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TAMPA ELECTRIC
Polk Power Station’ Integrated Gasfication
Combined-Cycle (1GCC) Facility
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TAMPA ELECTRIC PEOPLES GAS TECO COAL TECO TRANSPORT TECO GUATEMALA

Responsibly Serving Our Customers’ Growing Energy Needs.




T -

e ~ \'// // \“‘//
TN N //

' >
T w T T I e L e .'“<7 f\\ /f ZAY
ST TR N T A AN Lil avts

WVILITY BUSINESEES

industrial customers depend on Tampa Electric for reliable power.

330,000 residential, commercial and industrial custamers.

native fuels.

Guatemala’s largest electric distribution utility.

TAMPA ELECTRIC is a regulated electric utility with almost 4,400 megawatts of
generating capacity. The company’s service area covers 2,000 square miles in
West Central Florida, including nearly alf of Hiffshorough County and parts of
Polk, Pasco and Pinellas counties. Mare than 660,000 residential, commercial and

PEOPLES GAS is florida’s leading provider of requiated natural gas distribution
services, With a presence in most of the state’s major metropolitan areas, Peoples
Gas brings reliable, environmentally friendly natural gas service to more than

TECO COAL subsidiaries own and operate low-suifur coal mines, synthetic
fuel production facilities and coal preparation facilities in Kentucky and Virginia.
These companies mine, process and ship more than nine million tons of
conventional coal and synthetic fuel annually to the U.5. and European steel
industries, as well as domestic utilities and other industrial customers. Synthetic
fuel produced by TECO Coal companies qualifies for federal tax credits for alter-

TECO TRANSPORT /s a2 marine transportation business consisting of three
major subsidiaries, which operate a U1.5.-flag oceangoing fleet, a towboat and
river barge fleet on the U.S. infand waterways, and a dry-butk commodity deep-
water transfer and storage terminal, TECO Transport companies move coal, phos-
phate, grain and other dry bulk commodities domestically and internationally.

TECO GUATEMALA subsidiaries own two power plants with long-term
power purchase agreements in Guatemala: the 120-megawatt, coal-fired
5an Jjosé Power Station and the 78-megawatt, oil-fired Alborada Power Station.
TECQ Guatemala’s operations also include a 24 percent interest in EEGSA,



TECO ENERGY, INC. AND SUBSIDIARIES

TECO Frergy, Inc. (NYSETE) is an energy-related holding company based in
Tampa, Florida. In addition to the regulated Florida operations of Tempa
Fiectric and Pecples Gas, TECC Energy businesses are engaged in coal and
synthetic fuel production in Kentucky; river and ocean transportation on the
Mississippi River, the Guif of Mexita and throughout the world; and power
generation and distribution in Guatemafa.
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Dear Shareholders,

As we reflect on 2006, I am very proud of what
our team accomplished. We performed well both
operationally and financially, despite challenges to our
results related to synthetic fuel and less than favorable
weather again this year,

In all of our activities, I am particularly pleased
with how we held true to the five core values that
definc our corporate culture: safety, integrity,

respect for others, achievement with a sense of

urgency and customer service, as described at
the bottom of this page.

2006 Accomplishments
Our financial focus in 2006 was the generation
of cash for the retirement of debt. Despite
record-high oil prices that reduced the tax credits
associated with our synthetic fuel production
business, we met our cash goals, including the
repayment of $100 million in trust preferred
securities, and we made an equity investment
in Tampa Electric.

We were also able to meet our goal of
accumulating cash in 2006 to be in a position to
repay all of the 2007 parent-level debt maturities.

We ended the year with almost $442 million of
unrestricted cash on the balance sheet.

Our operational facus on our core utility businesses
sharpened in 2006. Additional investment in Tampa
Electric, for example, brought improvements in both
service reliability and our customer service processes.

SHERRILL W. HUDSON
Chairman of the Board and Chief Executive Officer

Cur Culture

QUR PURPOSE

A commitment to inspiring trust, achieving
excellence, providing environmental
teadership and rising to any challenge we
face, which will benefit our customers,
team members and shareholders, and the
communities we serve.

