘sadureyo 9181 352193UL 0}
amsodxa )1 91e19pour 03 s1enuod uondo pue sdems ‘sarniny ojul S19YIUS AS13Uz QDL 2UID 0)
Quill Wy ‘s1000a11(] Jo preog sAuedwod ay 4q pasoadde sainpasoid pue saprjod uo paseg
‘100z ‘1€ 93 I8 1qap wis1-3uo] s A31aug ODAL JO ONJeA 1fe] PI)RUINSI
ay uo Joedwi Juedniudis B 9ARY 10U PINOM S3)BI 1Sa19) U Ul d8ueyd %01 [eonaypodiy vy
“1ead [2ISY 1x3u 3} 4940 surures s AS1oug
ODAL uo 1edul uolIul Z'c$ poIBWINISI Uk dABY PjNOM Z00Z Ul sdupuetal parmbai pue 1qap
ajeI SgeLIBA 5} UO 3kl Jsaaiur 98etane payySiam sAS1oug DL, Ul 9seaIdul %01 [eonapodiy e
‘uonoas sazmosay rende) Apmbry sy ul passnosip suerd Sudueuy S U0 PIseq ‘SINIANIR
Buwmoxioq s Jo Jnsai e se Afreurnd sa)e11saizul ul sagueyd o3 pasodxa st A310ug QDAL
SHUNSOdXH TVIONVNIA

AMua pajeljyjeun ue

S110SS3[ Y[, "ULId) IeaA-ZT B YILM UONRIS 1amo 23pIeH si Je juswdinba eidayju-uou urel1ad
10} osea] Sunerado dNATPUAS € 0jul pa1ajus pue Aiured pIry € 01 PIos S ‘0002 19qUIada(] uj

"(D1d0) "di0D) 1UAUNSIAU] 25BALLJ SRASISAQ) Y] AQ pAdNIRIENS dIe S310U 983, “%E9'6 JO el

uodnod B (1M $310U JBIA-(] JO UOI[IU ZEG PANsSI pue ‘Suldueur] 3SIN031-UoU Jo U 28%
01 305l01d 9s0f ues s} 03 JuneR1 ISP UONOILNSUOD 31)) PAIISAUIOD S ‘0007 19q03100 Uuf

‘ol 87§ 108s9f

a1{) paueo[ 541 JO AeI[IJR pajepiosuoduUn Ue uonodesuen ay jo ued sy Xnus pajeyjijeun ue

S110859] Y], "S1eaA Al JO ULIa) B (im ased] Sunelado ywawdmba opatpuis e ojur uonelg 1emod
eipeWEY ) 1oy Sunieuy uogonnsuod Ajed-pay) syl PAMAAU0D ST ‘1002 YdTe Ul

‘s[qeAed pue anp swooeq pinom upueuy o3puq ANba o1} puk NIAI JNEJIP € 3NSU0D

PINOM SIUBUIA0D 9$3Y) 199U1 0} aInfrey "-gdy Jo Sune1 auo pue ggg jo Sunel atuo

uel) $S3] Jou S3UnEI 1IPa1d PAINIISUN 10THas urejurewt AS1aug QDI yey) sarmbar Supueuyy sup
‘UONIPPE U] “SaUIN 7'F Sem 93e19A00 Jsaraqul pue yuadiad g-zg sem fended 0114ap ‘100Z ‘1€ 220
v 1alienb yoes papua pousad YIuow-aa[am] 943 10 SSUIM (°E PAIOX9 J0 [enba Jsnuu paurjap
s a3RIDA0D 158193l pUE 18)1enb [oed Jo pud auf) 3 Juadsad 69 paadxa Jou Isnu SYUIWIdL3e o)
ul pauyop se [eyded 03 1gap Ay 'siseq pareprjosuod AS1oug QDL e U0 sjuswaimbal 93e10A00
Jsa1ayul pue jexded 01 19ap ‘SIUBUIA0D [eIOUBLL OM]) sapnjoul uueuy a8puq Ainba oy,
"SJUIWIIILIS
[eoueuly sA318ug QDL Ul popniaul JoU S 1Gap a1 A[uIp10308 91Rl[Lje PareplosuodUn Paumo
Ju921ad 06 ® st armyuaa Jutof ay], 1oaloid yoea jo uoneyduiod ¢ aseyd pue g Iseyd yim juap
-12U10J sjusuIfeisul fenba oj ur ajqededar st Supueuy a3puq Amba sy, s1utod siseq 61
Aq paonpai aq [[m umud a1 Buner apeid-juauwnsaaul Ue amods s103(oid a1p J| “ea1y) pue
om] s1eah 10§ syutod siseq goz pue uonerado Jo auo reah 10] suiod SISeq 62T 0] SBAIDUT [[IM
pue (s1ead omi 1s1) pouad uononnsuod s Suinp YOI 1240 sauod siseq 67291 1 1uawidas
asmodai-uou ayy 10j Sunii] A819ug 0DAL Aq pacrueiend sueo] 28p1iq Amba uy uoryIw
00G$ PU® 1gap 9SIN023I-UOU 12aA-3A1) UI UOI[[Iq §29°T$ sopnoul Supueuy oy, “suonels 1amod
UoTuf) PUE ISARY B[I5) 91 JO UONONIISUOD 31} 10§ SUIOUBUT YUY PajedIPUAS UOHIG-GLT 7S ©
uo paso[o A31auy epued ‘Ieuired ainjuaa Juol s3I pue SaNAISS Jomod QDAL ‘100z dun[ uj
52010425 1omod O

'sasodind aye10di0o [e1ouad 10) pue 1qap wL)-10Ys Aedal 0) pasn

21am SpasdoId Jo UoTjiuI 9'Zi$ YL, 94T Teah 1915k uondo uoneuTuLIl A|183 Ue M ‘s1Raf 21 JO

w3 B M asea] Junelado Ue se parmonns uonosesuer) e ut Areipisgns 3urddiys ueasQ QDAL
SH 1B S[3SSaA 1noj yoeq pased] pue Arred piiy e 03 pjos 1odsuel], QDL ‘1002 19quiada( uf

‘A313ug ODHL Aq pasiuerensd ore

‘2002 Ul 2INJBUI YIIYM ‘SOILINIAS ISAYL, “%0°G JO a1e1 uodnod B [)1m poul 3181 PaXy € 0) IpOLU

1oded [eroIsIod UIOK SIATEUM PUE S0P SIT 01 Palea1 1qap 1duiaxa-Xel Jo ol 9'01 [$ P
-112AU0D ‘Uodsuel], ODA.LJO ATeIpISqns paumo-Aj[oym e ‘euriial, ymg ODAL ‘100 [Hdy uf

sdodsunty OOFL

nyew o) sIeak 01 [HIM SIION AINSEAI], SAJRIS panuf) aroqe peaids ypaid
JUSLIND-UAY] $211109]7 edwef, uo paseq wmiwald e snid 9,67°G 1 1S9I19]UI 18 [[IM SII0U 3}
s1ea4 01 SuIMofjof 33 10§ ‘PISIDISXD ST IYSU S J| “Z00Z UI $9I0U oY) JdIeuIdI pue aseyaind
01 14311 5y) 10} Juae Sunayreiuas aip Aq o1noa[g edure], 03 pred winiwaid e papnpoul yomym
UOT[[IW Z'¥S [$ 219M $paad0Id 19N “PIIaapal 10 PaladIewal aq [1m ALl 3w YoIyMm I8 ‘2002
‘T 1dog uo 1apuay Alojepueul 0} J3a{qns a1k 9,,.€7 10 9)e1 uodnod feniul ue Ieaq YIIYM ‘S310U
9YJ, "G10Z anp ‘s3jou PINIBUIAI JO UOIIUL 0 [$ PANsSsT 91103 edurey, ‘0p0g 1sn8ny uf
‘sosodind ajer0diod [e1ouad 10y pue 1gop UuLLI-110ys Aedal 0) Pasn a19m UOL[IW 8'6HZ$ JO SPI
-o1xd )aN “oyep uondwapai a1 0) siunod siseq Gz snyd 2)e1 AInsearn pajsnipe ur Je pajunodsip
‘pawIdapal aq 01 UIpUBISING UAY] $310U dY) U0 1sa1ayu pue fedound Jo syuourded pampayos
Buiurews: 3 Jo anfea Juasaid Y JO WNS 81} 10 PAUIIBPaI 9 0) SUIPUBISING UIY] $II0U A} JO
junowre edpund sy Jo 9,001 jo 191e313 o) 0) fenba aoud uondwapal e e ‘Guun 0) Sw} WOLf
‘ued ur 10 sjoym ur 01297y edwey, jo uondo Y 16 9jqEWIIPAI AR $310U YL, "Z10Z ‘ST dun(
uo anp $930u %,6,g°9 Jo Junowe fedidund vonIw ggz$ panssi o1aafg edure], ‘100g dunf ug
oo v,

Aumyewr o) sieak o7 Yiv Sa10N AINSeal] Sajels panu(] 2A0qe praxds 1Ipar
WLLMD-udY) s A313ug QDAL uo paseq wmiwaid e snjd 9,98°G 18 159191U1 122 [[LM SII0U )
s1eaA o Suwmor[o] aY) 10§ ‘PasIDIaXa s1 IYSU SIUY J] “Z0OZ UL S910U ) IIeLIa1 pue aseyoind 0}
1431 ayp 1oj Juade Sunsyiewsal oy Aq A310ug 0D 03 pred wnnuard e papnyoUL Yaym ‘uoIjiua
€907 91aM SPaado1d JaN pawIagPal 10 PAIaNIRUIAL I [[LM A3Y) WD YDTYM J€ ‘200T ‘| 10
uo 19pus) AIojepuell 0] 333[qis a1e ‘%0 / Jo a1es uodnod [enIul Ue 12aq YoTym ‘Sa10U Y],

"G10Z 9NP ‘S310U PAIBIBLIAI JO UOI[[IUI 0pg$ panss AS1eug ODIL ‘0002 Joquiardag Uy
"1gap pareurpiogns A81aug O0H.L J0 yunoure Suip
-u0dsal100 B Ul 1S3197Ul 19311pUY e Juasardal SaNLINIAS asaY [, "S00Z ‘0 "09(] Ja1ye Jed Je djqe[[ed




w
=]

MANAGEMENT'S DISCUSSION & ANALYSIS

Y, INC., 2001 ANNUAL REPORT

’TECO ENERG

The TECO/Panda debt balance is expected to reach $1.17 billion by the end of 2002 and
$1.4 billion upon completion of construction of the Union and Gila River power stations.

