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PURPOSE OF THE ANNUAL REPORT TO BONDHOLDERS

The 2004 Annua Report to Bondholders has been prepared by the City of Tallahassee to provide informa-
tion concerning the City, its financial operations and its indebtedness. This information is made available to re-
guesting, current security holders and potential purchasers of securities in the secondary market, dealers, security
analysts, rating agencies, Nationally Recognized Municipal Securities Information Repositories (NRMSIRs), and
other interested parties. The City of Tallahassee has selected DAC, an Ernst & Young LLP Company, asthe City's
disclosure/dissemination agent. This 2004 Annual Report to Bondholders can be found on the DAC website at
www.dac-ey.com. The DAC website also hostsrelated City documentsincluding official statementsfor outstanding
debt. The City maintains a distribution list of individuals or firms that have indicated an interest in reviewing the
report. Theseinterested parties are notified when the report is available on the DAC website. Anyoneinterested in
being added to the distribution list should make that request in writing to the address listed at the bottom of this
section.

In addition to this Report, each fiscal year the City of Tallahassee prepares a Comprehensive Annual Finan-
cial Report, which includes audited financial statements in accordance with generally accepted accounting prin-
ciples. This document is available from the City upon request and is also hosted on the City’'s website at
www.talgov.com. The current auditors for the City are Thomas, Howell, Ferguson, PA and Law, Redd, Crona &
Monroe, PA, Tallahassee, Florida.

In compliance with SEC rule 15¢2-12, the City has entered into undertakings to provide secondary market
information in connection with the following bond issues:

*  $15,360,000 Capital Refunding Bonds, Series 2001, dated October 15, 2001.
$27,630,000 Energy System Refunding Revenue Bonds, Series 2002, dated August 1, 2002.
$17,680,000 Energy System Refunding Revenue Bonds, Series 2001, dated May 1, 2001.
$143,800,000 Energy System Refunding Revenue Bonds, Series 1998 A, dated November 1, 1998.
$49,220,000 Energy System Revenue Bonds, Series 1998 B, dated November 1, 1998.
$23,900,000 Consolidated Utility Systems Refunding Revenue Bonds, Series 2001, dated May 1, 2001.
$46,780,000 Consolidated Utility Systems Revenue Bonds, Series 1995, dated July 1, 1995.
$11,995,000 Airport System Revenue Refunding Bonds, Series 1995, dated November 15, 1995.

Therelease of thisreport satisfies, in the City’s opinion, the requirements for annual disclosure as set forth
in the undertakings. The City is committed to fulfilling its disclosure obligations, as now or as may hereafter be
defined by the SEC. While the City is committed to the release of secondary market information necessary to
evauate the City’s credit, the City is making no on-going commitment to the publication and release of future
Reports to Bondholders and in the future its disclosure obligations may be met through supplements or enhance-
ments to its Comprehensive Annual Financial Report or through the release of other documents.

The City has not undertaken an independent review or investigation to determine the accuracy of informa-
tion that has been obtained from other sources. Certain information presented herein has been obtained from sources
that are believed by the City to be reliable, but neither the City nor the elected or appointed officials make any
representations or warranties with respect to the accuracy or completeness of that information.

Additionally, to the extent that certain portions of the Annual Report constitute summaries of documents,
reports, resolutions, or other agreements relating to the operations or outstanding debt of the City, this Report is
qualified by reference to each such document, report, resolution, or agreement, copies of which may be obtained
from the Office of the City Treasurer-Clerk. The Report contains certain capitalized undefined terms. Such terms
are defined in the resolutions of the City authorizing the issuance of the respective bonds of the City.

The City encourages readers of the report to provide suggestions that will improve the readability or useful-
ness of the report. Questions concerning the information contained herein or suggestions should be directed to:

City Treasurer-Clerk

City of Tallahassee

300 South Adams Street

Tallahassee, Florida 32301-1731
(850) 891-8130; FAX (850) 891-8210
treasury @talgov.com


Mailto: treasury@talgov.com
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EXECUTIVE SUMMARY

The City’sAnnua Report to Bondholdersis designed to provide areader, with no prior background, general
information regarding the City and its debt. For those readers who regularly follow the City, much of the informa-
tion contained herein may berepetitive. To assist those readers, the most significant changes since last year’sreport
are highlighted below. Readers are encouraged to read the report in its entirety even though the City, by means of
thisexecutive summary, identifiesonly those eventsthat it believesto be the most important that have occurred since
the publication of the 2003 Annual Report to Bondholders.

Property Tax

Because of the number of state and federal officeslocally and the presence of two universities and acommu-
nity college, lessthan 50% of the City’s property is subject to taxes. The FY 2004 millagerate of 3.7 millsrepresents
a .5 mill increase from FY 2003 and is the first time the millage rate has changed since FY 1991. Estimates for
property tax receipts beyond FY 2004 assume continuation of the new millage rate and a growth rate of 5%.

General Fund Transfer

Beginning in FY 2004, the base for Electric Fund transferswill be set at an amount comparable to 8.3 mills
of kilowatt hour (kWh) retail sales. Accordingly, the annua transfers will vary with changes in retail sales of
electricity. Thetransfer levelsfor water, sewer, and solid waste have been set as a percentage of the prior three-year
average of gross system revenues for each utility. The percentages for water, sewer and solid waste are 20%, 4.5%,
and 0.75%, respectively. The solid waste transfer will be new in FY 2004. The transfer from gas increased by a
level amount that is not related to system sales.

Blueprint 2000

A local option one-cent salestax has been in effect since November 1989 to provide funding for transporta-
tion projects and law enforcement facility improvements. Funds from the sales tax have allowed the community to
build anew Leon County detention facility, expand and renovate the Tallahassee Police Department Headquarters,
complete badly needed roadway projects, and improved bicycle and pedestrian facilities. Thislocal option tax has
been extended until 2019. Beginning in December 2004, these taxes will be alocated 80% to Blueprint 2000
projects and 10% each to City of Tallahassee and Leon County projects. Blueprint 2000 is an intergovernmental
agency formed to meet infrastructure and natural resource management needs that affect both Leon County and the
City of Tallahassee. Future uses include critically needed community initiatives including stormwater projects,
green space acquisitions, park and other recreation improvements, and other transportation projects. 1n 2003, Blue-
print 2000 issued $70,000,000 of bonds supported by the Blueprint 2000 share of the one-cent sales tax.

DAC

As part of its continuing effort to efficiently provide continuing disclosure information to investors and
other users, the City of Tallahassee has chosen to issue this 2004 Annual Report to Bondholders electronically. The
report may be found at www.dac-ey.com, the website of DAC-EY, an Ernst & Young LLP Company. DAC acts as
disclosure dissemination agent for issuers of municipal bonds, electronically posting information on behalf of issu-
ers. Investors and others may access disclosure on any municipal bond in the DAC System free of charge by regis-
tering for a password. In addition to the City’s 2004 report, annual reports from the past several years are available
on the DAC site. Official statements for each of the outstanding issues summarized in this annual report are also
posted.


http://www.dac-ey.com/index.jsp

If you are new to the DAC system, please click Register in the “DAC for Investors’ section on the home
page, complete the registration form and submit. You can set Event Filtersfor your account by logging into the DAC
system and clicking the Profile icon to receive e-mail notification whenever something new isfiled by the City. You
may search by CUSIP number, obligor, issuer, issue description, bond type, city and state, county and state, or by
state only. Once the issue(s) searched are located you can customize your portfolio by checking the corresponding
box and clicking Add Checked Items to Portfalio.

Tallahassee Regional Airport

The City of Tallahassee entered into an agreement with Air Tran in November 2001 to provide a$1.5 million
revenue guarantee and $600,000 in marketing assistance. This agreement was renewed in 2002, but concluded in
November 2003. The agreement helped bring alow fare carrier to this market, producing more competitive prices
from existing airlines. While the agreement has terminated, the Airport continues to enjoy increased passenger
traffic. 2003 marked the second year in arow in excess of 1,000,000 passengers compared to total traffic in 2001 of
853,626. Traffic at the Airport reached arecord level in 2003 with 1,113,243 passengers, and passenger counts for
2004 are expected to show growth of 2% or more.

Talgov.com

The September 30, 2003 Comprehensive Annual Financial Report, which includes audited financia state-
ments in accordance with generally accepted accounting principles, is available on the City’s website at
www.talgov.com. The website also has other useful information available, including the City’s budget for FY 2004.


http://talgov.com/citytlh/dma/index.html

THE CITY OF TALLAHASSEE

I ntroduction

The City of Tallahassee providesafull range of municipal servicestoitscitizens. Theseinclude: policeand
fire services, construction and maintenance of streets, sidewalks, and cemeteries, solid waste collection, recreation,
public improvements, planning and zoning, general administrative services, five utilities (electric, gas, water, sewer
and stormwater management), a mass transit bus system, and aregional airport. For the purposes of this report, the
term General Government refers to activities supported by the General, TalTran, Golf Course, Fire Services, and
Solid Waste funds.

Between 1919 and 1997, the City of Tallahassee operated under a Commission-Manager form of govern-
ment. In 1996, the citizens of Tallahassee approved a changein the method of selecting aMayor, voting to elect this
position directly, replacing the annual rotation of Mayor among the Commissioners. In 1997, the citizens elected
their first Mayor of the City of Tallahassee. The Mayor and other four Commissioners are el ected at-large for four-
year terms. Administration of the City is vested in four appointed officers. City Manager, City Treasurer- Clerk,
City Auditor and City Attorney. The City Manager isthe chief executive. The City Treasurer-Clerk isthe supervisor
of elections, custodian of public records, and is responsible for the management of public funds.

Population and Growth

The presence of the state capital and two major universities helps to shape Leon County’s population as
relatively young, well educated, and affluent. A median age of 29.5 yearsranks Leon County asthe second youngest
county in Florida (Tallahassee, with amedian age of 26.3 is Florida s youngest city), while our education level isthe
highest in the state. According to the 2000 Census, 41.7% of arearesidents aged 25 or older had compl eted at least
four years of college, compared to 22.3% of the state on average. Leon County’s relative wealth is depicted by a
median family income of $52,962 (2000 Census), which ranks 7th highest of the 67 Florida counties and is 16%
greater than the state median. The 2000 Census figures show aracially diverse community, with minorities account-
ing for 33% of the population, with African-Americans making up 30% of Leon County.

Population Growth, Past and Future

Year Tallahassee Unincor porated L eon County
1930 10,700 12,776 23,476
1960 48,174 26,051 74,225
1990 124,773 67,720 192,493
2000 150,624 88,828 239,452
2003 162,310 93,190 255,500
2010 177,700 104,600 282,300
2020 197,900 118,900 316,800
2030 215,400 131,300 346,700
Sources:

1930-2000 - U.S. Department of Commerce, Census Bureau
2003-2030 - Leon County: University of Florida, Bureau of Economic and Business Research Tallahassee: Planning
Department, assuming continued annexations.

Employment

Government employment, particularly State employment, has historically been a source of stability for the
local economy. Representing 37% of all employment in Leon County, government employment has helped to keep
unemployment rateslow. Thisheavy concentration of employment in one sector, however, has the effect of making



Leon County’s economy susceptible to downturnsin that sector. Thisthreat is of particular concern now, as Gover-
nor Bush and the Florida Legidature are in the process of trimming state government jobs by 25% over five years.
Recognizing the need to diversify the area’s economy, the local government and the Chamber of Commerce are
intensifying efforts to attract additional employers to the area and to assist the expansion of existing local busi-
NEesses.

Aver age Annual Unemployment Rate

Year L eon County Florida United Sates
1970 2.5% 4.3% 4.9%
1980 4.4% 5.9% 7.1%
1990 3.8% 5.9% 5.4%
2000 2.3% 3.6% 4.0%
September 2003 (preliminary)  3.3% 5.4% 5.8%

Sources: Floridaand U.S. Labor Statistics

2002 Tallahassee M SA
Labor Force Estimates by Industry

Number of Per centage of

Industry Employees Labor Force
Mining and Construction 6,700 4.2%
Manufacturing 3,600 2.3%
Transportation/Public Utilities 1,900 1.2%
Wholesale Trade 3,100 2.0%
Retail Trade 17,300 10.9%
Information 3,900 2.5%
Financial Activities 6,800 4.3%
Professional and Business Services 18,900 12.0%
Education and Health Services 15,800 10.0%
Leisure and Hospitality 12,300 7.8%
Other Services 8,200 5.2%
Local Government 13,200 8.3%
State Government 44,600 28.2%
Federal Government 1,800 1.1%
TOTAL (non-agricultural) 158,100 100%

| ncome Char acteristics

Due to the nature of government and university employment, which call for a high percentage of profes-
sional and white collar employees, Leon County enjoysrelatively high incomelevels, especially when compared to
surrounding counties. Leon County also has the highest percentage of females in the workforce of any county in
Florida, which helps contribute to higher income levels.



Median Family Income

County 2000 Sate Rank
Calhoun $32,848 61
Franklin $31,157 65
Gadsden $36,238 46
Jefferson $40,407 34
Leon $52,962 7
Liberty $34,244 57
Madison $31,753 63
Taylor $35,061 50
Wakulla $42,222 28
FLORIDA $45,625

us $50,046

Source: U.S. Department of Commerce Bureau of the Census, 2000.



GENERAL GOVERNMENT

Property Taxes

Property taxes can significantly impact the citizen's perception of economic success. The City enjoyed the
lowest millage rate of the ten largest cities in Florida for 2003 and 2004. The 2004 rate reflects an increase of .5
mills, the City’sfirst property tax increase since 1991. Tallahassee's low millage rate should act as an incentive to
economic growth and stability. Jacksonville was not included in the table below sinceit is a consolidated city with
varying millage rates for different sections of the city.

Millage Rates
City 2000 Population 2003 2004
Miami 362,470 9.0 8.8
Tampa 303,447 6.5 6.5
. Petersburg 248,232 7.1 7.1
Hiaeah 226,419 7.5 75
Orlando 185,951 5.7 5.7
Fort Lauderdale 152,397 4.8 4.8
Tallahassee 150,624 3.2 3.7
Hollywood 139,357 6.9 6.9
Pembroke Pines 137,427 4.6 4.6
Cora Springs 117,549 3.9 39

Major Initiatives— Blueprint 2000
Blueprint 2000

A local option one-cent salestax has been in effect since November 1989 to provide funding for transporta-
tion projects and law enforcement facility improvements. Funds from the salestax have allowed the community to
build anew Leon County detention facility, expand and renovate the Tallahassee Police Department Headquarters,
complete badly needed roadway projects, and improved bicycle and pedestrian facilities. Thislocal option tax has
been extended until 2019. Beginning in December 2004, these taxes will be alocated 80% to Blueprint 2000
projects and 10% each to City of Tallahassee and Leon County projects. Blueprint 2000 is an intergovernmental
agency formed to meet infrastructure and natural resource management needs that affect both Leon County and the
City of Tallahassee. Future uses include critically needed community initiatives including stormwater projects,
green space acquisitions, park and other recreation improvements, and other transportation projects. 1n 2003, Blue-
print 2000 issued $70,000,000 of bonds supported by the Blueprint 2000 share of the one-cent sales tax.

Revenue Considerations

Property taxes, which provide 15% of governmental revenues, increased by $1.4 million due to new resi-
dential and commercia properties and an increase in taxabl e assessed values. At the beginning of Fiscal Year (FY)
2002, a new form of telecommunications tax called the Simplified Tax went into effect. The City opted to impose
the highest rate at 5.6%. The collection of these taxes grew by $545,000 in FY 2003. Revenues from licenses and
permits increased by $1.6 million with additional revenues from building and environmental permits and land use
fees.

Transfer Considerations

Annually, the City transfers funds from its utilities to the General Fund. Transfers from utilities to the
General Fund totaled $27 million in FY 2003. The FY 2003 transfer from the Electric Fund was $3.5 million more



than the prior year, $1.3 million of which was used to provide discounts to qualifying low-income residents. These
discounts were offered to help offset alargeincreasein fuel costs.

Beginning in FY 2004, the base for Electric Fund transferswill be set at an amount comparable to 8.3 mills
of kilowatt hour (kWh) retail sales. Accordingly, the annua transfers will vary with changes in retail sales of
electricity. Thetransfer levelsfor water, sewer, and solid waste have been set as a percentage of the prior three-year
average of gross system revenuesfor each utility. The percentages for water, sewer and solid waste are 20% , 4.5%,
and 0.75%, respectively. The solid waste transfer will be new in FY 2004. The transfer from gas increased by a
level amount that is not related to system sales.

Expense Considerations

Expensesfor Governmental activities, excluding transfers, increased by $18.6 million compared to the prior
year. Much of the increase was due to higher personnel related expenses, which included merit pay raises of up to
5% for general employeesin 2003 and the general government’s portion of the increase in health insurance premi-
ums for staff and retirees.

Public safety expendituresincreased by $3.1 million dueto an increase of 11 positions and pay increasesfor
police staff. Transportation expenditures increased by $10.7 million due to an increase in transportation mainte-
nance projects such as street resurfacing aswell aswidening of one major artery and contruction of anew thorough-
fare.

Economic and Other Factors That May Impact the City’s Financial Position

Fiscal Year 2004 will see significant progress in efforts of creating an 18-hour downtown and bringing
residential opportunities to downtown. The Challenger Learning Center opened in March 2003 on downtown's
Kleman Plaza. The Center isa 32,000 sgquare foot facility designed to foster long-term interest in math and science
for students and provide an educationa entertainment outlet for the general public. The center features a Space
Mission Simulator, an IMAX®© theatre, and a hi-definition full-dome digital planetarium. The City has entered into
contracts for the sale of the southwest and northwest parcels at Kleman Plaza. Both of the proposed devel opments
will include mixed-useresidential and commercia. These projectswill compl ete the development of Kleman Plaza,
ablock of real estate acquired by the City for the purpose of developing a multi-use activity center in Tallahassee's
downtwon .

The City has made significant progessin targeting investmentsin other strategic areasincluding Frenchtown
and the Southern Strategy area. The City’s capital budget provides funding for a Neighborhood Infrastructure
project at $50 million. this project will provide funding for rehabilitating streets, drainage ditches, sidewalks and
other minor infrastructure in some of the older neighborhoods of the community. The proposed millage increase
provides sufficient funding to pay for debt service associated with this project. While the neighborhood infrastruc-
ture project has components citywide, many of its projects will complement the Souther Stratgey area.

Thewidening of East Park Avenue and the four-laning of Blair Stone Road from Park Avenue to Governors
Boulevard will be completed in 2004. Additionally, the first phase of Blair Stone Road from East Park Avenue to
Mahan Drive is scheduled to open later this summer. Finaly, the City was ranked 28" among the nations 200
metropolitan areas as one of the best citiesto do business. This marked arise of 41 dots from last year’s ranking.

Funding for the City’s governmental activities comesfrom property taxes and alimited number of permitted
other taxes (sales, gasoline, utility services and telecommunications) and fees (franchise, occupational license, etc).
Some funding is also received from state-shared revenues and grants from the state, federal governments, aswell as
state and federal agencies. During the FY 2004 budget process, the City considered projections on the state and
local economy to estimate these tax revenues for next year.

The entry of AirTran into the market in 2001 has helped to reduce airfares and increase passenger count.
The City provided arevenue guarantee in the form of cash paymentsin AirTran’sfirst two years. The latest agree-
ment with AirTran does not include a City guarantee, and recently AirTran did not need to make use of the revenue
guarantee.

The Electric Fund maintains a reserve account to enable the City to react in the event of deregulation. This



has not occurred and should not affect 2004. This reserve has been used in the past to reduce the impact to electric
customers of steep increases in the market price of fuel. The balance in this fund at the fiscal year end was $77
million.

The City has long-term purchase contract obligations for the purchase of gas and energy of $82 million.
These contracts are managed by the City’s Energy Services Department. These are based on forecast needs of our
customers and expected prices in the market. These contracts help to assure an adequate supply of fuel and help to
reduce the spikes that can occur with market prices. Revenues from future purchases by customers are expected to
cover these obligations.

Purchased gas represents almost 50% of the gas utility budget. Purchased fud totals $146.6 million in the
electric utility accounts. The budget for fuel and purchased power wasincreased by $29 million during FY 2003 due
toanincreasein fuel prices. Natural gas prices paid by the electric utility were an average of 43% morethanin FY
2003 than in FY 2002. Fuel and purchased power costs were $34 million, 36% higher than the previous fiscal year.
Non-fuel revenues were $1.2 million or 1% above budget primarily due to higher than budget cut fees and wheeling
revenues partialy offset by more long-term discounts than anticipated.

The amount of general obligation debt that the City can issue is limited by City Charter to 20% of the
assessed value of all taxable property within the City’s corporate limits. The current debt limit is $1.3 billion. The
City has no outstanding general obligation debt.

Fiscal Year 2004’'s Budget and Rates

Because of the number of state and federal officeslocally and the presence of two universities and acommu-
nity college, lessthan 50% of the City’s property is subject to taxes. The FY 2004 millagerate of 3.7 millsrepresents
a .5 mill increase from FY 2003 and is the first time the millage rate has changed since FY 1991. Estimates for
property tax receipts beyond FY 2004 assume continuation of the new millage rate and a growth rate of 5%.

In April 2001, electric base rates were reduced by $22.4 million and the fire Services rebate removed from
utility bills. These base rates have not been increased since that time, nor is a rate increase planned for 2003 for
electric or any of the other City utilities. The addition of a new generator as well as other efficiencies made this
possible. The City’s Capital Budget for FY 2004 is appropriated at $161 million, including $96 million in the
Enterprise Funds. Some of the capital projectsinclude funding for park and stormwater improvements and transpor-
tation projects. The City hasafive-year plan for capital improvementsfor all projects planned through FY 2008 that
totals $784 million with appropriations of funding made on an annual basis.



Selected General Government Statistics

Pledged Revenues
City of Tallahassee, Capital Bonds

For Fiscal Years Ending September 30 1999 2000 2001 2002 2003
Public Senice Tax 15,659,000 16,518,000 16,250,000 19,588,000 19,856,000
Half Cent Sales Tax 7,184,000 7,741,000 8,498,000 8,474,000 8,948,000
Guaranteed Entitlement 1,251,000 1,251,000 1,251,000 1,251,000 1,251,000
Total Revenue 24,094,000 25,510,000 25,999,000 29,313,000 30,055,000
Debt Senice 2,145,000 2,149,000 2,145,000 1,818,000 1,880,000
Debt Service Coverage 11.23x 11.87x 12.12x 16.12x 15.99x
Property Tax Levies and Collections
Total Taxable
Fiscal Assessed Assessed
Year Valuation Valuation Lewy Collection % (1)
1994 8,389,730,000 3,736,737,000 11,305,000 10,906,000 96
1995 8,749,066,000 4,025,808,000 11,951,000 11,636,000 97
1996 9,043,725,000 4,270,650,000 12,925,000 12,432,000 96
1997 9,537,873,000 4,576,295,000 13,712,000 13,045,000 95
1998 9,900,598,000 4,884,574,000 14,700,000 14,153,000 96
1999 10,283,317,000 5,217,865,000 15,697,000 15,107,000 96
2000 10,653,603,000 5,558,879,000 16,775,000 16,081,000 96
2001 11,101,845,000 5,892,235,000 17,856,000 17,231,000 97
2002 11,718,893,000 6,335,214,000 18,927,000 18,172,000 96
2003 12,561,990,000 6,734,959,000 20,363,000 19,503,000 96

(1) Florida Statutes provide for a discount of up to 4% for early payment of ad-valorem taxes. All unpaid taxes become delinquent

April 1, and are sold at auction on June 1 of each year as tax certificates. The City, after all tax certificates are sold, has fully |

ected all ad-valorem tax revenues.



CITY OF TALLAHASSEE, FLORIDA
COMPUTATION OF DIRECT AND OVERLAPPING DEBT

September 30, 2003
(in thousands)

DIRECT DEBT

Non-Self-Supporting Revenue Debt............ooooiiieeee $ 12,680
Self-Supporting Revenue Debt............cvvveiiiiiiiiiiiieece e 338,889
TOTAL DIRECT CITY OF TALLAHASSEE DEBT......coiiiiiiiiieeniee e 351,569

OVERLAPPING DEBT
Leon County School Board:
General Obligation Debt

Series 1993 Refunding...........eeeieiiaaiiiiiiiiiieecee e (85)

Series 2000 Refunding.......cc.veveeiieeeeiiiiieieee e 12,722

Series 1991 Refunding.......ccvvveviieeeiin i (78)

State Board of Education..........ccccoooieeiiiii 10,843

Race Track School POrtion REVENUES...........eeeeiiiiiiiieiiiiee e 935

Total Leon County School Board..........ccccceeevviiiiiiiiieieee e 24,337

=T 0 o T 0T | PP PRSPRRR 21,930

TOTAL OVERLAPPING DEBT...coiiiiiiiieiiiiiiee sttt 46,267
CITY SHARE OF NET OVERLAPPING DEBT.....coociiiiiiiiiieee e @ 31,462
TOTAL CITY DIRECT AND OVERLAPPING DEBT.....cccvviiiiiiiieiiiiee e $383,031

City of Tallahassee Per Capita Direct and
Overlapping Debt........ocvviiiii e $ 236

(1) City's share calculated based on 2003 County Taxable Value of $9,958,621 and City
Taxable Value of $6,734,959, w hich results in 68% of overlapping.
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CITY OF TALLAHASSEE, FLORIDA
BALANCE SHEET
General Fund
September 30
(in thousands)

2003 2002
ASSETS
Cash and Cash Equivalents...........cccceeeiiiiiee $ 23,861 $ 24,463
Securities Lending Collateral .............oooiviiiiiiiiiiiiiii 5,948 6,067
Receivables:
ACCIUEA INTEIEST....eiiiiiiiii ettt 120 122
Customers and OtNEr.........coiiiiiiiiiie e 4,022 4,474
NOTES. .ttt - -
Special ASSESSMENLS = CUMENL.....coiiiiiieii i - --
Property Taxes-DelinQUENT...........iiiiiiiiiie e 173 165
Less: Allowance for Doubtful ACCOUNTS........ccevviiiiiiiiiiiiiiieee, (363) (299)
Due From Other GOVEIMMENTS. ........uuiiiiiaiiiiiiiiiiie e 319 891
INVENTOIY ..ottt e e e e e e e e e e e e e e e e eaees 197 302
Cash and Cash Equivalents - Restricted.........cccccceevviiciviviieieie e, 181 186
Securities Lending Collateral - ResStricted............cvvveeeiiiiiiiiiiiiiee e, 44 46
TOLAl ASSEES ittt $ 34,502 $ 36,417
LIABILITIES AND FUND BALANCES
LIABILITIES
Obligations Under Securities Lending ...........cooeeeeeiiiiiiiieeeveeieeiies $ 5,948 $ 6,067
Accounts and Retainage Payable............cccccoiiiie, 3,801 2,895
Deferred REVENUE..........oiiiiiiiie ittt 1,564 2,822
Accounts and Retainage Payable - Restricted...........cccccvivveeeeeiiiiciiiiieeee, 181 186
Obligations Under Securities Lending - Restricted..........cccccceeeviiiiiviiireeeeennn. 44 46
DUE 10 Other FUNGS.....ccoiiiiiiiiiiieit e 52 52
Advances from Other FUNAS............ueiiiiiiiiiiii e 2,931 817
Total LiabilitieS...ccvciiiiiiiccecce e $ 14,521 $ 12,885
FUND BALANCES
Reserved for:
ENCUMBIANCES. ....coiiiiiiii e 908 710
INVENTOIY ..ttt e e e e e e e e e e e e e e e et e e e et e e e eeeeeaeeaaees 197 302
Designated for:
General Fund - DefiCiENCIES.........coiiiiiiiieiii e 19,350 20,166
General Fund - Subsequent Years Budget.........cccccoeevviviiiiiiieeeee e, 1,422 810
Unresened, reported in:
General FUNG........oooiiiiiiiie et (1,896) 1,544
Total FUNd BalanCeS......couvviiiiiiiiie et 19,981 23,532
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CITY OF TALLAHASSEE, FLORIDA
STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE
General Fund
Fiscal Year Ended September 30
(in thousands)

2003 2002
Revenues:
B I DTSRRI $ 39,359 $ 38,208
Licenses and PermitS.......cuuueiiieieiii it 6,520 4,905
Intergovernmental REVENUES..........coooieiiiiiii e 14,183 14,427
Charges fOr SEIVICES.......cuuviiiiiiiiiiiiiii e e e e e e e e e aaeaaaes 5,946 5,919
FINES @nd FOMfEITUIMNES. .. .uviiiiie e e e e e 1,341 1,352
INEErESt EAINEU. ... et e e e e e e e eaeees 1,410 1,759
Net Increase (Decrease) in the Fair Value of Investments.............cccccceeennes (283) 68
MiSCEllaNEOoUS REVENUES.........cciiiiiiiiiiie e ettt e e e e e e e e e e e e e nnnees 8,453 7,940
TOLAl REVENUES.....cvtiiiiiiiiiiii sttt e e e e e e e e e e e e e e e e aa e e e e e aaaes 76,929 74,578
Expenditures:
Current:
General GOVEINIMENT.......uuiiiiiie e e ieciiiiie e e e e e e s e e e e e e e e s ssanraeeeeeaeeeaaanes 21,709 21,010
PUDIIC SAFELY...cviiieee it 38,008 35,921
B I = U 1] 0o 5 7 1o o SRRSO 10,910 10,626
HUMAN SEIVICES.....iii ittt ettt e e e e r e e e e e e 4,766 4,439
ECONOMIC ENVIFONMENT......ciiiiiiiiiiiiiiiiiiiiiiiiiii e a e e e e e e e aaaeas 1,296 1,363
Physical ENVIFONMENT...........cooiiiiiiiiiiieeeeeeeee s 3,868 4,397
Cultural and ReCreation..........c.cooeeeieiiiiiiiee e 12,985 12,334
Debt Senice:
PrinCipal REIMEA.......cco i 152 118
Interest and Fiscal Charges..........ccuvviiieiee i 19 53
Total EXPENUITUIES. . uuuiiiiiie et e e 93,713 90,261
Excess of Revenues Over (Under) EXpenditures........ccccvveeeeeeiiiiiiieeeneeee e (16,784) (15,683)
Other Financing Sources (Uses):
TIANSTEIS TNttt e e e e e e e e e e e e e e e e e e e eaeeeeeeereraeeeaee 30,033 25,165
TraNSTEIS QUL e e (16,800) (13,251)
Total Other Financing Sources (USES).......coccuuuiieeriaraaaiiiiiiiiiieee e e 13,233 11,914
Net Change in Fund BalanCes..............ueviiiieiiiiiiiiiieie e (3,551) (3,769)
Fund Balances - OCLODEN L........cooiiiiiiiiiieieee ettt e e 23,532 27,301
Fund Balances - September 30.........cccccveiiiiiiiiiiiiec e $ 19,981 $ 23,532
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CAPITAL BONDS
SUMMARY OF CERTAIN PROVISIONS OF THE RESOLUTION

This Summary of Certain Provisions of the Resolution is subject in all respects to the more com-
plete information and definitions contained in Resolution No. 01-R-48, adopted on October 10, 2001 (the
“Resolution”). This Summary of Certain Provisions of the Resolution should not be considered to be a
complete statement of the facts material to making any investment decision.

