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Purvis
Gray &
Company

INDEPENDENT AUDITORS' REPORT

Board of Directors and Members
of Florida Gas Ultility
Gainesville, Florida

We have audited the accompanying financial statements of Florida Gas Utility (FGU) and each of its
major projects, as of and for the year ended September 30, 2009, as listed in the table of contents. These
financial statements are the responsibility of FGU's management. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of FGU and each of its major projects as of September 30, 2009, and the
respective changes in financial position and cash flows thereof, for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated December 7,
2009, on our consideration of FGU’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and compliance
and the results of that testing and not to provide an opinion on the internal control over financial reporting
or on compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in conjunction with this report in considering the results of
our audit.

Certified Public Accountants
P.O. Box 23999 e 222 N.E. 1st Street ® Gainesville, Florida 32602 e (352) 378-2461 * FAX (352) 378-2505
Laurel Ridge Professional Center ® 2347 S.E. 17th Street ® Ocala, Florida 34471 e (352) 732-3872 e FAX (352) 732-0542
443 East College Avenue e Tallahassee, Florida 32301 e (850) 224-7144 e FAX (850) 224-1762

2201 Cantu Court, Suite #100  Sarasota, Florida 34232  (941) 379-2800 ¢ FAX (941) 379-2899

MEMBERS OF AMERICAN AND FLORIDA INSTITUTES OF CERTIFED PUBLIC ACCOUNTANTS
MEMBER OF AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS PRIVATE COMPANIES AND S.E.C. PRACTICE SECTIONS
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Board of Directors and Members
of Florida Gas Utility
Gainesville, Florida

INDEPENDENT AUDITORS' REPORT
(Concluded)

Our audit was conducted for the purpose of forming an opinion on the financial statements of FGU and its
major projects taken as a whole. The accompanying Schedules of Changes in Financial Condition—Gas
Projects No. 1 and No. 2 are presented for purposes of additional analysis and are not a required part of
the financial statements. The information in these schedules has been subjected to the auditing
procedures applied in the audit of the financial statements and, in our opinion, is fairly stated in all
material respects in relation to the financial statements taken as a whole. Similarly, management’s
discussion and analysis on pages three through six is not a required part of the financial statements, but is
supplementary information required by accounting principles generally accepted in the United States of
America. We applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of this supplementary information. However, we
did not audit the information and express no opinion on it.

Aoty Cranandd Coupuns, LLF

December 7, 2009
Gainesville, Florida



Management’s Discussion and Analysis

The management of Florida Gas Utility (FGU) offers readers of FGU’s financial statements this narrative
overview and analysis of the financial activities of FGU for the fiscal year ended September 30, 2009.
Readers should consider the information here in conjunction with the auditors’ report, basic financial
statements and the notes and supplemental schedule.

Overview of the Financial Statements

FGU maintains its accounts on a fund basis. A fund is a grouping of related accounts that is used to
maintain control over resources that have been segregated for specific activities or objectives. Like
governments and other special agencies or districts, FGU uses fund accounting to comply with finance-
related legal requirements. FGU currently has four funds, all of which are of the proprietary type. Each
of these four funds has the same basic business purpose — to provide natural gas to FGU’s members,
customers and project participants. Each of these funds is described in detail in the “Individual Funds”
section below.

The Statement of Net Assets reports on all of FGU’s assets and liabilities, with the differences between
the two reported as net assets. Due to the nature of FGU, its net assets will not accumulate significantly
over time. FGU passes on operational expenses to its members, customers and project participants as
incurred with no built-in profit. FGU funds its administrative costs through a service charge. In the last
several years, when FGU has not spent all of its budgeted administrative costs, those “profits” have been
factored into decreasing the subsequent year’s budgeted service charge and thereby decreasing net assets
in the following year. The factors that contribute to the change in net assets will be discussed in the
“Financial Highlights” section below.