In addition, TECO Energy has guaranteed a $500 million equity bridge loan of the unconsol-
idated TECO/Panda affiliate, a TPS turbine lease financing facility of $69 million, and other
debt-related items totaling $25 million. These facilities are not included in liabilities on TECO
Energy’s consolidated balance sheet, but do represent payment obligations of the company.

At Dec. 31, 2001, TECO Energy had bank credit lines of $700 million, and Tampa Electric had
bank credit lines of $300 million, all of which were undrawn and available. TECO Energy credit
lines include a $250 million sublimit for letters of credit capacity. In January and February
2002, $141.7 million of letters of credit were issued against these lines, primarily related to the
construction of the Union and Gila River power stations. These letters of credit of $69.5 million
and $67.6 million for Union and Gila River, respectively, were replacements for the letters of
credit posted by Enron and drawn by the TPS/Panda joint venture following Enron’s bankrupt-
cy filing. In addition, at Dec. 31, 2001 TECO Energy and its subsidiaries had $22 million of let-
ters of credit outside of its bank credit line facility.

TECO Energy guarantees cettain current obligations of its operating companies in the
normal course of business, the effects of which are included in the consolidated financial
statements. At Dec. 31, 2001, such guarantees amounted to $173 million, primarily related to
gas purchase and energy management activities of Prior Energy, TECO Gas Services, and TECO
Power Services. As TPS’ plants come on line, guarantees associated with gas purchases and
power sales activities are expected to increase.

The following table suminarizes the letters of credit and guarantees outstanding, that are
not included in the Summary of Cash Obligations table, except for the guarantees by TECO
Energy for the performance of unconsolidated affiliates related to the construction of the
Union and Gila River power stations estimated at $63 million (see Enron Exposure section).

SUMMARY OF COMMERCIAL COMMITMENTS

Amount of Commitment Expiration Per Period

Expires Expires  Expires Expires
(millions) Total” 2002 2003 2004 - 2006  After 2006
Letters of Credit $ 1813w § 173 $116.7 $ 203 $ 27.0
Guarantees:
Debt related 247 — - — 247
Fuel purchase related 148.1 4.0 — — 144.1
Energy management/other ~ 25.2 3.5 0.3 2.6 18.8
Turbine agreements 69.0 69.0% — — —
Contingent purchase obligations  60.0 — - = . 60.0

et

(1) Expected final expiration date with annual renewals
(2) Includes the expected maximum value of $154.3 million for letters of credit issued in January 2002
(3) May be renewed

LIQUIDITY, CAPITAL RESOURCES

TECO Energy and its operating companies met cash needs during 2001 with a mix of inter-
nally generated funds, proceeds from the sale of equity and short- and long-term borrowings.
It met cash needs during 2000 with a balance of internally generated funds, short- and long-
term borrowings and retail trust preferred securities.

In light of the accelerated equity commitments for the Union and Gila River projects under
the bank financing plan, as discussed in the Enron Exposure section, and the capital require-
ments for committed regulated and unregulated projects, TECO Energy is exploring various

options to strengthen its balance sheet. As a first step, the company has reduced its capital
expenditure forecast for 2002 through 2004 by about $700 million primarily by delaying for an
extended period generation projects that are not yet under construction for TPS and Tampa
Electric, including the Bayside Units 3 and 4 repowering projects announced in the fall of 2001.
Resumption of work on those projects will be evaluated periodically as market conditions
evolve.

TECO Energy estimates its incremental financing requirements, excluding non-recourse
project debt at TPS, at approximately $650 million in 2002, and has debt maturities in 2002
totaling $788 million. The company issued $450 million of mandatorily convertible equity
units in January 2002, (see Financing Section) and expects to issue common equity late in the
year and long-term debt securities during the year. The company does not anticipate addition-
al incremental financing requirements in the 2003 through 2004 period; however it expects to
issue common equity in that time frame to reduce leverage. Notes payable, representing
commercial paper with maturities up to 50 days, totaled $639 million at Dec. 31, 2001. The
company reduced these balances to approximately $300 million in early 2002 with the pro-
ceeds of the mandatorily convertible securities issuance.

TECO Energy provides short-term liquidity for its non-regulated operating companies
primarily through its commercial paper program. Tampa Electric Company also issues
commercial paper. These programs are backed by the bank credit line facilities.

The company has identified in this Management's Discussion and Analysis (including in
Investment Considerations below), several factors that could cause its operating cash flow to
be lower than forecasted. Among these factors is the margins the company may realize for
production from its merchant power facilities. Because of the company’s recent expansion in
the merchant power business, the company’s cash flow has become increasingly dependent
upon power margins. As a result, a decrease in these margins could result in external financing
requirements that are higher than those forecasted above.

The following table lists the obligations of TECO Energy and its subsidiaries for cash pay-
ments to repay debt, lease payments and unconditional commitments related to capital expen-
ditures.

SUMMARY OF CASH OBLIGATIONS

Payments Due by Period

{millions) Total 2002 2003 2004 - 2006 After 2006
Long-term debt $2,597.0 $ 7859 $104.6 $102.3 $1,604.2
Capital lease obligations 276 23 253 — —
Operating leases/rentals 156.1 12.0 15.3 45.5 83.3
Unconditional purchase

obligations/commitments 1,595.0 1,221.1 373.9 — —
Other long-term obligations 200.0 — — — 200.0
Total cash obligations _ $4,575.7  $2,021.3  $519.1 $147.8 $1,887.5

TRANSACTIONS WITH RELATED AND CERTAIN OTHER PARTIES

TECO Energy has interests in unconsolidated affiliates, which are discussed in the TECO
Power Services, Other Unregulated Companies and Financing Activity sections. TECO Energy
has certain transactions with its Directors and Officers that are reported in TECO Energy's
annual proxy statement and Tampa Electric’s annual regulatory filings. There are no material
transactions of this type where the payments are in excess of those that would be paid under
an arms-length transaction.
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Tax Credits. TECO Energy derives a portion of its net income from non-conventional fuels
tax credits. The realization of these tax credits are dependent on TECO Energy generating
sufficient taxable income against which to use the credits, and these credits could be impacted
by changes in law, regulation or administration.

Business growth opportunities. Part of the company’s business strategy is to grow its unreg-
ulated businesses. Much of its growth is dependent on the ability to find attractive acquisition
and development opportunities and independent power projects. The company’s ability to
successfully finance and complete current and future projects on schedule and within budget
may also affect the success of this strategy. The company’s outlook is based on its expectation
that it will be successful in finding and capitalizing on these acquisition and development
opportunities and independent power projects, but there can be no assurance that its efforts
will be successful.

Construction and Development Risks. Tampa Electric currently has new power plants under
construction and existing facilities under conversion and, TECO Power Services has new power
plants under construction. The development of independent power plants involves consider-
able risks, including successful siting, permitting, financing and construction, contracting for
necessary services, fuel supplies and power sales and performance by project partners. The
construction of these plants, as well as future construction projects involves risks, such as
shortages and inconsistent qualities of equipment; material and labor; engineering problems;
work stoppages; unanticipated cost increases and environmental or geological problems.

Exposure to Enron. On December 2, 2001, Enron Corp., a large energy trading and services
company, filed for protection under the U.S. Bankruptcy Code. TECO Energy believes that its
exposure in operations from trade payables and other trading positions due to the Enron bank-
ruptcy totals $3.5 million or less after tax at its subsidiaries, TECO Power Services (TPS),
Peoples Gas System and Prior Energy, its new gas marketing subsidiary.

An Enron subsidiary, NEPCQO, is currently serving as the construction contractor for four
merchant power stations in which TPS has interests.

If NEPCO had to be replaced as contractor, it is likely that there would be delays in the proj-
ect schedules and substantial additional project costs, including payment of added fees to a
new contractor. A new contractor would also have to be reasonably satisfactory to the project
lenders for the Union and Gila River projects.

Merchant Power Plants. TPS is currently operating, developing, constructing and investing
in merchant power plants. A merchant plant sells power based on market conditions at the
time of sale, so there can be no certainty at present about the amount or timing of revenue that
may be received from power sales from operating plants or about the differential between the
cost of operations (in particular, natural gas prices) and merchant power sales revenue. With no
guaranteed rate of return, TPS will also have no guarantee that it will recover its initial invest-
ment in these plants. The company’s forecast assumes that TPS will avoid losses associated
with these risks by building in well-established markets that enable the company to use estab-
lished hedging mechanisms, hiring experienced power marketers, entering into negotiated
contracts with offtakers resulting in higher revenues than the spot market for capacity payment
and ancillary services for a significant portion of the plant’s output, avoiding selling short and
entering into non-energy related sales to offset potential operational risks.