QUR YISIOR

A company where people want to work, an
organization that s an asset to the community,
and a business in which investors want to invest.
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Our Businesses

In February 2007, we announced that we are exploring
the potential sale of or other strategic options for
TECO Transport, our waterbotne transportation
business. We have retained Morgan Stanley to assist us
in this process.

TECO Transport has been part of the TECO Energy
family for many years, and has provided efficient,
reliable and cost-effective transportation services to
Tampa Electric over that time. But there are converging
market dynamics that we cannot ignore.

Given the growth opportunities available to TECO
Transport, we want to ensure that the business is best
positioned to realize its potential in today’s strong
transportation market,

This mergers and acquisitions market for transportation
companies could lead to good outcomes for all
constituents and makes this an opportunity worth look-
ing at, with the potential for good value for TECO
Energy, growth for TECO Transport, and an excellent
opportunity for an investor focused on marine
transportation markets.

Infrastructure needs continue to be a prominent theme
for our Tampa Electric business, and the utility industry
as a whole,

With significant capital needs identified for the
coming decade, Tampa Electric is focused on meeting
regulatory requirements to “harden” its electric system,
while making needed additions to the state’s transmis-
sion system and addressing growing customer demand
for power.

In the future, Tampa Electric expects to need a larger
baseload generating unit to support its growing custormer
base. It published a request for proposals to meet its
need for 600 megawatts of coal-fired generation starting
in January 2013, which the company plans to either
build or buy.

CUR YALUES
Safety
» We emphasize a safe work environment and a culture of

fooking out for the safety and well-being of each other,
Our customers and our community,

* We believe the safety of life outweighs all other
considerations.

Integrity
* We hold ourselves to the highest ethical behavior in ali of

our business activities, including legal. regulatory financial,
operational and environmental matters,

* We honor our commitments.




If Tampa Electric constructs the unit, it will require
sigmificant capital investment, supported by equity from
TECO Energy. Anticipating this potential capital
investment, in addition to early repayment of debt at
the parent level, has led us to explore the potential sale
of TECO Transport.

If we are successful in obtaining good value for
TECO Transport, we anticipate we would use the
proceeds from the sale to accelerate our parent debt
retirernent plans.

As a result, we would have future cash available from
operating activities to invest in Tampa Electric for
generating capacity additions and other needs.

Peoples Gas System also has plans to expand its
system to meet growing retail demand for environmen-
tally friendly natural gas.

TECO Coal enjoyed strong coal markets again this year
and effectively dealt with some tough mining conditions
and operational interruptions when synthetic fuel
production was temporarily idled due to high oil prices.

The company is making some incremental investments
in new mining facilities that are expected to provide
opportunities for tong-term production gains.

TECO Transport continued to enjoy robust river and
ocean shipping markets and its remarkable recovery
from Hurricane Katrina in 2005, and experienced another
year of success.

TECOQ Guatemala had another strong year, with
excellent operations by its two generating facilities and
good returns from its ownership interest in Guatemala’s
largest distribution utility.

2007 Strategic Focus

As we look forward to 2007 and beyond, we continue
to focus on our utilities and their growth needs as our
top priority, followed by growth in our other businesses.

DUR YALUES .ortimcer

Respect for Others

o We value differences, development, teamwork, open
communications and continuous fearming.

o We treat all stakeholders, customers, team members, business
partners and investors, fairly.

o We communicate openly and in a timely way with all stakeholders.
Achievement With a Sense of Urgency

s We work, as a team, with speed, sound judgment and diligence
toward common goals.

o We support the business strategy and accept ownership and
personal responsibility for our actions.

Customer Service

« We realize customers are why our organization exists.

o We treat them fairly and provide high-quality services.

TECO Energy continues its commitment to balance
sheet improvement and debt retirement at the parent
company level. We retired $100 million of trust preferred
securities in December 2006, $57 million of junior
subordinated notes of January 2007, and we have
accumulated the cash to retire the $300 million of notes
maturing in May 2007.

Longer term, we plan to retire additional debt and
continue to improve our financial position.

We are targeting eamnings growth of as much as
10 percent for 2007, excluding the benefits of the
production of synthetic fuel.