The City of Tallahassee, Florida (the “City”) currently has outstanding its $15,360,000 Capital Refunding
Bonds, Series 2001 (the “ Series 2001 Bonds").

Pledged Revenues

“Additional Parity Obligations’ shall mean additional obligations issued in compliance with the
terms, conditions and limitations contained in the Resolution and which (i) shall have alien on the Pledged
Revenues equal to that of the Series 2001 Bonds, and (ii) shall be payable from the proceeds of the Pledged
Revenues on a parity with the Series 2001 Bonds.

“Guaranteed Entitlement Revenues’ shall mean the guaranteed entitlement revenues received by
the City pursuant to Chapter 218, Part I, Florida Statutes, and defined therein as the “ Guaranteed Entitle-
ment.” In the event the State of Florida increases the portion of the Revenue Sharing Trust Fund guaran-
teed to the City, the term “ Guaranteed Entitlement Revenues’ shall include such increased amount.

“Local Government Half-Cent Sales Tax” shall mean the moneys distributed monthly to the City
from the Local Government Half-Cent Sales Tax Clearing Trust Fund in the State Treasury received by the
City pursuant to Chapter 218, Part VI, Florida Statutes.

“Pledged Revenues’ shall mean collectively, the Local Government Half-Cent Sales Tax, the Guar-
anteed Entitlement Revenues, as defined in the Resolution and earnings on investments of all funds and
accounts created in the Resol ution (except the Rebate Fund) or any supplemental resolutions, if any, pledged
to secure the Bonds issued pursuant to the Resolution.

Disposition of Revenues

All amountsin the Revenue Fund shall be disposed of monthly, but not later than the twenty-eighth
(28th) day of each month commencing in the month immediately following the delivery of the Series 2001
Bonds only in the following manner and the following order of priority:

@ The City shall first deposit into a separate fund which is hereby created and designated the “ City of
Tallahassee Capital Bonds Debt Service Fund” (hereinafter called the “Debt Service Fund”), and credit to the fol-
lowing accounts, in the following order (except that payments into the Principal Account and the Redemption Ac-
count shall be on a parity with each other), the following identified sums:

@ Interest Account: Such sum as will be sufficient to pay one-sixth (1/6th) of all
interest coming due on al Bonds on the next interest payment date, together with any feesand charges of the
Paying Agent and Registrar therefore. The moneysin the Interest Account shall be withdrawn and deposited
with the Paying Agent and Registrar for the Bonds on or before each interest payment date in an amount
sufficient to pay the interest due on such date and the fees of the Registrar. Such monthly payments shall be
increased or decreased proportionately prior to each interest payment date or dates, after making allowances
for any deposits made into the Interest Account upon the issuance of the Bonds.

(b) Principal Account: Such sum as will be sufficient to pay one-twelfth (1/12th) of
the principal amount of the Bonds which will mature and become due on such annual maturity dates begin-
ning in the month which is twelve (12) months prior to the first principal maturity date. The moneys on
deposit in the Principal Account shall be withdrawn and deposited with the Paying Agent and Registrar for
such Bonds on or before each principal maturity date in an amount sufficient to pay the principal maturing
on such date and the fees and charges of the Paying Agent and Registrar.
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(© Redemption Account: Such sum as will be sufficient to pay any Amortization

Installment established for the Term Bonds established by any subsequent resolution of the City.

(d) To the extent that the amounts on deposit in the Reserve Fund are less than the

Reserve Requirement, the City shall next make deposits into the Reserve Fund in the manner described

below from moneys remaining in the Revenue Fund. Any withdrawals from the Reserve Fund shall be

subsequently restored from the first moneys available in the Revenue Fund, after all current applications
and allocations to the Debt Service Fund, including all deficienciesfor prior paymentsthat have been made
in full. The City may provide that the difference between the amounts on deposit in the Reserve Fund and
the Reserve Requirement shall be an amount covered by a letter of credit rated in one of the two highest

categories by nationally recognized rating agencies, by a surety bond acceptable to any company issuing a

policy of municipal bond insurance guaranteeing the payment of principal and interest on the Series 2001

Bonds, or any combination thereof. Moneysin the Reserve Fund shall be used only for the purpose of the

payment of Amortization Installments, principa of, or interest on the Bonds when the other moneys allo-

cated to the Debt Service Fund are insufficient therefore, and for no other purpose.
Moneys in the Reserve Fund shall be valued at cost. In the event of the refunding of the Bonds, the

City may withdraw from the Reserve Fund, al or any portion of the amounts accumulated therein with

respect to the Bonds being refunded and deposit such amounts as required by the ordinance or resolution

authorizing the refunding of such series of Bonds; provided that such withdrawal shall not be made unless

(a) immediately thereafter, the Bonds being refunded shall be deemed to have been paid pursuant to the

provisions hereof, and (b) the amount remaining in the Reserve Fund after giving effect to the issuance of

such refunding obligations and the disposition of the proceeds thereof shall not be less than the Reserve

Requirement for any Bonds then Outstanding. Any excess moneys on deposit in the Reserve Fund shall be

transferred by the City to the Debt Service Fund.

2 The balance of any moneys remaining in the Revenue Fund, after the above required payments have
been made, may be used for any lawful purpose; provided, however, that none of said money shall be used for any
purposes other than those hereinabove specified unless all current payments, including any deficiencies for prior
payments, have been madein full and unlessthe City shall have complied fully with all the covenants and provisions
of the Resolution.

3 The Debt Service Fund (including the accounts therein), the Revenue Fund, the Reserve Funds and
any other specia fundsin the Resolution established and created shall be deemed to be held in trust for the purposes
provided in the Resolution for such funds. The money in all such funds shall be continuously secured in the same
manner as state and municipal deposits are authorized to be secured by the laws of the State of Florida.

Moneysin any fund or account created hereunder (with the exception of the Reserve Fund) may beinvested
and reinvested in permitted investments which mature not later than the dates on which the moneys on deposit
therein will be needed for the purpose of such fund. Moneysin the Reserve Fund may be invested and reinvested in
permitted investments maturing not later than the date of the last maturity of any of the Bonds. All income on such
investments, except as otherwise provided, shall be deposited in the respective funds and accounts from which such
investments were made and be used for the purposes thereof unless and until the maximum required amount is on
deposit therein, and thereafter shall be deposited in the Revenue Fund.

(@] In determining the amount of any of the payments required to be made pursuant to this Section,
credit may be given for all investment income accruing to the respective funds and accounts described in the Reso-
lution, except as otherwise provided.

5) The cash required to be accounted for in each of the funds and accounts described in this Section
may be deposited in a single bank account, provided that adequate accounting records are maintained to reflect and
control the restricted all ocation of the cash on deposit therein for the various purposes of such funds and accounts as
in the Resolution provided. The designation and establishment of the various funds in and by the Resolution shall
not be construed to require the establishment of any completely independent, self-balancing funds as such term is
commonly defined and used in governmental accounting, but rather isintended solely to constitute an earmarking of
certain revenues of the City for certain purposes and to establish certain priorities for application of such revenues
and assets as provided in the Resolution.

14



The City shall issue no bonds or obligations of any kind or nature payable from or enjoying alien on the
Pledged Revenuesif such obligations have priority over the Bonds with respect to payment or lien, nor shall the City
create or cause or permit to be created any debt, lien, pledge, assignment, encumbrance or other charge having
priority to or being on aparity with the lien of the Bonds upon said Pledged Revenues. However, the City may issue
Additional Parity Obligations under the conditions and in the manner provided in Subsection 18(D) of the Resolu-
tion. Any obligations of the City, other than the Series 2001 Bonds, which are payable from the Pledged Revenues
shall contain an express statement that such obligations are junior and subordinate in all respectsto the Bonds asto
the lien on and source and security for payment from such Pledged Revenues.

Parity Test for the I ssuance of Additional Parity Obligations

NoAdditional Parity Obligations shall beissued after the issuance of the Series 2001 Bonds autho-
rized in the Resolution, except upon the conditions and in the manner hereinafter provided:

(D) There shall have been obtained and filed with the City a certificate of the Chief Financial Officer of
the City stating: (a) the aggregate amount of the Pledged Revenues received by the City for the fiscal year immedi-
ately preceding the date of issuance of such Additional Parity Obligations or for any consecutive twelve (12) months
out of the eighteen (18) monthsimmediately preceding the date of issuance of the proposed Additional Parity Obli-
gations with respect to which such certificate is made; (b) that the aggregate proceeds of the Pledged Revenues for
such preceding fiscal year or for any consecutive twelve (12) months out of the eighteen (18) months immediately
preceding the date of issuance of the proposed Additional Parity Obligations equals at least one hundred twenty-five
percent (125%) of the Maximum Bond Service Requirement computed on a basis which includes both (i) all Bonds
then outstanding and (ii) the Additional Parity Obligations after adjustments for retirements, if any, from the pro-
ceeds of the Additional Parity Obligations with respect to which such certificate is made.

2 The City shall not be in default in the carrying out of any of the obligations assumed under the
Resolution and no event of default shall have occurred under the Resolution and shall be continuing, and all pay-
ments required by the Resol ution to be madeinto the funds and accounts established hereunder shall have been made
to the full extent required.

3 The document authorizing the issuance of the Additional Parity Obligations shall recite that all of
the covenants contained in the Resolution will be applicable to such Additional Parity Obligations.

(@] If the Reserve Fund is funded by a surety bond, no Additiona Parity Obligations may be issued
without the Bond Insurer’s prior written consent if any costs are past due and owing to the municipal bond insurer
under the surety bond policy. Further, the City shall maintain at least one times coverage of the City’s obligations
with respect to repayment of surety bond costs then due and owing.
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$15,360,000
City of Tallahassee, Florida
Capital Refunding Bonds, Series 2001

Dated: October 15, 2001

Purpose
To refund the City’s outstanding Capital Bonds, Series 1993 A and 1993 B Bonds.

Security

The Bonds are secured by a pledge of and lien on the City’s Guaranteed Entitlement Revenues; the
City’s receipts from the Local Government Half-Cent Sales Tax; and earnings on the investment of all
funds and accounts created under the Resol ution except the Rebate Fund.

Form
$15,360,000 Serial Bonds due October 1, 2011. The Bonds are book-entry-only and are not evidenced by physi-
cal bond certificates. Interest is payable semi-annually on each April 1 and October 1, commencing April 1, 2002.

Agents

Registrar - Wachovia Bank of Florida, Jacksonville, Florida.

Paying Agent - Wachovia Bank of Florida, Jacksonville, Florida.
Trustee - Wachovia Bank of Florida, Jacksonville, Florida.

Bond Counsel — Bryant, Miller and Olive, PA., Tallahassee, Florida.

Ratings

Moody’s—Aaa (Al underlying)

Standard and Poors— AAA (A+ underlying)
Fitch—AAA (AA underlying)

Redemption Provisions
The Series 2001 Bonds are hot subject to redemption prior to the stated maturity dates thereof.
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CAPITAL REFUNDING BONDS, SERIES 2001

Summary of Remaining Debt Service Requirements

$15,360,000

CITY OF TALLAHASSEE, FLORIDA

Bond Year

Ending Interest
October 1 Rate Principal Interest Total

2004 3.00% $ 1,410,000 $ 467,935 1,877,935
2005 3.25% 1,450,000 425,635 1,875,635
2006 3.25% 1,500,000 378,510 1,878,510
2007 3.50% 1,550,000 329,760 1,879,760
2008 3.65% 1,600,000 275,510 1,875,510
2009 3.75% 1,660,000 217,110 1,877,110
2010 3.80% 1,720,000 154,860 1,874,860
2011 5.00% 1,790,000 89,500 1,879,500
Totals $ 12,680,000 $ 2,338,820 15,018,820
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ENERGY SYSTEM

The Energy Systemisthe City’s Electric and Gas System grouped together primarily for the purpose of debt
financing. The 1992 General Resolution created the Energy System, which consisted solely at that time of the City’s
Electric System. The 1998 General Resolution allowed the City to add other utility functions to the Energy System
upon making findings that the addition of such utility functionswill not impair the ability of the City to comply with
such resolutions, and will not materially adversely affect the rights of the Holders of the Prior Obligations and the
Bonds, respectively. In 1999, pursuant to the provisions of the 1998 General Resolution, the City Commission
approved migration of the City’s Gas System from the Consolidated Utility System (CUS) to create the Combined
Energy System, for financing purposes only. Current outstanding debt is summarized on page 40.

Anticipated financing needs for the Energy System for the next five years are:

Issue Amount Projected Date
Electric System Revenue $136,916,000 October 2004
Gas Energy System Revenue $ 6,510,720 October 2004
Electric System Revenue $ 99,638,000 March 2007
Gas Energy System Revenue $ 8,836,436 March 2007

Administration

The City has consolidated all of its utility operations under a single Assistant City Manager for Utility
Services. The Utility Services service area consists of Electric, Water and Sewer, Solid Waste, and Gas operations
and two support departments. Each of the utility departmentsis responsible for operational aspects associated with
itsrespective service areas. Utility Business and Customer Services and Energy Services provide support acrossthe
five utilities. Utility Business and Customer Services provides centralized support to all five operating utilities for
services such as: hilling, customer service, connect/disconnect, meter reading, safety and training, environmental,
marketing, retail rate design, and utility locates/construction coordination. Energy Services provides administration
of the City’s Energy Risk Management Program, including: consolidated fuel management and acquisition services
for the electric and gas utilities, fuel management and associated transportation servicesto other utilities on the open
market, and the management of off-system purchases and sales of electric energy and capacity. In addition, Energy
Services provides residential and commercial energy services and account support and retail contracting functions.
Other City departments provide other support activities, such as: accounting, payroll, human resources and fleet
management. The cost of these servicesis alocated to the utility operating departments.

ENERGY SERVICES

The primary purpose of the City’s Energy Services Department (“ESD”) is to manage the fuels and energy
supply portfoliosfor the City’s Energy System. In addition to thetraditional roles of fuelsand energy acquisition for
the utilities, ESD performs marketing and trading of electricity and natural gas in the wholesale market. Histori-
cally, acquisitions of natural gas supply involved primarily the utilization of fixed price long-term and short-term
forward physical contracts for electricity and natural gas with various energy companies and other utilities. Dueto
the counterparty credit risk associated with the long-term contracts and diminishing creditworthiness of physical
supply providersin 2003, the City began utilizing financial trade based risk management toolsin order to protect its
customers against future adverse price movements. In 2002, the City Commission approved a formalized Energy
Risk Management Program. Further, the City Commission established the Energy Risk Policy Committee (ERPC)
for policy development and oversight purposes. The ERPC is comprised of the City’s appointed officials and
executive staff from the City’s Utility, Financial, and Administrative units. In addition, the City Commission ap-
proved utilization of budgeted fuel and energy expense accounts for financial trades within FY 2003, and up to $20
million from the Electric Operating Reserve for financial trades beyond the FY 2003 consistent with the approved
policy, pre-established market risk tolerances, and the City’s budgetary or utility rate objectives.

The City’s Energy Risk Management Program identifies, measures, monitors, manages, controls, and re-
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ports the market/base financia risks of the organization on a regular basis. The program mainly focuses on the
market and credit risks associated with the City’s electric energy production and wholesale business activities.
Under this program, ESD will adhere to the approved policy and will aso continue operating under the following
guidelines:

»  Transactions obligating the City to liquidated damages are not offered.

*  Non-performance liability for the City is limited to the transaction’s revenue margin.

»  Long-term firm transactions are coordinated and reviewed by an Electric and Gas Strategy Group and

Energy Business Committeethat includes: the Assistant City Manager for Utilities and representatives
from Energy Services, Electric, and Gas Utilities.

*  Wholesale market trading partners credit worthiness determination, including trade limits, is per-

formed by an independent consultant on a continuous basis.

The City’sfud supply is primarily natural gas purchased through a portfolio of supply contracts and deliv-
ered through the Florida Gas Transmission Company system under either long-term firm primary or secondary
market, and interruptible transportation services agreements. Fuel oil is the secondary or back-up fuel and is pur-
chased pursuant to annual contracts in order to maintain an 18-day reserve in accordance with policy.
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ELECTRIC SYSTEM

General

The City owns, operates and maintains an electric generation, transmission and distribution system that
presently supplies electric power and energy to approximately 106,200 customers in a service area consisting of
approximately 221 square miles located within Leon County and the City’s municipal facilitiesin Wakulla County.
During the fiscal year ended September 30, 2003, the City sold 2,607,017 MWh of electric energy to ultimate
customers and 127,599 MWh to other utilities and received total operating revenues of $213,493,173.

The current installed capacity at the Sam O. Purdom Generating Station (the “ Purdom Station™) is 332 MW.
The current installed capacity at the Arvah B. Hopkins Generating Stationis 356 MW. The C.H. Corn Hydroelectric
Plant (the“ C.H. Corn Station™) consists of three generating units with atotal capacity of 11 MW. In 1977, the City
acquired a 1.3333% (11 MW) undivided ownership interest in Crystal River Unit No. 3 (“CR-3"), a nuclear plant
operated and owned in part by Florida Power Corporation (now Progress Energy - Florida). The City transferred its
ownership interest in CR-3 and the decommissioning trust account balance to Florida Power in September 1999.
The terms of the transfer included purchasing equivalent replacement electric capacity (11.4 MW) from Florida
Power at adelivered price of $42 per MW through December 31, 2007, escalating thereafter until 2016.

Management Discussion of Oper ations

The City has significantly reduced base electric rates since 1994. Between 1994 and 2000, base electric
rates were reduced by $20 million per year through periodic base rate adjustments. Most of thisreduction wasto the
general service and general service large demand classes. The funding for these rate reductionswas provided by the
reductionsin the general fund transfer and by operating cost reductions within the electric utility. InApril 2001, the
City implemented a $22.4 million dollar base rate reduction. The Electric Operating Reserve had a balance of $77
million at September 30, 2003, with $20 million of thisamount committed to supporting financial tradesthrough the
City’s Energy Risk Management Program.

Moderate growth in retail salesis attributed to the continued growth in the City’s service territory and a cool
winter. Retail sales during FY 2003 were 2,607,017 MWh, an increase of 3.7% over FY 2002. The City imple-
mented a new Customer Information System (CIS) in FY 2003. This new system provides for a different and, we
believe, more accurate methodology for counting customers than was provided by the previous system. The City
experienced a 3.7% increase in customer growth from 102,479 in FY 2002 (customer count restated to be consi stent
with the new methodol ogy) to 106,239 in FY 2003. The City expects continued growth in customers and retail sales
at approximately 2% per year for the next several years.

The City’s Electric and Gas Strategic Plan is a series of initiatives and strategies that position the City’s
energy utilitiesfor successin acompetitiveretail market. The plan itself was developed asaresult of analysisof the
various business practices and service options necessary to position the City for a deregulated electric and gas
industry. Staff has continued to have regular workshops with the City Commission to develop and update them on
the strategic initiatives. Specific areas of strategic initiatives currently include: Large Customer Relationships,
New Business Strategies, Marketing, Technology, Regulatory and Legislative, Energy Risk Management, Integrated
Resource Planning, System Improvement and Expansion, and Customer Care. Theseinitiativesinclude avariety of
different programs and tasks, some of which are referenced in other parts of this section.

The City continues to monitor changes in the electric utility industry as it prepares for industry restructur-
ing. The electric rate reduction strategy and the continued accrual of operating reserves will position the City
competitively while providing a great deal of flexibility, including the ability to defease existing indebtedness and
directly fund certain capital projectsthat would otherwise be debt financed. The City isan active participant in State
and Federal legidlative and regulatory activities related to electric industry restructuring, electric reliability, electric
transmission facilities, and financing issues that may have an impact on the City and its customers.
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As of September 30, 2003, the total principal amount of debt outstanding for the Electric System was
$266,925,000, consisting of the following:

Energy System Refunding Revenue Bonds, Series 2002 $ 20,690,000
Energy System Refunding Revenue Bonds, Series 1998 A $138,160,000
Energy System Revenue Bonds, Series 1998 B $ 42,140,000
Energy System Refunding Revenue Bonds, Series 2001 $ 15,920,000
Sunshine State Loan, 2001 $ 7,765,000
Sunshine State Loan, 1999 $ 35,835,000
Sunshine State Loan, Series 2000 $ 6,415,000

General Electric Long Term Services Agreement

In June of 1999, the City entered into a Long Terms Services Agreement (LTSA) agreement with General
Electric International, Inc. (GE). The scope of the LTSA calls for GE to provide al materials, labor and services
required for the annual scheduled preventative maintenance inspections on the GE scope of equipment for the first
six years of Unit 8's operation. The LTSA incorporates availability and heat rate guarantees, including liquidated
damages and bonus provisions, for each of the six years. These damages and bonus provision are capped at $500,000
per year. The LTSA aso provides for discounts for any additional parts or services needed outside the scope of the
agreement and caps the rate of increase for these parts and services to published indices. Entering into this agree-
ment ensures the City that the required support and partswill be available for continued operation of Unit 8. In May
of 2003, the City Commission approved asix year extension of the LTSA. Thisextension will require GE to provide
all required scheduled maintenance, parts and services through the second major inspection currently scheduled at
96,000 hours of operation (year 12). The LTSA extension included provisions whereby GE guaranteed the opera
tional life of parts they supplied, provided they do not fail catastrophically, and provided for enhanced combustion
hardware to be provided at no additional cost to the City.

Future Power Supply Resources

The City initiated a formal power supply resource planning process in late 2001 to refine the results of
previousinternal studies. As part of this process the City contracted with the consulting firm of Black and Veatch to
conduct an integrated resource planning (IRP) study that was completed in the spring of 2002. These studies both
identified the need for additional peaking generation capacity by the summer of 2005 as part of the least-cost plan
under base conditions. They also identified a broader field of viable alternative peaking technologies for the City's
needs to include distributed generation (DG).

The City has included atotal of 100 MW of peaking capacity in its current five-year financial plan. This
additional generating capacity will meet the mgjority of the need identified through 2011 while the remaining small
reserve shortfalls can be met with “ peak-season” purchases from other systems. The City has already contracted for
purchase capacity to maintain its self-imposed 17% supply reserves through the summer of 2004.

The firm of Sargent and Lundy (S&L) is performing the preliminary engineering services associated with
the peaking resource addition. The City issued a Request for Proposals (RFP) for the power island equipment in
August of 2003. On December 3, 2003, the City Commission approved the sel ection of General Electric and Wartsila
to provide the peaking equipment. In this action, the City Commission approved the installation of approximately
100 MW of peaking generation with approximately 50 MW being provided from each vendor. A portion of this
capacity will be located at the City’s Substation 12, adjacent to Tallahassee Memorial Hospital. By siting a portion
of this new generation at Substation 12, the City will be enhancing reliability during periods of catastrophic events
like a hurricane or major equipment failure. Substation 12 feeds, or can feed, a humber of critical community
services facilities including Tallahassee Memorial Hospital, Tallahassee Police Department, Florida Department of
Law Enforcement and Capital Regional Medical Center.
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Electric Rates

The City Commission, under existing Floridalaw, has the exclusive authority to establish the level of elec-
tric rates, that is, the amount of revenueto be recovered by the Electric System, subject to the FloridaPSC’sapproval
of the City’s rate structure.

The City’s current electric ratesinclude: acustomer charge that varies among customer classes, a demand
charge (for large commercial customers), anon-fuel energy charge, and an Energy Cost Recovery Charge (ECRC).
The ECRC is a pass through charge that recovers the cost of fuel used in the City’s power generating facilities, plus
the cost of purchased power from other utilities. The City reviews the actual over or under-recovery of energy cost
recovery on amonthly basis and modifiesthe ECRC, if necessary, on at least asemi-annual basis. All other ratesare
reviewed periodically for rate level sufficiency and rate structure. The most recent formal review of base rates
(excluding ECRC) was the 2001 Electric Rate Study. Based on the results of the study, rates were reduced by $22.4
million. Current base rates are expected to remain in place through FY 2005. Asaresult of the rate reduction in
2001, the City’s base rates are now among the lowest in Florida. While base rates remain low, asreferenced earlier
the City continues to place emphasis on managing the cost of fuel and purchased power passed on to our customers
through the ECRC. The City actively managesitsfuel supply and energy supply portfolio to minimize theimpact of
natural gas price volatility and virtually eliminate counter party credit risk utilizing the City’s Energy Risk Manage-
ment Policy and Procedures that govern all trading activity.

The 2001 reduction in base rates was part of a long-term strategic plan intended to position the electric
utility as aviable provider in a potentially competitive market. A principal component of this strategy has been an
effort to develop and maintain low rates in advance of any competitive market initiativesin Florida. In addition to
competitive base rates, the City also offers a Preferred Customer Electric Service Agreement for our largest custom-
ers, which further reduces their rates and ensures a long-term relationship as a City customer.

Capital Improvement Program

The City, as part of its annual budget process, adopts a five-year capital improvement program for the
Electric Utility. Thefirst year of this program becomes an appropriation and the remaining four years constitute a
planning document, which identifies anticipated capital expenditures and the related funding sources.

The 2004 capital budget identifies approximately $318 million of capital projects for FY’s 2004-2008.
Approximately $215 million of such expenditures may be funded from proceeds of new debt to be issued no earlier
than 2004. The remaining projected capital expenditures are expected to be funded from charges to customers and
from deposits to the renewal and replacement fund maintained by the City.

Long Term Retail Electric Contracts

In the spring of 1999, the City developed a tariff for long-term contracting with all demand metered non-
residential electric customers. Thetariff, referred to asthe” Preferred Customer Electric ServiceAgreement” (PCES),
was approved by the City Commission on April 28, 1999 and by the Florida Public Service Commission on May 4,
1999. Under thisAgreement, rate discounts are provided to the customer in return for aten-year commitment from
the customer to use the City asits electricity provider. The rate discounts are 5% for the General Service Demand
(GSD) class of non-residential accounts and 7% for the General Service Large Demand (GSLD) accounts. Progress
to date and relevant statistics associated with thisinitiative are as follows:

»  Approximately 2,100 demand metered electric accounts are eligible. These accounts represent around

500 customers.
e Eligible customers comprise nearly 90% of the annual revenue from all non-residential classes on the
City’s electric system. About 50% of electric retail revenue comes from the non-residential classes.

e Contract proposals and associated economic analyses have been presented to most customers repre-

senting approximately 1,400 accounts.

»  The PCES Agreements represent revenues of approximately $46 million, or 51% of the total targeted

(“at risk”) revenue of about $91 million
16 of the City’s 20 largest electric utility customers have executed PCES Agreements.
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Transmission and Distribution

The City’s existing transmission system includes approximately 185 circuit miles of transmission lines that
are operated at voltages of 230 kV and 115 kV. The 115 kV transmission network forms a 115 kV loop that extends
around and through the City limits. Sixteen substations, located at various sites, transform power from the transmis-
sion voltage of 115 kV to the distribution network voltage of 12.47 kV. The transmission, distribution, and genera-
tion facilities are monitored and controlled remotely from the City’s Electric Control Center viamicrowave system,
and communication lines network.

The City isinterconnected with Florida Power at five locations on its system and with The Southern Com-
pany (“Southern”) and its operating affiliates at one location. The City continues to expand its distribution, trans-
mission and substation facilities to meet the system load growth and reliability requirements.
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GAS SYSTEM

The City owns, operates and manages a hatural gas distribution system in and about the corporate limits of
the City. Service has also been extended to surrounding counties. As of September 30, 2003, Tallahassee's gas
system had grown to 21,941 customers, which is an increase of 2.6% over the prior year in new natural gas service
connections. The City’s Gas Utility has continued to experience contributable firm growth in our residential sector
of 20,599 customers, and our solid commercial customer base remained somewhat steady at 1,342 customers. The
Gas Utility has also extended our distribution main to the Tallahassee Regional Airport.

The Gas Utility isresponsible for administration, engineering, and field operations of the City’s gas system
activities. The natural gas systemincludes: 3 gate stations, 17 district regulator stations, 70 miles of high pressure
steel pipe, over 246 miles of low pressure distribution steel pipe, and over 399 miles of low pressure high density
polyethylene plastic pipe. Theentire gas system complieswith the U.S. Department of Transportation, Part 192, and
Title 40 of the Code of Federal Regulations; and is under the immediate safety jurisdiction of the Florida Public
Service Commission.

Management Discussion of Operations

The City’s gas utility management team is focused on providing competitive, efficient and performance
based customer services, strategically planning for customer growth and retention, and rapidly improving our opera-
tional technologiesto bethe provider of choicefor our local customers. We have astrong financia base, will expand
our managed assets by completing our Federally mandated operational qualification program, and will use creative
new sales programs.

Thetotal gasutility revenuein FY 2003 was $23,499,000. The FY 2003 actual revenuerepresentsa$4,224,400
increase from FY 2002. Theseincreases are primarily dueto increased Heating Degree Day gains, moderate growth
in new service additions, and system fuel revenueincreases. Gas sale consumptionsin all categorieshaveincreased,
however, new service connections increased in al customer categories with the exception of moderate gas service
additions in the multi-family sector. Gas utility operating expenses increased in 2003 from 2002 by $3,889,000.
This operating expense increase was primarily due to: customer fuel usage increases, local sales and marketing
growth, and marginal market downturnsin our local economy versus significant downturnsin our national economy.
The net over-all effect was an operating income of $2,894,000. The gas fund actual operating budgetary income
before transfers was $332,900 over last year operating income amount before transfers, which is a 13% overall
increase in utility operating income. In accordance with the City’s Budgetary and Financing Policy, management
authorized a $2,000,000 transfer to the General fund and $874,000 was transferred to the Gas RR&| fund. The
outlook for an inclement winter seemsimminent, and hopefully will continueto improve our future salesrevenuein
Fiscal Years 2004-2005. Thefederal economic growth indicators currently imply that a national market recovery is
an in sight probability, which will undoubtedly continue to emulate our local economic growth.

During 2003, the City of Tallahassee Gas Operations has participated significantly with project teams to
consider new technologies for continuation of our customer call center improvements, we are also currently devel-
oping new field dispatching mobile dataterminal (MDT) technol ogieswhich have not been deployed to date, and we
are looking to improve our operational inventory retrieval and monitoring processes. Our management team has
successfully implemented our new training requirements and record keeping systems for compliance with expected
federal operator qualification rules.