Operational Risks. Each of the company’s subsidiaries is subject to various operational
risks, including accidents or equipment breakdown or failure, and operations below expected
levels of performance of efficiency. As operators of power generation facilities, Tampa Electric
and TECO Power Services could incur problems such as the breakdown or failure of power
generation equipment, transmission lines, pipelines or other equipment or processes which

would result in performance below normal levels of output or efficiency. The company’s fore-
cast assumes normal operations and normal maintenance periods for its subsidiaries’ facilities.

Interest Rates and Access to Capital. Changes in interest rates can affect the cost of borrow-
ing for TECO Energy and its subsidiaries on variable rate debt outstanding, on refinancing of
debt maturities and on incremental borrowing to fund new investments. Included in the
company’s forecasts is the expectation that it will have access to the equity and capital markets
on satisfactory terms to fund growth opportunities, including acquisition and development
opportunities and independent power projects.

Increased Debt Levels. To support its growth, the company has significantly expanded the
amount of its indebtedness, increased its debt-to-equity ratio and lowered its interest coverage.
This increase in debt levels has increased the amount of fixed charges the company is obligated
to pay. The level of the company’s indebtedness and restrictive covenants contained in existing
or future financings could limit its ability to finance the acquisition and development of addi-
tional projects.

In 2000 and 2001, Moody’s Investor Services, Inc., Standard & Poor’s Ratings Service and
Fitch Investor Services, Inc. lowered the ratings on the debt securities of TECO Energy and
Tampa Electric. The outlook assigned by each agency is negative. The ratings actions were
attributed to increased debt levels and the changing risk profile associated with the expansion
of TECO Energy’s independent power development activities, as well as the required capital
outlays of Tampa Electric, the uncertainties related to industry restructuring and the additional
risks and obligations undertaken by TECO Energy with respect to various TPS projects. These
downgrades and any further downgrades, may affect the company’s ability to borrow and
increase its financing cost which may decrease earnings.

Certain of the company’s debt obligations contain financial covenants related to debt to
equity ratios and interest coverage that could prevent the repayment of subordinated debt and
the payment of dividends if such payments would cause a violation of the covenants. In addi-
tion, certain of the company’s subsidiaries have indebtedness with restrictive covenants which,
if violated, could prevent them from making distributions to TECO Energy. As a holding com-
pany, TECO Energy is dependent on cash flow from its subsidiaries.

International Risks. TECO Power Services is involved in several international projects.
These projects involve numerous risks that are not present in domestic projects, including
expropriation, political instability, currency exchange rate fluctuations, repatriation
restrictions, and regulatory and legal uncertainties. The company’s forecast assumes that
TECO Power Services will avoid losses associated with these risks through a variety of risk
mitigation measures, including specific contractual provisions, teaming with strong interna-
tional and local partners, obtaining non-recourse financing and obtaining political risk
insurance where appropriate. TECO Ocean Shipping is exposed to operational risks in interna-
tional ports, primarily in the form of suitable labor and equipment to safely discharge its car-
goes in a timely manner. The company’s forecast assumes that TECO Ocean Shipping will
avoid losses associated with these risks through a variety of risk mitigation measures, including
retaining agents with local knowledge and experience in successfully discharging cargoes and
vessels similar to those used.

Environmental Matters. TECO Energy’s businesses are subject to regulation by various
governmental authorities dealing with air, water and other environmental matters. Changes
in compliance requirements or the interpretation by governmental authorities of existing
requirements may impose additional costs on the company or result in the curtailment of
sorme activities.
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CONSOLIDATED STATEMENTS OF INCOME

(millions, except per share amounts) Year Ended Dec. 31, 2001 2000 1999
Revenues $2,648.6 $2,294.6 $1,978.3
Expenses Operation 1,611.8 1,322.1 1,053.0
Maintenance 151.3 140.0 1253
Depreciation 298.0 268.2 2322
Taxes, other than income 165.0 151.2 148.9
Total expenses 2,226.1 1,881.5 1,559.4
Income from operations 422.5 413.1 4189
Other income (expense) Allowance for other funds used during construction 6.6 1.6 1.3
Other income (expense) 38.6 13.9 (11.8)
Earnings from equity investments 6.7 7.7 3.2
Total other income (expense) 51.9 23.2 (7.3)
Income before interest and income taxes 4744 436.3 411.6
Interest charges Interest expense 166.4 167.6 124.2
Distribution on preferred securities 17.0 — —
Allowance for borrowed funds used during construction (2.6) 0.7) (0.5)
Total interest charges 180.8 166.9 1237
Income before provision for income taxes 293.6 269.4 2879
Provision (benefit) for income taxes (10.1) 18.5 87.0
Net income from continuing operations 303.7 250.9 200.9
Net loss from discontinued operations, net of income tax benefit of $1.4 million for 1999 — — 2.5
Netloss on disposal of discontinued operations, net of income tax benefit of $7.4 million for 1999 — — (12.3)

Net income ‘ $ 303.7 $ 2509 $ 186.1

Average common shares outstanding during year

- Basic 134.5 125.9 131.0
- Diluted - 1354 126.3 131.2
Earnings per average common share outstanding From continuing operations
— Basic $2.26 $1.99 $1.53
- Diluted $2.24 $1.97 $1.53
Net income
- Basic $2.26 $1.99 $1.42
- Diluted $2.24 $1.97 . $1.42

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENTS OF COMMON EQUITY

Accumulated Other
Common Additional Treasury Retained Comprehensive Unearned Total Common

(millions) Shares® Stock Paid-in Capital Stock Earnings Income (Loss)  Compensation Equity
Balance, Dec. 31, 1998 132.0 $132.0 $364.6 $— $1,072.6 $— $(61.4) $1,507.8
Net income for 1999 186.1 186.1
Other comprehensive income (loss), after tax (5.5) (5.5)
Common stock issued 0.1 0.1 26 (2.4) 0.3
Treasury shares purchased (5.4) (114.8) (114.8)
Cash dividends declared (168.8) (168.8)
Amortization of unearned compensation 9.1 9.1
Tax benefits—ESOP dividends and stock options 1.7 19 3.6
Balance, Dec. 31, 1999 126.7 132.1 368.9 (114.8) 1,091.8 (5.5) (54.7) 1,417.8
Net income for 2000 250.9 250.9
Other comprehensive income, after tax 2.0 2.0
Common stock issued 1.2 1.2 26.8 3.9 241
Treasury shares purchased (1.6) (29.9) (29.9)
Cash dividends declared (167.4) (167.4)
Amortization of unearned compensation 9.2 9.2
Tax benefits—ESOP dividends and stock options 1.6 1.8 3.4
Performance shares (3.2) 3.2)
Balance, Dec. 31, 2000 126.3 133.3 397.3 (144.7) 1,177.1 (3.5) (52.6) 1,506.9
Net income for 2001 303.7 303.7
Other comprehensive income (loss), after tax (18.9) : (18.9)
Common stock issued 13.3 6.3 203.2 144.7 5.8) 348.4
Cash dividends declared (184.2) (184.2)
Amortization of unearned compensation 9.7 9.7
Tax benefits-ESOP dividends and stock options 0.2 1.4 1.6
Performance shares 4.4 4.4
Balance, Dec. 31, 2001 139.6 $139.6 $600.7 $— $1,298.0 $(22.4) $(44.3) $1,971.6

The accompanying notes are an integral part of the consolidated financial statements.
(1) TECO Energy had 400 million shares of $1 par value common stock authorized in 2001, 2000 and 1999.
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2002, goodwill is no longer subject to amortization. Rather, goodwill will be subject to at least
an annual assessment for impairment by applying a fair-value-based test. Under the new rules,
an acquired intangible asset should be separately recognized if the benefit of the intangible
asset is obtained through contractual or other legal rights, or if the intangible asset can be sold,
transferred, licensed, rented, or exchanged, regardless of the acquirer’s intent to do so. These
intangible assets will be required to be amortized over their useful lives.

The amount of goodwill included on the consolidated balance sheets at Dec. 31, 2001 and
2000, respectively, was $165.8 million and $93.1 million, net of accumulated amortization of
$9.5 million and $4.7 million. Additions to goodwill in 2001 of $77.5 million resulted primarily
from the acquisition of the Frontera Power Station and the purchase of Prior Energy.
Amortization of goodwill included in the consolidated statements of income in 2001, 2000 and
1999 was $4.8 million, $2.7 million and $0.6 million, respectively. Adoption of FAS 142 effective
Jan. 1, 2002 will result in the elimination of approximately $5 million of annual amortization.
Under FAS 142, initial impairment testing should be completed within six months of adoption.
TECO Energy is beginning the initial impairment testing of all goodwill, and does not antici-
pate an initial impairment charge upon adoption of FAS 142.

The amount of intangible assets included in deferred charges and other assets on the con-
solidated balance sheet at Dec. 31, 2001 was $28.5 million, net of accumulated amortization of
$12.3 million. This represents the value of customer backlog, supply agreements and the open
cash flow hedges as of Nov. 1, 2001, related to the Prior Energy acquisition in November 2001
(see Note N). The company is amortizing the intangibles over the periods expected to benefit
from these agreements, and recorded amortization expense of $12.3 million in 2001.
Amortization expense for the remaining intangible value at Dec. 31, 2001 is expected to be
$27.2 million in 2002 and $1.3 million in 2003. There were no intangible assets at Dec. 31, 2000.

Asset Impairment

In August 2001, the Financial Accounting Standards Board issued FAS 144, Accounting for
the Impairment or Disposal of Long-Lived Assets, which supersedes FAS 121, Accounting for the
Impairment of Long-Lived Assets and Long-Lived Assets to be Disposed of. FAS 144 addresses
accounting and reporting for the impairment or disposal of long-lived assets, including the
disposal of a segment of a business. FAS 144 is effective for fiscal years beginning after
December 15, 2001.