As you will see going forward, we are working non-
stop to return to a position of financial strength and our
long-term pattern of earnings growth.

Why We're Here

Each of us at TECO Energy continues to work hard,
every day, to meet the needs of our most important
constituents; our shareholders, our customers and our
team members.

Thank you for your continued support of our company.

Sincerely,

%Mﬂ/v.

SHERRILL W. HUDSON

Chairman and CEQ ‘
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Tampa Electric

In 2006, Tampa Electric enjoyed strong customer growth, but revenues were again challenged
by mild weather. In addition to continued work on environmental projects at Big Bend Power
Station, the company celebrated the 10th Anniversary of Polk Power Station, recognized as the
cleanest coal-fired power plant in North America.

Continued Growth, Weather Challenges

“In 2006, Tampa Electric welcomed almost
18,000 new customers 1o its service territory,
reflecting average customer growth of
2.8 percent,

Strong customer growth was offset again
this year by mild weather, in addition to lower
per-Customer energy usage.

Factors influencing per-customer energy
usage included weather, price elasticity and
changes in building trends.

Milestone for Clean Coal Technology

In 2006, Tampa Electric’s Integrated
Gasification Combined-Cycle ({GCC) unit at
Polk Power Station celebrated 10 years of
commercial operaticn. Polk has been named
the dleanest coal-fired power plant in North
America by an independent Canadian research
firm, after a review of more than 400 plants
in Canada, the Unitec States and Mexico.

Polk is also recognized as the world leader
in the production of electricity frem environ-
mentally friendiy synthesis gas or “syngas.”
The facility has generated more electricity using
syngas in its ten years of operation than any
other facllity in the world.

In addition to Polk's contributions as an
efficient and highly reliable rescurce in Tampa
Electric’s generating fleet, it is also a source
of knowledge for dignitaries from around
the world.

Each vear, Palk hosts thousands of visitors
seeking to learn more from the world leader in
IGCC technelogy. Academicians, industry
leaders and members of Congress have all
been part of Polk’s ever-growing guest book.

Environmental Upgrades Continue

Tampa Electric team members continued
work on the naxt major phase of the company’s
$1.5-billicn, ten-year environmental improve-
ment plan: the installation of best available

contref technology to reduce nitrogen oxides
{(NOx) emissions at the coal-fired Big Bend
Pawer Station.

Selective catalytic reduction, or SCR,
technology, functions like the catalytic converter
on a car. The SCR unit takes NOx out of the
gas stream of the coal-fired electric power
generating plant, reducing pcliution. When
complete in 2010, the system will cut NOx
by 75 percent on Unit 4 and more than 90
percent on Units 1-3.

Customer Service Advances
In 2005, Tampa Electric implemented a
predictive dialing phone system to help manage
satety, power restoration, bill collection and
other communications in a single package.
The company’s predictive dialer system was
initially designed to generate automatic calls
to company field workers after hours, letting
them know where to report for power
restoration work.

SCR PROJECT

Left: Work continues on the
installation of selective catalytic
reduction technology at Tampa
Electric's coai-fired Big Bend
Power Station. The SCR project
will reduce nitrogen oxides
emissions significantly at ng
Bend by 2010. :

BIG BEND POWER STATION
Right: Big Bend provides more __
than 1,700 megawatts of coal-
fired electricity to Tampa Electric
customers. The responsible use of
coal, an abundant and affordable
fuel, is an important part of
Tampa Electric’s fuel diversity
strategy.




The system’s applications were widened
ta automatically call customers who have
experienced power outages to inforr them of
their estimated restoration time. The system
then calls back to verify power has been
restored. Cther proven uses indude verifying
streetlight outage reports and contacting cus-
tomers with missed electric service payments.

Growth and Expansion

The next decade is expected to be one of
significant capital investment and growth for
Tampa Electric.

On the energy delivery side of the business,
there are additional capital needs. The company
will be investing to build its share of the high

voltage transmission lines needed to maintain
reliability in Central Florida.

Tampa Electric is also in the process of
implementing Florida Public Service Commissian-
required activities designed to "harden” its
transmission and distribution system against
storm damage.

Starting in early 2007, the company
welcomes Polk Units 4 and 5, two natural
gas-fueled peaking units with a capacity of
180 megawatts each.