In continuation of the gas system strategic objective to expand the gas servicesin favorable and surrounding
counties, gas operations has continued to add new residential and small commercia customers to portions of Leon
County (the“County”) and, to alimited degree, within Wakulla County. The above main extensions are expected to
be a profitable management expansion decision over the next several years. In FY 2003, management developed
sales strategies and placed emphasis on increasing customer penetration in areas where existing gas service mains
were available by implementing the back-fill program.
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GasRates

Rates set in 1996 have allowed the Gas System to record an end-of -year surplus each year since 1996. InFY
2004, the rate study will again be reviewed and certified by the Independent Consultant. The study will addressthe
issues of rate level, rate design, and rate structure, along with other pertinent issues critical to the long-term success
of the gas utility. Thefinal report will be presented to the City Commission for approval.

Capital Improvement Program

The City, as part of itsannual budget process, adopts afive-year capital improvement program for the Gas
Utility. The first year of this program becomes an appropriation and the remaining four years constitute a planning
document that identifies anticipated capital expenditures and the associated funding sources.

The FY 2004 capital budget identifies approximately $16.3 million of capital projectsfor fiscal years 2004
through 2008. Approximately $12.4 million of such expenditures are to be financed through the sale of Energy
System Bonds. The remaining $3.9 million is projected capital expenditures and these funds are to be funded from
deposits to the renewal, replacement, and improvement (RR& 1-RR& 1/UB) fund maintained by the City.

Gas Transportation

With the passage of Federal Energy Regulatory Commission (FERC) Order No. 636 in 1992, interstate gas
pipelines were required to restructure their traditional services by unbundling pipeline services and rates. The
implementation of this order forced local gas distribution companies (LDCs), including the City, to secure its own
gas supply aswell as transportation, storage and other services.

The Gas System receives transportation service from SNG and Florida Gas Transmission Company (FGT)
pursuant to tariffs and rates that are subject to FERC jurisdiction. The City’s contracted firm capacity on SNG is
5,000 MMBtu per day. In April 2002, the City added an additional 5000 MM Btu/day of natural gas transmission
capacity during the summer months and an additional 2000 MM Btu/day during the winter months on FGT. This
brings the City’s total capacity on FGT to 70,000 MMBtu/day (Summer) and 61,000 MMBtu/day (Winter). The
additional natural gas pipeline capacity will help the City meet the growing needs of the electric system and its
natural gas customers. This together with the ability of the Electric System’s generating units to use fuel oil and
much greater capacity quantities (60,000 to 75,000 MMBtu per day) is sufficient and cost-effective in meeting the
Gas System'’s requirements.
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Selected Energy System Statistics

Electric System - Sales to Ultimate Customers, by Customer Class

For Fiscal Years Ended September 30 1999 2000 2001 2002 2003
Residential

Average Annual Customers 76,932 78,730 80,000 83,682 86,377
Energy Sales (MWh) 916,905 959,888 975,018 1,000,699 1,049,062
Awerage Annual Use Per Customer (kWh) 11,918 12,192 12,188 11,958 12,145
Average Annual Revenue per Customer ($) 1,018 1,087 1,167 986 1,125
Commercial, Industrial and Interdepartmental

Average Annual Customers 15,760 16,222 16,570 18,375 19,431
Energy Sales (MWh) 1,411,897 1,452,650 1,452,584 1,496,767 1,543,190
Average Annual Use Per Customer (kWh) 89,587 89,548 87,663 81,457 79,419
Average Annual Revenue Per Customer ($) 5,784 6,064 6,559 5,353 5,628
Public Street Lighting

Awerage Annual Customers 316 323 328 422 431
Energy Sales (MWh) 15,785 16,257 16,108 15,836 14,765
Awerage Annual Use Per Customer (kWh) 49,950 50,332 49,110 37,526 34,258
Average Annual Revenue per Customer ($) 3,553 3,776 4,040 3,196 2,602
Total Sales to Ultimate Customers

Average Annual Customers 93,008 95,275 96,898 102,479 106,239
Energy Sales (MWh) 2,344,587 2,428,795 2,443,710 2,513,302 2,607,017
Average Annual Use Per Customer (kWh) 25,208 25,492 25,219 24,525 1,954
Off System Sales

Sales for Resale (MWh) 131,548 202,295 508,728 92,173 127,599
Total Sales (MWh) 2,476,135 2,631,090 2,952,438 2,605,475 2,734,616
Electric System - Selected Operating Costs and Ratios

For Fiscal Years Ended September 30 1999 2000 2001 2002 2003
Revenue per kWh

Retail Customers 0.085 0.089 0.096 0.080 0.093
Commercial and Industrial Customers 0.065 0.068 0.075 0.061 0.071
Public Street Light 0.071 0.075 0.082 0.068 0.076
Expenses Per kWh

Total Operating Expense per kWh 0.0572 0.0572 0.0641 0.0618 0.0589
Financial Ratios

Debt to Total Assets 0.403 0.527 0.521 0.483 0.470
Operating Ratio 0.760 0.730 0.812 0.849 0.868
Current Ratio 2.432 2.103 2.485 3.827 3.460

(1) Generation expenses for FY 2000 do not include $4.2 million dollars of deferred fuel costs of w hich $2.7 million w as recognized

as expense in FY 2001 and the balance recognized in 2002.

(2) FY 2002 restated due to new Customer Information Systemw hich provides a more accurate methodology for counting

customers.
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Electric System - General Statistics

For Fiscal Years Ended September 30 1999 2000 2001 2002 2003
Generating Capacity (MW) (Summer) 490 429 (1) 661 652 652
Capacity Purchases (MW) (Summer) 103 36 (1) 36 11 11
Net System Energy Generated (MW) 1,785,077 1,719,939 2,455,047 2,260,483 2,461,517
Net Peak Demand (MW) Summer 526 550 520 580 549
Net Peak Demand (MW) Winter 513 497 521 510 590
Awerage Residential Monthly Bill ($) 84.65 90.60 97.18 82.06 93.75
Number of Street Lights 14,886 15,303 15,480 15,330 16,143
(1) Attime of summer peak demand (July 18, 2000). Excludes Purdom 8 and peak season purchases to replace same.

Electric System - Projected Summer Peak Loads and Resources (MW)

For Fiscal Years Ended September 30 2004 2005 2006 2007 2008
Total Generating Capacity 652 652 747 747 747
Total New Generating Capacity - 95 - - -
Capacity Purchases 51 11 11 11 11
Projected Retirements - - - - -10
Total Power Supply Resources 703 758 758 758 748
Projected Net Peak Demand 588 600 614 624 634
Power Supply Resources Available For:

Resenes and Off System Sales 115 158 144 134 114
System Resene Margin % 20% 26% 23% 21% 18%
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Gas System - Salesto Ultimate Customers, by Customer Class

For Fiscal Years Ended September 30 1999 2000 2001 2002® 2003
Residential (firm)

Average No. of Customers 17,150 18,317 19,358 21,482 22,937
Usage (Mcf) 466,193 558,016 654,909 585,934 694,119
Average Sales Per Customer (Mcf) 27 30 34 27 30
Non-residential (firm)

Average No. of Customers 1,336 1,362 1,402 1,737 1,810
Usage (Mcf) 609,077 627,091 666,273 634,725 729,622
Average Sales Per Customer (Mcf) 456 460 475 365 403
Interruptible

Average No. of Customers 14 18 18 17 22
Usage (Mcf) 644,453 847,141 807,159 864,295 802,327
Average Sales Per Customer (Mcf) 46,032 47,063 44,842 50,841 36,469
Interdepartmental Sales

Average No. of Customers 39 41 44 47 -
Usage (Mcf) 16,269 18,703 27,607 24,235 -
Average Sales Per Customer (Mcf) 417 456 627 516 -
Total Gas System

Average No. of Customers 18,539 19,738 20,822 21,832 21,940
Usage (Mcf) 1,735,992 2,050,951 2,155,948 2,109,189 2,226,068
Average Sales Per Customer (Mcf) 94 456 104 97 101
Miles of Gas Lines 604 618 645 670 715
Heating Degree Days (HDD) 1196 1411 1810 1,442 1,721

(1) Interdepartmental sales included in non-residential and interruptible customers beginning in FY 2003.
(2) FY 2002 restated due to new Customer Information System providing a more accurate methodology for counting

customers.
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Electric Systems Ten Largest Retail Customers

Fiscal year ended September 30
Customers

Florida State University

State of Florida

City of Tallahassee

Leon County School Board
Florida A & M University
Tallahassee Memorial HealthCare
Federal Government

Leon County

Publix Markets

Governor's Square Mall

TOTAL

Percent of Total Retail Sales

Revenue kWh

$14,162,211 230,104,181
12,713,201 190,230,758
6,558,922 91,020,790
3,834,197 45,588,066
3,604,098 57,386,761
2,540,711 40,953,277
1,790,805 26,095,413
1,785,837 27,026,604
1,548,530 23,599,813
1,161,170 17,877,600

$49,699,682 $749,883,263

Revenue
6.84%
6.14%
3.17%
1.85%
1.74%
1.23%
0.86%
0.86%
0.75%
0.56%

23.99%

kKWh
8.83%
7.30%
3.49%
1.75%
2.20%
1.57%
1.00%
1.04%
0.91%
0.69%
28.76%

Gas System Five Largest Customers by Consumption

Fiscal year ended September 30
Customers

Florida State University

Florida A&M University
Tallahassee Memorial HealthCare
State of Florida

Federal Government

TOTAL

Revenue
$2,161,493
1,018,642
658,098
550,783
331,563

$ 4,389,015 $

Gas Usage
365,626
176,977

91,199

59,394

35,395
693,196

29

Percent of Total Retail Sales

Revenue
9.90%
4.67%
3.02%
2.52%
1.52%

20.11%

Gas Usage
16.42%
7.95%
4.10%
2.67%
1.59%
31.14%



Electric Rates

Current (1)

Residential

Customer Charge - Single Phase Senice $4.94
Customer Charge - Three Phase Senvice $16.80
Energy Charge per kWh $0.04217
General Service Non - Demand

Customer Charge - Single Phase Senvice $6.00
Customer Charge - Three Phase Senice $22.00
Energy Charge per kWh $0.03141
General Service Demand

Customer Charge $40.00
Demand Charge per kW $7.25
Energy Charge-The first 500 kWh per kW $0.00980
Excess kWh per kW @ $0.00137
General Service Large Demand

Customer Charge $40.00
Demand Charge per kW $7.25
Energy Charge-The first 500 kWh per kW $0.00940
Excess kWh per kW @ $0.00137
(1) A fueland purchased pow er charge is also applied to all kWh sold. The FY 2003 w eighted average charge was $.04121.

Gas Rates (Effective October 1, 2002)

Monthly Rate:

Customer Charge

Residential Senice Per Meter $7.00
Nonresidential Senice $12.00
Interruptible Service:

Small Interruptible Senvice $150.00
Interruptible Senice $225.00
Large Interruptible Senice $225.00
Commodity Charge:

Residential Senice Per 1000 Cubic Feet $1.03125
Nonresidential Service Per 1000 Cubic Feet $0.89138
Interruptible Service: (Cents Per 100 cf)

Small Interruptible Senice $0.62191
Interruptible Senvice $0.57191
Large Interruptible Senvice $0.48491

(1) A fuelcharge is also applied to all 100 cf sold. The FY 2003 w eighted average charge w as $.053482.
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Electric System Revenue Bonds, Debt Service Coverage (in 000s)

For Fiscal Years Ended September 30 1999 2000 2001 2002 2003
Operating Revenues (1)
Retail Sales $172,229  $185,827 $198,503 $177,332 $207,238
Other Operating Sales 6,825 9,217 5921 7,419 8,578
Sales to Other Utilities 7,517 11,130 29,884 4,909 9,609
Transfer to Operating Resene (9,133) (4,953) (1,152) (2,738) -3,000

Total Operating Revenue 177,438 201,221 233,156 186,922 222,425
Operating Expenses (2)
Fuel 56,599 61,637 106,777 76,457 108,743
Purchased Power 30,199 35,205 25,726 18,820 20,597
Other Operating Expense 40,629 39,100 38,339 44,588 46,223

Total Operating Expense 127,427 135,942 170,842 139,865 175,563
Net Revenues from Operations 50,011 65,279 62,314 47,057 46,862
Other Income and Deductions 2,736 3,256 4,131 12,476 2,956
Total Available for Debt Service $ 52,747 $68,535 $ 66,445 59,533 $ 49,818
Total Sr. Lien Debt Senice $ 16,502 $ 18,592 $ 21,642 15,288 $ 19,947
Total Sr. Lien Debt Service Coverage 3.20x 3.69x 3.07x 3.89x 2.50x
(1) Fgures shown are not presented in accordance with GAAP, but rather are restated to calculate debt service, based on

the provisions of the Hectric Revenue Bond Resolution. Revenues available for Debt Service exclude amounts deposited
into the Operating Reserve Fund and include amounts transferred from the Operating Reserve Fund.

(2) Exclusive of Depreciation and Amortization.
Gas System Revenue Bonds, Debt Service Coverage (in 000s)
For Fiscal Years Ended September 30 1999 2000 2001 2002 2003
Total Operating Revenues 14,104 17,635 24,431 19,181 23,464
Total Operating Expenses 9,280 12,262 18,315 13,123 17,648
Net Operating Revenue 4,824 5,373 6,116 6,058 5,816
Total Pledged Revenue 4,824 5,373 6,116 6,058 5,816
Debt Service 1,427 1,426 651 1,545 1,546
Debt Service Coverage 3.38x 3.77x 9.39x 3.92x 3.76x
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CITY OF TALLAHASSEE, FLORIDA
STATEMENT OF NET ASSETS
Energy System
September 30, 2003
(in thousands)

Totals
Memorandum
Electric Gas Only
ASSETS
Current Assets
Cash and Cash Equivalents...........cccccccovvvveeeeiiiieeccenn, $ 90,904 $ 399 % 91,303
INVESTMENES....uuiiiiciiie e 17,420 1 17,421
Securities Lending Collateral...........cccccoeiiiiiiiiiiennnennn. 26,980 75 27,055
Receivables:
AcCrued INtEreSt.......covvviviiiiiiieieieiiiiae 678 6 684
NOLES. .. e e 5,657 -- 5,657
Customers and OthersS.............cveeeeeeiiiieiiiieeeeeeeees 17,259 1,280 18,539
Less: Allowance for Doubtful Accounts.................. (926) (46) (972)
Due from Other FUNAS..........uuveviiiiiiiiiicieieieceeeee e, 284 - 284
INVENTOIY..cciiiiiii ettt 26,696 141 26,837
Cash and Cash Equivalents - Restricted........................ 52,541 3,168 55,709
Investments - Restricted..........coooeeiiiviiiieeei e, 18,292 1,548 19,840
Securities Lending Collateral - Restricted...................... 17,582 1,196 18,778
Receivables - Restricted:............c.covvvvvvvveveviiiviririiiiinann,
(@1 g 1T 154 - 154
Accrued INtEreSt......ccooeivvvieiiieeeeeeeceee e, 234 23 257
Total Current ASSEetS.....cceeeeiiiiiiiiiieeeeeeeeeieee e 273,755 7,791 281,546
Noncurrent Assets
Unamortized Bond Issue COStS...........ccooeeveeiviiiiinennnnn. 1,478 531 2,009
Capital Assets (Net of Accumulated Depreciation)......... 360,778 41,797 402,575
Construction in Progress.......ccuvvveeeieeeeeiiiiiiiiieeeceeeene 32,700 3,535 36,235
Total Noncurrent AsSsetS........ccccceeeeeiiiiiineeenenn, 394,956 45,863 440,819
Total ASSEES ... $668,711 $ 53,654 % 722,365
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CITY OF TALLAHASSEE, FLORIDA
STATEMENT OF NET ASSETS
Energy System
September 30, 2003
(in thousands)

Totals
Memorandum
Electric Gas Only
LIABILITIES AND NET ASSETS
LIABILITIES
Current Liabilities
Accounts Payable...........cooueiiiieiiiieeceeeeee e $ 4,248 $ 489 % 4,737
Due to Other FUNAS........cooiuiiieiiiiiieiee e 1 - 1
Compensated ADSENCES.......ccuvvieeeiiiiiciiiiiie e 1,360 245 1,605
Obligations Under Securities Lending.........ccccccvvvveeeeeeiinns 26,980 75 27,055
Customer Contracts Payable.........cccccccvviiciiiiiiinieieeeieis 1,600 -- 1,600
Deferred REVENUE...........eiiiiiiiieeeeiee et 2,191 -- 2,191
Utility Deposits Payable...........cccccooiiiiiiiiiiiciee 12,680 179 12,859
Obligations Under Securities Lending - Restricted............... 17,582 1,196 18,778
Retainage Payable and Accounts Payable - Restricted........ 189 5 194
Loans Payable - CUIrent.........coeeiiiiiee e 1,570 310 1,880
Bonds Payable - CUIrent..........cccceeeeeeeeeeiiiiiiiieieeeeeeeee 10,720 775 11,495
Total Current LiabilitieS.......cccceviiiiiiie, 79,121 3,274 82,395
Noncurrent Liabilities:
Loans Payable...........cooiiiiiiiiie e 46,935 10,088 57,023
Advances from Other FUNdS..........cccooiiiiiiiiiiieeeeee - 772 772
Compensated ADSENCES........cuvvveeieiiiiiiieiie e 1,088 22 1,110
Bonds Payable.........ccccoiiiiiiiiiiie e 190,270 15,145 205,415
Unamortized Bond Premium (Discount).............cccvvvvevnnnnn. (845) 120 (725)
Deferment of Loss on Early Retirement of Debt.................. (2,030) -- (2,030)
Total Noncurrent Liabilities.........cccoceeiiiiininn 235,418 26,147 261,565
Total LiabilitieS....cccviiiiiiiiiiiieece e 314,539 29,421 343,960
NET ASSETS

Investment in Capital Assets, net of related debt................ 148,336 19,425 167,761
Restricted for Debt ServiCe..........cccceviiiiieiiiiiee e, 18,292 1,548 19,840
Restricted for Renewal, Replacement, and Improvements.... 52,740 3,185 55,925
UNFESIMCIEA. ...eeiiiiiiiiieeiieee e 134,804 75 134,879
Total Net ASSETS....uiiiiiieiiiieiiie et $354,172 $ 24,233 $ 378,405
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CITY OF TALLAHASSEE, FLORIDA
STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN FUND NET ASSETS
Energy System
Fiscal Year Ended September 30, 2003
(in thousands)

Totals
Memorandum
Electric Gas Only

Operating Revenues:

Charges for Senvices:
Residential Sales.........c.ccccocveeeveecieeennen. $ 96,314 $ 9,831 $ 106,145
Recyclable Sales........ccocccveeeeeiiiiiiiiinenn. -- - -
Commercial and Industrial Sales............... 108,335 12,300 120,635
Public Street and Highway Lighting............ 2,589 - 2,589
Sales for Resale.......cccccceeeeeiiiiiiiiiinnennn. 9,609 - 9,609
SUrcharge.....ccovvevvveeeiieceee e 1,451 78 1,529
Tapping FEes.......coovviviiieeeeeeiecciiieeeeeen - 13 13
Landing and Tie Down Fees...................... - - -
Late FEeS...ouuiiiiiiiiiee 840 94 934
Initiating Service.........ccovvvvveeeeeeiiiiciiiee. 849 138 987
Rentals......ccceeeeeiiiiiiiieeee e 464 - 464
Cut-ins and Cut-fees..........ccccvvvvivieeeeennns 2,702 322 3,024
Recreation FEesS.......cccccevvvvviviiiinieeeeenans - - -
Transportation Fees.........ccccccevveeeeviiinnee. - -- -
Other......oooiiiii 2,272 511 2,783
Total Operating Revenues.................. 225,425 23,287 248,712

Operating Expenses:
Personnel Services........coocvvveeeeeiiiiiiivnnnnnn.. 17,352 1,923 19,275
FOSSIl FUEL.....ccoiiiiiiiii 108,743 -- 108,743
Power Purchased...........ccccocvvivieee i, 20,597 - 20,597
Gas Purchased.........cccccceeeeviiiiiiiiiieee e - 12,048 12,048
Contractual ServiCes.......ccccceevvvvcvverereneeennn, 23,156 2,946 26,102
Materials and Supplies.......ccccccceeeeiiiiiinnnnn. 3,412 464 3,876
Other EXPeNSES.......ccccvvvveeveeeeeeeecciiiieeeeaenn 2,303 267 2,570
Depreciation.........ccccvveeeeeeeeeieicciieeee e 19,849 1,234 21,083
AmOrtization..........cccovveieiieee e 165 28 193
Total Operating Expenses.................. 195,577 18,910 214,487
Operating Income (LOSS)......cccevrvneenne. $ 29,848 $ 4,377 $ 34,225
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CITY OF TALLAHASSEE, FLORIDA
STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN FUND NET ASSETS
Energy System
Fiscal Year Ended September 30, 2003
(in thousands)

Totals
Memorandum
Electric Gas Only
Non-Operating Revenues (Expenses):
Interest REVENUE..........ccveevveeiieeiriccieci, $ 6,822 $ 207 $ 7,029
Net Decrease in the Fair Value of Investments a,717) (42) (1,759)
Other Revenues.........ccccoocveeeeiiiieee i 1,032 29 1,061
Interest EXPENSe.......ccovveeeeeeeeeeieciiiineeenen. (8,732) (834) (9,566)
Other EXPEeNSES......cccvvveveeeeeeiiiiiiiieeeeenn (2,892) (35) (2,927)
Total Non-Operating Revenues (Expenses) (5,487) (675) (6,162)
Income Before Capital Contributions...........
and Operating Transfers.........ccccccceeeeieenns 24,361 3,702 28,063
Capital Contributions and Transfers.............
Transfers IN........ciiiis 257 23 280
Transfers Out........ccccevveveeiiiiceeee e (21,724) (2,011) (23,735)
Total Capital Contributions and Transfers (21,467) (1,988) (23,455)
Change in Net ASSEetS.......cccceveeeiiiiiiieieeeen, 2,894 1,714 4,608
Net Assets - October L........ccooiiiiiiieniennnnn. 351,278 22,519 373,797
Net Assets - September 30...........cccvvveeen.. 354,172 24,233 378,405
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ENERGY SYSTEM SUMMARY OF CERTAIN PROVISIONS OF THE RESOLUTION

This Summary of Certain Provisions of the Resolution is subject in all respects to the more complete infor-
mation and definitions contained in Resolution No. 98-R-0048 adopted on September 23, 1998, as amended by
Resolution No. 98-R-0056 adopted on October 15, 1998, as amended and supplemented from time to time (the
“General Resolution”). This Summary of Certain Provisions of the Resolution should not be considered to be a
complete statement of the facts material to making any investment decision.

The City of Tallahassee, Florida (the “City”) currently has outstanding its $143,800,000 Energy System
Refunding Revenue Bonds, Series 1998 A, $49,220,000 Energy System Revenue Bonds, Series 1998 B, $17,380,000
Energy System Refunding Revenue Bonds, Series 2001 and $27,630,000 Energy System Refunding Revenue Bonds,
Series 2002 (collectively, the “Bonds’).

Pledged Revenues

“Net Revenues’ are defined in the General Resolution to mean all Revenues or Gross Revenues of the
Energy System after deduction of the Cost of Operation and Maintenance.

“Pledged Revenues’ shall mean (i) the proceeds of the sale of any Series of Bonds, subject to application as
provided in the General Resolution, (i) moneysin all funds and accounts established under the General Resolution
(except the Rebate Fund), subject to application as provided therein and (iii) the Net Revenues of the System.

As used in the General Resolution, the term “Energy System” or “ System” shall mean the complete com-
bined electric and power supply system for the production, supply, distribution and sale of electricity now owned,
operated and maintained or caused to be operated and maintained by the City and al electric products, generation,
transmission, distribution, general plant, fuel inventory and any other related facilities any mine, well, pipeline,
plant, structure or other facility for the development, production, manufacture, storage, transportation, fabrication or
processing of fossil, nuclear or other fuel of any kind, the acquisition, distribution and sale of natural gas, together
with any and all improvements, extensions and additions thereto hereafter constructed or acquired and any joint
venture or ownership facility or any interest therein or any right to use the capacity from any facilities or services
thereof. Upon compliance with certain provisions of the General Resolution, the term “ System” shall be deemed to
include other utility functions added to the System, such as the providing of water and wastewater services, the
providing of cable television services, the providing of telecommunication services or other utility functions that
are, in accordance with Prudent Utility Practice, reasonably related to the services provided by the System. Thegas
system was merged with the Energy System pursuant to Resolution No. 01-R-0024 adopted on April 11, 2001.

Disposition of Revenues

The Bonds are special obligations of the City payable solely from and secured solely (except for any addi-
tional source of payment or security specifically pledged therefore) by the Pledged Revenues, to the extent and inthe
manner provided in the General Resolution. Such Pledged Revenues are hereby pledged for the payment of the
principal of, premium, if any, and interest on the Bonds in accordance with their terms and the provisions of the
General Resolution, subject only to the provisions of the General Resolution requiring or permitting the application
thereof for the purposes and on the terms and conditions set forth in the General Resolution.

The City covenants and agreeswith the Holders from timeto time of the Bondsthat on and after the issuance
of any Series of Bonds, and for so long as any Bonds shall be Outstanding, it will pay, or cause to be paid, into the
Revenue Fund, as promptly as practicabl e after receipt thereof, all of the Revenues derived from the operation of the
System (except the Revenues and other amounts expressly required or permitted by the General Resolution to be
credited to, or deposited in, any other fund or account). The City covenants and agrees that the Revenue Fund and
all moneys on deposit therein shall be trust funds in the hands of the City and shall be used and applied, except as
otherwise expressly permitted by the General Resolution, only in the manner and for the purposes provided for
therein and summarized below.

The Pledged Revenues shall immediately be subject to the lien of the General Resolution without any

36



physical delivery thereof or further act, and the lien thereon shall be valid and binding as against al parties having
claimsof any kind in tort, contract or otherwise against the City. Such funds may be commingled as provided in the
General Resolution without destroying the lien and pledge created by the General Resolution. All funds and ac-
counts created under the General Resolution shall be held in trust by the City Treasurer-Clerk (or such other officer
as shall succeed to the duties of such City Treasurer-Clerk) for the benefit of the Holders of the Bonds and Subordi-
nated Debt issued under the General Resolution.

All Revenues at any time remaining on deposit in the Revenue Fund, after payments of Cost of Operation
and Maintenance, shall be applied and allocated only in the following manner and in the following order of priority:

(D] The City shall deposit into the Debt Service Fund no later than five (5) days prior to each Debt
Service Payment Date, the following identified sums together with any deficiencies for prior payments:

Such sum as will be sufficient to pay (i) all interest coming due on al Outstanding Bonds on the next Debt
Service Payment Date, plus the interest component of any Parity Contract Obligation together with any fees and
charges of the Paying Agents and Registrars therefore, (i) the principal amount of the Bonds which will mature and
come due on such Debt Service Payment Date plus the principal component of any Parity Contract Obligation and
(iii) any Amortization Installment established for the mandatory redemption of Outstanding Bonds on such Debt
Service Payment Date. Provided, however, that such deposits shall not be required to be made to the extent that
money on deposit within such Debt Service Fund is sufficient for such purpose. Moneysin the Debt Service Fund
may be used only for the purposes set forth above.

2 To the extent required by any Series Resolution, the City shall next deposit to any debt service
reserve fund amounts required to be deposited therein pursuant to such Series Resolution.

3 From the moneys remaining in the Revenue Fund, the City shall next deposit into the Subordinated
Debt Service Fund an amount required to be paid as provided in the General Resolution or ordinance of the City
authorizing such Subordinated Debt for principal, interest, mandatory redemption payments, if any, and debt service
reserve payments, if any, on Subordinated Debt, but for no other purposes.

4 The balance of any monies remaining in the Revenue Fund at the end of each month after the above
required applications and all ocations have been made may be used for any lawful purpose of the City, provided that
prior to any withdrawal pursuant to this paragraph (4), the City shall have determined, taking into account other
considerations, anticipated future receipts of Gross Revenues or Available Funds, that the funds to be so withdrawn
are not needed for the purposes set forth in paragraphs (1), (2) or (3) above. Amounts paid out, or withdrawn
pursuant to this paragraph (4) shall be free and clear of the lien and pledge created by the General Resolution.

Parity Test for the I ssuance of Bonds and Parity Contract Obligations

The City may, at any time, or from time to time, issue Bonds or enter into Parity Contract Obligations
payable asto principa and interest from the Pledged Revenues, only upon the conditions and in the manner provided
in the General Resolution and summarized below.

(A) The City shall not bein default in performing any of the covenants and obligations assumed under
the General Resolution, and all payments shall have been made into the funds and accounts as provided therein to the
full extent required unless such default shall be cured through the application of the proceeds of the Bonds proposed
to be issued;

(B) The City shall have in the Fiscal Year preceding the issuance of the proposed obligations met the
rate covenant as provided in the General Resolution;

(© The City shall have obtained a certificate from an independent consultant showing that the annual
Net Revenues of the System in each of the full Fiscal Years in the period specified in the next sentence, based on
operations and price levels estimated to exist at such time, are projected to bein the aggregate at least 1.00 timesthe
estimated Debt Service Requirement on all Outstanding Bonds, the Prior Obligations and all Bonds proposed to be
issued with respect to each project and together with Available Funds are projected to be in the aggregate at least
1.30 times the estimated Debt Service Requirement on all Outstanding Bonds, the Prior Obligations and all Bonds
proposed to be issued with respect to each project. Asused herein, the term “ Available Funds’ shall mean revenues
or other funds of the System, other than Gross Revenues, which are legally available for the payment of the Bonds,
but not including the proceeds of the Bonds or Subordinated Debt. The period to be covered by such certificate shall
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be the period beginning with the Fiscal Year in which the proposed obligations are to be issued and ending with the
later of (a) the end of the third Fiscal Year after such proposed obligations are to be issued (including the Fiscal Year
inwhich the Bonds areissued whether or not afull fiscal year), (b) thefirst full Fiscal Year in which lessthan ten per
centum (10%) of the interest on the obligations proposed to be issued with respect to such project is estimated to be
funded from the proceeds of such obligations, or (c) the second full Fiscal Year after the estimated commercial
operation of any such project or after such project for which the obligations are proposed to be issued is otherwise
placed in service or put to beneficial use of the System. In preparing the certificate required in the General Resolu-
tion, the independent consultant may reflect such adjustments in the projections as it deems reasonable or upon
sources of information believed by it to be reliable. Such adjustments may include, but shall not be limited to, any
or all of thefollowing: (i) any changesin thethen existing rates, fees, rentals or other charges from the operation of
the System and the projects under construction or to be constructed or acquired as have been agreed to or adopted
formally by the City, or as affected by executed interchange agreements or contracts with other parties; (ii) any
increasein rates or charges required in any year for which the projectionsin the certificates have been prepared that
the City will be required to adopt in order to meet the rate covenants as provided in the General Resolution; (iii) any
increasein ratesor chargesrequired in any year to comply with any ordinance setting forth aformulafor establishing
transfers from revenues of the System to the City’s general fund; (iv) the estimated change in annual Net Revenues
to be derived from the operation of any additional projects or acquisition anticipated to be accomplished from
previous financings or from the proceeds of all Bonds proposed to be issued with respect to each such project or
acquisition.