The Statement of Revenues, Expenses, and Changes in Fund Net Assets shows how FGU’s net assets
changed during the fiscal year. All of FGU’s revenues and expenses are reported as soon as they are
incurred, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this
statement for some items that will only result in cash flows in future fiscal periods.

Current Year vs. Prior Year Comparison

The following combined, condensed financial information compares, in summary, the financial condition
and operations of FGU for the years ended September 30, 2009 and 2008, respectively. The reader
should use this combined information cautiously when evaluating FGU’s financial position due to the
legal separation that must be maintained between each fund. It should be noted that in fiscal year 2009,
Gas Project No. 1 bonds were paid off on December 1, 2008. Also, on June 1, 2009, Gas Project No. 2
bonds were redeemed in full due to the early termination of the project. For more information about the
termination of Gas Project No. 1 and No. 2, see Note 5 and Note 6, respectively.



Management’s Discussion and Analysis
(Continued)

Net Assets
FY 2009 FY 2008 % Change

Current assets, including restricted $ 27,300,382 151,320,735 -81.96%
Property and equipment, net 443,599 495,321 -10.44%
Other assets 0 627,561,015 -100.00%

Total assets 27,743,981 779,377,071 -96.44%
Current liabilities, including restricted 25,595,878 86,163,836 -70.29%
Long-term liabilities 0 691,223,645 -100.00%

Total liabilities 25,595,878 777,387,481 -96.71%
Net assets invested in capital assets,

net of related debt 443,599 495,321 -10.44%
Net assets - unrestricted 1,704,504 1,494,269 14.07%

Total net assets $ 2,148,103 1,989,590 7.97%
Revenues, Expenses and Changes in Net Assets

FY 2009 FY 2008 % Change

Revenues - gas operations $ 300,631,032 440,909,281 -31.8%
Revenues - service charge & other 722,511 1,764,974 -59.1%

Total operating revenues 301,353,543 442,674,255 -31.9%
Expenses - gas operations 297,562,682 437,177,654 -31.9%
Expenses - general & administrative 2,768,386 3,290,985 -15.9%
Depreciation & amortization 277,758 624,454 -55.5%

Total operating expenses 300,608,826 441,093,093 -31.8%

Operating income 744,717 1,581,162 -52.9%
Net costs recoverable from future

participant billings (24,596,781) 14,543,271 -269.1%
Interest & finance charge income 1,000,290 2,215,056 -54.8%
GIC Termination Fee 4,948,000 0 100.0%
Operating Reserve Replenishment 3,500,000 0 100.0%
Restructuring & Unwind Revenue (net) 23,864,400 0 100.0%
Gain (loss) on disposal of assets 1,640 103 1492.2%
Interest & other expenses (9,303,753) (18,410,025) -49.5%

Change in net assets $ 158,513 (70,433) 325.1%

Financial Highlights

e In fiscal year 2009, current assets decreased by $124 million due to the decrease in accounts
receivable, investments, and current portion of prepaid gas supply from the termination of both
Gas Project No. 1 and Gas Project No.2 projects. Current liabilities decreased by $60.5 million
due mainly to the decrease in accounts payable and current portion of revenue bonds payable due

to the terminations of Gas Project No. 1 and Gas Project No.2.
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Management’s Discussion and Analysis
(Continued)

e Other assets decreased by $627.5 million due to the termination of both Gas Project No. 1 and
Gas Project No. 2.

e Long-term liabilities decreased by $691 million due to the termination of both Gas Project No. 1
and Gas Project No. 2.

e QGas operating revenues and gas operating expenses both decreased by $140.2 million and $139.6
million, respectively. The termination of both Gas Project No. 1 and Gas Project No. 2 as well as
changes in gas prices are the major contributors to the differences in these accounts.

e FGU’s interest income was $1.2 million lower in fiscal year 2009 than in fiscal year 2008. This
change is due mainly to a decrease in interest rates as well as the termination of Gas Projects No.
1 and No. 2.