The company periodically assesses whether there has been a permanent impairment of
its long-lived assets and certain intangibles held and used by the company, in accordance
with FAS 121, and beginning in 2002 with FAS 144. The company does not anticipate that the
adoption of FAS 144 will have a significant impact on its financial statements. In 2001, TECO
Energy recorded after-tax charges of $7.2 million to adjust asset valuations. These adjustments
included a $6.1 million after-tax charge recorded by TECO Power Services (TPS) related to the
subsequent sale of TPS’ minority interests in Energia Global International, Ltd. (EGI) which
owns smaller power projects in Central America, and a $1.1 million after-tax charge to adjust
the carrying value of leveraged leases at TECO Investments. In 2000, TECO Properties recorded
an after-tax charge of $3.8 million to adjust property values. No write-down of assets due to
impairment was required in 1999.

Reporting Comprehensive Income

In 1999, the company adopted FAS 130, Reporting Comprehensive Income. This standard
requires that comprehensive income, which includes net income as well as certain changes in
assets and liabilities recorded in common equity, be reported in the financial statements. The
company has reported accumulated other comprehensive income in its Consolidated
Statements of Common Equity. TECO Energy reported the following comprehensive income
(loss) in 2001, 2000 and 1999 related to changes in the fair value of cash flow hedges and adjust-
ments to the minimum pension liability associated with the company’s supplemental executive
retirement plan:

COMPREHENSIVE INCOME (LOSS)

(millions) 2001 2000 1999
Minimum pension liability $ 03 $ 20 $ (5.5
Cash flow hedges (19.2) — —
Other comprehensive income (loss) (18.9) 2.0 (5.5)
Net income 303.7 250.9 186.1
Total comprehensive income $284.8 $252.9 $180.6

Reporting on the Costs of Start-up Activities

In 1998, the AICPA issued Statement of Position (SOP) 98-5, Reporting on the Costs of Start-
up Activities. It requires costs of start-up activities and organization costs to be expensed as
incurred. Start-up activities are broadly defined as those one-time activities related to events
such as opening a new facility, conducting business in a new territory and organizing a new
entity. Some costs, such as the costs of acquiring or constructing long-lived assets and bringing
them into service, are not subject to SOP 98-5. Start-up costs, as defined by SOP 98-5, are
expensed as incurred.

Accounting for Asset Retirement Obligations

In July 2001, the Financial Accounting Standards Board finalized FAS 143, Accounting for
Asset Retirerment Obligations, which requires the recognition of a liability for an asset retirement
obligation in the period in which it is incurred. When the liability is initially recorded, the carry-
ing amount of the related long-lived asset is correspondingly increased. Over time, the liability
is accreted to its present value and the related capitalized charge is depreciated over the useful
life of the asset. FAS 143 is effective for fiscal years beginning after June 15, 2002. The company
is currently reviewing the impact that FAS 143 will have on its results.

Foreign Operations

The functional currency of the company’s foreign investments is primarily the U.S. dollar.
Transactions in the local currency are remeasured to the U.S. dollar for financial reporting
purposes. The aggregate remeasurement gains or losses included in net income in 2001, 2000
and 1999 were not significant.

The investments are generally protected from any significant currency gains or losses by the
terms of the power sales agreements and other related contracts, in which payments are
defined in U.S. dollars.

Deferred Income Taxes

TECO Energy utilizes the liability method in the measurement of deferred income taxes.
Under the liability method, the temporary differences between the financial statement and tax
bases of assets and liabilities are reported as deferred taxes measured at current tax rates.
Tampa Electric and Peoples Gas System are regulated, and their books and records reflect
approved regulatory treatment, including certain adjustments to accumulated deferred income
taxes and the establishment of a corresponding regulatory tax liability reflecting the amount
payable to customers through future rates.

Investment Tax Credits
Investment tax credits have been recorded as deferred credits and are being amortized to
income tax expense over the service lives of the related property.

Other Deferred Credits
Other deferred credits primarily include the accrued post-retirement benefit liability, the
pension liability and minority interest.
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At the time derivative contracts are entered into, the company determines whether the
derivative is subject to the requirements of FAS 133 or meets criteria for exclusion such as for
certain normal purchases and sales activity. All contracts requiring FAS 133 accounting are
designated as a cash flow hedge, fair value hedge 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.

From time to time, TECO Energy enters into futures, swaps and options contracts to hedge
the future selling price for its physical production at TECO Coalbed Methane, to limit exposure
to gas price fluctuations for future purchases at Peoples Gas System and at Prior Energy, to limit
exposure to interest rate fluctuations at TECO Energy and other affiliates, to limit exposure to
electricity and other commodity fluctuations at TECO Power Services, and to limit exposure to
fuel price increases on future purchases at TECO Transport. As such, most of the company’s
derivative activity that cannot be excluded from the requirements of FAS 133 receives cash flow
hedge accounting treatment.

Cash Flow Hedges: For the year ended Dec. 31, 2001, the company recognized a loss of $19.7
million for the cash flow hedges that were settled. Of this amount, $6.5 million was reported as
a reduction to revenue related to hedges of future sales at TECO Coalbed Methane, and $13.2
million was reported as operating expenses related to hedges of future gas purchases at Peoples
Gas and Prior Energy. As of Dec. 31, 2001, the company had open hedging transactions that
qualify for cash flow hedge accounting treatment at Prior Energy, TECO Coalbed Methane,
Peoples Gas and TECO Transport with a net pretax liability fair value of $29.5 million. Of this
total, $28.2 million is expected to be reclassified to earnings within the next twelve months on
instruments with maturity dates throughout 2002 when the related future transactions take
place. Unrealized after tax losses on all open cash flow hedges of $8.1 million were recorded as
a reduction to other comprehensive income. An additional $17.4 million representing open
cash flow hedges prior to the Nov. 1, 2001 acquisition of Prior Energy were recorded as a
deferred charge.

The company, through its TECO Power Services subsidiary, has an equity investment in a
partnership with Panda Energy. The partnership utilizes interest rate swap agreements to effec-
tively convert a portion of its floating rate debt to a fixed rate basis, thereby reducing the impact
of interest rate changes on construction costs and future income. On the interest rate swap
agreements, the partnership pays a fixed rate and receives a variable rate based on London
Interbank Offered Rate (LIBOR), with terms ranging from 2 to 5 years. At Dec. 31, 2001, the
company recorded $11.2 million for its equity portion of the unrealized losses on these cash
flow hedge swaps reflecting the sharp decline in floating interest rates since the inception of the
swap agreements as a reduction to other comprehensive income and a corresponding reduc-
tion to the investment account.

Fair Value Hedges: For the year ended Dec. 31, 2001, the company recognized gains of $0.1
million as operating expenses for changes in the fair value of derivatives classified as fair value
hedges. As of Dec. 31, 2001, the company had open hedging transactions against gas storage
inventory at Prior Energy that qualify for fair value hedge accounting treatment with a net
derivative asset pretax value of $0.9 million, all of which is expected to be reclassified to earn-
ings within the next twelve months.

Trading Derivatives: The company has entered into a limited number of financial deriva-
tives at its TECO Power Services and Prior Energy affiliates which do not qualify for hedge
accounting treatment under FAS 133. TECO Power Services has a capacity call option, which is
marked-to-market. The fair value of these options is determined using an industry standard
model from the Financial Engineering Association which is based on the Black-Scholes valua-
tion model and evaluates current prices, volatility of prices, and time to expiration of the
options. For the year ended Dec. 31, 2001, the company recognized a pretax loss of $0.8 million
for the decrease in fair value on these options. As of Dec. 31, 2001, the $1.5 million fair value of
these options is included in current assets, all of which is expected to be realized within the
next twelve months. As of Dec. 31, 2001, Prior Energy had several open swap and option posi-

tions where they acted as the counterparty to the transactions. These contracts are marked-to-
market under FASB's Emerging Issues Task Force (EITF) release Issue 98-10, Accounting for
Contracts Involved in Energy Trading and Risk Management Activities. The fair value of these
derivatives is determined using the Henry Hub Natural Gas futures prices as actively quoted
on New York Mercantile Exchange (NYMEX). For the year ended Dec. 31, 2001, the company
recognized $0.7 million in pretax losses related to these derivatives. As of Dec. 31, 2001, $7.5
million of pretax fair value of open liability positions is offset by $7.4 million of open asset posi-
tions, all of which are expected to be realized within the next twelve months.

Reclassifications
Certain prior year amounts were reclassified to conform with current year presentation.

B. COMMON STOCK

Stock-Based Compensation

In April 1996, the shareholders approved the 1996 Equity Incentive Plan {the “1996 Plan”).
The 1996 Plan superseded the 1990 Equity Incentive Plan (the “1990 Plan”), and no additional
grants will be made under the 1990 Plan. The rights of the holders of outstanding options
under the 1990 Plan were not affected. The purpose of the 1996 Plan is to attract and retain key
employees of the company, to provide an incentive for them to achieve long-range perform-
ance goals and 1o enable them to participate in the long-term growth of the company. The 1996
Plan amended the 1990 Plan to increase the number of shares of common stock subject to
grants by 3,750,000 shares, expand the types of awards available to be granted and specify a
limit on the maximum number of shares with respect to which stock options and stock appre-
ciation rights may be made to any participant under the plan. Under the 1996 Plan, the
Compensation Committee of the Board of Directors may award stock grants, stock options
and/or stock equivalents to officers and key employees of TECO Energy and its subsidiaries.