The City need not comply with the provisions of any other paragraph of this subsection (c) in theissuance of
Bondsif and to the extent the City shall have obtained a certificate from an independent certified public accountant
which shall state that for any twelve (12) consecutive months out of the last twenty-four (24) months that Net
Revenues shall have been at least 1.00 times the estimated Debt Service Regquirement on all Outstanding Bonds,
Prior Obligations and all Bonds proposed to be issued and together with Available Funds shall have been at least
1.30 times the estimated Debt Service Requirement on all Outstanding Bonds, Prior Obligations and all Bonds
proposed to be issued.

The City need not comply with the provisions of any other paragraph of this subsection (c) in theissuance of
Bondsif and to the extent the Bonds to be issued are refunding bonds, that is, delivered in lieu of or in substitution
for, or to provide for the payment of one or more Series of Bonds or Prior Obligations, or portions thereof.

The City need not comply with the provisions of any other paragraph of this subsection (c) in theissuance of
Bonds if and to the extent the Bonds to be issued are for the purpose of providing any necessary additional funds
required for completion of any improvementsto the System (“ Completion Bonds”) if originally financed pursuant to
this subsection or originaly financed with the proceeds of Prior Obligations provided that such Completion Bonds
for which the City need not comply with the provision of such first paragraph of this subsection may not exceed 10%
of the total principal amount of Bonds estimated to be required for such improvements to the System at the time of
issuance of theinitial Series of Bonds to finance such improvements.

Rate Covenant

The City will enact arate ordinance and thereby will fix, establish and maintain such rates, tolls, rents and
other fees and charges for the use of the System and revise the same from time to time, whenever necessary, aswill
always provide Net Revenuesin each Fiscal Year sufficient to pay one hundred per centum (100%) of the total Debt
Service Requirement on all Outstanding Bonds and the Prior Obligations and together with Available Funds, as
defined above, will be sufficient to pay one hundred thirty-per centum (130%) of thetotal Debt Service Requirement
on all Outstanding Bonds and the Prior Obligations. The City also agreesthat Net Revenuesin each Fiscal Year will
be adequate to pay one hundred per centum (100%) of all other payments, and allocations and applications of
revenues required by the General Resolution, including payments to be made from the Subordinated Debt Service
Fund. The City will comply with such additional and supplemental covenants with respect to the rates for the
services of the System as may be adopted by any Series Resolution. Inthe event the City has entered into aQualified
Agreement with a Qualified Provider, payments to be made from the Subordinated Debt Service Fund shall only
include payments required to be made by the City after taking into consideration amounts paid to or owed by the City
pursuant to such Qualified Agreement.
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Disposition of All or a Portion of The Energy System

(A) The Energy System may be sold or otherwise disposed of as a whole or substantially as a whole,
only if the net proceeds to be realized, together with other moneys available for such purpose, shall be sufficient
fully toretireall of the Prior Obligationsand al of the Outstanding Bonds issued pursuant to the General Resolution
and all interest thereon to their respective dates of maturity or earlier redemption dates. The proceedsfrom such sale
or other disposition of the Energy System shall immediately be deposited first in the Debt Service Fund and shall be
used only for the purpose of paying the principal of and interest on the Bonds as the same shall become due, or the
redemption of callable Bonds, or the purchase of Bonds at a price not greater than the redemption price of said
Bonds, or, if the Bonds are not then redeemabl e prior to maturity, at prices not greater than the redemption price of
such Bonds on the next ensuing redemption date.

(B) The foregoing provision notwithstanding, the City shall have and hereby reserves the right to sell,
lease, exchange or otherwise dispose of any of the tangible property or ownership interest in tangible property
comprising a part of the Energy System in the following manner, if any one of the following conditions exist: (i)
such property is not necessary for the operation of the Energy System or (ii) such property is not useful in the
operation of the Energy System or (iii) such property is not profitable in the operation of the Energy System.

Prior to any sale, lease, exchange or other disposition of said property, the officer of the City charged with
the normal acquisition, construction, operation, maintenance and repair of the portion of the Energy System for
which disposition is sought, shall determine that such property comprising apart of such Energy System is either no
longer necessary, useful or profitable in the operation thereof.

(© The City may sell, lease, exchange or otherwise dispose of tangible property or an ownership inter-
est in tangible property comprising a part of the Energy System provided the City Manager or other duly authorized
officer charged with the normal acquisition, construction, operation, maintenance and repair of the portion of the
Energy System for which disposition is sought makes a finding in writing, adopted and confirmed by resolution of
the City, determining that (i) such sale, lease, exchange or other disposition will not adversely affect the City’s
ability to comply with the provisions of the General Resolution.

(D) Notwithstanding any other provision of the General Resolution to the contrary, the City may trans-
fer ownership and/or operation of all or aportion of the Energy System to any public body authorized by the laws of
the State to own and/or operate such Energy System or portion thereof on an installment sale basis provided that the
City (i) has received an opinion of Bond Counsel stating the federal income tax exemption of the interest on the
Bonds will not be affected and has received an opinion of Bond Counsel stating that such sale is not prohibited by
any applicable Florida law, and (ii) the City shall have adopted a resolution to the effect that, based upon such
certificates and opinions of its independent consultants, independent certified public accountants, Bond Counsdl,
financial advisors or other appropriate advisors as the City shall deem necessary, desirable or appropriate, such
transfer will not adversely affect the City’s ability to comply with the provisions of the Energy Resolution.

In the event the City electsto transfer all of the assets of the Energy System to a public body as described
above and such public body shall operate the Energy System as a separate enterprise fund separate and apart from
other activities of such governmental unit, the City shall no longer have any obligations under the General Resolu-
tion provided that at the time of such transfer (i) the rating on the Bonds (without regard to any Credit Facility in
effect) by each nationally recognized rating agency then rating the Bonds shall not be reduced and (ii) the purchaser
thereof shall have assumed all obligations under the General Resolution.

(E) Except as provided in subsection (A) above, the net proceeds realized from the disposal of all or a
portion of the Energy System may be used for any lawful purpose of the City.
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ENERGY SYSTEM
CITY OF TALLAHASSEE, FLORIDA
CONSOLIDATED DEBT SERVICE

Bond Year
Ending $27,630,000 $17,680,000 $143,800,000 $49,220,000
October 1 Total Series 2002 Series 2001 Series 1998 A Series 1998 B
2004 21,493,665 2,446,275 $ 1,546,390 $ 8,238,000 $ 9,263,000
2005 21,489,915 6,680,525 1,540,390 8,235,000 5,034,000
2006 21,499,890 6,682,500 1,548,390 8,236,000 5,033,000
2007 21,494,690 6,684,100 1,544,790 8,239,000 5,026,800
2008 12,879,120 1,544,120 10,125,000 1,210,000
2009 12,880,110 - 1,541,110 10,129,000 1,210,000
2010 12,878,690 - 1,545,690 10,123,000 1,210,000
2011 12,887,350 - 1,547,350 10,130,000 1,210,000
2012 12,881,850 - 1,540,850 10,131,000 1,210,000
2013 12,886,725 - 1,546,725 10,130,000 1,210,000
2014 12,885,025 - 1,544,025 10,131,000 1,210,000
2015 12,618,025 - 1,278,025 10,130,000 1,210,000
2016 12,563,025 - 1,228,025 10,125,000 1,210,000
2017 12,570,750 - 1,227,750 10,133,000 1,210,000
2018 12,568,750 - 1,234,750 10,124,000 1,210,000
2019 12,579,750 - 1,233,750 10,136,000 1,210,000
2020 11,340,000 - - 10,130,000 1,210,000
2021 11,340,000 - - 10,130,000 1,210,000
2022 11,344,000 - - 10,134,000 1,210,000
2023 13,538,000 - - 10,128,000 3,410,000
2024 15,206,000 - - 10,126,000 5,080,000
2025 15,207,000 - - 10,126,000 5,081,000
2026 15,211,000 - - 10,129,000 5,082,000
2027 15,220,000 - - 10,137,000 5,083,000
2028 15,209,000 - - 10,127,000 5,082,000
Total 362,672,330 22,493,400 $ 23,192,130 $ 245,662,000 $ 71,324,800
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$27,630,000
CITY OF TALLAHASSEE, FLORIDA
Energy System Refunding Revenue Bonds, Series 2002

Dated: August 1, 2002

Purpose
To refund the City’s outstanding Electric System Refunding Revenue Bonds, Series 1992 A.

Security

The Bonds are payable solely from and secured by alien and pledge of the Net Revenues of the City’s Energy
System and on parity with its Energy System Refunding Revenue Bonds, Series 1998 A, Energy System Revenue
Bonds, Series 1998 B, and Energy System Refunding Rvenue Bonds, Series 2001.

Form
$27,630,000 Serial Bonds, all fully registered. The Bonds are book-entry-only and are not evidenced by physical
bond certificates. Interest is payable semi-annually on each April 1 and October 1, commencing October 1, 2002.

Agents

Registrar —Wachovia Bank, NA, Jacksonville, Florida.
Paying Agent —WachoviaBank , NA, Jacksonville, Florida.
Bond Counsel — Bryant, Miller and Olive, PA., Tallahassee, Florida.

Ratings

Moody’'s—Aaa (Al underlying)

Standard and Poors—AAA (AA- underlying)
Fitch—AAA (AA- underlying)
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$27,630,000
CITY OF TALLAHASSEE, FLORIDA
ENERGY SYSTEM REFUNDING REVENUE BONDS, SERIES 2002

Summary of Remaining Debt Service Requirements

Bond Year
Ending Interest

October 1 Rate Principal Interest Total
2004 2.75% $ 1,830,000 $ 616,275 $ 2,446,275
2005 2.75% 6,110,000 570,525 6,680,525
2006 3.00% 6,280,000 402,500 6,682,500
2007 3.00% 5,470,000 164,100 5,634,100
2007 5.00% 1,000,000 50,000 1,050,000
Totals $20,690,000 $ 1,803,400 $22,493,400
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$17,680,000
CITY OF TALLAHASSEE, FLORIDA
Energy System Refunding Revenue Bonds, Series 2001

Dated: May 1, 2001

Purpose
To refund aportion of the City’s outstanding Consolidated Utility System Revenue Bonds attributable to the
Gas System to allow the Gas System to become part of the City’s combined Energy System.

Security

The Bonds are payable solely from and secured by a lien and pledge of the Net Revenues of the City's
Energy System on a subordinated basis to the City’s outstanding Junior Lien Electric System Revenue
Bonds, Series 1992 A, (the“Minibonds”) and its Electric System Refunding Revenue Bonds, Series 1992 A,
and on parity with its Energy System Refunding Revenue Bonds, Series 1998 A, and Energy System Rev-
enue Bonds, Series 1998 B.

Form

$14,325,000 Serial Bonds, $3,355,000 5.00% Term Bonds due October 1, 2019, al fully registered. The
Bonds are book-entry-only and are not evidenced by physical bond certificates. Interest is payable semi-
annually on each April 1 and October 1, commencing October 1, 2001.

Agents

Registrar “Wachovia Bank, NA, Jacksonville, Florida.

Paying Agent —Wachovia Bank, NA, Jacksonville, Florida.

Bond Counsel — Bryant, Miller and Olive, PA., Tallahassee, Florida.

Ratings

Moody’s—Aaa (Al underlying)

Standard and Poors—AAA (AA- underlying)
Fitch—AAA (AA- underlying)

Call Provisions

Optional Redemption

The Series 2001 Bonds maturing on or prior to October 1, 2016, are not subject to optional redemption prior
to the maturity thereof. The Series 2001 Bonds maturing October 1, 2019, are subject to redemption prior to
maturity on or after October 1, 2011, at the option of the City, asawhole or in part at any time (by lot if less
than al of a maturity) during the following redemption periods at the following redemption prices (plus
accrued interest on the principal amount, if any):

Redemption period (both datesinclusive) Redemption Prices
October 1, 2011 through September 30, 2012 101%
October 1, 2012 and thereafter 100%
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Mandatory Redemption

The Series 2001 Bonds that mature on October 1, 2019, will be subject to mandatory redemption, by operation of
Amortization Installments, in part prior to maturity by lot, at redemption prices equal to 100% of the principal
amount thereof plus interest accrued to the redemption date, beginning on October 1, 2017, and on each October 1
thereafter in the following principal amounts in the years specified:

Year Amount

2017 $ 1,060,000
2018 $ 1,120,000
2019 (fina maturity) $ 1,175,000



$17,680,000
CITY OF TALLAHASSEE, FLORIDA
ENERGY SYSTEM REFUNDING REVENUE BONDS, SERIES 2001

Summary of Remaining Debt Service Requirements

Bond Year
Ending Interest
October 1 Rate Principal Interest Total
2004 4.00% $ 775,000 $ 771,390 $ 1,546,390
2005 4.00% 800,000 740,390 1,540,390
2006 4.00% 840,000 708,390 1,548,390
2007 4.10% 870,000 674,790 1,544,790
2008 4.20% 905,000 639,120 1,544,120
2009 4.30% 940,000 601,110 1,541,110
2010 4.40% 985,000 560,690 1,545,690
2011 5.00% 1,030,000 517,350 1,547,350
2012 5.50% 1,075,000 465,850 1,540,850
2013 5.50% 1,140,000 406,725 1,546,725
2014 5.50% 1,200,000 344,025 1,544,025
2015 5.50% 1,000,000 278,025 1,278,025
2016 5.50% 1,005,000 223,025 1,228,025
2017 5.00% () 1,060,000 167,750 1,227,750
2018 5.00% (@ 1,120,000 114,750 1,234,750
2019 5.00% (3 1,175,000 58,750 1,233,750
Totals $15,920,000 $ 7,272,130 $23,192,130

(1) Termbonds maturing 2017
(2) Termbonds maturing 2018
(3) Termbonds maturing 2019



$143,800,000
CITY OF TALLAHASSEE, FLORIDA
Energy System Refunding Revenue Bonds, Series 1998 A

Dated: November 1, 1998

Purpose

To refund the City’s outstanding Electric System Revenue Bonds, Series 1992 B and its Sunshine State Financing
Commission loan dated April 10, 1997 and to fund certain transmission and distribution capital improvementsto the
City's Electric System.

Security
The Bonds are payable solely from and secured by a lien and pledge of the Net Revenues of the City’s Electric
System.

Form

$64,970,000 Seria Bonds, $19,940,000 4.75% Term Bonds due October 1, 2021, $40,050,000 4.75% Term Bonds
due October 1, 2026, and $18,840,000 5.00% Term Bonds due October 1, 2028, al fully registered. The Bonds are
book-entry-only and are not evidenced by physical bond certificates. Interest is payable semi-annually on each April
1 and October 1 commencing April 1, 1999.

Agents

Registrar - Wachovia Bank of Florida, Jacksonville, Florida.

Paying Agent - Wachovia Bank of Florida, Jacksonville, Florida.
Trustee - Wachovia Bank of Florida, Jacksonville, Florida.

Bond Counsd - Bryant, Miller and Olive, PA., Tallahassee, Florida.

Ratings

Moody’s - Aaa (A1 underlying)

Standard and Poors - AAA (AA- underlying)
Fitch - AAA (AA- underlying)

Call Provisions

Optional Redemption

The Series 1998 A Bonds maturing prior to October 1, 2016 are not subject to optional redemption prior to the
maturity thereof. The Series 1998 A Bonds maturing on or after October 1, 2016, are subject to redemption prior to
maturity on or after October 1, 2008, at the option of the City, asawhole or in part at any time (by lot if lessthan all
of amaturity) during the following redemption periods at the following redemption prices (plus accrued interest on
the principal amount, if any):

Redemption period (both datesinclusive) Redemption Prices
October 1, 2008 through September 30, 2009 101%
October 1, 2009 and thereafter 100%
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Mandatory Redemption

The Series 1998 A Bonds that mature on October 1, 2021 will be subject to mandatory redemption, by
operation of Amortization Installments, in part prior to maturity by lot, at redemption prices equal to 100%
of the principal amount thereof plusinterest accrued to the redemption date, beginning on October 1, 2019
and on each October 1 thereafter in the following principal amountsin the years specified:

Year Amount

2019 $ 6,345,000
2020 $ 6,640,000
2021(final maturity) $ 6,955,000

The Series 1998 A Bonds that mature on October 1, 2026 will be subject to mandatory redemption, by
operation of Amortization Installments, in part prior to maturity by lot, at redemption prices equal to 100%
of the principal amount thereof plusinterest accrued to the redemption date, beginning on October 1, 2022
and on each October 1 thereafter in the following principal amountsin the years specified:

Year Amount

2022 $ 7,290,000
2023 $ 7,630,000
2024 $ 7,990,000
2025 $ 8,370,000
2026 (fina maturity) $ 8,770,000

The Series 1998 A Bonds that mature on October 1, 2028 will be subject to mandatory redemption, by
operation of Amortization Installments, in part prior to maturity by lot, at redemption prices equal to 100%
of the principal amount thereof plusinterest accrued to the redemption date, beginning on October 1, 2027
and on October 1, 2028 in the following principal amounts in the years specified:

Year Amount
2027 $ 9,195,000
2028 (fina maturity) $ 9,645,000

Special Mandatory Redemption

In the event the City sells or disposes of all or a portion of the Energy System and such sale or disposition
will, in the opinion of Bond Counsel, absent a redemption of all or a portion of the Series 1998 A Bonds,
adversely effect the exclusion of interest on the Series 1998 A Bonds from the gross income of the holders
thereof for purposes of Federal income taxation, all or aportion of the Series 1998 A Bonds shall be subject
to a special mandatory redemption at the prices (expressed as a percentage of par) set forth below, plus
accrued interest to the redemption date; provided that with respect to Series 1998 A Bonds maturing in the
years 2007 and 2008 and the years 2010 through and including 2015, such price shall be the greater of the
prices set forth below or the accreted values shown in Appendix | of the Series 1998 A Official Statement
plus accrued interest to the redemption date. Intheevent lessthan al of the Series 1998 A Bonds are subject
to such special mandatory redemption, the City shall select the Series 1998 A Bondsto be subject to redemp-
tion in such manner asit shall so determine. In the event the Series 1998 A Bonds are subject to optional
redemption as described above, the City may utilize such optional redemption provisions in lieu of the
Special Mandatory Redemption.
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Redemption Period Redemption Price

October 1, 1999 to September 30, 2000 105 %
October 1, 2000 to September 30, 2001 104.5
October 1, 2001 to September 30, 2002 104
October 1, 2002 to September 30, 2003 103.5
October 1, 2003 to September 30, 2004 103
October 1, 2004 to September 30, 2005 102.5
October 1, 2005 to September 30, 2006 102
October 1, 2006 to September 30, 2007 101.5
October 1, 2007 to September 30, 2008 101
Oct 1, 2008 to Sept 30, 2009 100.5
Oct 1, 2009 and thereafter 100
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$143,800,000
CITY OF TALLAHASSEE, FLORIDA
ENERGY SYSTEM REFUNDING REVENUE BONDS, SERIES 1998 A

Summary of Remaining Debt Service Requirements

Bond Year
Ending Interest
October 1 Rate Principal Interest Total
2004 4.00% $ 1,555,000 $ 6,683,000 $ 8,238,000
2005 4.00% 1,615,000 6,620,000 8,235,000
2006 4.00% 1,680,000 6,556,000 8,236,000
2007 4.50% 1,750,000 6,489,000 8,239,000
2008 5.00% 3,715,000 6,410,000 10,125,000
2009 4.13% 3,905,000 6,224,000 10,129,000
2010 5.00% 4,060,000 6,063,000 10,123,000
2011 5.25% 4,270,000 5,860,000 10,130,000
2012 5.25% 4,495,000 5,636,000 10,131,000
2013 5.25% 4,730,000 5,400,000 10,130,000
2014 5.25% 4,980,000 5,151,000 10,131,000
2015 5.25% 5,240,000 4,890,000 10,130,000
2016 4.75% 5,510,000 4,615,000 10,125,000
2017 4.75% 5,780,000 4,353,000 10,133,000
2018 4.75% 6,045,000 4,079,000 10,124,000
2019 4.75% 6,345,000 3,791,000 10,136,000
2020 4.75% 6,640,000 3,490,000 10,130,000
2021 4.75% 6,955,000 3,175,000 10,130,000
2022 4.75% 7,290,000 2,844,000 10,134,000
2023 4.75% 7,630,000 2,498,000 10,128,000
2024 4.75% 7,990,000 2,136,000 10,126,000
2025 4.75% 8,370,000 1,756,000 10,126,000
2026 4.75% 8,770,000 1,359,000 10,129,000
2027 5.00% 9,195,000 942,000 10,137,000
2028 5.00% 9,645,000 482,000 10,127,000
Totals $138,160,000 $107,502,000 $245,662,000
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$49,220,000
CITY OF TALLAHASSEE, FLORIDA
Energy system Revenue Bonds, Series 1998 B

Dated: November 1, 1998

Purpose
To fund a portion of the costs of construction of planned generation capital improvements to the City’s
Electric System.

Security

The Bondsare payable solely from and secured by alien and pledge of the net revenues of the City’sElectric
System on a subordinated basis to the City’s outstanding Junior Lien Electric System Revenue Bonds,
Series 1992 A (the “Minibonds”) and its Electric System Refunding Revenue Bonds, Series 1992 A.

Form

$25,020,000 Serial Bonds, and $24,200,000 5.05% Term Bonds due October 1, 2028. The Bonds are book-
entry-only and are not evidenced by physical bond certificates. Interest payable semi-annually on each
April 1 and October 1 commencing April 1, 1999.

Agents

Registrar - Wachovia Bank of Florida, Jacksonville, Florida.

Paying Agent - Wachovia Bank of Florida, Jacksonville, Florida.
Trustee - Wachovia Bank of Florida, Jacksonville, Florida.

Bond Counsd - Bryant, Miller and Olive, PA., Tallahassee, Florida.

Ratings

Moody’s - Aaa (A1 underlying)

Standard and Poors - AAA (AA- underlying)
Fitch - AAA (AA- underlying)

Call Provisions

Optional Redemption

The Series 1998 B Bonds maturing on and prior to October 1, 2007 are not subject to optional redemption
prior to the maturity thereof. The Series 1998 B Bonds maturing October 1, 2028, are subject to redemption
prior to maturity on or after October 1, 2008, at the option of the City, asawhole or in part at any time (by
lotif lessthan all of amaturity) during the following redemption periods at the following redemption prices
(plus accrued interest on the principal amount, if any):

Redemption Dates (both inclusive) Redemption Prices
October 1, 2008 through September 30, 2009 101%
October 1, 2009 and thereafter 100%
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Mandatory Redemption

The Series 1998 B Bonds that mature on October 1, 2028 will be subject to mandatory redemption, by operation of
Amortization Installments, in part prior to maturity by lot, at redemption prices equal to 100% of the principal
amount thereof plus interest accrued to the redemption date, beginning on October 1, 2023 and on each October 1
thereafter in the following principal amounts in the years specified:

Year Amount

2023 $ 2,200,000
2024 $ 3,980,000
2025 $ 4,180,000
2026 $ 4,390,000
2027 $ 4,610,000
2028 (final maturity) $ 4,840,000

Special Mandatory Redemption

Inthe event the City sellsor disposed of al or aportion of the Energy System and such sale or dispositionwill, inthe
opinion of Bond Counsel, absent a redemption of all or a portion of the Series 1998 B Bonds, adversely effect the
exclusion of interest on the Series 1998 B Bonds from the gross income of the holders thereof for purposes of
Federal incometaxation, all or aportion of the Series 1998 A Bonds shall be subject to a special mandatory redemp-
tion at the prices (expressed as a percentage of par) set forth below, plus accrued interest to the redemption date. In
the event less than al of the Series 1998 B Bonds are subject to such special mandatory redemption, the City shall
select the Series 1998 B Bonds to be subject to redemption in such manner asit shall so determine.

Redemption Period Redemption Price
October 1, 1999 to September 30, 2000 105 %
October 1, 2000 to September 30, 2001 104.5
October 1, 2001 to September 30, 2002 104
October 1, 2002 to September 30, 2003 103.5
October 1, 2003 to September 30, 2004 103
October 1, 2004 to September 30, 2005 102.5
October 1, 2005 to September 30, 2006 102
October 1, 2006 to September 30, 2007 101.5
October 1, 2007 to September 30, 2008 101
October 1, 2008 to September 30, 2009 100.5
October 1, 2009 and thereafter 100

51



$49,220,000
CITY OF TALLAHASSEE, FLORIDA
ENERGY SYSTEM REVENUE BONDS, SERIES 1998 B

Summary of Remaining Debt Service Requirements

Bond Year
Ending Interest
October 1 Rate Principal Interest Total
2004 4.00% $ 7,335,000 $ 1,928,000 $ 9,263,000
2005 4.00% 3,400,000 1,634,000 5,034,000
2006 4.00% 3,535,000 1,498,000 5,033,000
2007 4.00% 3,670,000 1,356,800 5,026,800
2008 5.00% - 1,210,000 1,210,000
2009 5.00% - 1,210,000 1,210,000
2010 5.00% - 1,210,000 1,210,000
2011 5.00% - 1,210,000 1,210,000
2012 5.00% - 1,210,000 1,210,000
2013 5.00% - 1,210,000 1,210,000
2014 5.00% - 1,210,000 1,210,000
2015 5.00% - 1,210,000 1,210,000
2016 5.00% - 1,210,000 1,210,000
2017 5.00% - 1,210,000 1,210,000
2018 5.00% - 1,210,000 1,210,000
2019 5.00% - 1,210,000 1,210,000
2020 5.00% - 1,210,000 1,210,000
2021 5.00% - 1,210,000 1,210,000
2022 5.00% - 1,210,000 1,210,000
2023 5.00% 2,200,000 1,210,000 3,410,000
2024 5.00% 3,980,000 1,100,000 5,080,000
2025 5.00% 4,180,000 901,000 5,081,000
2026 5.00% 4,390,000 692,000 5,082,000
2027 5.00% 4,610,000 473,000 5,083,000
2028 5.00% 4,840,000 242,000 5,082,000
Totals $ 42,140,000 $ 29,184,800 $ 71,324,800
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THE CONSOLIDATED UTILITY SYSTEM

The Consolidated Utility System refersto the City’s Water and Sewer utilities and the Stormwater System,
grouped together primarily for the purpose of debt financing. The Consolidated Utility System Revenue Bonds
Authorizing Resolution (the “Resolution”) provides for other utility functions to be added to the definition of Con-
solidated Utility System, provided certain requirements are met, as necessary and appropriate. Asof January 2004,
no such additional utility functions have been added, nor is the City currently considering any additions. As de-
scribed under “The Energy System,” the City completed the transfer of its Gas Utility, for financing purposes, to
form, with the Electric System, the Combined Energy System.

The City has exclusive authority to provide water and sewer servicesto all customers within the corporate
City limits. In addition, the City is a provider of water and sewer services to portions of Leon County and, to a
limited degree, in Wakulla County. The City’s Stormwater System covers the 101 square miles within the City
limits.

Anticipated financing needs for the Consolidated Utility System for the next five years are:

Issue Amount Projected Date

Consolidated Utility System Revenue  $13,985,000 March 2005

Consolidated Utility System Revenue  $11,245,000 March 2007
Rate Setting

The City Commission isvested with the sole authority to establish water, sewer, and stormwater ratesfor the
facilitiesand other servicesafforded by the Consolidated Utility and Stormwater Systems, subject to Section 180.191,
Florida Statutes. This provision establishes alimitation on the differential that may be charged to customers outside
of the municipal boundaries as opposed to those within the municipal boundaries.

The City does not retain consulting engineersto assist in setting rates for the Stormwater System. The City
Commission establishes stormwater drainage fees based on an amount deemed sufficient to cover the system’s
projected operational, maintenance, and capital regquirements.

The City’'s financing policy is to fund general government services from various fees and charges, entitle-
ments from other governmental agencies, taxes, and transfers from utility revenues. The City has established a
targeted transfer from its various utilities to help fund these general government services. These transfer require-
ments are a factor in setting the City’s water and sewer rates and charges. There is no transfer requirement with
respect to the Stormwater System.

In order to insure that rates and charges are sufficient to meet the rate covenant as set forth in the Resolution
and to provide adequate revenues to fund the Five-Year Capital Improvement Program and other system require-
ments, the City has established a process of reviewing the rates and charges for the Utility System, separately for
each of the utilities, on a biennial basis. Pursuant to the Resolution, which requires that rates and charges for the
Consolidated Utility System shall not be changed except upon the recommendation of the Consulting Engineer, the
City has retained the firm of R.W. Beck to assist the City in performing the rate studies for the Water and Sewer
systems, as well as for various other utility matters. The consultant is authorized to analyze expenses and other
system requirements for each of the following two years and to recommend rates to be effective at the beginning of
each of those years. The Commission approves rates through adoption of a rate ordinance after advertising and
conducting public hearings. Historically, the ordinance implementing the findings of the rate study and the public
hearing process has provided, to the extent needed, for implementation of the changesin rates for both the first and
second years of the study period.
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WATER SYSTEM

The City owns and operates a water system, which currently serves approximately 69,500 connectionsin
the City, Leon County, and Wakulla County. The City also wholesaleswater to the small city of St. MarksinWakulla
County. Water system operationsinclude water production (100% groundwater supply), €l evated storage, and water
distribution including metering and customer service. Approximately 10.5 billion gallons of water was pumped
from atotal of 28 water wellsin FY 2002.

M anagement Discussion of Water System Oper ations

In FY 2003, after atransfer of $4,128,000 to the General Fund, the Water Utility realized abudget surplus of
$1,039,000, which was applied to the Water RR& | Fund in accordance with City Financing Policy. Additionally, the
Water Operating Reserve Fund exceeded the Financing Policy’s required level by $194,000 and this amount was
transferred to the Water RR& | Fund.