e The Net Costs Recoverable from Future Participant Billings account on the Statement of
Revenues, Expenses, and Changes in Net Assets is used in accordance with the Statement of
Financial Accounting Standards No. 71 for the Gas Supply Project No.1 and Gas Supply Project
No. 2 funds. Refer to Note No. 2 of the attached financial statements for further information.

e FGU’s total change in net assets in fiscal year 2009 was a positive $158,513. As discussed in the
Overview section above, FGU does not generally accumulate or expend significant amounts of
net assets. However, there are several factors at play that make up this total as follows:

0 In December 2001, FGU used $465,721 of the working capital reserve funds to purchase
an office building. This amount is being replenished over 15 years at which time the
working capital reserve will be fully replenished for the cost of the office acquisition.
$41,600 was used to replenish this year in excess of depreciation on the office building.

0 The remaining change in net assets was due to $257,800 of additional revenues from non-
specific member delivered sales net with $57,000 of Delivery Point Operator revenue
shortfall and additional expenses.

Individual Funds

The Operating fund accounts for general operations beneficial to all member and customer systems. All
of FGU’s administrative expenses are paid from of the Operating fund and allocated to the other funds.
This is FGU’s only fund that accumulates net assets. Refer to the discussion of net assets above.

The Gas Project No. 1 fund accounts for operations beneficial to the project participants of the Gas
Project No. 1 revenue bonds. These bonds were issued in November 1998 for the prepayment of 10 years
of natural gas from the Williams Companies. All assets of Gas Project No. 1 are restricted as to use by
bond covenants. The Gas Project No. 1°s gas billings are designed to fully recover all project costs over
the life of the bonds. Therefore, there are no net assets in the Gas Project No. 1 fund. Any differences
between revenues and expenses in this fund are merely timing differences and are recorded as changes in
the net costs recoverable from future participant billings.

The All Requirements Project fund accounts for the operations beneficial to those members that have
entered into FGU’s All Requirements contract. This project began in March 2002. At the end of fiscal
year 2009, this project consisted of 10 members. The All Requirements Project has no accumulated net
assets since any excess revenues have been transferred to the Operating fund to offset future service
charges.



Management’s Discussion and Analysis
(Concluded)

The Gas Project No. 2 fund accounts for operations beneficial to the project participants of the Gas
Project No. 2 revenue bonds. These bonds were issued in September 2006 for the prepayment of 20 years
of natural gas from the UBS AG. All assets of Gas Project No. 2 are restricted as to use by bond
covenants. The Gas Project No. 2’s gas billings are designed to fully recover all project costs over the life
of the bonds. Therefore, there are no net assets in the Gas Project No. 2 fund. Any differences between
revenues and expenses in this fund are merely timing differences and are recorded as changes in the net
costs recoverable from future participant billings.

Contact Information

This financial report is designed to provide a general overview of FGU’s finances. Questions concerning
any of the information provided in this report should be addressed to Florida Gas Ultility, Financial
Services Department, 4619 N.W. 53" Avenue, Gainesville, Florida 32653.



Florida Gas Utility
Statement of Net Assets
As of September 30, 2009

Assets

Current Assets
Cash and Cash Equivalents
Accounts Receivable:
Members
Project Participants
Customers
Other
Inventory
Prepaid Expenses
Due from ARP
Total Current Assets

Restricted Assets
Cash and Cash Equivalents
Total Restricted Assets

Property and Equipment, Net of Accumulated
Depreciation of $316,347
Total Assets

Liabilities and Net Assets

Current Liabilities
Trade
Other
Due to Gas Operating Fund
Accrued Expenses
Deferred Revenue

Total Current Liabilities

Liabilities Payable from Restricted Assets
Deposits Held
Total Liabilities Payable from Restricted Assets

Total Liabilities

Net Assets
Invested in Capital Assets, Net of Related Debt
Unrestricted

Total Net Assets

* All assets and liabilities of Gas Projects No. 1 and No. 2 are restricted to use.