The company has also announced plans for
its next baseload unit, due to be in commerdial
operation by January 1, 2013. Building on its
success at Palk Power Station, the company is

POLK POWER STATION
CELEBRATING 10 YEARS

In September 2006, Polk Power
Station celebrated a decade of clean
coal technology. Polk Unit 1 takes
low-cost fuels, like coal and petroleum coke, and

POWER STaTION
o-ruan Aosieeorny
. 1996-2006 .

through a special chemical process, converts them
10 a tlean-burning gas that powers the turbines.
Polk is the world leader in the production of

electricity from clean-burning synthesis gas.

considering, pending regulatory and other
approvals, employing 1GCC again, this time for
a 630-megawatt unit, over twice the size of
Polk Unit 1.

The new generation of IGCC units offers
ever: lower air emissions than Polk 1 and
the patential to capture or sequester carbon
dioxide.

Recognizing Tampa Electric’s potential for
success with a new IGCC unit, in late 2006,
the United States Department of Energy
awarded the company $133.5 million in tax
credits under & program to encourage the
development of clean coal technologies.
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Peoples Gas

In 2006, Peoples Gas enjoyed its 10th straight year of earnings growth, while the company invested
in enhanced customer service and system growth to meet growing demand for environmentally
friendly natural gas. The company continued to be recognized for its safety achievements,

Customer Growth and Improved Service

In 20086, the company’s annual customer
growth rate was 3.3 percent. Peoples Gas
celebrated its tenth straight year of earnings
growth.

Shargening its dedication to customer
service, the company is focused on serving
customers faster and more accurately than
ever before. A new Interactive Voice
Response System was designed for use in
the custorner call center.

Below feft: PEOPLES GAS team members
oversee installation of natural gas pipelines
to serve the growing demand for natural gas
in Northeast Florida.

Below right: Natural gas pipe ready for
installation. Peoples Gas continued to
expetience strong customer growth in 2006,
at a rate of more than 3 percent.

The new IVR, when installed in early 2007,
will reduce wait times and provide custemers
with options that will significantly speed service
delivery. In addition to the company's online bill
payment service, customers will have the ability
to view monthly and historical statements on
the company’s Web site.

System Investment and Expansion

As planned, Peopies Gas completed con-
struction of a large gas supply line to enhance
service 10 its largest customer, Jacksonville
Electric Authority.

The company added four more counties to
its service area last year. Pipelines were extended
to provide natural gas in a number of additional
areas, including a large section south of Ocala
with new residential and commercial develop-
ments, & well as a major commercial boulevard
in Broward County and the city of St. Augustine
in St. Johns County.

Peoples Gas recelved approval from the
Florida Public Service Commission to modify
s energy conservation programs. The approval
allows enhanced incentive payments that
could be applied to the purchase of new gas
appliances in the residential market.

This change is neutral to the company’s
net income, but should facilitate new customer
additions in the future, and helps existing
customers save energy.

Safety Recognition

In 20086, the American Gas Association
presented Peoples Gas with the Leader
Accident Prevention Award for achieving a
totat OSHA recordable injuries and illness rate
below the industry average.




TECO Coal

TECO Coal saw strong coal markets again in 2006, with higher prices. The company
continues to invest in incremental growth and enhancements to its mine safety program.

Strong Markets

TECO Coal enjoyed strong coal markets
again in 2006, with higher average net selling
prices per ton across ali products. The company
has @ majority of its production under contract
for 2007.

The company temporarily idled its production
of synthetic fuel during the summer of 2006,
when high ail prices reduced the value of tax
credits available for the production of it,
adversely impacting the cash payments TECO
Coal received from its synthetic fuel investors.

Team members effectively dealt with
operational interruptions during this hiatus.

Incremental Growth

Althcugh some expansion activities planned
for 2007 were delayed due to a softening in
the coal market, the company made invest-
mens in plant upgrades and lease acquisitions
that are expected to provide long-term
production gains.

In 2006, TECO Coal installed equipment
to improve coal recovery from two coal
preparation plants. The equipment is expected
to add 50,000 tons of coal for the high-value
metallurgicai market and 100,000 tons of
coal of high quality utility coal to the market
in 2007.