The major accomplishment during FY 2003 was the Northwest Water Project. This project entailed the
cleaning of approximately 90 miles of water main in the northwest service quadrant and improved the drinking water
quality for 10,000 residential customers and 600 commercial customers, including public schools, hotels, and res-
taurants. Thewater quality had deteriorated in the northwest area due to heavy deposits of iron and other byproducts
that had accumulated in the water distribution system over the past several years. Asaresult, customer complaints
concerning discolored water, laundry and plumbing fixture staining, and objectionable taste and odor had reached
unacceptable numbers. The project was completed in two months and was conducted by a contractor with the
support of Water Utility forces. Project planning included customer communications that resulted in customer
satisfaction ratings of good or excellent totaling nearly 90%. Prior to the water distribution system cleaning, the
major water supply well that was the primary source of theiron was chemically treated to temporarily minimize the
continued pumping of the iron into the distribution system. An environmental engineering consultant has been
retained in FY 2004 to conduct atreatment study and design for thiswell. Theinstallation of iron-removal facilities
is expected in 2005 as a permanent solution.

A detailed computer model of the entire city water system was completed in 2003. A consultant will employ
the model in 2004 to develop a Master Water Plan (the Plan) that will serve as the template for needed system
improvements and expansion requirements during the next 20 years. The Plan will include the capital improvements
(in five-year increments) that will be needed to meet future growth and to maintain quality infrastructure.

A Vulnerability Assessment (VA) of the water system was completed in 2003 in conformance with Federa
requirements. In conjunction with the VA, the Emergency Operations Plan (EOP) for the water system was updated.
The design of recommended water system security improvementswill be donein 2004, with implementation begin-
ning in 2004 and completed in 2005.

Other major activities initiated in 2004 include: the installation of atest well for the major water supply
well that will be designed during the latter part of the year and constructed in 2005 to serve the new Southwood
development, the design of an elevated water tank that will also be located in Southwood, and the cleaning and
painting of elevated storage tank No. 3 located at Meridian Road and Interstate 10. Tank No. 3 will be the first of
eight existing storage tanks that will be cleaned and painted over the next several years.
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SEWER SYSTEM

The City owns, operates, and maintains a sewer system that serves approximately 68,500 connectionsin the
City and small areas in Leon County. The sewer operations include collection, pumping stations, two treatment
plants, disposal of treated effluent by spray irrigation, and disposal of Class B biosolids by land application.

M anagement Discussion of Sewer System Oper ations

In FY 2003, after transfer of $1,153,000 to the General Fund, the Wastewater fund realized a budget surplus
of $742,000, which was applied to the Wastewater RR& | Fund in accordance with City Financing Policy. This
surplus was a combination of increased revenues from Laboratory Sample Test Fees, Capital Overhead, and resi-
dentia customers, and approximately 2% savings in budgeted expenditures, especialy in the areas of contractual
services and chemical and lab expenses. Additionally, the Wastewater Operating Reserve Fund exceeded the City
Financing Policy’srequired level by $71,000 due to interest earnings, and this amount was transferred to the Waste-
water RR& | Fund.

The installation of the 50-wet ton heat dryer, which will result in the production of Class AA biosolids,
started in late 2003 and will be completed in mid 2004. A three-year contract has been executed with a private
company to transport and dispose of the ClassAA biosolids. Consequently, theland application of ClassB biosolids
on City airport property will cease. A contract with Waste Management, Incorporated (WMI) was al so executed to
dispose of Class B biosolids at WMI's Class | landfill in Jackson County, Florida. The landfill contract will provide
abackup disposal method in case the heat dryer isinoperable for extended periods. The third and final screw press
for dewatering biosolids prior to input to the dryer will beinstalled in May 2004 and will complete the replacement
of obsolescent belt filter presses. Theinstallation of asecond heat dryer is scheduled for 2005 and will compl ete the
scheduled improvements of biosolidstreatment and disposal facilitiesthat should meet future capacity requirements
for the next 10-15 years.

In response to increasing area concern about the possible impact of the Southeast Farm (the City’s spray
irrigation facility for treated wastewater effluent) on Wakulla Springs, the Water Ultility entered into a joint agree-
ment with the United States Geological Survey (USGS) to conduct a three-year study of water quality and flow
direction in the Floridan Aquifer as the groundwater moves beyond the farm boundaries. Several monitoring wells
and state-of -the-art analytical methods (such as bacteriophage tracing and DNA testing), will beemployed. The City
is committing $100,000 per year, with the USGS providing nearly 90% matching funding.

A Request for Proposals for the Master Sewer Plan (MSP) will be issued in mid 2004, with a consultant to
be retained before the end of theyear. Similar to the Master Water Plan, the M SPwill address wastewater collection
and pumping systems and entail computer modeling of both the gravity and pressure systems, assessment of infra-
structure with programmed replacement and rehabilitation schedules, and needed system improvements and expan-
sion requirements to meet future growth during the next 20 years. The plan will include capital improvementsin
five-year increments and is scheduled for completion by the end of 2005.

Two magjor wastewater projects continue to move forward. The design of the Reclaimed Water Treatment
Plant to serve the Southwood area will be completed in April 2004, and the plant should be operational the end of
2005. Thedesign for the Replacement of Wastewater Pumping Station No. 79 will be completed in March 2004, and
its construction should be completed in September 2005.
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STORMWATER SYSTEM

The City operates and maintains the Stormwater System (i.e. a network of pipes, channels, and detention
ponds) to serve the 101 square miles within the City’s incorporated limits. The Stormwater System consists of
approximately 306 stormwater management ponds, 5,200 drainage structures, 310 miles of enclosed storm drains,
245 miles of roadside ditches, 16 miles of minor to medium outfall ditches, and 26 miles of major outfall canals.

The operation, maintenance and expansion of the Stormwater System are funded through a stormwater
utility fee. The utility user fee method of funding is considered to be more equitable than an ad-val orem tax assess-
ment for two reasons. First, the community-wide cost of managing stormwater runoff is more closely related to the
amount of runoff generated from a property than it isto the taxable value of a property. The runoff generated from
a property is closely associated with its impervious area, so the City uses impervious area as the basis for the
stormwater fee. Property taxeswould only be poorly correlated to runoff, if at all. Second, the stormwater utility fee
method recognizes that over half of the property on the tax rolls in Tallahassee is tax-exempt. If the stormwater
program were funded through property taxes, the owners of these tax-exempt properties would not contribute to the
cost of managing runoff despite their generating alarge portion of the demand for services.

Management Discussion of Operations

During FY 2003, actua revenue for the Stormwater System exceeded the budgeted amount by 1% while
expenditureswere approximately 2% below budget, resulting in actual budgetary income before transfers of $389,000.
In accordance with the Financing Policy, $318,00 of income was transferred to the Stormwater RR& | fund to offset
the need for future debt. The remaining $71,000 was transferred to the Reserve for Encumbrances.

The Stormwater program is operated on afull cost recovery basi swith associated revenues and expenditures
accounted for within the Stormwater Fund. Stormwater maintenance activities are provided by the Public Works
Department but are funded from the Stormwater Fund. Approximately $3.3 million was budgeted for maintenance
in FY 2004. In addition to maintenance, amajor portion of annual revenue goesto capital improvementsto improve
and expand the physical drainage system. The FY 2004 Five-Year Capital Improvement Program Plan included 16
projects. The total cost of these projects is approximately $34 million, which is programmed for FY 2004 through
FY 2008. No debt funding is programmed for stormwater projects at thistime.

Sormwater System Rates and Revenue

The FY 2004 base stormwater fee is $6.25 per ERU per month. An ERU is the amount of impervious area
associated with a typical residential unit. This has been determined statistically to be 1,990 square feet (SF). In
these terms then the base monthly stormwater fee can be considered to be $6.25 per residence. Non-residential land
usestypically have substantially more impervious surface than do residential uses. To determine the stormwater fee
for a non-residential parcel the actual impervious area on the site is measured. The total impervious area is then
divided by the ERU base area (1,990 SF). The resulting multiple number of ERUs is then multiplied by the base
monthly fee ($6.25 per ERU) to get the monthly fee for that specific non-residential site.

The Stormwater utility has approximately 72,000 customers. While approximately 91% of the customer
base isresidential, the 9% nonresidential customer base generates approximately 54 % of the annual revenue. The
FY 2004 revenue projection from the stormwater utility feeis $11.8 million.
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Selected Consolidated Utility System Statistics

Water System

Fiscal Year Ended September 30 1999 2000 2001 2002 2003
Miles of Water Mains ) 973 1,100 1,200 1,184 1,172
Plant Capacity 73.60 73.60 73.60 73.60 73.60
Daily Avg. Consumption (MGD) 25.18 27.60 29.49 26.87 28.89
Residential

Awg. No. of Customers 58,996 60,641 61,947 63,312 68,430

Water Sold (000) 5,091,508 5,652,397 5,045,555 5,382,795 4,759,796

Awy. Sales Per Customer 86,303 93,210 81,450 85,020 69,557
Commercial

Awg. No. of Customers 6,497 6,691 6,861 7,021 8,390

Water Sold (000) 3,909,787 4,218,096 4,085,916 4,248,922 4,145,123

Awg. Sales Per Customer 601,783 630,413 595,528 605,173 494,055
Interdepartmental

Awg. No. of Customers 344 346 349 355 -

Water Sold (000) 187,789 203,844 171,763 175,759 -

Awg. Sales Per Customer 545,898 589,145 492,158 495,096 -
Sewer System
Fiscal Year Ended September 30 1999 2000 2001 2002 2003
Miles of Sanitary Sewers 850 857.3 934.6 858* 928
Annual Flow-Millions of Gallons 5,867 6,399 6,278 6,056 6,010
Daily Average Treatment (MGD) 16.07 17.48 17.24 16.59 16.47
Rainfall (fiscal year totals) 46.91 42.24 63.12 49.59 69.43
Gallons Treated Per Customer 106,769 111,447 108,650 102,653 102,688
Awg. No. of Customers

Residential 49,666 51,041 52,291 54,972 57,761

Commercial 5,188 5,292 5,398 5,907 6,136

Interdepartmental ® 93 97 99 99 0
Rated Capacity 32 32 32 32 32

(1) Decrease reflects updated data generated in FY 2002 using GIS methodology

(2) Interdepartmental is now included in commercial
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Water System Ten Largest Customers by Consumption (as of September 30, 2003)

Percentage of

Customer Water Usage Billed Amount Revenues

Florida State University 2,927,298 $419,844 18.85%
State of Florida 2,167,999 335,518 15.06%
City Government 1,506,656 287,943 12.93%
Florida A&M University 1,948,157 283,770 12.74%
Leon County School Board 873,902 144,371 6.48%
TMH (Hospital) 925,382 125,963 5.65%
Federal Government 902,717 124,999 5.61%
Leon County Government 694,804 100,660 4.52%
Wolverine Apartments 228,073 27,965 1.26%
Blairstone Apartments 189,162 23,210 1.04%

Sewer System Ten Largest Customers by Consumption (as of September 30, 2003)

Percentage of

Customer Sewer Usage Billed Amount Revenues

Florida State University 2,216,735 $837,311 37.59%
State of Florida 1,281,007 479,620 21.53%
Florida A&M University 1,446,274 469,561 21.08%
Federal Government 862,061 267,383 12.00%
Leon County School Board 693,282 258,005 11.58%
Leon County Government 636,522 209,023 9.38%
TMH (Hospital) 697,737 205,207 9.21%
City Government 451,589 176,690 7.93%
Wolwverine Apartments 228,073 62,620 2.81%
Blairstone Apartments 206,504 56,956 2.56%
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Consolidated Utility System Debt Service Coverage (in 000s) *

Fiscal Year Ended September 30 1999 2000 2001 2002 2003
Operating Revenues

Water 19,560 21,115 19,917 20,997 20,780

Sewer 25,583 25,555 25,239 26,486 26,525
Total Operating Revenues 45,143 46,670 45,156 47,483 47,305
Operating Expenses

Water 9,268 9,988 9,908 10,667 13,397

Sewer 17,228 18,485 18,488 17,812 20,491
Total Operating Expenses 26,496 28,473 28,396 28,479 33,888
Net Operating Revenue 18,647 18,197 16,760 19,004 13,417
Gross Stormwater Revenue 12,599 9,898 13,249 11,310 11,503
Other Revenue 1,832 4,369 3,377 1,382 1,239
Total Pledged Revenue

Available for Debt Service 33,078 32,464 33,386 31,696 26,159
Debt Service 7,833 7,826 5,167 6,157 5,944
Coverage 4.22x 4.15x 6.46x 5.15x 4.40x

* This schedule is restated due to the migration of the Gas System to the Energy Systemin FY 2001.
Gas Systemrevenues are now included in the Energy System statistics.
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CITY OF TALLAHASSEE, FLORIDA

STATEMENT OF NET ASSETS
Consolidated Utility System

September 30, 2003
(in thousands)

Totals
Stormwater Memorandum
Sewer Water Management Only
ASSETS
Current Assets
Cash and Cash Equivalents................. $ 7974 $ 5839 $ 33,727 3% 47,540
INVestmeNntS.........cccveieeeeeeeece e 78 74 -- 152
Securities Lending Collateral............... 2,007 1,474 8,388 11,869
Receivables: --
Accrued Interest........ccoevvvvvvnnnnnnn. 50 29 170 249
NOtES....coiiieiiiei -- -- -- --
Customers and Others.................. 2,102 1,526 678 4,306
Due From Other Governments....... -- -- 2 2
Less: Allowance for Doubtful Accounts (170) (281) - (451)
INVENTOIY....vviiieiiiii e 1,908 138 -- 2,046
Cash and Cash Equivalents - Restricted 7,609 18,103 - 25,712
Investments - Restricted............cccceun... 5,482 934 -- 6,416
Securities Lending Collateral - Restricted 3,247 4,743 - 7,990
Receivables - Restricted:.................... --
Accrued Interest........ccoevvvvvvnnnnnn. 39 91 -- 130
Total Current Assets................... 62,996 75,635 42,965 105,961
Noncurrent Assets
Unamortized Bond Issue Costs............ 397 53 -- 450
Capital Assets (Net of Accumulated Deprec 161,279 80,132 81,658 323,069
Construction in Progress...........ccc...... 6,733 3,546 9,131 19,410
Total Noncurrent Assets.......... 168,409 83,731 90,789 342,929
Total ASSetS......eeeeeeeeeieeeeeen... $ 231,405 $ 159,366 $ 133,754 $ 448,890
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CITY OF TALLAHASSEE, FLORIDA

STATEMENT OF NET ASSETS
Consolidated Utility System
September 30, 2003

(in thousands)

Totals
Stormwater Memorandum
Sewer Water Management Only
LIABILITIES AND NET ASSETS
LIABILITIES
Current Liabilities
Accounts Payable...........ccccooiiiiiiieic e $ 741 $ 307 % 568 % 1,616
Due to Other FUNAS........ccvvviiiiiiiieiiiee e - - - -
Compensated ADSENCES..........occcvviiiivieee e 685 245 233 1,163
Obligations Under Securities Lending.........cccccvveveeeriinns 2,007 1,474 8,388 11,869
Customer Contracts Payable............cccccvvvvveeeeeiiccinine, 800 475 - 1,275
Deferred ReVENUE........cccuuviiiiiiieeeeeiiiee e - - 4,880 4,880
Utility Deposits Payable...........cccccciiiiiis - 1,235 - 1,235
Obligations Under Securities Lending - Restricted............ 3,247 4,743 - 7,990
Retainage Payable and Accounts Payable - Restricted.... 310 59 - 369
Bonds Payable - Current.........ccccceeeveeciiiiieieee e, 2,674 476 - 3,150
Total Current LiabilitieS........cccoovvviiiiiiiiieiiiieeeee 10,464 9,014 14,069 33,547
Noncurrent Liabilities:
Customer Contracts Payable............cccovveeiiiiiiiiiiiiine, 1,635 894 - 2,529
Advances from Other Funds...........cccccceiiiiiiiiiiiiinceennn, 3,083 2,860 - 5,943
Compensated ADSENCES.........ooociiiiiiiiiiieeiieeeeee 410 100 85 595
Bonds Payable...........ccccooiiiiii 44,236 7,729 - 51,965
Unamortized Bond Premium (Discount)........ccccccceeeveinnns 532 67 - 599
Deferment of Loss on Early Retirement of Debt................ (816) (354) - (1,170)
Total Noncurrent Liabilities.........cccccvviiiiiiiinnn, 49,080 11,296 85 60,461
Total LiabilitieS. ..., 59,544 20,310 14,154 94,008
NET ASSETS

Investment in Capital Assets, net of related debit............. 121,783 75,813 90,789 288,385
Restricted for Debt ServiCe..........oooiiiiiieiiiiecniiie, 5,694 934 - 6,628
Restricted for Renewal, Replacement, and Improvements 7,126 18,043 - 25,169
UNFESHCE. ...t 4,588 1,301 28,811 34,700
Total Net ASSELS....ciiiiiiiiiieiiieeiee e $139,191 $ 96,091 $ 119,600 354,882
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CITY OF TALLAHASSEE, FLORIDA
STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN FUND NET ASSETS
Consolidated Utility System
Fiscal Year Ended September 30, 2003
(in thousands)

Totals
Stormwater Memorandum
Sewer Water Management Only

Operating Revenues:

Charges for Senvices:
Residential Sales............cccccceeveenee. $ 13,243 $ 9,949 $ 5,063 $ 28,255
Recyclable Sales........................ - - - -
Commercial and Industrial Sales........ 10,206 6,144 6,245 22,595
Public Street and Highway Lighting.... -- -- -- --
Sales for Resale........ccccceeeevieinnnnene. - - - -
Surcharge.....cccocvveveveeei e, 306 849 - 1,155
Tapping FEes......ccovvvvvveeeeeiiiiiinen, 117 1,158 - 1,275
Landing and Tie Down Fees............... - - - -
Late Fees....cooiviiiiiiiieee - 77 - 77
Initiating Service............cccccviniinnnn, - 315 - 315
Rentals.......ccoovvvviiiiiiii - 410 - 410
Cut-ins and Cut-fees.........ccccvveveennn. - 819 - 819
Recreation Fees.........ccccoeevvvvennnnnn. - - - -
Transportation Fees...........ccccvvvee..... - - - -
Other......cooiiiiiiii e 2,653 1,059 195 3,907
Total Operating Revenues.......... 26,525 20,780 11,503 58,808

Operating Expenses:
Personnel Services.............ccccccvvveninn, 9,486 3,950 3,802 17,238
Fossil FUel..........cccovvvvviviiiiiiiiiiins - - - -
Power Purchased...........cccccvvvvvveeeeenn. - - - -
Gas Purchased........cccccccveeeviiiininnnen, - - - -
Contractual Services..........ccceeevvvvvennnn. 8,848 7,692 3,526 20,066
Materials and Supplies.......ccccccceeeveinens 1,658 929 163 2,750
Other EXPenses........cccccvvvvveeeeeeeeieeinns 499 826 152 1,477
Depreciation.........cccceeeeeeeeivicciiiieeee. 5,179 2,291 280 7,750
Amortization..........cccceveeeeee e, - - - -
Total Operating Expenses........... 25,670 15,688 7,923 # 49,281
Operating Income .........cccccevvee. $ 855 $ 5,092 % 3,580 $ 9,527
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CITY OF TALLAHASSEE, FLORIDA
STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN FUND NET ASSETS
Consolidated Utility System
Fiscal Year Ended September 30, 2003
(in thousands)

(continued)

Totals
Stormwater Memorandum
Sewer Water Management Only
Non-Operating Revenues (Expenses):
INtErest REVENUE.........ccveeiveeciieivie e $ 792 $ 967 $ 1,257 % 3,016
Net Decrease in the Fair Value of Investments........ (183) (282) (396) (861)
Grant REVENUES............ocovviiiiiiiiiiiieiieeeiii -- - -- -
Other REVENUES..........ovveiiiiiii it 7,392 1,801 8 9,201
INterest EXPENSE......cccvvviiiieee e (2,630) (410) -- (3,040)
Other EXPENSES.....cccvviiiiiiiee e eiiiiieie e e e (321) (222) -- (543)
Total Non-Operating Revenues (Expenses).. 5,050 1,854 869 7,773
Income (Loss) Before Capital Contributions
and Operating Transfers..........cccccccceeeiiiiiinns 5,905 6,946 4,449 17,300
Capital Contributions and Transfers:
Capital ContributionS...........cccccvviieieeeeee e - -- 993 993
Transfers IN........coo 105 54 789 948
Transfers OUL........ccvvvvvveeeie e, (1,252) (4,258) (61) (5,571)
Total Capital Contributions and Transfers.... (2,1247) (4,204) 1,721 (3,630)
Change in Net ASSetS......cccccuveeevieeiniiiiiiiinn, 4,758 2,742 6,170 13,670
Net Assets - October 1 134,433 93,349 113,430 341,212
Net Assets - September 30 $139,191  $96,091 $ 119,600 $ 354,882
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CONSOLIDATED UTILITY SYSTEM
SUMMARY OF CERTAIN PROVISIONS OF THE RESOLUTION

This Summary of Certain Provisions of the Resolution is subject in all respects to the more complete infor-
mation and definitions contained in Resolution No. 90-R-0052, adopted on December 19, 1990, as amended and
supplemented by Resolution No. 90-R-0053, adopted December 19, 1990, Resolution No. 91-R-0025 adopted May
8, 1991, Resolution No. 91-R-0036, adopted July 10, 1991, and Resolution No. 01-R-0025, adopted April 11, 2001
(collectively, the “Resolution”). This Summary of Certain Provisions of the Resol ution should not be considered to
be a complete statement of the facts material to making any investment decision.

The City of Tallahassee, Florida (the“ City”) currently has outstanding its $46,780,000 Consolidated Utility
Systems Revenue Bonds, Series 1995 and $23,900,000 Consolidated Utility Systems Refunding Revenue Bonds,
Series 2001.

Pledged Revenues

“Gross Revenues’ or “Revenues’ of the Stormwater Drainage System shall mean (i) al revenues, income,
rents and receipts by the City from or attributable to the ownership and operation of the Stormwater Drainage
System, including Connection Charges and including all revenues attributable to the Stormwater Drainage System
or to the payments of the costs thereof received by the City under any contract for the sale of service from the
Stormwater Drainage System or any part thereof or any contractual arrangement with respect to the use of the
Stormwater Drainage System or any portion thereof or the services thereof, (ii) the proceeds of any insurance
covering businessinterruption loss relating to the Stormwater Drainage System, if any, and (iii) interest received on
any money or securities held pursuant to the Resol ution and paid or required to be paid into the Stormwater Drainage
System Revenue Fund. Notwithstanding the foregoing, “ Gross Revenues’ or “Revenues’ of the Stormwater Drain-
age System shall not include Contributions in Aid of Construction or Stormwater Drainage System Devel opment
Charges.

“Gross Revenues’ or “Revenues’ of the Utility System shall mean (i) al revenues, income, rents and re-
ceipts by the City from or attributable to the ownership and operation of the Utility System, including Connection
Charges and including all revenues attributable to the Utility System or to the payment of the costs thereof received
by the City under any contract for the sale of service from the Utility System or any part thereof or any contractual
arrangement with respect to the use of the Utility System or any portion thereof or the services thereof, (ii) the
proceeds of any insurance covering business interruption loss relating to the Utility System, if any, and (iii) interest
received on any moneys or securities held pursuant to the Resolution and paid or required to be paid into the
Revenue Fund. Notwithstanding the foregoing, “Gross Revenues’ or “Revenues’ of the Utility System shall not
include Contributionsin Aid of Construction, Sewer System Development Charges or Water System Devel opment
Charges.

“Net Revenues’ of the Utility System meansthe Revenues or Gross Revenues after deduction of the Cost of
Operation and Maintenance.

“Pledged Revenues’ shall mean (i) the proceeds of the sale of any Series of Bonds, subject to application as
provided in the Resolution, (ii) moneys in the funds and accounts established thereunder (except for the Operating
Reserve Fund and the Rebate Fund), subject to application as provided in the Resolution, (iii) the Net Revenues of
the Utility System, (iv) the Gross Revenues of the Stormwater Drainage System, (v) the Sewer System Devel opment
Charges but only to the extent of the Sewer System Development Charges Bond Service Component, (vi) the Water
System Development Charges but only to the extent of the Water System Development Charges Bond Service
Component, (vii) the Stormwater Drainage System Development Charges but only to the extent of the Stormwater
Drainage System Development Charges Bond Service Component, (viii) unless determined otherwise by one or
more resolutions rel ating to specific Projects, all Special Assessments levied after the issuance of the first Series of
Bonds, and (ix) with respect to any Series of Bonds, any Additional Security.

“Sewer Expansion Facilities’ shall mean improvements, extensions and additions to the Sewer System,
together with all lands or interest therein, including plants, buildings, machinery, franchises, pipes, mains, fixtures,
equipment and all property real or personal, tangible or intangible, heretofore or hereafter constructed or acquiredin
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order to meet the increased demand upon the Sewer System, whether actual or anticipated, created by new users
connecting to the Sewer System.

“Sewer Expansion Percentage’ shall mean that number, expressed as a percentage, which represents that
portion of thetotal cost of any Project or Projects financed from the proceeds of a particular Series of Bondswhich
isattributable to Sewer Expansion Facilities, if any, as shall be determined by the Qualified Independent Consultant
and set forth in the Project Certificate.

“Sewer System” shall mean the complete sewer system now owned, operated and maintained by the City,
together with any and al improvements, extensions and additionsthereto hereafter constructed or acquired, together
with al lands or interests therein, including plants, buildings, machinery, franchises, pipes, mains, fixtures, equip-
ment and all property, rea or personal, tangible or intangible, now or hereafter owned or used in connection there-
with.

“Sewer System Development Charges’ shall mean the impact fees and charges levied upon and collected
from new users of the Sewer System (or the proceeds of any security provided for the payment thereof), if any, to the
extent the same are lawfully available for the acquisition and construction of Sewer Expansion Facilities and for
Sewer System Development Charges Bond Service Components. Sewer System Devel opment Charges do not in-
clude Connection Charges.

“Sewer System Development Charges Bond Service Component” shall mean with respect to any Series of
Bonds as of any particular date of calculation, the Sewer Expansion Percentage, if any, multiplied by the Annual
Debt Service for said Series of Bonds.

“Special Assessments’ shall mean, as determined by subsequent resolution or resolutions of the City, all
proceeds derived by the City from the special assessments levied against the real property specially benefited by the
acquisition and construction of a Project financed by a Series of Bonds or financed by the Revenues of the Utility
System or the Stormwater Drainage System.

“Stormwater Drainage System” shall mean the compl ete stormwater drainage system now owned, operated
and maintained by the City, together with any and all improvements, extensions and additions thereto hereinafter
constructed or acquired and any joint venture or ownership facility or any interest therein or any right to use the
capacity from any facilities and services thereof, together with all lands or interests therein, including plants, build-
ings, machinery, franchises, pipes, mains, fixtures, equipment and all property, real or personal, tangible or intan-
gible, now or hereafter owned or used in connection therewith.

“Stormwater Drainage System Development Charges’ shall mean the impact fees and charges levied upon
and collected from new users of the Stormwater Drainage System (or the proceeds of any security provided for the
payment thereof), if any, to the extent the same arelawfully availablefor the acquisition and construction of Stormwater
Expansion Facilities and for Stormwater Drainage System Development Charges Bond Service Components.
Stormwater Drainage System Development Charges do not include Connection Charges.

“Stormwater Drainage System Devel opment Charges Bond Service Component” shall mean with respect to
any Seriesof Bondsas of any particular date of cal culation, the Stormwater Expansion Percentage, if any, multiplied
by the Annual Debt Service for said Series of Bonds.

“Stormwater Expansion Facilities’ shall mean improvements, extensions and additions to the Stormwater
Drainage System, together with al lands or interest therein, including plants, buildings, machinery, franchises,
pipes, mains, fixtures, equipment and all property real or personal, tangible or intangible, heretofore or hereafter
constructed or acquired in order to meet the increased demand upon the Stormwater Drainage System, whether
actual or anticipated, created by new users connecting to the Stormwater Drainage System.

“Stormwater Expansion Percentage” shall mean that number, expressed as a percentage, which represents
that portion of the total cost of any Project or Projects financed from the proceeds of a particular Series of Bonds
whichisattributableto Stormwater Expansion Facilities, if any, as shall be determined by the Qualified Independent
Consultant and set forth in the Project Certificate.

“Systems’ shall mean, collectively, the Stormwater Drainage System and the Utility System.

“Utility System” shall mean, collectively, the Water System and the Sewer System of the City, together with
any and all improvements, extensions and additions thereto hereafter constructed or acquired and any joint venture
or ownership facility or any interest therein or any right to use the capacity from any facilities or services thereof.
Upon compliance with the provisions of the Resolution, the term “ Utility System” shall be deemed to include other
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utility functions added to the Utility System, including but not limited to the providing of solid waste services, the
providing of cable television services, the providing of telecommunication services or other utility functions that
are, in accordance with Prudent Ultility Practice, reasonably related to the services provided by the Utility System.
This definition shall be broadly interpreted to facilitate the purposes of the Resolution.

“Water Expansion Facilities” shall mean improvements, extensions and additions to the Water System,
together with all lands or interest therein, including plants, buildings, machinery, franchises, pipes, mains, fixtures,
equipment and all property real or personal, tangible or intangible, heretofore or hereafter constructed or acquiredin
order to meet the increased demand upon the Water System, whether actual or anticipated, created by new users
connecting to the Water System.

“Water Expansion Percentage” shall mean that number, expressed as a percentage, which represents that
portion of thetotal cost of any Project or Projects financed with the proceeds of any particular Series of Bondswhich
is attributable to Water Expansion Facilities, if any, as shall be determined by the Qualified Independent Consultant
and set forth in the Project Certificate.

“Water System” shall mean the existing properties and assets, real and personal, tangible and intangible,
owned and operated by the City, and directly or indirectly used or useful for the supply, storage, treatment, transmis-
sion and distribution of water, and all properties and assets hereafter constructed or acquired as additions, improve-
ments and betterments thereto and extensions thereof.

“Water System Development Charges’ shall mean the impact fees and charges levied upon and collected
from new users of the Water System (or the proceeds of any security provided for the payment thereof), if any, to the
extent the same are lawfully available for the acquisition and construction of Water Expansion Facilities and for
Water System Development Charges Bond Service Components. Water System Development Charges do not in-
clude Connection Charges.

“Water System Development Charges Bond Service Component” shall mean with respect to any Series of
Bonds as of any particular date of calculation, the Water Expansion Percentage, if any, multiplied by the Annual
Debt Service for said Series of Bonds.

Disposition of Revenues

The City covenants and agreeswith the Holders from timeto time of the Bondsthat on and after the issuance
of any Series of Bonds, and for so long as any Bonds shall be Outstanding, it will pay, or cause to be paid, into the
Revenue Fund, as promptly as practicabl e after receipt thereof, all of the Revenues derived from the operation of the
Utility System (except the Revenues of the Utility System and other amounts expressly required or permitted by the
Resolution to be credited to, or deposited in, any other fund or account).