All
Gas Project Requirements
Operating No. 1* Project

$ 1,662,389 0 8,919

17,712,119 0 0

0 0 1,202,846

4,121,535 0 0

105,132 0 0

2,383,700 0 0

21,344 0 0

29,010 0 0

26,035,229 0 1,211,765

53,388 0 0

53,388 0 0

443,599 0 0

26,532,216 0 1,211,765

18,929,468 0 1,179,423

2,903,256 0 82

0 0 29,010

105,805 0 0

2,392,200 0 3,250

24,330,729 0 1,211,765

53,384 0 0

53,384 0 0

24,384,113 0 1,211,765
443,599

1,704,504 0 0

$ 2,148 103 0 0

See accompanying notes.
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Gas Project
No. 2* Total

o

$ 1,671,308

17,712,119
1,202,846
4,121,535

105,132
2,383,700
21,344
29,010

OO O OO O OO

27,246,994

o

53,388

0 53,388

0 443,599

0 27,743,981

20,108,891
2,903,338
29,010
105,805
2,395,450

OO O O OO

25,542,494

53,384

0 53,384

0 25,595,878

443,599
0 1,704,504

0 3 2,148103

See accompanying notes.
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Florida Gas Utility
Statement of Revenues, Expenses, and Changes in Net Assets
For the Year Ended September 30, 2009

All
Gas Project Requirements
Operating No. 1 Project

Operating Revenues

Gas Operations $ 229,786,527 $ 6,628,910 $ 21,325,271

Service Fees and Other 1,041,179 (934,230) 413,840
Total Operating Revenues 230,827,706 5,694,680 21,739,111
Operating Expenses

Gas Operations 229,786,527 6,285,492 21,325,271

General and Administrative 1,166,463 4,893 413,840

Depreciation and Amortization 65,010 65,092 0
Total Operating Expenses 231,018,000 6,355,477 21,739,111
Operating (Loss) Income (190,294) (660,797) 0
Routine Nonoperating Revenues/(Expenses)

Interest Expense 0 (152,450) 0

Interest Income 342,854 126,606 4,187

Finance Charge Income 119 10 7

Gain on Disposal of Assets 1,640 0 0

GIC Termination Fee 0 0 0

Net Costs Recoverable from Future

Participant Billings 0 686,631 0

Total Routine Nonoperating

Revenues/(Expenses) 344,613 660,797 4,194
Restructuring and Unwind Revenues/(Expenses)

Operating Reserve Replenishment 0 0 0

Restructuring and Unwind Revenues (Net) 0 0 0
Total Restructuring and Unwind

Revenues/(Expenses) 0 0 0
Income Before Operating Transfers 154,319 0 4,194
Operating Transfers 4,194 0 (4,194)
Change in Net Assets 158,513 0 0
Total Net Assets, Beginning of Year 1,989,590 0 0
Total Net Assets, End of Year $ 2,148,103 $ 0 $ 0

See accompanying notes.
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Gas Project

No. 2 Total

3 42,890,324 300,631,032
201,722 722,511

43,092,046 301,353,543

40,165,392 297,562,682

1,183,190 2,768,386

147,656 277,758

41,496,238 300,608,826

1,595,808 744,717
(9,151,303) (9,303,753)

526,105 999,752
402 538

0 1,640

4,948,000 4,948,000
(25,283,412) (24,596,781)
(28,960,208) (27,950,604)

3,500,000 3,500,000

23,864,400 23,864,400

27,364,400 27,364,400

0 158,513

0 0

0 158,513

0 1,989,590

$ 0 2,148,103

See accompanying notes.
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Florida Gas Utility
Statement of Cash Flows
For the Year Ended September 30, 2009

Cash Flows from Operating Activities
Receipts from (Credits to) Members and Customers
Payments to or for the Benefit of Employees
Payments to Suppliers
Internal Activity Between Funds