The Compensation Committee has discretion to determine the terms and conditions of
each award, which may be subject to conditions relating to continued employment, restric-
tions on transfer or performance criteria.

In 2001, under the 1996 Plan, 1,268,486 stock options were granted, with a weighted average
option price of $31.39 and a maximum term of 10 years. In addition, 183,260 shares of restrict-
ed stock were awarded, each with a weighted average fair value of $31.575. Compensation
expense recognized for stock grants awarded under the 1996 Plan was $2.8 million, $4.6 million
and $1.6 million in 2001, 2000 and 1999, respectively. The stock grants awarded in 2001, 2000
and 1999 are primarily performance shares, restricted subject to meeting specified total share-
holder return goals, vesting in three years with final payout ranging from zero to 200% of the
original grant. Adjustments are made currently to reflect contingent shares which could be
issuable based on current period results. The consolidated balance sheets at Dec. 31, 2001 and
2000 reflected a $1.1 million and a $5.5 million liability respectively, classified as other deferred
credits, for these contingent shares. The remaining stock grants are restricted subject generally
to continued employment, with the 1998 stock grants vesting in five years and the 1997 and
1996 stock grants vesting at normal retirement age.

In April 2001, the shareholders approved an amendment to the 1996 Plan, to increase the
number of shares of common stock subject to grants by 6.3 million.

Stock option transactions during the last three years under the 1996 Plan and the 1990 Plan
(collectively referred to as the “Equity Plans”) are summarized as follows:
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Dividend Reinvestment Plan

In 1992, TECO Energy implemented a Dividend Reinvestment and Common Stock Purchase
Plan (DRP). TECO Energy raised $8.6 million and $8.1 million of common equity from this plan
in 2001 and 2000, respectively. In 1999 the DRP purchased shares of TECO Energy common
stock on the open market for plan participants.

Common Stock and Treasury Stock

In September 1999, TECO Energy began a program to repurchase up to $150 million of its
outstanding common stock. Shares acquired constituted treasury shares. In 1999 and 2000, the
company acquired 7.0 million shares of its outstanding common stock at a cost of $144.7 mil-
lion, or an average per share price of $20.55. The company’s share repurchase program favor-
ably impacted earnings in 2000 by approximately $0.06 per share. Earnings per share results
were not significantly affected in 1999 because the purchases occurred late in the year.

On March 12, 2001, the company completed a public offering of 8.625 million common
shares at $27.75 per share, 7.0 million shares of which were reissued from Treasury shares.
On Oct. 4, 2001, Standard and Poor’s (S&P) announced the inclusion of TECO Energy shares
in the S&P 500 index effective as of the market close on Oct. 9, 2001. On Oct. 12, 2001, TECO
Energy issued 3.5 million additional common shares at $26.72 per share. The sales of the
common shares resulted in total net proceeds to TECO Energy of $325.5 million in 2001,
which were used to fund capital expenditures, for working capital requirements, general
corporate purposes and to repay short-term debt.

Shareholder Rights Plan

In accordance with the company’s Shareholder Rights Plan, a Right to purchase one addi-
tional share of the company’s common stock at a price of $90 per share is attached to each
outstanding share of the company’s common stock. The Rights expire in May 2009, subject to
extension. The Rights will become exercisable 10 business days after a person acquires 10 per-
cent or more of the company’s outstanding common stock or commences a tender offer that
would resultin such person owning 10 percent or more of such stock. If any person acquires 10
percent or more of the outstanding common stock, the rights of holders, other than the acquir-
ing person, become rights to buy shares of common stock of the company (or of the acquiring
company if the company is involved in a merger or other business combination and is not the
surviving corporation) having a market value of twice the exercise price of each Right.

The company may redeem the Rights at a nominal price per Right until 10 business days
after a person acquires 10 percent or more of the outstanding common stock.

Employee Stock Ownership Plan

Effective Jan. 1, 1990, TECO Energy amended the TECO Energy Group Retirement Savings
Plan, a tax-qualified benefit plan available to substantially all employees, to include an employee
stock ownership plan (ESOP). During 1990, the ESOP purchased 7 million shares of TECO Energy
common stock on the open market for $100 million. The share purchase was financed through a
loan from TECO Energy to the ESOP. This loan is at a fixed interest rate of 9.3% and will be repaid
from dividends on ESOP shares and from TECO Energy’s contributions to the ESOP

TECO Energy’s contributions to the ESOP were $5.6 million, $6.8 million, and $7.5 million in
2001, 2000 and 1999, respectively. TECO Energy's annual contribution equals the interest
accrued on the loan during the year plus additional principal payments needed to meet the
matching allocation requirements under the plan, less dividends received on the ESOP shares.
The components of net ESOP expense recognized for the past three years are as follows:

(millions) 2001 2000 1999
Interest expense $5.2 $6.0 $6.9
Compensation expense 74 6.9 7.5
Dividends (8.5) 8.5) 8.4)
Net ESOP expense $4.1 $4.4 $6.0

Compensation expense was determined by the shares allocated method.

At Dec. 31, 2001, the ESOP had 3.4 million allocated shares, 0.2 million committed-to-be-
released shares, and 2.6 million unallocated shares. Shares are released to provide employees
with the company match in accordance with the terms of the TECO Energy Group Retirement
Savings Plan and in lieu of dividends on allocated ESOP shares. The dividends received by the
ESOP are used to pay debt service.

For financial statement purposes, the unallocated shares of TECO Energy stock are reflected
as a reduction of common equity, classified as unearned compensation. Dividends on all ESOP
shares are recorded as a reduction of retained earnings, as are dividends on all TECO Energy
cormnmon stock. The tax benefit related to the dividends paid to the ESOP for allocated shares is
areduction of income tax expense and for unallocated shares is an increase in retained earn-
ings. All ESOP shares are considered outstanding for earnings per share computations.

C. REDEEMABLE PREFERRED SECURITIES

In November 2000, TECO Energy established TECO Capital Trust I (the Trust) for the sole pur-
pose of issuing Trust Preferred Securities (TRuPS) and using the proceeds to purchase company
preferred securities from TECO Funding [, LLC (TECO Funding). On Dec. 20, 2000, the Trust
issued 8 million shares of $25 par, 8.5% TRuPS, due 2041, with an aggregate liquidation value of
$200 million. Currently, all 8 million shares of the TRuPS are outstanding. Each TRuPS represents
an undivided beneficial interest in the assets of the Trust. The Trust used the proceeds from the
sale of the TRuPS to purchase a corresponding amount of company preferred securities of TECO
Funding. TECO Funding used the proceeds from the sale of the company preferred securities to
the Trust of $200 million and the sale of $6.2 million of its common securities to TECO Energy, to
purchase $206.2 million of 8.5% junior subordinated notes of TECO Energy, due 2041. The junior
subordinated notes are the sole assets of TECO Funding and the company preferred securities
are the sole assets of the Trust. TECO Energy’s proceeds from the sale of the junior subordinated
notes were used to reduce the commercial paper balances of TECO Finance and for general cor-
porate purposes. TECO Energy has guaranteed the payments to the holders of the company pre-
ferred securities and indirectly, the payments to the holders of the TRuPS, as a result of their
beneficial interest in the company preferred securities. Distributions are payable quarterly in
arrears on January 31, April 30, July 31, and October 31 of each year. Distributions were $17.0
million in 2001. No distributions were made in 2000.

The junior subordinated notes may be redeemed at the option of TECO Energy at any time
on or after Dec. 20, 2005 at 100% of their principal amount plus accrued interest through the
redemption date. If TECO Energy redeems the junior subordinated notes in full before their
maturity date, then TECO Funding is required to redeem the company preferred securities and
common securities, in accordance with their terms. If TECO Energy redeems the junior subor-
dinated notes in part but not in full before their maturity date, then TECO Funding will redeem
the company preferred securities in full prior to any payment being made on the common
securities. Upon any liquidation of the company preferred securities, holders of the TRuPS
would be entitled to the liquidation preference of $25 per share plus all accrued and unpaid
dividends through the date of redemption.

D. PREFERRED STOCK

Preferred stock of TECO Energy - $1 par 10 million shares authorized, none outstanding.
Preference stock of Tampa Electric - no par 2.5 million shares authorized, none outstanding.
Preferred stock of Tampa Electric — no par 2.5 million shares authorized, none outstanding.

Preferred Stock of Tampa Electric — $100 par value 1.5 million shares authorized,
none outstanding.
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TECO Transport entered into a capital lease agreement with Midwest Marine Management
Company in March 1998 for the charter of additional capacity. This lease covers 110 river
barges and three towboats, classified as property, plant and equipment on the balance sheet;
the corresponding $35 million five-year lease commitment was recorded as long-term debt on
the balance sheet. The following is a schedule of future minimum lease payments under the
capitalized lease together with the present value of the net minimum lease payments as of
Dec. 31, 2001:

Year ended Dec. 31: Amount (millions)

2002 $ 46
2003 25.8
Total minimum lease payments 304
Less: Amount representing interest 2.8
Present value of net minimum lease payments,
including current maturities of $2.3 million $27.6

Substantially all of the property, plant and equipment of Tampa Electric is pledged as collat-
eral to secure its long-term debt. TECO Energy’s maturities and annual sinking fund require-
ments of long-term debt for the years 2003, 2004, 2005 and 2006 are $129.9 million, $31.6 mil-
lion, $34.2 million and $36.5 million, respectively. Of these amounts $0.8 million per year for
2003 through 2006 may be satisfied by the substitution of property in lieu of cash payments.