Mine Safety

TECO Coal made an additional investment
in its already robust safety program to
address new requirements at the federal

designed to promote safe working practices, PREMIER ELKHORN, one of TECO Coal’s main
provide the best possible work environment operations, is supplied by a number of both

and encourage compliance with 2ll anplicabl deep and strip mine operations. The operation's
ge compia ppiicable printipal products include high quality steam

and state levels, regulations. coal for utilities, specialty stoker preducts for
The company recognizes its employees as its The company has received numerous Industrial uses, PC) coals for steel mills and coal
awards for its safety, including the Joseph P used in other metallurgical industries.

most valuable asse?, and the company is
absolutely committed to their safety. Programs
such as the company’s S.AFE. (Safety and
Accountability For Everyone) program are

Holmes Safety Assoclation safe mine award.
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TECO OCEAN SHIPPING

Strong transportation markets

have created many opportunities for
TECO Transport companies, including
increased numbers of international
voyages on vessels like the

M/V Sheila McDevitt, pictured here.

SAN JOSE POWER STATION and its
sister facility, Alborada Power Station, are

important parts of the Guatemalan energy
infrastructure. TECO Guatemala also

owns an interest in Guatemala's largest
distribution utility, Emprésa Eléctrica de
Guatemala, S.A.

&  TECO Energy Annual Report | 2006

TECO Transport

TECO Transport continued to enjoy strong
river and ocean shipping markets during its
remarkable recovery from Hurricane Katring
and experienced another year of success.

TECO Bulk Terminal

Team members at TECO Bulk Terminal com-
pleted permanent repairs to damage resulting
from hurricanes Katrina and Rita by May 2006.

TECO Ocean Shipping

Demand for oceangoing dry bulk shipping
remained strong due to good domestic and
international markets. The company again
participated in increased numbers of international
voyages than it had in previous years, thanks to
favorahle market conditions.

TECO Ocean Shipping team members also
achieved higher utifization of equiprment, with
mare days spent operating on average than
Previous years,

TECO Barge Line

To take advantage of strong demand and
good pricing in the river transportation business,
TECO Barge Uine brought 50 newly built barges

TECO Guatemala

TECO Guatemala had a good year in 2006,
producing strong earnings and cash flow and
achieving results that exceeded the company’s
expectations.

The team also achieved lower-interest
financing through renegotiation and lowered
ts progerty iNsUrance expenses.

The comgany also met all of its operational
targets. The generating stations operated
extremety well, with an average of more than
95 percent availability at both, and excellent
safety records.

TECO Guatemala'’s ownership interest in
distribution assets at Frprésa Eléctrica de

on line starting in mic-2006, replacing older
barges that were retired.

This reduces the average age of TECO
Barge Line’s fleet, and gives the business more
cperating flexibility to take advantage of
strong rates.

Growth Opportunities

TECO Transport as a whole has enormous
potential to grow and take advantage of strong
transportation markets.

In early 2007, TECO Energy announced that it
Is exploring options to meet or exceed parent-
level debt retirement commitments and to make
additional investments in its principal business,
Tampa Electric, to support that company’s growing
capital reguirements,

These options include the sale of TECO
Transport. The decision to explore this option is
based on marine transportation market conditions
that are right for the company to get good value
for TECO Transport and for any new owner to
obtain a high quality company with a dedicated
operating team.

Guatemnala, 5.A. (EEGSA) continues tc pay
dividends, providing excellent income and continued
growth. EEGSA performed better than expected
in 2006,

In the TECO Energy tradition, TECO Guatemala
continued to give back to its local communtties.
The company has built a 50-student school near
the San José Power Station.

In addition, team members have donated funds
for two classrooms to an elementary school near the
Alborada Power Station, as well as school supplies
and playground equipment.




Management’s Discussion & Analysis
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Management’s Discussion & Analysis of Financia Conditions & Results of Operations

This Management’s Discussion and Analysis contains forward-looking statements, which are subject to the
inherent uncertainties in predicting future results and conditions. Actual results may differ materially from those
forecasted. Such statements are based on our current expectations, and we do not undertake 1o update or revise such
forward-looking statements. These forward-looking statements include references to our anticipated capital
expenditures, liquidity and financing requirements, projected operating results, future transactions, and other plans.
Important factors that could cause actual results to differ materially from those projected in these forward-looking
statements are discussed under “Risk Factors.”