Net Cash Provided by (Used in) Operating Activities

Cash Flows from Noncapital Financing Activities
Interfund Transfers

Net Cash Provided by (Used in) Noncapital Financing
Activities

Cash Flows from Capital and Related Financing Activities
Revenue Bond Redemption
Interest Paid on Long-term Debt
Collateral Received for Revenue Bond Redemption
GIC Termination Fee
Operating Reserve Replenishment
Termination Settlement Receipt
Project Participant Refund
Purchase of Property and Equipment

Net Cash Provided by (Used in) Capital and Relatec
Financing Activities

Cash Flows from Investing Activities
Proceeds from Sales of Investments
Interest Income Received
Arbitrage Rebate Paid
Finance Charge Income
Net Cash Provided by (Used in) Investing Activities

Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year

Consisting of:

Unrestricted Funds
Restricted Funds

All
Gas Project Requirements
Operating No. 1 Project

$ 249,300,556 $ 10,135,223 $ 21,787,241
(1,128,257) 0 0
(248,920,277) (7,582,938) (21,649,442)
224,078 (15,125) (139,783)
(523,900) 2,537,160 (1,984)
4,194 0 (4,194)
4,194 0 (4,194)

0 (28,030,000) 0

0 (700,750) 0

0 0 0

0 0 0

0 0 0

0 0 0

0 0 0

(11,648) 0 0

(11,648) (28,730,750) 0

0 22,258,096 0

379,361 173,022 5,084

0 (592,436) 0

119 10 7

379,480 21,838,692 5,091
(151,874) (4,354,898) (1,087)
1,867,651 4,354,898 10,006

$ 1,715,777 $ 0 $ 8,919
$ 1,662,389 $ 0 $ 8,919
53,388 0 0

$ 1,715,777 $ 0 $ 8,919

See accompanying notes.
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Gas Project

No. 2 Total
$ 46,598,871 $ 327,821,891
0 (1,128,257)
(26,070,312) (304,222,969)
(43,387) 25,783
20,485,172 22,496,448
0 0
0 0
(471,765,000) (499,795,000)
(11,118,473) (11,819,223)
430,272,860 430,272,860
4,948,000 4,948,000
3,500,000 3,500,000
24,167,250 24,167,250
(34,962,301) (34,962,301)
0 (11,648)
(54,957,664) (83,700,062)
27,159,660 49,417,756
666,834 1,224,301
(602,751) (1,195,187)
402 538
27,224,145 49,447,408
(7,248,347) (11,756,206)
7,248,347 13,480,902
$ 0 $ 1,724,696
$ 0 $ 1,671,308
0 53,388
$ 0 $ 1,724,696

See accompanying notes.



Florida Gas Utility
Statement of Cash Flows (Concluded)

For the Year Ended September 30, 2009

Reconciliation of Operating Income to Net Cash
Provided by (Used in) Operating Activities

Operating (Loss) Income

Adjustments to Reconcile Operating (Loss) Income

to Net Cash Flows from Operating Activities:
Depreciation and Amortization
Amortization of Prepaid Gas Supply

Increase (Decrease):

Accounts Receivable

Inventory

Prepaid Expenses

Accounts Payable and Other Current
and Restricted Liabilities

Due to/Due from

Net Cash Provided by (Used in) Operating Activities $

Noncash Financing and Investing Activities

Calyon Hedge Receipt

Write-off of Prepaid Gas

Write-off of Unamortized Bond Issuance Costs
Bond-related Costs Paid Directly by UBS
Cancellation of Revenue Bonds

Cancellation of Interest on Revenue Bonds
Retention of Working Capital Account

All
Gas Project Requirements
Operating No. 1 Project

$ (190,294) (660,797) % 0
65,010 65,092 0

0 2,038,512 0

18,472,849 4,440,542 48,130
(877,896) 0 0

50,694 0 0
(17,928,730) (3,331,064) (224,159)