All Revenues at any time remaining on deposit in the Revenue Fund, after payments of Cost of Operation
and Maintenance of the Utility System, shall be applied and allocated on a monthly basis only in the following
manner and in the following order of priority:

(1) The City shall first transfer to the Trustee for deposit into the Senior Lien Debt Service Fund,
and credit to the following accounts, no later than the fifteenth (15th) day of the month in each year in the following
order (provided that payments to the Principal Account and Redemption Account shall be on a parity with each
other), the following identified sums together with any deficiencies for prior payments:

(&) Interest Account: Such sum aswill be sufficient to pay one-sixth (1/6th) of all interest
coming dueon all Outstanding Senior Lien Bonds on the next Debt Service Payment Date, together with any
fees and charges of the Trustee, Paying Agents and Registrars therefore. Provided, however, that monthly
deposits of interest, or portions thereof, shall not be required to be made to the extent that money on deposit
within such Interest Account in the Senior Lien Debt Service Fund is sufficient for such purpose. In the
event the City hasissued Senior Lien Bonds which are Variable Rate Bonds, Revenues shall be deposited at
such other or additional times and amounts as necessary to pay any interest coming due on such Variable
Rate Bonds on the next Debt Service Payment Date, all in the manner provided in the Series Resolution
authorizing such Variable Rate Bonds. Any monthly payment out of Revenues to be deposited as set forth
above, for the purpose of meeting interest payments for any Series of Senior Lien Bonds, shall be adjusted,
asappropriate, to reflect the frequency of Debt Service Payment Dates applicable to such Series. Moneysin
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the Interest Account in the Senior Lien Debt Service Fund may be used only for the purposes set forthin this
paragraph (a).

(b) Principal Account: Such sum aswill be sufficient to pay one-sixth (1/6th) of the prin-
cipal amount of the Senior Lien Bonds which will mature and come due on the next semi-annual maturity
date and one-twelfth (1/12th) of the principal amount of the Senior Lien Bonds which will mature and
become due on the next annual maturity date, beginning on such dates, as shall hereafter be determined by
Series Resolutions of the City. Provided, however, that monthly deposits for principal, or portions thereof,
shall not be required to be made to the extent that money on deposit within such Principal Account in the
Senior Lien Debt Service Fund is sufficient for such purpose. Any monthly payment out of Revenuesto be
deposited as set forth above, for the purpose of meeting principal payments for any Series of Senior Lien
Bonds, shall be adjusted, as appropriate, to reflect the frequency of Debt Service Payment Dates applicable
to such Series. Moneysinthe Principal Account inthe Senior Lien Debt Service Fund may be used only for
the purposes set forth in this paragraph (b).

(¢) Redemption Account: Such sum as will be sufficient to pay one-sixth (1/6th) of any
Amortization Installment established for the mandatory redemption of Outstanding Senior Lien Bonds on
the next semi-annual maturity date and such sum as will be sufficient to pay one-twelfth (1/12th) of any
Amortization Installment established for the mandatory redemption of Outstanding Senior Lien Bonds on
such annual maturity date. Provided, however, that monthly deposits into the Redemption Account, or
portions thereof, shall not be required to be made to the extent that money on deposit in the Redemption
Account is sufficient for such purpose. Any monthly payment out of Revenues to be deposited as set forth
above, for the purpose of meeting Amortization Installments for any Series of Senior Lien Bonds, shall be
adjusted, as appropriate, to reflect the frequency of dates established for Amortization Installments appli-
cable to such Series. The moneys in the Redemption Account shall be used solely for the purchase or
redemption of the Term Bonds payable therefrom. The City or the Trustee, upon notice from the City, may
at any time purchase any of said Term Bonds at prices not greater than the then redemption price of said
Term Bonds. |If the Term Bonds are not then redeemabl e prior to maturity, the City may purchase said Term
Bonds at prices not greater than the redemption price of such Term Bonds on the next ensuing redemption
date. If Term Bonds are so purchased by the City, upon submission of such Term Bondsto the Trustee, the
Trustee shall credit or if the Trustee has purchased such Term Bonds, the Trustee shall credit the account of
such purchased Term Bonds against any current Amortization Installment to be paid by the City. If the City
shall purchase or call for redemption in any year Term Bonds in excess of the Amortization Installment
requirement for such year, such excess of Term Bonds so purchased or redeemed shall be credited in such
manner and at such times as the City shall determine. Moneys in the Redemption Account in the Senior
Lien Debt Service Fund may be used only for the purposes set forth in this paragraph (c).

(2) The City shall next deposit from moneys remaining in the Revenue Fund an amount
reguired by each Series Resolution into each account within the Senior Lien Reserve Fund. Any withdraw-
alsfrom any account in the Senior Lien Reserve Fund shall be subsequently restored from the first moneys
available in the Revenue Fund, on a pro rata basis asto all accountsin the Senior Lien Reserve Fund, after
all required current payments for Cost of Operation and Maintenance and all current applications and allo-
cationsto the Senior Lien Debt Service Fund, including all deficienciesfor prior payments have been made
in full. Notwithstanding the foregoing, in no event shall the City be required to deposit into any account in
the Senior Lien Reserve Fund an amount greater than that amount necessary to ensure that the difference
between the Reserve Requirement for the Series of Bonds for which such account was established and the
amounts on deposit in such account on the date of calculation shall be restored not later than twelve (12)
months after the date of such deficiency (assuming equal monthly payments into such account for such
twelve (12) month period) or not later than such earlier date as shall be determined by the respective Series
Resolution authorizing the Series of Bonds for which such account was established. To the extent the City
determines pursuant to a Series Resolution to fund an account within the Senior Lien Reserve Fund for a
respective Series of Bonds, the City may provide that the diff erence between the amounts on deposit in such
account and the Reserve Requirement for such Series of Bonds shall be an amount covered by obtaining
bond insuranceissued by areputable and recognized municipal bond insurer, by a surety bond, by aletter of
credit or any combination thereof or by such other form of credit enhancement as shall be approved by the
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Series Resolution of the City authorizing the Series of Bonds for which such account is established. Such
Series Resolution may also provide for the substitution of such credit enhancement. Moneys in the Senior
Lien Reserve Fund shall be used only for the purpose of the payment of Amortization I nstallments, principal
of, or interest on the Outstanding Senior Lien Bonds when the other moneys allocated to the Senior Lien
Debt Service Fund are insufficient therefore, and for no other purpose. Moneys in each account in the
Senior Lien Reserve Fund shall be valued as determined by the Series Resol ution authorizing such Series of
Senior Lien Bonds for which such account was established. Notwithstanding the foregoing, moneys on
deposit in each respective account in the Senior Lien Reserve Fund shall only be applied for payment of
Amortization Installments, principal of or interest on the Outstanding Series of Senior Lien Bondsfor which
such account was established and for no other Series of Bonds. In the event of the refunding of any Series
of Senior Lien Bonds, the City may withdraw from the account within the Senior Lien Reserve Fund for
such Series of Senior Lien Bonds, all or any portion of the amounts accumulated therein with respect to the
Senior Lien Bonds being refunded and deposit such amounts as required by the resolution authorizing the
refunding of such Series of Senior Lien Bonds; provided that such withdrawal shall not be made unless (a)
immediately thereafter the Senior Lien Bonds being refunded shall be deemed to have been paid pursuant to
the defeasance provisions of the Resolution, and (b) the amount remaining in such account after giving
effect to the issuance of such refunding obligations and the disposition of the proceeds thereof shall not be
less than the Reserve Requirement for any Senior Lien Bonds of such Series then Outstanding.

(3) From the moneysremaining in the Revenue Fund, the City shall next transfer to the Trustee for
deposit in the Junior Lien Debt Service Fund, and credit to the following accounts, no later than the fifteenth (15th)
day of the month in each year in the following order, (provided that paymentsto the Principal Account and Redemp-
tion Account shall be on a parity with each other), the following identified sums together with any deficiencies for
prior payments:

(&) Interest Account: Such sum aswill be sufficient to pay one-sixth (1/6th) of all interest
coming due on all Outstanding Junior Lien Bonds on the next Debt Service Payment Date, together with any
feesand charges of the Paying Agents and Registrarstherefore. Provided, however, that monthly deposits of
interest, or portionsthereof, shall not be required to be made to the extent that money on deposit within such
Interest Account in the Junior Lien Debt Service Fund is sufficient for such purpose. 1n the event the City
has issued Junior Lien Bonds which are Variable Rate Bonds, Revenues shall be deposited at such other or
additional times and amounts as necessary to pay any interest coming due on such Variable Rate Bonds on
the next Debt Service Payment Date, all in the manner provided in the Series Resolution authorizing such
Variable Rate Bonds. Monthly payments shall beincreased or decreased, as appropriate, in sufficient amounts
to provide the required interest amount maturing on the next Debt Service Payment Date. Any monthly
payment out of Revenuesto be deposited as set forth above, for the purpose of meeting interest paymentsfor
any Series of Junior Lien Bonds, shall be adjusted, as appropriate, to reflect the frequency of Debt Service
Payment Dates applicable to such Series. Moneys in the Interest Account in the Junior Lien Debt Service
Fund may be used only for the purposes set forth in this paragraph (a).

(b) Principal Account: Such sum as will be sufficient to pay one-sixth (1/6th) of the prin-
cipa amount of the Junior Lien Bonds which will mature and come due on the next semi-annual maturity
date and one-twelfth (1/12th) of the principal amount of the Junior Lien Bonds which will mature and
become due on the next annual maturity date, beginning on such dates as shall hereafter be determined by
Series Resolutions of the City. Provided, however, that monthly deposits for principal, or portions thereof,
shall not be required to be made to the extent that money on deposit within such Principal Account in the
Junior Lien Debt Service Fund is sufficient for such purpose. In the event that the period to lapse between
Debt Service Payment Dates will be other than six (6) or twelve (12) months, then such monthly payments
shall be increased or decreased, as appropriate, in sufficient amounts to provide the required principal
amount maturing on the next Debt Service Payment Date. Any monthly payment out of Revenues to be
deposited as set forth above, for the purpose of meeting principal payments for any Series of Junior Lien
Bonds, shall be adjusted, as appropriate, to reflect the frequency of Debt Service Payment Dates applicable
to such Series. Moneysinthe Principal Account inthe Senior Lien Debt Service Fund may be used only for
the purposes set forth in this paragraph (b).

(¢) Redemption Account: Such sum as will be sufficient to pay one-sixth (1/6th) of any
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Amortization Installment established for the mandatory redemption of the Outstanding Junior Lien Bonds
on the next semi-annual maturity date and such sum aswill be sufficient to pay one-twelfth (1/12th) of any
Amortization Installment established for the mandatory redemption of Outstanding Junior Lien Bonds on
the next annual maturity date. Provided, however, that monthly deposits into the Redemption Account, or
portions thereof, shall not be required to be made to the extent that money on deposit in the Redemption
Account is sufficient for such purpose. In the event that the period to lapse between dates established for
mandatory redemption of Term Bonds will be other than six (6) or twelve (12) months, then such monthly
payments shall be increased or decreased, as appropriate, in sufficient amounts to provide the Amortization
Installment on the next date established for the mandatory redemption of Term Bonds. Any monthly pay-
ment out of Revenues to be deposited as set forth above, for the purpose of meeting Amortization Install-
mentsfor any Seriesof Junior Lien Bonds, shall be adjusted, as appropriate, to reflect the frequency of dates
established for Amortization Installments applicable to such Series. The moneys in the Redemption Ac-
count shall be used solely for the purchase or redemption of the Term Bonds payabl e therefrom. The City or
the Trustee, upon naotice from the City, may at any time purchase any of said Term Bonds at prices not
greater than the then redemption price of said Term Bonds. If the Term Bonds are not then redeemable prior
to maturity, the City may purchase said Term Bonds at prices not greater than the redemption price of such
Term Bonds on the next ensuing redemption date. If Term Bonds are so purchased by the City, upon
submission of such Term Bondsto the Trustee, the Trustee shall credit or if the Trustee has purchased such
Term Bonds, the Trustee shall credit the account of such purchased Term Bonds against any current Amor-
tization Installment to be paid by the City. If the City shall purchase or call for redemptionin any year Term
Bonds in excess of the Amortization Installment requirement for such year, such excess of Term Bonds so
purchased or redeemed shall be credited in such manner and at such times as the City shall determine.
Moneysin the Redemption Account in the Junior Lien Debt Service Fund may be used only for the purposes
set forth in this paragraph (c).

(4) The City shall next deposit from moneys remaining in the Revenue Fund an amount, if any,
required by each Series Resolution into each account within the Junior Lien Reserve Fund. Any withdrawals from
any account in the Reserve Fund shall be subsequently restored from the first moneysavailablein the Revenue Fund,
on apro ratabasisasto all accountsin the Junior Lien Reserve Fund, after all required current paymentsfor Cost of
Operation and Maintenance and all current applications and allocations to the Senior Lien Debt Service Fund, the
Senior Lien Reserve Fund and the Junior Lien Debt Service Fund, including all deficienciesfor prior payments have
been madein full. Notwithstanding the foregoing, in no event shall the City be required to deposit into any account
in the Junior Lien Reserve Fund an amount greater than that amount necessary to ensure that the difference between
the Reserve Requirement for the Series of Bondsfor which such account was established and the amounts on deposit
in such account on the date of calculation shall be restored not later than sixty (60) months after the date of such
deficiency (assuming equal monthly payments into such account for such sixty (60) months period or not later than
such earlier date as shall be determined by the respective Series Resolution authorizing the Series of Bonds for
which such account was established. Notwithstanding the foregoing, to the extent the City determines pursuant to a
Series Resol ution to fund an account within the Junior Lien Reserve Fund for a respective Series of Bonds, the City
may provide that the difference between the amounts on deposit in such account and the Reserve Requirement for
such Series of Bonds shall be an amount covered by obtaining bond insurance issued by areputable and recognized
municipal bond insurer, by a surety bond, by aletter of credit or any combination thereof or by such other form of
credit enhancement as shall be approved by the Series Resolution of the City authorizing the Series of Bonds for
which such account is established. Such Series Resolution may also provide for the substitution of such credit
enhancement. Moneys in the Junior Lien Reserve Fund shall be used only for the purpose of the payment of
Amortization Installments, principal of, or interest on the Outstanding Junior Lien Bonds when the other moneys
allocated to the Junior Lien Debt Service Fund are insufficient therefore, and for no other purpose. Moneysin each
account of the Junior Lien Reserve Fund shall be valued as determined by the Series Resolution authorizing such
Series of Junior Lien Bonds for which such account was established. Notwithstanding the foregoing, moneys on
deposit in each respective account in the Junior Lien Reserve Fund shall only be applied for payment of Amortiza-
tion Installments, principal of or interest on the Outstanding Series of Junior Lien Bondsfor which such account was
established and for no other Series of Bonds. In the event of the refunding of any Series of Junior Lien Bonds, the
City may withdraw from the account in the Junior Lien Reserve Fund for such Series of Junior Lien Bonds, all or any

69



portion of the amounts accumul ated therein with respect to the Junior Lien Bonds being refunded and deposit such
amounts as required by the resolution authorizing the refunding of such Series of Junior Lien Bonds; provided that
such withdrawal shall not be made unless (a) immediately thereafter the Junior Lien Bonds being refunded shall be
deemed to have been paid pursuant to the defeasance provisions of the Resolution, and (b) the amount remaining in
such account after giving effect to the issuance of such refunding obligations and the disposition of the proceeds
thereof shall not be less than the Reserve Requirement for any Junior Lien Bonds of such Series then outstanding.

(5) From the moneys remaining in the Revenue Fund, the City shall next deposit into the Subordi-
nated Debt Service Fund an amount required to be paid as provided in the resolution or ordinance of the City
authorizing such Subordinated Debt for principal, interest, mandatory redemption payments, if any, and debt service
reserve payments, if any, on Subordinated Debt, but for no other purposes.

(6) From the moneys remaining in the Revenue Fund, the City shall apply and allocate into the
Renewal, Replacement and Improvement Fund an amount equal to one-twelfth (1/12th) of five percentum (5%) of
the Gross Revenues derived from the operation of the Utility System during the immediately preceding Fiscal Year.
Inthe event the City adds additional utility functions, as provided in the Resolution, the City shall deposit an amount
equal to one-twelfth (1/12th) of five percentum (5%) of the Revenues derived from such additional utility functions
during the previous Fiscal Year to the Renewal, Replacement and Improvement Fund at the sametime asdepositsare
made pursuant to the first sentence of this paragraph. The amounts referred to in the previous two sentences are
collectively referred to as the Renewal, Replacement and Improvement Requirement. No further deposits shall be
regquired to be made to the Renewal, Replacement and Improvement Fund for so long as there shall be on deposit
therein onthefirst day of the Fiscal Year the Renewal, Replacement and Improvement Requirement. The moneysin
the Renewal, Replacement and Improvement Fund shall be used only for the purpose of paying the cost of construc-
tion or acquisition of improvements, extensions, enlargements or additions to, or the renewa and replacement of
capital assets of the Utility System and for emergency or extraordinary repairs thereto, including the transfer to the
Construction Fund for the purposes thereof including the completion of improvements to the Systems or portions
thereof initially contemplated to be financed from Bond proceeds, or as otherwise provided in a Series Resolution
and may be allocated to any special account related to the Utility System as established by such Series Resolution,
except that the moneysin said fund shall first be used to supplement any account in the Senior Lien Reserve Fund or
the Junior Lien Reserve Fund, if necessary in order to prevent a default in the payment of principal and interest
payable on any Outstanding Bonds.

Any moneys remaining in the Renewal, Replacement and Improvement Fund at the end of each Fiscal Year
in excess of the Renewal, Replacement and Improvement Requirement that (1) are not encumbered or required to
complete the construction or acquisition of improvements, additions, extensions, renewals, replacements, or capital
additions to the facilities budgeted in such Fiscal Year, and (2) are not required to make up any difference between
required applications and allocation in the Renewal, Replacement and Improvement Fund as provided in the Reso-
lution for the next succeeding year and the budgeted expendituresfrom the Renewal, Replacement and | mprovement
Fund for such next succeeding year, upon certification by the Qualified Independent Consultant that such conditions
have been met and that such excess moneys are not needed for any of the purposes for which the Renewal, Replace-
ment and Improvement Fund has been established, may be used for any lawful purpose, provided that no Event of
Default exists and no deficiency existsin any fund or account created pursuant to the Resolution.

(7) Fromthe moneysremaining inthe Revenue Fund, the City shall next deposit into the Operating
Reserve Fund such amount as shall be determined by annual budget of the City, or as otherwise determined by the
City. At any time and from time to time, the City may transfer for deposit into the Operating Reserve Fund to be
applied for the purpose set forth in the Resolution from any source, such amount as the City deems necessary or
desirable. Moneysin the Operating Reserve Fund may be transferred each month to the Revenue Fund in an amount
equal to the amount budgeted for transfer into such fund for the then current month as set forth in the current annual
budget of the City or the amount determined by the City to be used for Cost of Operation and Maintenance of the
Utility System for such month. Notwithstanding any provision of the Resolution to the contrary, moneys in the
Operating Reserve Fund may only be used for payment of Cost of Operation and Maintenance of the Utility System.

(8) The balance of any moneys remaining in the Revenue Fund after the above required applica-
tions and all ocations have been made may be used for the purchase or redemption of Bonds or for any lawful purpose
of the City.
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Sormwater Drainage System Revenue Fund

All Gross Revenues of the Stormwater Drainage System shall, upon receipt thereof, be deposited in the
Stormwater Drainage System Revenue Fund. All moneys remaining on deposit in said fund shall be utilized on or
before the 21st day of each month, as follows:

(1) Such moneys shall, in the case of a deficiency in the Senior Lien Debt Service Fund, first be
applied and allocated to the Senior Lien Debt Service Fund to supplement Revenues to be deposited therein or may
be applied and alocated to the Senior Lien Debt Service Fund in substitution of Revenues to be deposited therein.

(2) Such moneys shall, in the case of a deficiency in the Junior Lien Debt Service Fund, next be
applied and alocated to the Junior Lien Debt Service Fund to supplement Revenues to be deposited therein or may
be applied and alocated to the Junior Lien Debt Service Fund in substitution of Revenues to be deposited therein.

(3) Such moneys shall, in the case of a deficiency in the Subordinated Debt Service Fund, next, to
the extent permitted by law, be applied and allocated to the Subordinated Debt Service Fund to supplement Rev-
enues to be deposited therein or may be applied and all ocated to the Subordinated Debt Service Fund in substitution
of Revenues to be deposited therein.

(4) Such moneys shall next be applied to the cost of operation and maintenance of the Stormwater
Drainage System.

(5) Thereafter, all moneysinthe Stormwater Drainage System Revenue Fund may be applied by the
City for any use allowed by law.

Sewer System Development Charges Fund

All Sewer System Development Charges shall, upon receipt thereof, be deposited in the Sewer System
Development Charges Fund. All moneysremaining on deposit in said fund shall be utilized on or beforethe 21st day
of each month, asfollows:

(1) Such moneys shall, in the case of a deficiency in the Senior Lien Debt Service Fund, first be
applied and allocated to the Senior Lien Debt Service Fund to supplement Revenues to be deposited therein or may
be applied and alocated to the Senior Lien Debt Service Fund in substitution of Revenues to be deposited therein.

(2) Such moneys shall, in the case of a deficiency in the Junior Lien Debt Service Fund, next be
applied and alocated to the Junior Lien Debt Service Fund, to supplement Revenues to be deposited therein or may
be applied and alocated to the Junior Lien Debt Service Fund in substitution of Revenues to be deposited therein.

(3) Such moneys shall, in the case of a deficiency in the Subordinated Debt Service Fund, next, to
the extent permitted by law, be applied and allocated to the Subordinated Debt Service Fund to supplement Rev-
enues to be deposited therein or may be applied and all ocated to the Subordinated Debt Service Fund in substitution
of Revenues to be deposited therein.

(4) Thereafter, all moneysin the Sewer System Devel opment Charges Fund may be applied by the City for
any use allowed by law.

Notwithstanding the foregoing, the aggregate amount of Sewer System Development Charges applied and
alocated in aFiscal Year to the Annual Debt Service for any Series of Bonds shall never exceed said Sewer System
Development Charges Bond Service Component for such Series of Bonds in such Fiscal Year and the aggregate
amount of Sewer System Development Charges applied and allocated to the Subordinated Debt Service Fund shall
never exceed the maximum amount permitted by law.

Water System Development Charges Fund

All Water System Development Charges shall, upon receipt thereof, be deposited in the Water System
Development Charges Fund. All moneysremaining on deposit in said fund shall be utilized on or beforethe 21st day
of each month, asfollows:

(1) Such moneys shall, in the case of a deficiency in the Senior Lien Debt Service Fund, first be
applied and allocated to the Senior Lien Debt Service Fund to supplement Revenues to be deposited therein or may

71



be applied and alocated to the Senior Lien Debt Service Fund in substitution of Revenues to be deposited therein.

(2) Such moneys shall, in the case of a deficiency in the Junior Lien Debt Service Fund, next be
applied and alocated to the Junior Lien Debt Service Fund to supplement Revenues to be deposited therein or may
be applied and alocated to the Junior Lien Debt Service Fund in substitution of Revenues to be deposited therein.

(3) Such moneys shall, in the case of a deficiency in the Subordinated Debt Service Fund, next, to
the extent permitted by law and to the extent pledged for the payment of Subordinated Debt, be applied and all ocated
to the Subordinated Debt Service Fund to supplement Revenues to be deposited therein or may be applied and
allocated to the Subordinated Debt Service Fund in substitution of Revenues to be deposited therein.

(4) Thereafter, all moneysin the Water System Development Charges Fund may be applied by the
City for any use allowed by law.

Notwithstanding the foregoing, the aggregate amount of Water System Development Charges applied and
allocated in aFiscal Year to the Annual Debt Service for any Series of Bonds shall never exceed said Water System
Development Charges Bond Service Component for such Series of Bonds in such Fiscal Year and the aggregate
amount of Water System Development Charges applied and allocated to the Subordinated Debt Service Fund shall
never exceed the maximum amount permitted by law.

Sormwater Drainage System Development Charge

All Stormwater Drainage System Development Charges shall, upon receipt thereof, be deposited in the
Stormwater Drainage System Development Charges Fund. All moneys remaining on deposit in said fund shall be
utilized on or before the 21st day of each month, as follows:

(1) Such moneys shall, in the case of a deficiency in the Senior Lien Debt Service Fund, first be
applied and allocated to the Senior Lien Debt Service Fund to supplement Revenues to be deposited therein or may
be applied and alocated to the Senior Lien Debt Service Fund in substitution of Revenues to be deposited therein.

(2) Such moneys shall, in the case of a deficiency in the Junior Lien Debt Service Fund, next be
applied and alocated to the Junior Lien Debt Service Fund to supplement Revenues to be deposited therein or may
be applied and alocated to the Junior Lien Debt Service Fund in substitution of Revenues to be deposited therein.

(3) Such moneys shall, in the case of a deficiency in the Subordinated Debt Service Fund, next, to
the extent permitted by law and to the extent pledged for the payment of Subordinated Debt, be applied and all ocated
to the Subordinated Debt Service Fund to supplement Revenues to be deposited therein or may be applied and
allocated to the Subordinated Debt Service Fund in substitution of Revenues to be deposited therein.

(4) Thereafter, all moneysin the Stormwater Drainage System Devel opment Charges Fund may be
applied by the City for any use alowed by law.

Notwithstanding the foregoing, the aggregate amount of Stormwater Drai nage System Devel opment Charges
applied and allocated in a Fiscal Year to the Annual Debt Service for any Series of Bonds shall never exceed said
Stormwater Drainage System Development Charges Bond Service Component for such Series of Bonds in such
Fiscal Year and the aggregate amount of stormwater Drainage System Development Charges applied and all ocated
to the Subordinated Debt Service Fund shall never exceed the maximum amount permitted by law.

Special Assessment Fund

All Special Assessments shall, upon receipt thereof, be deposited in the Special Assessment Fund. All
Special Assessments at any time remaining on deposit in said fund shall be utilized on or before the 21st day of each
month immediately following the delivery of the first Series of Bonds, as follows:

(1) Special Assessmentsshall first be applied or allocated to the Senior Lien Debt Service Fund in substitu-
tion of or to supplement Revenues to be deposited therein.

(2) Special Assessments shall next be applied or allocated to the Junior Lien Debt Service Fund in substitu-
tion of or to supplement Revenues to be deposited therein.

(3) Special Assessmentsshall next be applied or alocated to the Subordinated Debt Service Fund in substi-
tution of or to supplement Revenues to be deposited therein.
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(4) Thereafter, Specia Assessmentsin such accounts may be applied by the City to finance capital projects
upon which Special Assessments shall be levied for the benefit of the Holders of the Bonds or for such other
purposes as may be permitted by law.

Additional Security Fund

All Additional Security shall, upon receipt thereof, be deposited in the appropriate account in the Additional
Security Fund. All Additional Security at any time remaining on deposit in said fund shall be utilized on or before
the 21st day of each month immediately following the delivery of the first Series of Bonds for which Additional
Security is pledged, as follows:

(1) Additional Security shall first be applied or alocated to the Senior Lien Debt Service Fund in
substitution of or to supplement Revenues to be deposited therein.

(2) Additional Security shall next be applied or allocated to the Junior Lien Debt Service Fund in
substitution of or to supplement Revenues to be deposited therein.

(3) Additional Security shall next be applied or allocated to the Subordinated Debt Service Fundin
substitution of or to supplement Revenues to be deposited therein.

(4) Thereafter, Additional Security in such accounts may be applied by the City for any use allowed
by law.

Notwithstanding the foregoing, unless provided otherwise by Series Resolution, moneysin each account in
the Additional Security Fund shall not be used, either directly or indirectly, to pay principal of, redemption premium,
if any, interest or Amortization Installments on any Series of Bonds other than the Series of Bonds for which such
account was established.

Subordinated Debt

The City may, at any time, or from timeto time, issue Subordinated Debt for any lawful purpose payable out
of, and which may be secured by a security interest in and pledge and assignment of, such amountsin the Subordi-
nated Debt Fund as may from time to time be available for the purpose of payment thereof; provided, however, that
any security interest and pledge and assignment shall be, and shall be expressed to be, subordinate in all respectsto
the security interest in and pledge and assignment of the Pledged Revenues as security for the Bonds.

Conditionsfor |Issuance of Bonds Under The Resolution

The Bonds may beissued and sold from time to timein such principal amounts as may be determined by the
City for the purpose of paying all or part of Project Costs or refunding all or any Refunded Bonds.

Nothing contained in the Resolution shall prohibit or prevent, or be deemed or construed to prohibit or
prevent, the City from issuing bonds, notes, certificates, warrants or other evidences of indebtedness which qualify
as Bonds under the Resolution, payable asto principal of, premium, if any, and interest from the Revenue Fund and
the payment thereof secured by a lien and pledge on the Pledged Revenues for the payment and security of the
Bonds, whether such additional bonds shall be junior, senior or on a parity with other Outstanding Bonds in the
manner and in the terms provided in the Resolution.

Senior Lien Bonds

The City may, at any time, or from timeto time, issue Senior Lien Bonds payable asto principal and interest
from the Pledged Revenues; however, no Senior Lien Bonds shall be issued, except upon the conditions and in the
manner provided in the Resolution.