TECO Energy, Inc. is a holding company, and all of its business is conducted through its subsidiaries. In this
Management's Discussion and Analysis, “we,” “our,” “ours” and “us” refer to TECO Energy, Inc. and its
consalidated group of companies, unless the context otherwise requires.

Overview

We are a diversified energy-related helding company with five businesses consisting of regulated electric and gas utility
operations in Florida and other operating companies engaged in coal mining and synthetic fuel production, waterborne
transportation services and, in Guatemala, unregulated electric generation with long-term contracts and regulated electricity
distribution.

Our regulated utility companies, Tampa Electric and Peoples Gas System (PGS) operate in the high-growth Florida market.
Tampa Electric serves more than 661,000 retail customers in a 2,000 square mile service area in west ceniral Florida and has
electric generating plants with a winter peak generating capacity of 4,383 megawatts. PGS, Florida’s largest regulated gas
distribution utility, serves more than 332,000 residential, commercial, industrial and electric power generating customers in all of
the major metropolitan areas of the state, with a total natural gas throughput of 1.3 billion therms in 2006.

Our other energy-related operating companies are TECO Coal, TECO Transport and TECO Guatemala. TECO Coal,
through its subsidiaries, operates surface and underground mines and related coal processing facilities in eastern Kentucky,
Tennessee and southwestern Virginia producing metallurgical-grade and high-quality steam coals. Sales in 2006 were 9.8
million tons, of which 5.3 million tons were sold as synthetic fuel. TECO Transport, our waterbome transportation company,
through its subsidiaries, operates a fleet of inland river barges and towboats on the Ohio, Mississippi and [llinois rivers and their
tributaries; a fleet of eight oceangoing tug-barge combination units and three ships that operate in the Gulf of Mexico and
worldwide transporting dry-bulk cargos; and a dry-bulk storage and transfer terminal located on the Mississippi River southeast
of New Orleans. TECO Guatemala, through its subsidiaries, owns a coal-fired generating facility and has a 96% ownership
interest in an oil-fired peaking power generating plant, both under long-term contracts with a regulated distribution utility in
Guatemala. It also has a 24% ownership interest in Guatemala’s largest distribution utility.

Since 2003, our business strategy has been to focus on these five businesses and also to divest of our merchant power and
unregulated energy services businesses, which was substantially completed in 2005. This strategy was implemented following a
series of major investments in unregulated domestic power generation facilities outside of Florida, and other smaller unregulated
energy service providers within Florida made during the years 2000 through 2003. These investments were made in anticipation
of a movement toward competitive energy markets in Florida and other states. However, the wholesale power markets evolved
in 2 manner that was much different than we expected at the time the investment decisions were made, and the independent
power business changed dramatically. These changes reduced the prospects for the profitability of the investments in cur
unregulated domestic independent power generation facilities for several years to come, such that we decided to reduce the risk
to cash flow and earnings from our involvement in the merchant power sector by divesting the assets (see the TWG Merchant
section). In the exiting of the merchant power business, we sold assets at prices below those we paid and recorded large write-
offs, and in the case of the large Union and Gila River power plants we wrote off our entire equity investment. We had issued
significant amounts of debt at the TECO Energy parent level to fund portions of these investments, which negatively impacted
our balance sheet and credit ratings.

As a result of our renewed focus on our utility operations and profitable unregulated businesses and the aggressive and
successful execution of our plans to exit the merchant power business, our financial position has improved, our business risk
profile has been reduced, and all three of the debt rating agencies moved their outlook on TECO Energy’s and Tampa Electric’s
debt ratings from “negative” (o “stable” in 2005. One of our goals, over time, is to return to an investment-grade credit rating at
the parent level and to improve Tampa Electric’s credit ratings through our actions to improve our cash flows, reduce debt and
reduce business risk.