(115,533) (15,125) 174,045
(523,900) 2,537,160 $ (1,984)

$ 0 0 $ 0
0 0 0

0 0 0

0 0 0

0 0 0

0 0 0

0 0 0

See accompanying notes.
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Gas Project

No. 2 Total

1,595,808 $ 744,717
147,656 277,758
19,177,952 21,216,464
3,554,176 26,515,697
0 (877,896)

51,501 102,195
(3,998,534) (25,482,487)
(43,387) 0
20,485,172 $ 22,496,448
2,689,468 $ 2,689,468
602,381,036 602,381,036
4,637,887 4,637,887
210,011 210,011
222,410,000 222,410,000
136,066 136,066
4,159,026 4,159,026

See accompanying notes.
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Florida Gas Utility
Notes to the Financial Statements
For the Year Ended September 30, 2009

1. Summary of Significant Accounting Policies
Reporting Entity

Florida Gas Utility (FGU) was created on September 1, 1989, to take advantage of opportunities
made available by open access to natural gas transmission pipelines in the late 1980s. FGU is a
public body corporate and politic pursuant to Section 163.01, Florida Statutes (the Florida Interlocal
Cooperation Act), as amended, and the Interlocal Agreement, dated September 1, 1989, which was
subsequently amended by the Amended Interlocal Agreement on June 1, 1992, amended and restated
by the Amended and Restated Interlocal Agreement, dated July 1, 1996, and thereafter amended and
restated by the Second Amended and Restated Interlocal Agreement, dated July 27, 1999, (the
Interlocal Agreement), executed and delivered among FGU and its members, which include
municipalities, municipal utilities, and an interlocal agreement agency consisting of such entities.
Due to the diverse needs of municipal utility systems, FGU established itself as a project-oriented
agency. Under this structure, each member has the option whether or not to participate in a project.

FGU has the authority to, among other things, plan, finance, acquire, construct, manage, operate,
deliver, service, utilize, own, broker, exchange and distribute natural gas, or other energy and energy
services pursuant to the Interlocal Agreement. As of September 30, 2009, FGU has 23 members.
FGU added another member effective October 1, 2009, bringing total membership to 24.

The accounting and reporting policies of FGU conform with the accounting rules prescribed by the
Governmental Accounting Standards Board (GASB). FGU has elected under GASB Statement
No. 20, Accounting and Financial Reporting for Proprietary Funds and Other Governmental Entities
That Use Proprietary Fund Accounting, not to apply Financial Accounting Standards Board (FASB)
statements and interpretations issued after November 30, 1989.

Regulatory Matters

FGU utilizes contracts for transportation of natural gas over interstate pipelines which are regulated
by the Federal Energy Regulatory Commission (FERC). The FERC’s commitment to maintaining
common standards among interstate pipelines and assuring nondiscriminatory open-access to natural
gas transportation results in regulatory changes from time to time which impact FGU and its members
and customers.

Basis of Accounting

FGU maintains its accounts on the accrual basis in accordance with generally accepted accounting
principles applicable to proprietary funds and other governmental entities that use proprietary fund
accounting. The accounts are substantially in conformity with accounting principles and methods
prescribed by the FERC and other regulatory authorities. Under the provisions of Statement of
Financial Accounting Standards (SFAS) Statement No. 71, Accounting for the Effects of Certain
Types of Regulation, FGU’s Board of Directors prescribes rate making recovery for certain
transactions.
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Florida Gas Utility
Notes to the Financial Statements
For the Year Ended September 30, 2009

1. Summary of Significant Accounting Policies (Continued)
Fund Accounting

FGU maintains its accounts on a fund basis in compliance with the Indenture of Trust dated as of
August 1, 1996, as supplemented and amended by the First Supplemental Indenture dated as of
November 1, 1998, and the Indenture of Trust dated as of September 1, 2006 (Indentures). The
Operating fund accounts for general operations beneficial to all member systems. The Gas Project
No. | fund accounts for operations beneficial to the project participants of Gas Project No. 1. The
Gas Project No. 2 fund accounts for operations beneficial to the project participants of Gas Project
No. 2. The All Requirements Project (ARP) fund accounts for operations beneficial to the project
participants of the ARP. Interproject transactions, revenues and expenses are not eliminated. Gas
Project No. 1 terminated on December 1, 2008 and Gas Project No. 2 terminated on June 1, 2009.
For more information, see Note 5 and Note 6, respectively.