(A) The City shall not bein default in performing any of the covenants and obligations assumed under the
Resolution, and all payments shall have been made into the funds and accounts as provided therein to the full extent
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required unless such default shall be cured through the application of the proceeds of the Senior Lien Bonds pro-
posed to be issued;

(B) The City shall have obtained a certificate from an Authorized Officer which shall state that the City
shall haveinthe Fiscal Year preceding the issuance of the proposed obligations met the rate covenant as provided in
the Resolution (See “RATE COVENANT");

(C) The City shall have obtained a certificate from the Qualified Independent Consultant showing that the
annual Net Revenues of the Utility System, the Gross Revenues of the Stormwater Drainage System and the Special
Assessments, less the projected depositsinto or plusthe projected withdrawals from the Operating Reserve Fund in
each such Fiscal Year, based on operations and price levels estimated to exist at such time, are projected to bein the
aggregate at least (1) (@) one hundred fifteen percentum (115%) of the total Average Annual Senior Lien Debt
Service Requirement and the Average Annual Junior Lien Debt Service Requirement on all Outstanding Bonds and
any Bonds proposed to be issued and one hundred percentum (100%) of all reserve, renewal and replacement and
other payments and allocations and applications of revenues required in the Resolution, excluding the Cost of
Operation and Maintenance of the Utility System, and (b) together with the Sewer System Devel opment Chargesin
an amount not greater than the Sewer System Development Charges Bond Service Component, the Water System
Development Chargesin an amount not greater than the Water System Devel opment Charges Bond Service Compo-
nent and the Stormwater Drainage System Development Charges in an amount not greater than the Stormwater
Drainage System Development Charges Bond Service Component, are projected in the aggregate at least one hun-
dred thirty percentum (130%) of the total Average Annual Senior Lien Debt Service Requirement and the Average
Annual Junior Lien Debt Service Requirement on all Outstanding Bonds, plus one hundred percentum (100%) of all
reserve, renewal and replacement and other payments and all ocations and applications of revenues required in the
Resolution, excluding the Cost of Operation and Maintenance of the Utility System or (2) one hundred twenty-five
percentum (125%) of the estimated total Average Annual Senior Lien Debt Service Requirement and the Average
Annual Junior Lien Debt Service Requirement on all Outstanding Bonds and any Bonds proposed to be issued and
one hundred percentum (100%) of all reserve, renewa and replacement and other payments and allocations and
applications of Revenues required by the Resolution, excluding the Cost of Operation and Maintenance of the
Utility System. The period to be covered by such certificate shall be the period beginning with the Fiscal Year in
which the proposed obligations are to beissued and ending with the later of (i) thefirst full Fiscal Year in which none
of theinterest on the obligations proposed to be issued with respect to such Project is estimated to be funded from the
proceeds of such obligations or (ii) the second full Fiscal Year after the issuance of such obligations. In preparing
such certificate, the Qualified Independent Consultant may reflect such adjustments in the projections as it deems
reasonable or upon sources of information believed by it to bereliable. Such adjustments may include, but shall not
belimited to, any or al of thefollowing: (i) any changesin the then existing rates, fees, rentals or other chargesfrom
the operation of the Systems and the Projects under construction or to be constructed or acquired as have been
agreed to or adopted formally by the City, or as affected by executed interchange agreements or contracts with other
parties; (ii) any increase in rates or charges required in any year for which the projections in the certificates have
been prepared that the City will be required to adopt in order to meet the rate covenants (See“RATE COVENANT”)
and to make the City’s budgeted or projected deposits into or withdrawals from the Operating Reserve Fund; (iii)
any increase in rates or charges required in any year to comply with any ordinance setting forth a formula for
establishing transfers from revenues of the Systems to the City’s general fund; (iv) the estimated change in annual
Revenues to be derived from the operation of any additional Projects or acquisition anticipated to be accomplished
from previous financings or from the proceeds of all Senior Lien Bonds and any Junior Lien Bonds proposed to be
issued with respect to each such Project or acquisition. For purposes of this subparagraph, theterm “ Special Assess-
ments’ shall only include seventy-five percent (75%) of the scheduled Special Assessments expected to be received
during each such Fiscal Year and shall not include any prepayments of Special Assessments.

The City need not comply with the provisions of any other paragraph of (C) in the issuance of Senior Lien
Bondsif and to the extent the City shall have obtained a certificate from an Authorized Officer which shall rely on
financial statements of the City (whether audited or unaudited, provided that if the City shall have audited financial
statements such Authorized Officer shall rely on such audited financial statements) and which shall state that for any
twelve (12) consecutive months out of the last twenty-four (24) months the Net Revenues of the Utility System, the
Gross Revenues of the Stormwater Drainage System and the Special Assessments were in the aggregate at |east
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(1)(a) one hundred fifteen percentum (115%) of the maximum annual Debt Service Requirement on all Outstanding
Bonds and any Bonds proposed to be issued, and (b) together with the Sewer System Development Chargesin an
amount not greater than the Sewer System Development Charges Bond Service Component, the Water System
Development Chargesin an amount not greater than the Water System Devel opment Charges Bond Service Compo-
nent and the Stormwater Drainage System Development Charges in an amount not greater than the Stormwater
Drainage System Development Charges Bond Service Component shall have been at |east one hundred thirty percentum
(130%) of thetotal average annual Debt Service Requirement on all Outstanding Bonds or (2) one hundred twenty-
five percentum (125%) of the higher of (@) the maximum Debt Service Requirement during the five (5) years subse-
guent to the issuance of such Bonds or (b) the average annual Debt Service Requirement subsequent to the issuance
of such Bondsand in both (i) and (ii) above, one hundred percentum (100%) of all reserve, renewal and replacement
and other payments and allocations and applications of revenues required by the Resolution, excluding the Cost of
Operation and Maintenance of the Utility System. For purposes of this subparagraph, the term “ Special Assess-
ments’ shall only include seventy-five percent (75%) of the scheduled Special Assessments received during such
twelve-month period and shall not include any prepayments of Special Assessments.

The City need not comply with the provisions of any other paragraph of (C) in the issuance of Senior Lien
Bondsif and to the extent the Senior Lien Bonds to be issued are refunding bonds, that is, delivered in lieu of or in
substitution for, or to provide for the payment of one or more Series of Senior Lien Bonds, or portions thereof,
originally issued under the Resolution if the City shall cause to be delivered a certificate of an Authorized Officer
setting forth the Average Annual Senior Lien Debt Service Requirement (i) for the Senior Lien Bondsthen Outstand-
ingand (ii) for all Seriesof Senior Lien Bondsto beimmediately Outstanding thereafter and stating that the Average
Annual Senior Lien Debt Service Requirement pursuant to (ii) aboveis not greater than that set forth pursuant to (i)
above.

The City need not comply with the provisions of any other paragraph of (C) in the issuance of Senior Lien
Bonds if and to the extent the Senior Lien Bonds to be issued are for the purpose of providing any necessary
additional funds required for completion of any improvementsto either the Utility System or the Stormwater Drain-
age System (“Completion Bonds”) if originally financed by the issuance of Senior Lien Bonds; provided that such
Completion Bonds for which the City need not comply with the provision of such first paragraph of (C) may not
exceed ten percentum (10%) of the total principal amount of Bonds estimated to be required for such improvements
to the Systems at the time of issuance of the initial Series of Bonds to finance such improvements.

Junior Lien Bonds

The City may, at any time, or from time to time, issue Junior Lien Bonds which are payable asto principal
and interest from the Pledged Revenues so long as such Junior Lien Bonds shall contain an express statement that
such obligations are junior and subordinate in all respects to all Outstanding Senior Lien Bonds as to lien on and
source and security for payment from such Pledged Revenues.

(A) The City shall not bein default in performing any of the covenants and obligations assumed under the
Resolution, and al payments shall have been made into the funds and accounts as provided in the Resolution to the
full extent required, unless such default shall be cured through the application of the proceeds of the Junior Lien
Bonds proposed to be issued;

(B) The City shall have obtained a certificate from an Authorized Officer which shall state that the City
shall haveinthe Fiscal Year preceding the issuance of the proposed obligations met the rate covenant as provided in
the Resolution (See “RATE COVENANT").

(C) The City shall have obtained a certificate from a Qualified Independent Consultant showing that the
annual Net Revenues of the Utility System, the Gross Revenues of the Stormwater Drainage System and the Special
Assessments in each of the full Fiscal Yearsin the period specified in the next sentence, less the projected deposits
into or plus the projected withdrawals from the Operating Reserve Fund in each such Fiscal Year, based on opera-
tions and price levels estimated to exist at such time, are projected to be in the aggregate at least (1) (@) one hundred
percentum (100%) of the total Average Annual Senior Lien Debt Service Requirement and Average Annual Junior
Lien Debt Service Requirement on all Outstanding Bonds and any Bonds proposed to beissued with respect to each
such Project and one hundred percentum (100%) of al reserve, renewal and replacement and other payments and
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allocations and applications of revenues required by the Resolution, excluding the Cost of Operation and Mainte-
nance of the Utility System, and (b) together with the Sewer System Development Chargesin an amount not greater
than the Sewer System Devel opment Charges Bond Service Component, the Water System Devel opment Chargesin
an amount not greater than the Water System Development Charges Bond Service Component and the Stormwater
Drainage System Development Charges in an amount not greater than the Stormwater Drainage System Devel op-
ment Charges Bond Service Component, are projected to be in the aggregate at least one hundred twenty percentum
(120%) of the total Average Annual Senior Lien Debt Service Requirement and Average Annual Junior Lien Debt
Service Requirement on all Outstanding Bonds, plus one hundred percentum (100%) of all reserve, renewa and
replacement and other payments and all ocations and applications and revenues required in the Resol ution, exclud-
ing Cost of Operation and Maintenance of the Utility System or (2) one hundred ten percentum (110%) of the
estimated total Average Annual Senior Lien Debt Service Requirement and Average Annual Junior Lien Debt Ser-
vice Requirement and one hundred percentum (100%) of all reserve, renewal and replacement and other payments
and allocations of Revenues required by the Resolution, excluding the operation and maintenance of the Utility
System. The period to be covered by such certificate shall be the period beginning with the Fiscal Year in which the
proposed obligations are to be issued and ending with the later of (i) the first full Fiscal Year in which none of the
interest on the obligations proposed to be issued with respect to such Project is estimated to be funded from the
proceeds of such obligations or (ii) the second full Fiscal Year after the issuance of such obligations. In preparing
such certificate, the Qualified Independent Consultant may reflect such adjustments in the projections as it deems
reasonable or upon sources of information believed by it to bereliable. Such adjustments may include, but shall not
belimitedto, any or all of thefollowing: (i) any changesin thethen existing rates, fees, rentalsor other chargesfrom
the operation of the Systems and the Projects under construction or to be constructed or acquired as have been
agreed to or adopted formally by the City, or as affected by executed interchange agreements or contracts with other
parties; (ii) any increase in rates or charges required in any year for which the projections in the certificates have
been prepared that the City will be required to adopt in order to meet the rate covenants set forth in the Resolution
(See “RATE COVENANT") and to make the City’s budgeted or projected deposits into or withdrawals from the
Operating Reserve Fund; (iii) any increase in rates or charges required in any year to comply with any ordinance
setting forth a formula for establishing transfers from revenues of the Systems to the City’s general fund; (iv) the
estimated change in annual Revenues to be derived from the operation of any additional Projects or acquisition
anticipated to be accomplished from previous financings or from the proceeds of all Senior Lien Bonds and any
Junior Lien Bonds proposed to be issued with respect to each such Project or acquisition. For purposes of this
subparagraph, the term “ Special Assessments’ shall only include seventy-five percent (75%) of the scheduled Spe-
cial Assessments expected to be received during such Fiscal Year and shall not include any prepayments of Special
Assessments.

The City need not comply with the provisions of any other paragraph (C) in the issuance of Junior Lien
Bondsif and to the extent the City shall have obtained a certificate from an Authorized Officer which shall rely on
financial statements of the City (whether audited or unaudited, provided that if the City shall have audited financial
statements such Authorized Officer shall rely on such audited financial statements) and which shall state that for any
twelve (12) consecutive months out of the last twenty-four (24) months that the Net Revenues of the Utility System,
the Gross Revenues of the Stormwater Drainage System and the Special Assessments werein the aggregate at |east
(1)(a) one hundred percentum (100%) of the maximum annual Debt Service Reguirement on all Outstanding Bonds
and any Bonds proposed to be issued, and (b) together with the Sewer System Development Charges Bond Service
Component, the Water System Development Charges Bond Service Component and the Stormwater Drainage Sys-
tem Devel opment Charges Bond Service Component shall have been at least one hundred twenty percentum (120%)
of the total Debt Service Requirement on all Outstanding Bonds or (2) one hundred ten percentum (110%) of the
higher of (@) the maximum annual Debt Service Requirement during the five (5) years subsequent to the issuance of
such Bonds, or (b) the average annual Debt Service Requirement subsequent to the issuance of such Bondsand in
both (i) and (ii) above, one hundred percentum (100%) of al reserve, renewal and replacement and other payments
and allocations and applications of revenues required in the Resolution, excluding the Cost of Operation and Main-
tenance of the Utility System. For purposes of this subparagraph, theterm “ Special Assessments’ shall only include
seventy-five percent (75%) of the scheduled Special Assessments received during such twelve-month period and
shall not include any prepayments of Special Assessments.
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The City need not comply with the provisions of any other paragraph of (C) in the issuance of Junior Lien
Bondsif and to the extent the Junior Lien Bonds to be issued are refunding bonds, that is, delivered in lieu of or in
substitution for, or to provide for the payment or one or more Series of Junior Lien Bonds, or portions thereof,
originally issued under the Resolution, if the City shall cause to be delivered a certificate of an Authorized Officer
setting forth the Average Annual Debt Service Requirement (i) for the Junior Lien Bonds then Outstanding and (ii)
for all Series of Junior Lien Bonds to be immediately Outstanding thereafter and stating that the Average Annual
Junior Lien Debt Service Requirement pursuant to (ii) above is hot greater than that set forth pursuant to (i) above.

The City need not comply with the provisions of any other paragraph of (C) in the issuance of Junior Lien
Bonds if and to the extent the Junior Lien Bonds to be issued are for the purpose of providing any necessary
additional funds required for completion of any improvementsto either the Utility System or the Stormwater Drain-
age System (“Completion Bonds”) if originally financed by the issuance of Junior Lien Bonds; provided that such
Completion Bonds for which the City need not comply with the provision of such first paragraph of (C) may not
exceed ten percentum (10%) of the total principal amount of Bonds estimated to be required for such improvements
to the Systems at the time of issuance of the initial Series of Bonds to finance such improvements.

Credit Obligations

Payments owed by the City with respect to any Credit Obligation shall constitute Cost of Operation and
Maintenance only if at thetimethe City entersinto the contract relating to such Credit Obligation the City shall have
affirmatively elected to treat such Credit Obligation as Cost of Operation and Maintenance by providing to the
Trustee satisfactory evidence of such affirmative action and the City shall have been provided a certificate of a
Quadlified Independent Consultant stating that, assuming such payments are made as Cost of Operation and Mainte-
nance from the Revenue Fund, the Net Revenues for each of the full Fiscal Yearsin the period specified in the next
sentence (lessthe projected depositsinto or plusthe projected withdrawal sfrom the Operating Reserve Fund in each
such Fiscal Years), shall be at least equal to one hundred twenty-five percentum (125%) of the Senior Lien Debt
Service Requirement plus one hundred ten percentum (110%) of the Junior Lien Debt Service Requirement for each
such Fiscal Year, as estimated by the Qualified Independent Consultant. The period to be covered by such certificate
shall be the period beginning with the Fiscal Year in which the contract relating to the Credit Obligation becomes
effective and ending with the fifth full Fiscal Year after such effective date. Inthe event Bonds or Subordinated Debt
are issued in connection with incurring such Credit Obligation, the period to be covered by such certificate shall be
the period beginning with the Fiscal Year in which the contract relating to the Credit Obligation becomes effective
and ending with the later of (a) the fifth full Fiscal Year such effective date or (b) thefirst full Fiscal Year in which
less than 10% of the interest coming due on the City’s Bonds or Subordinated Debt, as applicable, estimated by the
Quadlified Independent Consultant to be Outstanding is to be paid from deposits made from Bond proceeds (includ-
ing amounts, if any, to be transferred from the Construction Fund for payment of interest). In providing the certifi-
cate required above, the Qualified Independent Consultant may make adjustments to Net Revenues as provided in
the Resolution.

Variable Rate Bonds and Commercial Paper Obligations

The City covenants and agrees that no more than thirty percent (30%) of the debt payable from alien on and
pledge of the Revenues of the Utility System and the Stormwater Drainage System shall at any onetime be Variable
Rate Bonds or Commercia Paper Obligations.

Rate Covenant

The City will fix, establish and maintain such rates, tolls, rents and other fees and charges for the use of the
Utility System and revise the same from time to time, whenever necessary, as will always provide Gross Revenues
of the Utility System in each Fiscal Year (less depositsinto and plus withdrawal s from the Operating Reserve Fund
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in each such Fiscal Year) together with the Gross Revenues of the Stormwater Drainage System and together with
the Special Assessments sufficient to pay (1) (&) one hundred fifteen percentum (115%) of the Senior Lien Debt
Service Requirement and one hundred percentum (100%) of the Junior Lien Debt Service Requirement, plus one
hundred percentum (100%) of al reserve, renewal and replacement and other payments, and allocations and appli-
cations of revenues required in the Resolution, including Cost of Operation and Maintenance of the Utility System
and (b) together with the Sewer System Development Charges in an amount not greater than the Sewer System
Development Charges Bond Service Component, the Water System Development Chargesin an amount not greater
than the Water System Development Charges Bond Service Component and the Stormwater Drainage System De-
velopment Charges in an amount not greater than the Stormwater Drainage System Development Charges Bond
Service Component, one hundred thirty percentum (130%) of the Senior Lien Debt Service Reguirement and one
hundred twenty percentum (120%) of the Junior Lien Debt Service Requirement, plus one hundred percentum
(100%) of al reserve, renewa and replacement, and other payments and all ocations and applications of revenues
regquired in the Resolution, including Cost of Operation and Maintenance of the Utility System or (2) one hundred
twenty-five percentum (125%) of the Senior Lien Debt Service Requirement and one hundred ten percentum (110%)
of the Junior Lien Debt Service Requirement, plus one hundred percentum (100%) of the reserve, renewa and
replacement, and other payments and allocations and applications of revenues required in the Resolution, including
Cost of Operation and Maintenance of the Utility System. Such rates shall not be changed by the City at any time
except upon the certification of a Qualified Independent Consultant who shall certify that any such changesin the
schedule of rates and charges for services of the Utility System will comply with the covenants contained in the
Resolution and will be adequate to pay the Cost of Operation and Maintenance of the Utility System and the making
of all necessary renewals, replacements, additions, extensions and improvements to the Systems. |n making such
certification, such Qualified Independent Consultant may make adjustments to Net Revenues of both the Utility
System and the Stormwater Drainage System as provided in the Resolution. The City will comply with such addi-
tional and supplemental covenants with respect to the rates for the services of the Utility System as may be adopted
by any Series Resolution. For purposes of this Section, the term “ Special Assessments shall include only seventy-
five percent (75%) of scheduled Specia Assessments received during such year and shall not include any prepay-
ments of Special Assessments.

Disposition of Systems

(A) The Systemsmay be sold or otherwise disposed of asawhole or substantially asawhole, only if the net
proceeds to be realized, together with other moneys available for such purpose, shall be sufficient fully to retire all
of the Outstanding Bonds issued pursuant to the Resolution and all interest thereon to their respective dates of
maturity or earlier redemption dates. The proceedsfrom such sale or other disposition of the Systems shall immedi-
ately be deposited first in the Senior Debt Service Fund and then in the Junior Lien Debt Service Fund and shall be
used only for the purpose of paying the principal of and interest on the Bonds as the same shall become due, or the
redemption of callable Bonds, or the purchase of Bonds at a price not greater than the redemption price of said
Bonds, or, if the Bonds are not then redeemabl e prior to maturity, at prices not greater than the redemption price of
such Bonds on the next ensuing redemption date.

(B) The foregoing provision notwithstanding, the City shall have and reserves the right to sell, lease,
exchange or otherwise dispose of any of the tangible property or ownership interest in tangible property comprising
apart of the Systems in the following manner, if any one of the following conditions exist: (i) such property is not
necessary for the operation of the Systems or (ii) such property is not useful in the operation of the Systems or (iii)
such property is not profitable in the operation of the Systems.

Prior to any sale, lease, exchange or other disposition of said property:

(i) if theamount to be received thereforeisnot in excess of one-half (1/2) of one percentum (1%) of
the value of the gross plant investment in the Utility System and the Stormwater Drainage System, the
officer of the City charged with the normal acquisition, construction, operation, maintenance and repair of
the portion of the Systems for which disposition is sought, may determine that such property comprising a
part of such Systemsis either no longer necessary, useful or profitable in the operation thereof.
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(i) if the amount to be received therefore isin excess of one-half (1/2) of one percentum (1%) of
the value of the gross plant investment in the Utility System or the Stormwater Drainage System, as appli-
cable, the officer of the City charged with the normal acquisition, construction, operation, maintenance and
repair of the portion of the Systems for which disposition is sought and the Qualified Independent Consult-
ant shall each first make a finding in writing determining that such property comprising a part of such
Systems is either no longer necessary, useful or profitable in the operation thereof, and the City shall, by
resolution duly adopted, approve and concur in the finding of such authorized officer and the Qualified
Independent Consultant.

The net proceeds realized from such disposal of a part of the Systems shall be deposited in the Renewal,
Replacement and Improvement Fund to the extent necessary to make the amount on deposit therein equal to the
amount then required to be on deposit therein; and any additional moneys not needed for said fund shall be used for
any capital expenditures in connection with the Systems or the purchase or redemption of Outstanding Bonds.

(C) Notwithstanding any other provision of this Section or the Resolution to the contrary, except for the
initial paragraph of this Section, the City may sell, lease, exchange or otherwise dispose of tangible property or an
ownership interest in tangible property comprising apart of the Systems provided the duly authorized officer charged
with the normal acquisition, construction, operation, maintenance and repair of the portion of the Systemsfor which
disposition is sought, and the Qualified Independent Consultant each make a finding in writing, adopted and con-
firmed by resolution of the City, determining that (i) such sale, lease, exchange or other disposition will not materi-
ally impose or restrict the City's ability to realize Revenues in compliance with the requirements therefore as set
forth in the Resolution, and (ii) such sale, lease, exchange or other disposition isin the economic best interests of the
City.

(D) Notwithstanding any other provision of this Section or the Resolution to the contrary, the City may
transfer ownership and/or operation of all or a portion of the Systems to any public body authorized by the laws of
the State to own and/or operate such Systems on an installment sale basis provided that the City (i) has delivered to
the Trustee an opinion of Bond Counsel stating the federal income tax exemption of the interest on the Bonds will
not be affected and has received an opinion of Bond Counsel stating that such sale is not prohibited by any appli-
cable Floridalaw, and (ii) the City shall have provided the Trustee acertified copy of resolutions or ordinances of the
City to the effect that, based upon such certificates and opinions of its Qualified Independent Consultant, indepen-
dent certified public accountants, Bond Counsel, financial advisors or other appropriate advisors as the City shall
deem necessary, desirable or appropriate, such transfer will not materially adversely affect the rights of the Holders
of the Bonds.

(E) Notwithstanding any other provision of this Section or the Resolution to the contrary, the City may
transfer ownership of the Stormwater Drainage System (whether pursuant to asale, transfer, gift or otherwise) to any
public body organized or empowered under Florida law to own and operate such Stormwater Drainage System. No
such transfer shall occur unless and until the City Commission of the City shall have adopted aresolution providing
that such sale is in the best interests of the residents and inhabitants of the City and that such transfer shall not
adversely affect the ability of the City to comply with the rate covenant.

(F) Except asprovided in paragraph (A) above, the net proceeds realized from the disposal of all or
a portion of the Systems shall be deposited in the Renewal, Replacement and Improvement Fund to the
extent necessary to make the amount on deposit therein equal to the amount then required to be on deposit
therein; and any additional moneys not needed for said fund shall be used for any capital expendituresin
connection with the Systems or the purchase or redemption of Outstanding Bonds or shall be deposited into
the Revenue Fund or the Stormwater Drainage System Revenue Fund, as applicable.
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CONSOLIDATED UTILITY SYSTEM
CITY OF TALLAHASSEE, FLORIDA
Consolidated Debt Service

Bond Year
Ending $23,900,000 $46,780,000
October 1 Total Series 2001 Series 1995
2004 $ 6,153,189 $ 1,926,663 $ 4,226,526
2005 6,161,939 1,932,663 4,229,276
2006 6,156,326 1,927,063 4,229,264
2007 6,155,176 1,930,263 4,224,914
2008 6,153,576 1,926,863 4,226,714
2009 6,155,499 1,929,575 4,225,924
2010 6,151,299 1,927,575 4,223,724
2011 6,147,319 1,923,075 4,224,244
2012 6,156,381 1,926,775 4,229,606
2013 6,154,519 1,926,050 4,228,469
2014 6,157,031 1,926,750 4,230,281
2015 2,233,600 2,233,600 -
2016 2,229,550 2,229,550 -
2017 2,230,550 2,230,550 -
2018 2,226,050 2,226,050 -
2019 2,226,050 2,226,050 -
Totals $ 78,848,054 $ 32,349,113 $ 46,498,941
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$23,900,000
CITY OF TALLAHASSEE, FLORIDA
Consolidated Utility System Refunding Revenue Bonds, Series 2001

Dated: May 1, 2001

Purpose
To refund a portion of the City’s outstanding Consolidated Utility System Revenue Bonds.

Security

The Bonds are secured by a pledge of and lien on the net revenues of the City’s Utility System, and the gross
revenues of the City’s Stormwater Drainage System on parity with the City’s Consolidated Utility System Revenue
Bonds, Series 1995, not refunded by the Series 2001 Bonds or the Energy System Revenue Bonds.

Form

$23,900,000 Serial Bonds due October 1, 2019, al fully registered. The Bonds are book-entry-only and are not
evidenced by physical bond certificates. Interest ispayable semi-annually on each April 1 and October 1, commenc-
ing October 1, 2001.

Agents

Registrar “Wachovia Bank, NA, Jacksonville, Florida.

Paying Agent —Wachovia Bank, NA, Jacksonville, Florida.

Trustee —Wachovia Bank, NA, Jacksonville, Florida.

Bond Counsel — Bryant, Miller and Olive, PA., Tallahassee, Florida.

Ratings

Moody’'s—Aaa (Aa2 underlying)

Standard and Poors—AAA (AA underlying)
Fitch—AAA (AA+ underlying)

Redemption Provisions
The Series 2001 Bonds are not subject to redemption prior to maturity.

81



$23,900,000
CITY OF TALLAHASSEE, FLORIDA
Consolidated Utility System Refunding Revenue Bonds, Series 2001

Summary of Remaining Debt Service Requirements

Bond Year
Ending Interest
October 1 Rate Principal Interest Total
2004 4.00% $ 850,000 $ 1,076,663 $ 1,926,663
2005 4.00% 890,000 1,042,663 1,932,663
2006 4.00% 920,000 1,007,063 1,927,063
2007 4.00% 960,000 970,263 1,930,263
2008 4.25% 995,000 931,863 1,926,863
2009 5.00% 1,040,000 889,575 1,929,575
2010 5.00% 1,090,000 837,575 1,927,575
2011 4.50% 1,140,000 783,075 1,923,075
2012 5.50% 1,195,000 731,775 1,926,775
2013 5.50% 1,260,000 666,050 1,926,050
2014 5.50% 1,330,000 596,750 1,926,750
2015 5.50% 1,710,000 523,600 2,233,600
2016 5.50% 1,800,000 429,550 2,229,550
2017 5.50% 1,900,000 330,550 2,230,550
2018 5.50% 2,000,000 226,050 2,226,050
2019 5.50% 2,110,000 116,050 2,226,050
Totals $21,190,000 $11,159,113 $32,349,113
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$46,780,000
CITY OF TALLAHASSEE, FLORIDA
Consolidated Utility Systems Revenue Bonds, Series 1995

Dated: July 1, 1995

Purpose
The Series 1995 Bonds were issued to refund a portion of the Series 1991A and 1991B Consolidated Utility
System Bonds and to construct certain improvements to the City’s Gas System.

Security

The Bonds are payable solely from and secured by alien upon and pledge of the net revenues of the Utility
System which includes the Water System, Sewer System and Gas System; and the gross revenues of the
Stormwater Drainage System.

Form

$28,360,000 Serial Bonds

$ 7,645,000 Term Bonds due October 1, 2012

$ 8,545,000 Term Bonds due October 1, 2014

$ 2,230,000 Term Bonds due October 1, 2019

The Bonds are issued in fully registered form in denominations of $5,000 or multiples thereof. Interest on the
1995 Bonds is payable commencing October 1, 1995, and semiannually each April 1 and October 1 thereafter.

Agents

Registrar - Wachovia Bank, NA, Jacksonville, Florida.

Paying Agent - Wachovia Bank, NA, Jacksonville, Florida.

Trustee - Wachovia Bank, NA, Jacksonville, Florida.

Escrow - Securing payment for refunded Series 1991 A and 1991 B Consolidated Utility System Bonds,
Wachovia Bank, NA, Jacksonville, Florida.

Bond Counsdl - Bryant, Miller and Olive, PA., Tallahassee, Florida.

Ratings

Moody’'s- Aa

Standard and Poors - AA-
Fitch- AA

Call Provisions

Mandatory Redemption

Term Bonds Due October 1, 2012
Term Bonds Due October 1, 2014
Term Bonds Due October 1, 2019

Year Amount Year Amount
2011 $3,715,000 2015 $400,000
2012 (maturity) $3,930,000 2016 $420,000
2013 $4,155,000 2017 $445,000
2014 (maturity) $4,390,000 2018 $470,000

2019 (maturity) $495,000
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Optional Redemption
Series 1995 Bonds maturing on or after October 1, 2008. In whole or in part in any order on October 1, 2005 or on
the first day of each month thereafter.

Redemption Dates (both inclusive) Redemption Prices
October 1, 2005 and thereafter 100%
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$46,780,000
CITY OF TALLAHASSEE, FLORIDA
CONSOLIDATED UTILITY SYSTEMS REVENUE BONDS, SERIES 1995

Summary of Remaining Debt Service Requirements

Bond Year
Ending Interest
October 1 Rate Principal Interest Total
2004 5.75% $ 2,300,000 $ 1,926,526 $ 4,226,526
2005 5.75% 2,435,000 1,794,276 4,229,276
2006 5.80% 2,575,000 1,654,264 4,229,264
2007 6.00% 2,720,000 1,504,914 4,224,914
2008 5.40% 2,885,000 1,341,714 4,226,714
2009 5.50% 3,040,000 1,185,924 4,225,924
2010 5.60% 3,205,000 1,018,724 4,223,724
2011 5.750% 3,385,000 839,244 4,224,244
2012 5.750% 3,585,000 644,606 4,229,606
2013 5.625% 3,790,000 438,469 4,228,469
2014 5.625% 4,005,000 225,281 4,230,281
Totals $33,925,000 $12,573,941 $46,498,941
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TALLAHASSEE REGIONAL AIRPORT

| ntroduction

The City of Tallahassee owns and operates the Tallahassee Regional Airport (TLH), located on a2,749-acre
site, seven miles southwest of the City’s central business district and within the corporate City limits. TheAirport's
market service areais a 100-mile radius, which includes Tallahassee and 32 counties in Florida, Georgia, and Ala-
bama. In addition to commercial services, TLH supports air freight, business and pleasure flying, and civil and
military training operations.

Air Service Discussion

Tallahassee Regional Airport, not unlike the other small hub airports throughout the country, experienced
the impact of deregulation on its commercial carrier activity, which resulted in lower competition and in turn high
airfares and limited air service. The business community determined that high airfares were one of the leading
inhibitors to economic development. When combined with Tallahassee’s dependence on state government empl oy-
ment and its continued employment downsizing, economic development became an even more critical component
for Tallahassee's future community vitality. The City embarked on a strategy of improving competition in order to
lower airfares and upgrade services consisting of securing a low fare carrier, improving interstate competition and
services, improving intrastate competition and services, and increasing intrastate jet service.