At Dec. 31, 2001, total long-term debt had a carrying amount of $1,842.5 million and an
estimated fair market value of $1,966.0 million. The estimated fair market value of long-term
debt was based on quoted market prices for the same or similar issues, on the current rates
offered for debt of the same remaining maturities, or for long-term debt issues with variable
rates that approximate market rates, at carrying amounts. The carrying amount of long-term
debt due within one year approximated fair market value because of the short maturity of
these instruments.

E SHORT-TERM DEBT

Notes payable consisted primarily of commercial paper with weighted average interest
rates of 1.99% and 6.53%, at Dec. 31, 2001 and 2000, respectively. The carrying amount of notes
payable approximated fair market value because of the short maturity of these instruments.

The company has in place a $1 billion syndicated line of credit facility, comprised of $700
million for TECO Energy and $300 million for Tampa Electric Company. There were no borrow-
ings outstanding at Dec. 31, 2001. These lines of credit require commitment fees ranging from
.08% to .13% on the unused balances. Within this $1 billion facility, TECO Energy has $250 mil-
lion of capacity to issue letters of credit. See Note O for January and February 2002 activity
related to these letters of credit.

G. EMPLOYEE POSTRETIREMENT BENEFITS

Pension Benefits

TECO Energy has a non-contributory defined benefit retirement plan which covers
substantially all employees. Benefits are based on employees’ age, years of service and final
average earnings. On April 1, 2000, the plan was amended to provide for benefits to be earned
and payable substantially on a lump sum basis through an age and service credit schedule for
eligible participants leaving the company on or after July 1, 2001. Other significant provisions of
the plan, such as eligibility, definitions of credited service, final average earnings, etc., were
largely unchanged. This amendment resulted in decreased pension expense of approximately
$.8 million and $2.0 million in 2001 and 2000, respectively, and a reduction of benefit obligation
of $6.2 million and $14.4 million at Sept. 30, 2001 and Dec. 31, 2000, respectively.

The company’s policy is to fund the plan within the guidelines set by ERISA for the mini-
mum annual contribution and the maximum allowable as a tax deduction by the IRS. About
60 percent of plan assets were invested in common stock and 40 percent in fixed income
investments at Sept. 30, 2001.

Amounts shown also include the unfunded obligations for the supplemental executive
retirement plans, non-qualified, non-contributory defined benefit retirement plans available
to certain senior management. TECO Energy reported $0.3 million and $2 million of compre-
hensive income in 2001 and 2000, respectively, and $5.5 million of comprehensive loss in 1999
related to adjustments to the minimum pension liability associated with the supplemental
executive retirement plan.

In 2001, TECO Energy elected to change the measurement date for pension obligations and
plan assets from Dec. 31 to Sept. 30. The effect of this accounting change is not material.

Other Postretirement Benefits

TECO Energy and its subsidiaries currently provide certain postretirement health care and
life insurance benefits for substantially all employees retiring after age 55 meeting certain service
requirements. The company contribution toward health care coverage for most employees who
retired after Jan. 1, 1990 and before July 1, 2001, is limited to a defined dollar benefit based on
years of service. On April 1, 2000, the company adopted changes to this program for participants
retiring from the company on or after July 1, 2001, after age 50 that meet certain service require-
ments. The company contribution toward pre-65 and post-65 health care coverage for most
employees retiring on or after July 1, 2001, is limited to a defined dollar benefit based on an age
and service schedule. The impact of this amendment, including a change in the company’s
cornmitment for future retirees combined with a grandfathering provision for current retired
participants, resulted in a reduction in the benefit obligation of $1.4 million in 2001 and an
increase of $22.9 million in 2000. Postretirement benefit levels are substantially unrelated to
salary. The company reserves the right to terminate or modify the plans in whole or in part at
any time.

In 2001, TECO Energy elected to change the measurement date for benefit obligations from
Dec. 31 to Sept. 30. The effect of this accounting change is not material.
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The assumed health care cost trend rate for medical costs prior to age 65 was 5.5% in 2001 (millions)
and decreases to 5.0% in 2002 and thereafter. The assumed health care cost trend rate for med- Dec. 31, 2001 2000
ical costs after age 65 was 5.3% in 2001 and decreases to 5.0% in 2002 and thereafter.

A 1 percent increase in the medical trend rates would produce an 8 percent ($1.1 million)

Deferred income tax assets®

. g . . -~ Property related $ 87.7 $ 776
increase in the aggregate service m:a interest cost for mo.S w:a an 8 percent ($12.0 million) Basis differences in oil and gas producing properties 1.2 1.2
increase in the mnn:-::_maa nOm:mEmEmE benefit obligation as of Sept. 30, 2001. N Alternative minimum tax credit carry forward 105.5 58.1
A 1 percent decrease in the medical trend rates would produce a 5 percent ($0.7 million) Other 476 375
decrease in the aggregate service m:@ interest cost for mo.E N.EQ a4 percent ($6.3 million) Total deferred income tax assets 242.0 1744
decrease in the accumulated postretirement benefit obligation as of Sept. 30, 2001. - ——
Deferred income tax liabilities®
H. INCOME TAX EXPENSE 13«52« related o . . (522.8) (499.4)
. . Basis differences in oil and gas producing properties 8.9) (11.0)
Income tax expense consists of the following components: Other 33.0 71
MN“N_:Q:& Federal State Total Total deferred income tax liabilities (498.7) (503.3)
Currently payable $77.8 $19.9 $97.7 >nlnm_5:_m8a deferred income taxes ] i $(256.7) ‘wa‘m‘@
Deferred (95.5) (7.4) (102.9)
Amortization of investment tax credits (4.9) — (4.9) (1) Certain property related assets and liabilities have been netted.
Total income tax expense = $(22.6) $125 mAE The total income tax provisions differ from amounts computed by applying the federal
200 statutory tax rate to income before income taxes for the following reasons:
0
Currently payable $ 926 $ 84 $101.0 (millions) 2001 2000 1999
Deferred ) i 8L.1) 35 (77.6) Net income from continuing operations $303.7 $250.9 $200.9
Amortization of investment tax credits (4.9} — 4.9) Total income tax provision (benefit) (10.1) 185 87.0
Totalincome tax expense 366  $119 $ 185 Income from continuing operations
before income taxes $293.6 $269.4 $287.9
1999 Income taxes on above
Currently payable $ 89.6 $13.0 $102.6 at federal statutory rate of 35% $102.8 $ 943 $100.8
Deferred (11.5) 1.1 (10.4) Increase (Decrease) due to
Amortization of investment tax credits (5.2) — (6.2) State income tax, net of federal income tax 8.1 7.8 9.2
Income tax expense from continuing operations 729 141 87.0 Amortization of investment tax credits (4.9) 4.9) (5.2)
Currently payable (3.6) 0.3) (3.9 Non-conventional fuels tax credit (102.3) (68.3) (17.2)
Deferred (4.4) (0.5) (4.9) Permanent reinvestment-foreign income (7.2) 9.3) (1.4)
Income tax benefit from discontinued operations 8.0 0.8) 8.8) Other (6.6) (1.1) 0.8
Total income tax expense $ 64.9 $13.3 $ 78.2 Total income tax provision
- : = = == — from continuing operations $ (10.1) $ 185 $ 870
Deferred taxes result from temporary differences in the recognition of certain liabilities or Provision for income taxes as a percent of
assets for tax and financial reporting purposes. The principal components of the company’s Income ».woa continuing operations,
deferred tax assets and liabilities recognized in the balance sheet are as follows: _before income taxes . (8.4%) _6.9% 30.2%