Our cash priorities are to reduce parent debt levels and to invest in Tampa Electric to support its capital needs associated with
customer growth and environmental compliance. As part of our efforts to return to investment grade, in 2006, we announced
plans to retire $500 million of TECO Energy parent-level debt beyond the retirement of the $357 million maturing in 2007 and
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the $200 million of 8.5% trust preferred securities (TruPS) retired in 2005 and 2006, We are now considering various options to
meet or exceed our debt retirement goals, and to make additional investments in Tampa Electric to support its growing capital
requirements (see the Tampa Electric and Capitat Expenditures sections).

Given the growth opportunities available in water transportation, we want to ensure that TECO Transport is best positianed
to realize its potential in today’s strong marine transportation market. Among the alternatives we are considering to address our
financial and business priorities is a review of the options for the long-term future of TECO Transport, including its sale.

The sale of TECO Transport is not a decision we take lightly, as it has a long history as a solid and profitable performer in
our family of companies. However, the current strong market for transportation services and for transportation company mergers
and acquisitions makes this an opportunity that we must consider, with the potential for good value to TECO Energy and growth
for TECO Transport from an investor focused on marine transportation markets.

2006

In 2006, we remained focused on growing earnings and building our cash and liquidity position to enable us to grow our
utility businesses and to further reduce TECO Energy parent debt. Our per-share results, excluding charges, gains and synthetic
fuel results, improved over 2005 levels. Despite the reduced cash generation from the production of synthetic fuel due to high oil
prices, our businesses provided strong cash generation, which allowed us to build a significant cash position. This allowed us to
continue our accelerated efforts to reduce parent debt with the retirement of the remaining $100 million of our highest cost debt,
the 8.5% TruPS due in 2041. We also made a planned $52 million cash equity contribution to Tampa Electric to support its
higher capital expenditures as the construction of the two peaking units at the Polk Power Station and the selective catalytic
reduction (SCR) equipment for nitrogen oxides (NO,) control on the coal-fired units at the Big Bend Power Station continued,
and we made a voluntary, previously unplanned $30 million contribution to the TECO Energy pension plan to accelerate
improvement in the funded status of the plan. We also invested in additional facilities at TECQ Coal to replace higher cost mines
that are being idled and to increase production afier 2007, if market conditions warrant it, Even after these actions, and despite
reduced cash proceeds from investors in our synthetic fuel production facilities, we ended 2006 with over $400 million of cash
available at the TECO Energy parent level.

Our earnings in 2006 reflected improved results at PGS and TECO Transport, the elimination of operating losses related to
merchant power activities, and lower parent interest expense as a result of the early retirement of $380 million of 10.5% notes in
June 2005 and the first $100 million of TruPS$ in late 2005. Tampa Electric continued to benefit from strong customer growth,
but the planned increased spending on customer service enhancements, distribution system reliability, and reliability and
capacity factor improvements on its coal-fired generating units offset higher base revenues. Results also reflected the impact of
the temporary idling of our synthetic fuel production facilities for approximately eight weeks during the summer due to high oil
prices and the partial phase-out of the tax credits for the production of synthetic fuel due to high oil prices and the resulting
reduction in revenues from the third-party investors. Excluding synthetic fuel, TECO Coal benefited from the contracts signed in
2005 and early 2006 during a period of very strong coal prices.

We also completed the disposition of the remaining assets associated with the merchant power plants and small energy
services businesses in 2006. We sold the remaining McAdatns Power Station assets along with the site, two unused stream
turbines and a district cooling plant in Miami, Florida.

Outlook

Focus on Our Core Businesses

For 2007, we plan to continue to focus on improving earnings and maintaining our strong cash and liquidity positions (see
the Liquidity, Capital Resources section). We currently estimate our 2007 per share results from continuing operations,
excluding synthetic fuel, to be in a range of $0.97 to $1.07. This estimate is driven by the expected continued customer and
energy sales growth at the Florida utilities, lower coal production at TECO Coal at margins consistent with 2006 levels,
continued strong river barge rates and good operations in the oceangoing business at TECO Transport, and continued strong
operating results at TECO Guatemala, This estimate also includes expected lower parent interest expense as a result of debt
retirements completed in 2006 and planned in 2007.