The City initially was able to attract service by Northwest/Pinnacle to their Memphis hub, and Comair
began service to their Cincinnati hub. After two years of discussions, the City succeeded in attracting low fare
carrier AirTran to Tallahassee in 2001 serving Atlanta and Tampawith continuing serviceto Miami. During January
2002, Delta's affiliate SkyWest Airlines joined the Delta Connection carriers (Comair and ASA) to provide service
to Delta'sDallashub. Four yearsago, Tallahassee only had accessto two airline hubs—Delta' sAtlantaand USAir’s
Charlotte; today thelist also includes Northwest’s Memphis hub, COMAIR’s Cincinnati hub, AirTran’sAtlantahub,
and Delta's Dallas hub via SkyWest. The City also has direct service to its major intrastate destinations (Miami,
Tampa, Orlando, Fort Lauderdale and West Palm). During 2003, COMAIR began regional jet serviceto West Palm;
AirTran Airwaysintroduced regional jetsin order to increase frequency to Atlantaand Tampa; and USAirways, who
isin Chapter 11 Bankruptcy, agreed to continue serving TLH.

The tragic events of September 11, 2001 and the economic recession that was already occurring in 2001
placed the airline industry in a precarious position, which has been further exacerbated by war with Irag. Proposed
mergers, buyouts and bankruptcy declarations continue throughout the industry, which can at best be described asan
industry with substantive financial, customer service and anti competitive issues, whose economic recovery now is
not expected until 2005 or 2006.

Although other airports are reporting reductionsin air service, Tallahassee has actually increased the num-
ber of departures and the total available seats. TLH has achieved the big jump in traffic as a result of current low
fares bringing back the passengers that had been driving to Atlanta, Jacksonville, Orlando and Tampa to avoid
Tallahassee's high fares. TLH now offers a strong service to every major region of the United States and beyond.
Further, US Airways indicates that they plan on serving TLH with regional jets when they become available, which
will result in TLH becoming an al jet airport. AirTran hasrecently added serviceto the west (Denver, LosAngeles,
Las Vegas, Kansas City), which will provide needed low fare competition to this region.

Low fare service and the availability of increased air service options have borne favorable results for TLH
during 2002 and 2003. Enplanement experience over the past severa years showed only minor fluctuationsin any
givenyear. Nationally, total passenger growth trendsfor the short term (1-3 years) indicated adecrease as aresult of
September 11, 2001 and the war in Irag; however, TLH experienced a 13.3% increase in traffic for FY 2002. This
trend continued with an estimated 10.4% increase in passenger traffic for FY 2003. Barring unforeseen circum-
stances, it isanticipated that 2004 passenger countswill at a minimum be sustained at a 2% growth rate. In order to
remain competitive and continueto pursuetheAirport’s strategy, the City Commission recently established a$300,000
recurring project in order to provide funding for various incentives to airlines similar to those being provided at
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other airportsto help in achieving their goals. The Airport continuesto approach carriers about providing serviceto
the Tallahassee market by demonstrating potential market opportunities and profitability of providing service.

Financial Discussion

The Airport is not supported by any local government revenue. Its operations are funded through conces-
sions, parking fees, terminal and general aviation leases, and landing fees. Signatory airline agreements are struc-
tured on aresidual basis whereby approximately 50% of the Airport’s net income is utilized to reduce airline rates
and charges. The non-signatory airlines are required to pay 125% of the signatory airlinerates. In FY 2003, actual
operating income, before depreciation, amaritization, and transfers, was $2,140,264 or $159,675 more than budget.
The $159,675 was alocated between the Airline Prepaid Fees Credit and the Airport RR & | Fund, in accordance
with the Airline Use and Lease Agreements. Operating revenues, excluding transfers, were 8.6% above projections
primarily due to above budget rental car, concession and parking revenue. Expenditures were 8.7% above projec-
tions due to the increased costs for passenger security.

TheAirport’s Capital Improvement Program (CIP) is primarily supported from Federal Aviation Adminis-
tration (FAA) entitlement funding, Passenger Facility Charges (PFC), and Florida Department of Transportation
(FDOT) grants. Increased funding levels from FAA entitlements, coupled with increased availability of passenger
facility charge funds, have more than tripled avail able construction funding and accel erated the Airport’simplemen-
tation of many projects. Asaresult, the Capital Program Administration unit was established in FY 2002 to manage
the Airport’s Capital Program.

The FAA authorized the Airport to collect a$3.00 PFC that expired September 30, 2002. Most of these PFC
funds have been used to initiate the Federal Aviation Regulation (FAR) Part 150 Noise Study and to enable the
Airport land acquisition program to moveforward. The program is estimated to cost approximately $21 million with
the bulk of the funding anticipated to come from the FAA. The purpose of the land acquisition program is to
eliminate incompatible land uses around the Airport facility. This will minimize future planning problems and
optimizefacility development. The $3.00 PFC Authorization expired during September 2002. TheAirport received
FAA approval to raise the PFC fee from $3.00 to $4.50 effective October 1, 2002. Theincreased PFC feeswill fund
$10,231,000 of an estimated $40,519,000 of Capital Improvements, with $24,907,000 coming from the FAA Airport
Improvement Program and the balance from FDOT and local sources.

Over $10,000,000 of theAirport’s Capital Program has been earmarked for terminal rehabilitation/improve-
ments. The terminal building infrastructure will be renewed or repaired in severa areas including: restrooms and
concessions; heating, ventilation, and air conditioning systems; and electrical distribution and fire alarm systems.
These improvements will extend the useful life of the terminal complex for another 10 to 15 years. National trends
indicate that small hub markets and short haul routes similar to TLH will be served by regional jets. To meet this
need, TLH will activate two unused gates for regional jets and retrofit other gates to also serve regiond jets.

Management Discussion of Operations

The Aviation Department consists of six divisions. The Management Division provides overall direction
and guidancefor the Airport. Responsibilitiesinclude monitoring and responding to federal, state and local require-
ments, meeting passenger service demands and expectations, business development, community relations, strategic
planning, and providing safe and efficient airport operations at a reasonable cost.

The Business Services Division is responsible for lease management, concessions, restaurant, tenant rela-
tions, business recruitment, marketing and research, and demographic reporting and analysis.

The Finance and Administration Division is responsible for financial management, accounting, budgeting,
planning and development, grant administration, personnel and payroll, and administrative support for the Airport’s
various programs.

The Facilities Maintenance Division is responsible for maintaining runways and safety areas, mowing and
landscaping Airport property, repair and electrical services, housekeeping, and mechanical service for the terminal
facility.

The Operations Division isresponsible for police and fire rescue services, saf ety, security, training, general
aviation, ground transportation, and FAA compliance.
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The Capital Program Administration Divisionisresponsiblefor identifying capital program needs, stormwater
management and environmental compliance, and providing construction management and engineering liaison ser-
vicesthat includes design plans and specifications, monitoring on-going construction activities, and other regulatory
reguirements of the City, FAA, and FDOT.
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Selected Airport Statistics

Airport Financial Statistics

For Fiscal Year Ended September 30 1999 2000 2001 2002 2003
Revenue Per Enplaned Passenger $ 16.35 $ 16.22 $ 1685 $ 1563 $ 16.64
Debt Per Enplaned Passenger 29.98 27.90 20.29 16.75 14.27
Aircraft Operations - Landings and Take-offs
For Fiscal Year Ended September 30 1999 2000 2001 2002 2003
Air Carrier Operations(1) 5,004 4,401 3,468 6,241 5,959
Air Taxi Operations(2) 38,888 38,793 35,217 32,692 26,906
General Aviation

Itinerant Operations 43,516 44,015 39,254 38,719 38,023

Local Operations 18,232 22,208 16,313 15,457 14,251
Military

Itinerant Operations 6,220 6,841 7,764 10,987 13,491

(1) Consists of planes of 50 or more seats
(2) Consists of planes having few er than 50 seats

Enplanements by Carrier

For Fiscal Year Ended September 30 1999 2000 2001 2002 2003
Delta 188,039 183,140 151,059 136,969 180,578
Comair 81,586 78,482 55,086 86,054 93,446
Atlantic Southeast 15,937 30,800 56,011 55,599 45,798
Skywest (8) 0 0 0 18,834 24,884
Chautauqua (9) 0 0 0 0 43,033
USAirways/ Piedmont 82,691 82,209 92,318 64,777 29,863
CC Air (2) 50,846 51,005 36,355 20,528 1,504
Air Midwest (3) 9,009 9,327 10,708 6,668 234
Mesa (1) 9,129 4,750 0 215 0
Northwest Airlink (4) 0 6,032 28,856 27,205 33,286
AirTran Airways (7) 0 0 0 87,770 44,982
AirWisconsin (10) 0 0 0 0 58,859
Continental Connection/Gulfstream (6) 15,827 13,810 11,712 724 0
Florida Air (FL-AIR) (5) 0 0 350 0 0
Total Enplanements 453,064 459,555 442,455 505,343 556,467

(1) Mesa services commenced March 1998

(2) CCAir services commenced October 1998

(3) Air Midw est services commenced October 1998

(4) Northw est Airlink service commenced July 2000

(5) Florida Air services from February through April 2001

(6) Continental Connection discontinued service October 2001
(7) AirTran services commenced November 2001

(8) Skyw estservices commenced January 2002

(9) Chautauqua services commenced January 2003

(10) AirWisconsin services commenced January 2003
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CITY OF TALLAHASSEE

AIRPORT SYSTEM
HISTORICAL OPERATING RESULTS
FISCAL YEAR ENDED SEPTEMBER 30

1999
Operating Revenues (1) 6,842,100
Prepaid Fees Credit (1) 561,900
Operating Expenses (2) 5,021,000
Non-operating Revenues 212,000
Rewvenues Available for Debt Senice 2,595,000
Sr. Lien Debt Senice 978,000
Sr. Lien Debt Senice Coverage 2.77x

(1) For the purposes of calculating debt service coverage in accordance w ith the Resolution rate covenant, the Operating
Revenues include Prepaid Fees Credits fromthe Signatory Airlines. How ever, in accordance w ith Generally Accepted
Accounting Principles, such Prepaid Fees Credits are not reflected as operating revenues in the City’s Comprehensive

Annual Financial Report.
(2) Excluding depreciation and amortization.
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2000
7,036,000

568,096
4,862,000

202,000
2,944,096
979,000
3.01x

2001
7,449,000

568,096
5,277,000

308,109
3,048,205
979,000
3.11x

2002
7,896,000

823,089
6,216,000

106,193
2,609,282
982,000
2.66x

2003
9,257,000

438,358
7,755,000

60,174
2,000,532
978,000
2.05x



CITY OF TALLAHASSEE, FLORIDA
STATEMENT OF NET ASSETS
Airport Fund
September 30
(in thousands)

2003 2002
ASSETS
Current Assets
Cash and Cash EQUIVAIENLS.............cccuiiiiieeiiie e $ 6,285 $ 6,008
Securities Lending Collateral.............ovvveeiiiiiiiiiiiieie e 1,584 1,486
Receivables:
ACCIUEH INTEIEST...uvviiiiiiiiiiiit s e e e e e e e e e e e e e aaees 32 29
Customers and Others...........oooviiiiiiiieeeeeee e 836 785
Less: Allowance for Doubtful Accounts............coccviiiiiiieeeeeiccciiieeeee. (12) (48)
Cash and Cash Equivalents - Restricted..........cccceeveeeeiiiiiiiiiiieeeeeeeeeeciee, 6,194 6,323
INVEStMENTS - RESHICIEA. . .uuuuiiiiiceeeeee e 1,174 1,169
Securities Lending Collateral - Restricted..........ccvvvevveeeeiiiiiiiiieieee e 1,781 1,863
Receivables - ReStICted:.............oooiiiiiiiiieeeeeeeee
ACCIUEH INTEIEST...uviiiiiiiiiiiii st e e e e e e e e e e e 33 34
Due from Other GOVEIMMENTS.........uuuuiiiiiiiiiiee et 141 571
Total CUITENT ASSEES..cci i 18,048 18,220
Noncurrent Assets
Unamortized BoNd ISSUE COSES..........uveiveiriieiiiiiiiiiiieeeeeseeeeeeeaeeeeeeaeeeeeenns 124 137
Capital Assets (Net of Accumulated Depreciation).........ccccceeeeviiiiviiieneeeeennn. 59,569 55,590
CONSEIUCION IN PrOgreSS. ..ottt e e e 12,795 11,160
Total NONCUITENT ASSELS...ciiiiiiiiiieeeeieeiiee s 72,488 66,887
TOtAl ASSBIS.coiiii ittt $ 90,536 $ 85,107
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CITY OF TALLAHASSEE, FLORIDA
STATEMENT OF NET ASSETS
Airport Fund
September 30
(in thousands)

2003 2002
LIABILITIES AND NET ASSETS
LIABILITIES
Current Liabilities
ACCOUNLS PAYabIe.........cccuviiiiiiiiiiieece e $ 668 $ 1,159
Compensated ADSENCES..........cociiiiiiie e 242 214
Obligations Under Securities LeNdiNg.......ccc.uevvveeeeeriiiiiieiiieee e esiiiieeee e 1,584 1,486
Obligations Under Securities Lending - Restricted..........ccccccvveeeviiiciiienennnnn. 1,781 1,863
Retainage Payable and Accounts Payable - Restricted..............ccccvvvvvenennnn. 198 40
Total Current LiabilitieS........ocoiiiiiiiiiiiie e 4,473 4,762
Noncurrent Liabilities:
Advances from Other FUNAS..........ooouiiiiiiiiiii e 2,620 2,877
Compensated ADSENCES.........ccociiiiiiii e 236 208
Bonds Payable............ooeiiiiiiiiic e 7,940 8,465
Unamortized Bond Premium (DiSCOUNL)........uuuuirieeeriiiiiiiiiirieeeeeeeseiinieeeeeeens 47 (51)
Deferment of Loss on Early Retirement of Debt..........cccccceeviiiiiiiiiiinieee s (388) (451)
Total Noncurrent LiabilitieS........ocovviiiiiiiiii e 10,361 11,048
Total LiabilitieS......cooiiiiiiiiiiii e 14,834 15,810
NET ASSETS
Investment in Capital Assets, net of related debt.............cccoeoviinn, 66,074 59,493
Restricted for DEDt SEIVICE. ......cuuiii i 1,196 1,196
Restricted for Renewal, Replacement, and Improvements................ccccuvvveee. 4,415 4,070
UNFESHICTEM. ...ttt 4,017 4,538
TOTAI NEE ASSEES . ..iiiiiiieiiie ettt $ 75,702 $ 69,297
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CITY OF TALLAHASSEE, FLORIDA
STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN FUND NET ASSETS
Airport Fund
Fiscal Year Ended September 30
(in thousands)

2003 2002
Operating Revenues:
Charges for Senices:
Landing and Tie DOWN FEES......c..uiiiieeiiiee et $ 1,061 $ 1,154
RENTAIS. ... 7,443 7,189
(@101 ST PSR 1,131 375
Total Operating REVENUES.......cooiuiiiiiiiiiie e 9,635 8,718
Operating Expenses:
PErsONNEl SEIVICES.......uviiiiiiiiiie it 3,394 2,507
CONrACIUAI SEIVICES. ....iiiiiiiiiie it 3,414 2,864
Materials and SUPPIIES. ....coii i 375 327
Other EXPENSES. ...iiiieieeitiit ettt et et e ettt e e e e e e et e e e s enbneeeeeaes 572 517
[D1=To] £=Tol = 110 ] PRSPPI 2,623 2,510
AMOTTIZALION. ...t 17 17
Total Operating EXPENSES.....ccociiiiiiieieee et 10,395 8,742
Operating INCOME (LOSS)..uiiiuieeiiieeiiieeeiiie e eiee e eesee e e $ (760) $ (24)
Non-Operating Revenues (Expenses):
INEEIESE REVENUE.....cuvieiiiiiie et etie sttt steesee et e e ee et e snee e et e nnee e $ 537 $ 552
Net Increse (Decrease) in the Fair Value of Investments.........c.ccccoeevcvvvvvnennn. (145) 34
INEEIESE EXPENSE. .. tiieiee ittt ettt e e e e e et e e e anaeeaeen 671) (405)
Other EXPENSES. ...iiiieieeitiie ettt e et e ettt e ettt e et e e e e annae e e e e enrneeaeanns (1,130) (3,219)
Total Non-Operating Revenues (EXPENSES)......ccouuiereeeiiieeeeaiiienaannns (1,409) (3,038)
Income (Loss) Before Capital Contributions
and Operating TranSfers.....oi e (2,169) (3,062)
Capital Contributions and Transfers:
Capital CONtHDULIONS. .....ciiieeeie e e e e e e e ennes 9,291 7,405
TRANSTEIS Nt 31 -
TrANSTEIS OUL...cci it e e e e e e e e e e e e e annnes (748) (632)
Total Capital Contributions and Transfers.........ccccoceeiiiiiieiiiiineens 8,574 6,773
Change in Net ASSELS.....ciiiiiiiiiiiee et e e 6,405 3,711
Net Assets - October 1 69,297 65,586
Net Assets - September 30 $ 75702 $ 69,297
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AIRPORT SYSTEM REVENUE BONDS
SUMMARY OF CERTAIN PROVISIONS

Pledged Revenues

“Net Revenues’ of the System are the Revenues or Gross Revenues, after deduction of the Cost of
Operation and Maintenance. Bonds are not payable from any other funds of the City.

Rate Covenant

The City will fix, establish, revise from time to time whenever necessary, maintain and collect always
such fees, rates, rentals and other charges for the use of the products, services and facilities of the System
which will always provide Revenues in each Fiscal Year sufficient to pay the aggregate of (i) the amount
needed to pay all Costs of Operation and Maintenance as the same shall become due in such year, and (ii) the
greater of () 125% of the Debt Service Requirement becoming due in such year on the Outstanding Bonds or
(b) 100% of all deposits to be made pursuant to the Resolution. Such rates, fees, rentals or other charges shall
not be reduced so as to render them insufficient to provide revenues for such purposes. In calculating “ Rev-
enues’ for such purpose, credit shall not be given for earnings on amounts on deposit in the Renewal, Replace-
ment and Improvement Fund. With respect to Subordinated Debt, the City agrees to fix, establish, revise,
maintain and collect such rates, fees and charges as shall be approved by resolution of the City adopted at or
prior to the sale of such Subordinated Debt.

Parity Test

No Additional Parity Obligations on a parity with the Bonds shall be issued after the issuance of the
Series 1988 A Bonds, except upon the conditions and in the manner as follows: (1) There shall have
been obtained a certificate of an authorized representative of the City qualified to provide such certification
stating: (a) that the books and records of the City relative to the System have been reviewed by him; (b) that the
Net Revenues received by the City during the Fiscal Year preceding the date of issuance of the proposed
additional Parity Obligationsisequal to not lessthan 125% of the Debt Service Reguirement on the Outstand-
ing Bonds due during such Fiscal Year, and there shall have been obtained a certificate of a Qualified Airport
Consultant qualified to provide such certification stating: (a) that the books and records of the City relating to
the System have been reviewed by him; (b) that the amount of the Net Revenues expected to be received for
each of thefirst three (3) complete Fiscal years after completion of construction of the Project to be financed
with the proceeds of such Additional Parity Obligations or for each of the first five (5) complete fiscal years
from the date of issuance of such Additiona Parity Obligations, whichever is later, shall not be less than that
amount required for the City to comply with the rate covenant required by the Resolution on any Bonds then
Outstanding, the parity obligations with respect to which such certificate is made, and on any other parity
obligations then outstanding.

2 The City need not comply with the provisions of paragraph (1) above if and to the extent the
Bondsto beissued are Refunding Bonds, if the City shall cause to be delivered a certificate of an independent
certified public accountant setting forth the Maximum Debt Service Requirement (a) for the Bonds then Out-
standing and (b) for all Series of Bonds to be immediately Outstanding thereafter and stating that the Maxi-
mum Debt Service Requirement pursuant to (b) above is not greater than that set forth pursuant to (a) above.

3 The City need not comply with the provisions of paragraph (1) above if and to the extent the
Bondsto beissued are for the purpose of providing any necessary additional funds required for completion of
any improvements to the System (“Completion Bonds”) if originally financed pursuant to the Resolution;
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provisions of paragraph (1) above may not exceed ten percent (10%) of the total principal amount of
Bonds estimated to berequired for such improvementsto the System at the time of issuance of theinitial Series
of Bonds to finance such improvements.

@ The City shall not bein default in the carrying out of any of the obligations assumed under the
Resolution, and all payments required by the Resolution to be made into the funds and accounts established
thereunder shall have been made to the full extent required.

5) The resolution authorizing the issuance of the Additional Parity Obligations shall recite that
all of the covenants contained in the Resolution will be applicable to such Additional Parity Obligations.

(6) Issuance of Additional Parity Obligationswith Respect to Subordinated Debt—No Additional
Parity Obligations on a parity with any Subordinated Debt shall beissued after theissuance of theinitial series
of Subordinated Debt, except upon the terms and conditions as shall be approved by resolution of the City
adopted at or prior to the issuance of such initial series of Subordinated Debt.
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$11,995,000
City of Tallahassee, Florida
Airport System Revenue Refunding Bonds, Series 1995

Dated: November 15, 1995

Purpose
To refund the outstanding City of Tallahassee Airport System Revenue Bonds Series 1988 A and pay certain costs
of issuance of the Series 1995 Bonds.

Security

The City hasirrevocably pledged the Net Revenues of the Airport System to the payment of the principal of,
interest on, and any premium paid upon the redemption of the Series 1995 Bonds. In addition the City has
established a Series 1995 Account in the Reserve Fund for payment of the Series 1995 Bonds when other funds
are insufficient therefore.

Form

$7,820,000 Serial Bonds

$1,535,000 Term Bonds due October 1, 2011
$2,640,000 Term Bonds due October 1, 2014

TheBondsareissuedin fully registered form in denominations of $5,000, or multiplesthereof. The bonds are book-
entry-only and are not evidenced by physical bond certificates. Interest payments on the Series 1995 Bonds are
payable April 1, 1996, and on each October 1 and April 1 thereafter.

Agents

Registrar - Wachovia Bank, NA, Jacksonville, Florida.

Paying Agent - Wachovia Bank, NA, Jacksonville, Florida.

Bond Counsdl - Bryant, Miller and Olive, PA., Tallahassee, Florida.
Insurance - AMBAC Indemnity Corporation.

Ratings

Fitch - AAA

Moody’s - Aaa

Standard and Poors - AAA

Call Provisions

Mandatory Redemption
Term Bonds Due October 1, 2011
Term Bonds Due October 1, 2014

Year Amount Year Amount

2010 $ 745,000 2012 $ 830,000

2011 (maturity) $ 790,000 2013 $ 880,000
2014 (maturity) $ 930,000
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Optional Redemption

Series 1995 bonds maturing on or after October 1, 2005. In whole or in part in any order on October 1, 2004, or
on thefirst day of each month thereafter.

Redemption Dates (both inclusive) Redemption Prices
October 1, 2004 to September 30, 2005 101%
October 1, 2005 and thereafter 100%
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$11,995,000
CITY OF TALLAHASSEE, FLORIDA
AIRPORT SYSTEM REVENUE REFUNDING BONDS, SERIES 1995

Summary of Remaining Debt Service Requirements

Bond Year
Ending Interest
October 1 Rate Principal Interest Total
2004 4.900% $ 550,000 $ 427,699 $ 977,699
2005 5.000% 580,000 400,749 980,749
2006 5.125% 610,000 371,749 981,749
2007 5.250% 640,000 340,486 980,486
2008 5.375% 675,000 306,886 981,886
2009 5.400% 710,000 270,605 980,605
2010 5.500% (1) 745,000 232,265 977,265
2011 5.500% (1) 790,000 191,290 981,290
2012 5.600% (2) 830,000 147,840 977,840
2013 5.600% (2) 880,000 101,360 981,360
2014 5.600% (2) 930,000 52,080 982,080
Totals $ 7,940,000 $ 2,843,009 $ 10,783,009

(1) Termbonds due October 1, 2011.
(2) Termbonds due October 1, 2014.
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OTHER DEBT FINANCING

Sunshine Sate Governmental Financing Commission

The Sunshine State Governmental Financing Commission (the“ Commission”) was created in 1985 through
interlocal agreement between the City of Tallahassee and the City of Orlando, Florida. Subsequently, other Florida
governments joined the Commission, including 11 additional cities and three counties. The Commission was cre-
ated to provide large, sophisticated governments the opportunity to work together to create low cost, flexible financ-
ing instruments.

Variable Rate L oan

In 1986, the Commission sold $300 million in multi-modal variable rate revenue bonds and made the pro-
ceeds available to its members. As amulti-modal program, the loan pool requires both supporting reimbursement
(letter or line of credit) and remarketing agreements. The program documents provide that each loan is responsible
for its proportionate share of the accrued interest on the bonds, together with al on-going administrative costs
including letter of credit fees, remarketing cost, trustee fees, and paying agent fees. Interest and administrative costs
on the loans are billed by the Trustee on amonthly basis by the 5th of each month and are deemed delinquent if not
paid by the 15th. All loans are independent and there is no cross indemnification between and among the partici-
pants. Prepayment of a portion or all of the outstanding balance can be made at any time without penalty.

As of September 30, 2003, the City had outstanding six loan agreements with the Commission under this
program, as described below:

1) $18,200,000 in November 1986; secured by a covenant to budget and appropriate from al non-ad-

valorem revenues of the City and has no specific claims on any revenue stream; mandatory amortization
of principal in equal amounts during the years 2011-2016, with all principal to be retired by January 30,
2016; as of September 30, 2003, the balance outstanding on this loan was $16,999,730.

2) $3,550,000 in May 1991, description same as (1); September 30, 2003 balance of $3,550,000.

3) $1,150,000 in September 1991; description same as (1); September 30, 2003 balance of $1,150,000.

4) $36,500,000 in April 1999; secured by a pledge of subordinate revenues from the Energy System; the

City intends to make annual payments of principal, in addition to the interest, even though thisloan has
arequired final maturity of 2016; September 30, 2003 balance of $35,835,000.

5) $7,909,000, in April 2001; secured by a pledge of subordinate revenues from the Energy System; the

City intends to make annual payments of principal, in addition to the interest, even though thisloan has
afina maturity of 2015; September 30, 2003 balance of $7,765,000.

6) $5,050,000, in April 2001; secured by a covenant to budget and appropriate from all non ad-valorem

revenues of the City and has no specific claims on any revenue stream; interest to be paid monthly with
annual principal payments due on October 1 beginning in 2001; loan has a fina maturity of 2015;
September 30, 2003 balance of $4,169,270.

Commercial Paper Program

In order to meet the demands of its membersthe Commission created a second borrowing pool in 1994. The
1994 program is atrue commercia paper program wherein the Commission, simultaneous with the origination of a
loan, issues additional commercia paper in a like amount. In addition to the security pledged by the individual
borrowers on their loans, all loans are secured by bond insurance provided either by Ambac, FGIC, MBIA, or FSA.
As with the 1986 program, there is no cross indemnification among borrowers, and borrowers are contractually
obligated to repay the principal as set forth in their loan agreements, and to pay their prorata share of theinterest on
the outstanding commercial paper, along with all related costs of the Commission associated with operating and
maintaining the program.
In May 2000, the City entered into two new loans under this program, as follows:
1) $9,265,000 Electric System Loan, secured by a pledge of subordinate revenues from the Electric Sys-
tem. The proceeds of this loan were for a portion of theinitial payment on the General Electric Long-
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Term Services Agreement for Purdom Unit 8. The final maturity of thisloan is October 1, 2006, with
annual payments of principal and interest. September 30, 2003 balance of $6,415,000.

2) $11,370,000 Gas System Loan, secured by a pledge of subordinate revenues of the Gas System, for the
purpose of Gas System expansion and improvements. The City intends to make annua payments of
principal, in addition to the interest, even though this loan has a required final maturity of 2016. Sep-
tember 30, 2003 balance of $10,697,000.

Conduit I'ssues, Non-Profit Organizations

The City has also acted as a conduit for the issuance of bonds for three non-profit organizationsin the City:
Tallahassee Memorial HealthCare, Inc., Tallahassee Community College Foundation, Inc., and Florida State Uni-
versity Schools, Inc.

Tallahassee Memoria HealthCare, Inc. currently has five bond issues outstanding for which the City acted
as a conduit. Tallahassee Community College, Inc. has two such issues outstanding, and Florida State University
Schools, Inc. has two issues outstanding.

Conduit I'ssues, Industrial Development and Industrial Revenue Bonds

From time to time the City also acts as a conduit issuer for private industries in the issuance of Industrial
Development Revenue Bonds. There are currently seven issues of Industrial Development Revenue Bonds out-
standing for which the City has acted as the conduit issuer. These bonds are issued pursuant to an indenture of trust
between the City and atrustee, with the entity on whose behalf the bonds areissued being solely responsible for their
repayment, with no resulting liability on behalf of the City. The Industrial Development Revenue Bonds currently
outstanding were issued as follows:

1) $1,500,000, Tallahassee Downtown Improvement Authority, Industrial Development Revenue Bond

(Governor’s Inn Project), Series 1983. Trustee — Wachovia Bank, NA, Jacksonville, Florida.

2) $1,250,000, Tallahassee Downtown Improvement Authority, Industrial Development Revenue Bond
(Chiles, Tichenor, Lindner, Rumrell Project) Series 1984. Trustee —WachoviaBank, NA, Jacksonville,
Florida

3) $1,700,000, Talahassee Downtown Improvement Authority, Industrial Development Revenue Bonds
(Westcott Station Project), Series 1985. Trustee — Bank of New York, Jacksonville, Florida.

4) $100,000 Tallahassee Downtown Improvement Authority, Industrial Development Revenue Bonds
(Westcott Station Project), Series 1986. Trustee — Bank of New York, Jacksonville, Florida.

5) $1,500,000 City of Tallahassee, Florida, Industrial Development Revenue Bonds (Dykes Industries,
Inc. Project), Series 1990. Trustee - Signet Trust Company, Richmond, Virginia.

6) $2,200,000 City of Tallahassee, Florida Industrial Development Revenue Bonds (Rose Printing Com-

pany, Inc. Project), Series 2000 A. Trustee —~Wachovia Bank, NA, Jacksonville, Florida.

7) $2,000,000 City of Tallahassee, Florida Taxable Industrial Development Revenue Bonds (Rose Printing

Company, Inc. Project), Series 2000 B. Trustee —-Wachovia Bank, NA, Jacksonville, Florida.
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