The provision for income taxes as a percent of income from discontinued operations was
37.5% for 1999. There was no income from discontinued operations in 2001 or 2000. The total
effective income tax rate differs from the federal statutory rate due to state income tax, net of
federal income tax, the non-conventional fuels tax credit and other miscellaneous items. The
actual cash paid for income taxes as required by the alternative minimum tax rules in 2001,
2000, and 1999 was $52.4 million, $83.9 million and $62.1 million, respectively.
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SEGMENT INFORMATION Capital
Net Assets Expenditures
(millions) Revernues™? Income™® Depreciation® at Dec. 31, for the Year
2001 Tampa Electric $1,412.7¢ $154.0 $173.4 $3,274.2 $426.3
Peoples Gas System 352.9 23.1 279 528.9 73.0
TECO Power Services 287.1 26.9 284 1,935.4000 3975
TECO Transport 274.99 275 24.1 333.1 38.8
TECO Coal 303.4™ 59.0 283 258.5 25.8
Other diversified businesses 267.2® 35.1 15.9 373.30v0n 4.5
2,898.2 325.6 298.0 6,703.4 965.9
Other and eliminations (249.6) (21.9) — 18.7 —
] TECO Energy consolidated $2,648.6 $303.7 $298.0 $6,722.1 $965.9
2000 Tampa Electric $1,353.8% $1445 $161.6 $2,957.1 $267.1
Peoples Gas System 3145 218 258 513.3 82.2
TECO Power Services 199.09 22.8 18.5 1,350.69® 2435
TECO Transport 269.89 29.2 220 311.3 21.1
TECO Coal 232.8" 335 269 246.3 64.0
Other diversified businesses 153.4® 28.1 13.4 10.6
2,523.3 2799 268.2 5,673.2 688.5
Other and eliminations (228.7) (29.0) — 61.1 0.1)
TECO Energy consolidated $2,294.6 $250.9 $268.2 $5,734.3 $688.4
1999 Tampa Electric $138.810 $147.6 $2,827.3 $228.7
Peoples Gas System 19.8 23.1 433.1 845
TECO Power Services 106.8% 93 93 700.4®00 68.5
TECO Transport 251.99 26.2 21.9 3120 18.6
TECO Coal 237.3@ 13.0 16.1 193.2 234
Other diversified businesses 107.8® 23.7 14.2 223.012 3.1
2,155.3 230.8 232.2 4,689.0 426.8
Other and eliminations (177.0)® (29.9)07 — 1.1 0.7
TECO Energy consolidated i $1,978.3 $200.9 $232.2 $4,690.1 $426.1
(1) From continuing operations. (8) Revenues from sales to affiliates were $23.7 million, $6.5 million and $0.6 million in 2001, 2000 and
(2) Revenues for all periods have been restated to reflect the reclassification of earnings from equity 1999, respectively.
investments from Revenues to Other Income. There was no impact to net income. (9) Total assets include investments in unconsolidated affiliates of $120.4 million, $145.5 million and
(3) Beginning in 2001, segment net income is reported on a basis that includes internally allocated $103.3 million at Dec. 31, 2001, 2000 and 1999, respectively. Total assets also includes $286.4 million
financing costs. Prior period net income has been restated to reflect estimated internally allocated and $383.1 million in other non-current equity investments at Dec. 31, 2001 and 2000, respectively.
financing costs that would have been attributable to such prior periods. Internally allocated costs for (10) Total assets include $129.4 million, $65.7 million and $40.9 million in goodwill net of amortization at
2001, 2000 and 1999 were at pretax rates of 7%, 6.75% and 6.75% respectively, based on the average Dec. 31, 2001, 2000 and 1999, respectively.
investment in each subsidiary. (11) Total assets include $52.5 million and $50.4 million in investments in unconsolidated affiliates at
(4) Revenues from sales to affiliates were $32.6 million, $32.4 million and $24.8 million in 2001, 2000 and Dec. 31, 2001 and 2000, respectively.
1999, respectively. (12) Total assets include $36.4 million, $27.4 million and $1.9 million in goodwill net of amortization at Dec.
(5) Revenues from sales to affiliates were $65.0 million, $67.6 miltion and $35.5 million in 2001, 2000 and 31,2001, 2000 and 1999, respectively.
1999, respectively. (13) Revenues shown for 1999 exclude a $7.9 million credit resulting from a charge. See Note L.
(6) Revenues from sales to affiliates were $123.2 million, $118.0 million and $101.0 million in 2001, 2000 (14) Revenues shown for 1999 are after the revenue deferral of $11.9 million.
and 1999, respectively. (15) Revenues include a pretax benefit of $7.9 million in 1999. See Note L.
{7} Revenues from sales to affiliates were $5.1 million, $4.3 million and $23.1 million in 2001, 2000 and (16) Net income excludes after-tax charges totaling $13.7 million in 1999. Sec Note L.
1999, respectively. (17) Net income includes after-tax charges totaling $19.6 million in 1999, which included $13.7 million of

charges recorded at Tampa Electric. See Note L.
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TPS expects to invest $514 million in 2002, which is net of $500 million of non-recourse
project financing expected for the Dell, McAdams, Frontera and Commonwealth Chesapeake
power stations, and $352 million in 2003, mainly for the completion of the Gila River, Union,
Dell and McAdams power stations. At the end of 2001, TPS had outstanding commitments of
about $1.1 billion on these projects.

Estimates for TPS include net contributions to projects of unconsolidated affiliates and
other investments of $984 million. These amounts, consisting primarily of the net investments
in the Union and Gila River power stations, are estimated at $664 million in 2002 and $320 mil-
lion in 2003. The 2002 amounts are net of $460 million of non-recourse project construction
financing for the Union and Gila River power stations, and include $125 million of TPS equity
investment upon completion of the first phase of the Union Power Station.

The other unregulated companies expect to invest $66 million in 2002 and $154 million
during 2003 through 2006, mainly for normal renewal and replacement capital.

Tampa Electric Company is a potentially responsible party for certain superfund sites and,
through its Peoples Gas System division, for certain superfund and former manufactured gas
plant sites. While the joint and several liability associated with these sites presents the potential
for significant response costs, Tampa Electric Company estimates its ultimate financial liability
at approximately $22 million over the next 10 years. The environmental remediation costs asso-
ciated with these sites have been recorded on the accompanying consolidated balance sheet
and are not expected to have a significant impact on customer prices.

TECO Energy has commitments under long-term operating leases, primarily for building
space, office equipment and heavy equipment, three ocean-going barges and one ocean-going
tug boat at TECO Transport, and certain equipment at TPS’ Hardee Power Station. On Dec. 21,
2001, TECO Transport sold three ocean-going barges and one ocean-going tug boat in a sales-
leaseback transaction to be accounted for as an operating lease. The lease term is 12 years with
an early buyout option in January 2007. TPS completed a transaction on Dec. 29, 2000, where
certain equipment at its Hardee Power Station was sold to a third party and leased back under
a 12-year operating lease. Total rental expense for these operating leases, included in the
Consolidated Statements of Income for the years ended Dec. 31, 2001, 2000 and 1999 was
$20.4 million, $17.6 million and $12.8 million, respectively. The following is a schedule of future
minimum lease payments at Dec. 31, 2001 for all operating leases with noncancelable lease
terms in excess of one year:

Year ended Dec. 31: Amount (millions)
2002 $12.0
2003 15.3
2004 15.6
2005 15.0
2006 14.9
Later Years 83.3
Total minimum lease payments $156.1

The company has outstanding letters of credit of $22.4 million at Dec. 31, 2001, which guar-
antee performance to third parties related to debt service, major maintenance requirements
and various trade activities. The company also has financial guarantees of $265.1 million at
Dec. 31, 2001, primarily for construction related debt for projects in which TPS is a participant.

In addition, TECO Energy has guaranteed a $500 million equity bridge loan of the unconsol-
idated TECO/Panda Affiliate for the construction of the Gila River and Union power stations.
The TPS equity bridge financing includes two financial covenants, debt to capital and interest
coverage requirements on a TECO Energy consolidated basis. The debt to capital as defined in
the agreements must not exceed 65 percent at the end of each quarter and interest coverage as

defined must equal or exceed 3.0 times for the twelve-month period ended each quarter. At
Dec. 31, 2001 debt to capital was 62.1 percent and interest coverage was 4.3 times. In addition,
this financing requires that TECO Energy maintain senior unsecured credit ratings better or
equal to one rating of BBB and one rating of BBB-. Failure to meet these covenants would con-
stitute a default event and the financing would become due and payable.

N. MERGERS, ACQUISITIONS AND DISPOSITIONS

In November 2001, TECO Solutions acquired Prior Energy Corporation, a leading natural
gas management company serving customers in Alabama, Florida, Georgia, Louisiana,
Mississippi, North Carolina, South Carolina, Tennessee and Texas. Prior Energy handles all
facets of natural gas energy management services, including natural gas purchasing and mar-
keting. The company has an established market base in the Southeast and one of the top cus-
tomer service reputations in the region. The acquisition was accounted for by the purchase
method of accounting and, accordingly, the results of operations of Prior Energy are included
as part of TECO Solutions’ results beginning Nov. 1, 2001. The total cost of the acquisition was
$23.0 million, plus a net working capital payment of $6.0 million. Goodwill of $8.2 million was
recorded, representing the excess of purchase price over the fair market value of assets
acquired. Under FAS 141, effective for all business combinations initiated after June 30, 2001,
goodwill is no longer subject to amortization. Net intangible assets of $40.8 million were
recorded, representing the value of customer backlog and supply agreements as well as the
open cash flow hedges as of Nov. 1, 2001, which are being amortized over 2001 through 2004.
The purchase price allocation is subject to revision in 2002, based on the final determination
of appraised and other fair values. A summary of the estimated assets acquired and liabilities
assumed is summarized below:

millions

Other current assets $45.9
Property, plant and equipment 0.1
Goodwill 8.2
Intangible assets 40.8
Long-term derivative assets 1.4
Current derivative liabilities (29.8)
Other current liabilities (35.1)
Long-term derivative liability (2.5)

Net assets acquired $29.0

In March 2001, TPS acquired the Frontera Power Station located near McAllen, Texas,
accounting for the transaction using the purchase method of accounting. This 477-megawatt,
natural gas-fired combined-cycle plant, originally developed by CSW Energy (CSW), began
commercial operation in May 2000. As a condition of the merger of Central & South West
Corporation, CSW’s parent company, with American Electric Power Company, Inc., the FERC
required CSW to divest its ownership in this facility. The total cost of the acquisition was $265.3
million. Goodwill of $70.4 million, representing the excess of purchase price over the fair mar-
ket value of assets acquired, was recorded, and was amortized on a straight-line basis over 40
years until the requirements of FAS 141 became effective on Jan. 1, 2002 (See Note A). The
results of operations of Frontera Power Station are included as part of TPS’ results beginning
March 16, 2001.
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P. QUARTERLY DATA (unaudited)
Financial data by quarter is as follows: (unaudited)

Quarter ended March 31 June 30 Sept. 30 Dec. 31
2001 Revenues® $ 671.1 $ 6419 $ 677.8 $ 657.8 Quarterly Stock Price

Income from operations® $ 1094 $ 1059 $ 136.5 $ 707 (Dollars Per Share)

Net income® $ 69.7 $ 719 $ 973 $ 648 34

Earnings per share (EPS)- basic $ 054 $ 053 $ 072 $ 047

Earnings per share (EPS) - diluted $ 0.53 $ 052 $ 071 $ 047 -

Dividends paid per common share® $ 0335 $ 0345 $ 0.345 $ 0345 :

Stock price per common share®
High $32.125 $32.970 $ 31.650 $28.300 E—— 28
Low $26.100 $28.780 $ 25.530 $24.750
Close $29.960 $30.500 $27.100 $26.240

2000 Revenues®” $ 5245 $ 5595 $ 6147 $ 5964 22

Income from operations® $ 108.0 $ 997 $ 1210 $ 849

Net income™ $ 535 $ 575 $ 821 $ 578

Earnings per share (EPS)- basic $ 042 $ 046 $ 065 $ 046

Earnings per share (EPS) - diluted $ 042 $ 0.46 $ 065 $ 044

Dividends paid per common share® $ 0325 $ 0335 $ 0335 $ 0335 16

Stock price per common share® 12341234
High $ 20.625 $23.125 $ 28.750 $33.188 20008 20013 Close—
Low $17.250 $19.188 $ 20.188 $ 26.563
Close $19.438 $ 20.063 $ 28.750 $ 32.375

(1) Millions.
{(2) Dividend paid on TECO Energy common stock.
(3) Trading prices for common shares.