[n 2007, we expect reported net income calculated in accordance with Generally Accepted Accounting Principles (GAAP) to
inchude approximately $0.33 per share of benefits expected from synthetic fuel production. Cash generated by synthetic fuel
production in 2007 will help add to the cash position that we have built for future debt retirement. Due to the idling of the
synthetic fuel production facilities for a portion of 2006 and the end of the program after 2007, we think it is important to
provide a non-GAAP results measure that excludes all costs or benefits related to the production of synthetic fuel. This measure
provides investors additional information to assess the company s results and future eamnings potential without the production of
synthetic fuel.
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Since July 2006, we have provided two measures to allow comparison of our results both with and without synthetic fuel.
They are non-GAAP results from continuing operations including benefits from the production of synthetic fuel (Non-GAAP
Results With Synthetic Fuel), which exclude certain charges and gains but include synthetic fuel, and non-GAAP results
excluding synthetic fuel (Non-GAAP Results Excluding Synthetic Fuel), which excludes charges, gains and benefits associated
with the production of synthetic fuel (see the Non-GAAP Infermation section). We will continue to provide Non-GAAP
Results Excluding Synthetic Fuel, and are providing our 2007 results expectations on this basis.

With the expiration of the synthetic fuel tax credits at the end of 2007, we expect to partially mitigate the corresponding
reduction in earnings and cash flow that will result by optimizing our coal operations, improving results from all of the operating
companies, and reducing interest expense at the parent level. We expect that interest expense will be lower in 2008 as a result of
our planned retirement of the remaining TECO Energy parent debt maturing in 2007, as well as the retirements accomplished in
2006.

These forecasted results are based on our current assumptions described in each operating company discussion, which are
subject to risks and uncertainties (see the Risk Factors section).

We are maintaining our priorities for the use of cash to improve our financial profile through debt reductions at the TECO
Energy parent level and to invest in our regulated businesses. Our near-term debt reduction efforts are focused on the retirement
of the remaining 2007 debt maturities and longer-term on reducing parent-level debt by an additional $500 miilion in the 2008 to
2010 period. We expect to make an additional $80 million equity contribution to Tampa Electric in 2007 10 support its continued
capital spending for environmental controls and to serve its growing customer base.

Capital expenditures increased in 2006, primarily at Tampa Electric for additional peak-load generating units, equipment to
control NO, emissions and heat rate and capacity factor improvements in coal-fired units. We also invested in new mining
equipment and mines at TECO Coal. We forecast capital expenditures to increase further in the 2007 through 2011 period at
Tampa Electric to meet normal customer growth and generation plant maintenance, for distribution system improvements to
provide higher reliability, for its portion of transmission system expansion and upgrades in the Central Florida area to meet the
new National Electric Reliability Council (NERC) reliability standards, for modest distribution system expansion at Peoples
Gas, and for the completion of incremental production capacity increases at TECO Coal that commenced tn 2006 (see the
Liquidity, Capital Resources section). In addition, Tampa Electric is evaluating alternatives for meeting its needs for additional
generating capacity in the 2009 — 2013 period, including the potential for new baseload generating capacity in 2013, which will
affect capital spending in 2008 through 2012 and is not reflected in our current forecast (see the Capital Expenditures section).

Expected Effects of Synthetic Fuel Production on Cash and Earnings

A major source of the GAAP earnings and cash that we expect to generate in 2007 comes from TECO Coal’s previously
completed sales of ownership interests in its synthetic fuel production facilities and the synthetic fuel related tax credits
generated for the third-party owners. In 2007, the synthetic fuel tax credits could be reduced if oil prices exceed a certain
threshold level and completely phased out if oil prices exceed the top of a range, which we estimate to be a range of $63 to $79
per barrel, as measured on a New York Mercantile Exchange (NYMEX) basis.

In January 2007, TECO Coal entered into oil price hedge instruments that protect against the risk of a reduction in the
revenues we expect from the third-party investors from the production of synthetic fuel in 2007 due to high oil prices. When
combined with hedges entered into in Qctober 20086, the additional instruments protect approximately $195 million of the gross
cash benefits expected from the third-party investors for the production of synthetic fue