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF TECO ENERGY, INC.,

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income, common equity and cash flows present fairly, in all material respects, the
financial position of TECO Energy, Inc. and its subsidiaries at Dec. 31, 2001 and 2000, and the results of their operations and their cash flows for each of the three years in the period ended Dec. 31,
2001, in conformity with accounting principles generally accepted in the United States of America. These financial statements are the responsibility of the Company’s management; our responsibility
is to express an opinion on these financial statements based on our audits. We conducted our audits of these statements in accordance with auditing standards generally accepted in the United
States of America, which require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management,
and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note A to the Financial Statements, the company adopted the provisions of Financial Accounting Standard 133, Accounting for Derivative Instruments and Hedging on
Jan. 1, 2001.

Tampa, Florida
Jan. 11, 2002, except for the information in Note O as to which the dates are Jan. 23, 2002, Feb. 1, 2002 and Feb. 7, 2002
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TECO ENERGY EXECUTIVE OFFICERS

Robert D. Fagan

i
William N. Cantrell

Royston K. Eustace

v \ i

it 4

Gordon L. OEm:m Richard r.mzm_%

Chairman of the Board, President Senior Vice President Senior Vice President Senior Vice President
President and Peoples Gas System and Business Development Finance and External Affairs
Chief Executive Officer TECO Solutions Chief Financial Officer
Richard E. Ludwig Sheila M. McDevitt John B. Ramil D. Jeffrey Rankin 1J. Shackleford
President Senior Vice President President President President
TECO Power Services General Counsel Tampa Electric TECO Transport TECO Coal
TECO Energy Staff Officers Charles A. Attal, 11l Vice President, Deputy General Counsel

Deirdre A. Brown

Vice President, Regulatory Affairs
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Sandra W. Callahan
Clinton E. Childress
Margarita N. Dominguez
Charles O. Hinson, 111
Wayne W. Hopkins
Burnis L. Kilpatrick, Jr.
Shirley A. Myers

David E. Schwartz

Janet L. Sena

Vice President, Treasury and Risk Management (Treasurer)

Chief Human Resources Officer

Chief Information Officer

Vice President, State Government Affairs

Vice President, Corporate Communications

Corporate Compliance Officer

Vice President, Corporate Accounting and Tax (Chief Accounting Officer)
Vice President, Assistant General Counsel and Corporate Secretary

Vice President, Federal Affairs
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STATISTICS

TECO ENERGY, INC,, 2001 ANNUAL REPORT
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=}

STATISTICS 5-Year 10-year
Annual Annual
Growth Growth
Dec. 31, 2001 2000 1999 1998 1997 1996 Rate (%) 1991 Rate (%)
TECO Energy Common stock $ 7403 |$ 3859|% 3862 | $ 4966 | § 4877 $ 480.1 9.0 $ 41438 6.0
Retained earnings $ 1,2756 ($ 1,1736] % 1,0863 | $ 1,0726 | $1,024.6 $ 962.1 5.8 $ 636.0 7.2
Book value per share® $ 1444 1% 12341 ¢ 1163 | $ 1189 | $ 1155 $ 1112 5.4 $ 83 5.7
Year-end stock price per share® $ 2624 1$ 32375| $ 185625 | $28.1875 | $ 28.125 $ 24125 1.7 $ 20.875 2.3
Earnings per share — basic®? $ 226 | $ 199 | $ 1531 ¢ 15 ] $ 162 $ 168 6.1 $ 121 6.4
Average common shares outstandingV®® 134.5 125.9 131.0 131.7 130.8 1293 0.8 126.1 0.6
Common shareholders 23,029 24,311 26,359 27,083 28,715 30,280 ~ 53 28,024 - 19
Employees® 6,315 5872 | 5487 | 5470 5,643 _ 5,564 2.6 5,841 08
Tampa Electric Plant investment® $ 44955 {$ 4,1775| % 3973.7 | $3814.0 | $3,6726 $3,576.8 4.7 $2,519.3 6.0
Accumulated depreciation® $ 11,7765 [$ 1,7090| $ 1,608.1 $1,5279 | $1,4129 $1,298.5 6.5 $ 8429 7.7
Capital expenditures® $ 4263 |$ 2671(9% 22871 $ 1761 [ $ 1251 $ 2033 16.0 $ 169.6 9.7
Long-term debt® $ 8917 ($ 7225(% 7004 | $ 7008 | $ 662.1 $ 6621 6.1 $ 5159 5.6
Accumulated deferred income taxes, net” $ 28651!% 2722(% 3133 ([ $ 3103 | $ 2798 $ 256.6 22 $ 3012 - 05
Regulatory liability — tax related®® $ 1.7 | § 100 $ 133 [ $ 340 [ $ 348 $ 358 - 456 $ — —
Employees 2,823 2,885 2,850 2,833 2,771 2,798 0.2 3,228 - 13
Net system capability (megawatts) 3,899 3,960 3,608 3,615 3,600 3,650 1.3 3,275 1.8
Net system peak (megawatts) 3,991 3,735 3,372 3,266 3,118 3,349 3.6 2,678 4.1
Fuel cost per net kilowatt-hour generated 2.37¢ 2.18¢ 2.18¢ 2.14¢ 2.14¢ 2.15¢ 2.0 2.29¢ 0.3
Gigawatt-hours sold - retail Residential 7,594 7,369 6,967 7,050 6,500 6,607 2.8 5,507 33
Commercial 5,685 5,541 5,336 5173 4,901 4,815 34 4,274 29
Industrial 2,329 2,390 2,224 2,520 2,466 2,304 0.2 2,669 - 14
Other 1,368 1,338 1,278 1,284 1,223 1,203 2.6 1,005 3.1
16,976 16,638 15,805 16,027 15,090 14,929 2.6 13,455 2.4
Retail customers at year-end Residential 513.3 499.4 485.0 472.1 462.2 451.9 2.6 411.5 22
(thousands) Commercial 64.0 62.6 61.0 59.1 57.7 56.1 2.7 51.2 23
Industrial 0.9 0.8 0.8 0.7 0.7 0.6 84 0.5 6.1
Other 5.8 5.6 5.3 5.2 4.6 4.5 5.2 3.8 4.3
584.0 568.4 552.1 537.1 525.2 513.1 2.6 467.0 2.3
Average per residential customer Kilowatt-hour usage 15,009 14,980 14,590 15,124 14,249 14,824 0.2 13,523 1.0
o _______Revenue _ _ | $ 1304 |$ 1247]|$ 1167 | § 1208 [$ 1,167 $ 1211 15 $ 1073 | 20
Peoples Gas System Plant investment® $ 7209 ($ 6591(% 5902 $§ 5187 | $ 4710 $ 4100 119 | $ 3033 9.0
Accumulated depreciation® $ 2384 ($ 22231% 2106 $ 1943 | $ 1820 $ 158.0 8.6 $ 108.0 8.2
Capital expenditures” $ 779 | $ 8361 % 74710 % 557 | % 282 $ 234 272 $ 257 11.7
Long-term debt" $ 145.2 1 $ 12211 % 74.5 $ 780 1% 690 $ 820 12.1 $ 775 6.5
Accumulated deferred income taxes, net™ $ 188 [ $ 2801 % 279 | $ 212 1 $ 236 $ 229 - 39 $ 180 04
Employees 742 697 845 897 824 1,152 - 69 1,147 - 35
Therms sold (thousands) Firm 292,181 320,601 300,022 320,833 256,714 283,267 0.6 409,778 - 33
Transportation 825,479 821,837 762,636 591,151 643,118 558,787 8.1 259,882 12.3
1,117,660 | 1,142,438 | 1,062,658 911,984 899,832 842,054 5.8 669,660 5.3
Number of customersatvearend o - 272,527 | 262,847 | 253,124 | 243,767 237,654 205,776 | 58 | 183,129 4.1
Diversified Companies Revenues®® $ 11244 |$ 855.1}% 7085} $ 6716 | $§ 631.0 $ 604.1 13.2 $ 4126 10.5
Net income™® $ 1485 |$ 1344 $ 841 $ 728 |$ 798 $ 781 13.7 $ 401 14.0
Operating assets (net of depreciation $ 28498 |$ 21601 % 14614 | $1,1488 | $ 9635 $ 9448 247 $ 6827 154
e o __ Employees® o e 2632 | 2144 1,651 | 1,620 1,558 1,495 | 120 1,389 6.6
(1) Millions. (4) Excludes the effect of unearned compensation which would reduce book value per share.
{2) Amounts shown prior to 1997 have been restated to include the results of the Peoples companies merger. (5) Results from the adoption of FAS 109, previously included in accumulated deferred income taxes.
(3) Restated to reflect a two-for-one stock split on Aug. 30, 1993. (6) Information provided before intercompany eliminations.
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TECO Energy Offices
TECO Plaza
702 N. Franklin Street
Tampa, FL 33602
813.228.4111 Fax813.228.1670
www.tecoenergy.com