Budget

As required by the Interlocal Agreement, FGU adopts an annual budget, prepared on a basis
consistent with generally accepted accounting principles and covenants contained in the Indentures.
The budget is submitted by the General Manager and approved by the Board of Directors.

Cash and Cash Equivalents

Cash in excess of daily requirements is invested in a money market deposit account and in
investments having an original maturity of less than three months. Such investments are considered
cash equivalents.

Investments

Investments are recorded at fair value, in accordance with GASB Statement No. 31, Accounting and
Financial Reporting of Certain Investments and External Investment Pools. Fair value is determined
based on quoted market prices.

Inventory

Inventory consists of natural gas in storage and is recorded using the first-in, first-out method (FIFO)
basis method. An offsetting deferral has been recorded for inventory.

Net Costs Recoverable from Future Participant Billings

The rates for gas billings for Gas Projects No. 1 and No. 2 are designed to provide, over the life of the
project, full recovery of project costs as defined by the respective bond resolutions, project contracts
and as prescribed by the Board of Directors. Rates are structured to systematically provide for the
current debt service requirements, operating costs, and reserves. The current costs to be recovered
from future revenues consist primarily of the difference between the amortization of the prepaid gas
supply and debt principal requirements included in rates. In accordance with SFAS Statement No.
71, certain income and expense amounts which would be recognized during the current time period
are deferred and not included in determination of net income until such costs are recoverable through
participant billings.
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Florida Gas Utility
Notes to the Financial Statements
For the Year Ended September 30, 2009

1. Summary of Significant Accounting Policies (Continued)
Compensated Absences

Liabilities related to compensated absences are recognized as incurred in accordance with GASB
Statement No. 16, Accounting for Compensated Absences, and included in accrued expenses.

Gas Imbalances

FGU is subject to imbalances that result from over and/or under-deliveries of gas as compared to
volumes nominated at receipt points, as well as over and/or undertakes as compared to volumes
nominated at delivery points. Imbalances are resolved each month through Florida Gas
Transmission’s (FGT) and Gulfstream Natural Gas System’s imbalance mechanisms. Costs
associated with delivery imbalances are allocated to the members who had imbalances during the
month. Costs associated with receipt imbalances are recovered under provisions in FGU’s supply
contracts.

Property and Equipment

Any asset costing greater than $100 is capitalized at cost when purchased. Depreciation is recorded
using the straight-line method. The estimated useful lives of the classes of depreciable assets are as

follows:
Office Building 30 Years
Office Furniture 15 Years
Appliances 10 Years
Other Miscellaneous Property 7 Years
Telephone Equipment 5 Years
Office Equipment 5 Years
Computer Equipment 3 Years
Automobiles 3 Years
Computer Software 3 Years

The costs of assets retired or sold, together with the related accumulated depreciation, are removed
from the accounts. Any gain or loss on disposition is credited or charged to earnings.

Operating Revenues and Expenses

Gas costs and related transportation expenses incurred for members’ and customers’ gas supplies
purchased by FGU and delivered to members and customers are recognized within FGU’s operating
revenues and expenses.

Operating revenues in the Gas Project No. 1 fund are comprised of (i) all revenues, income, rent, user

fees or charges associated with the ownership and operation of Gas Project No. 1, and (ii) all
payments received by FGU under a Swap Agreement, described below.
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Florida Gas Utility
Notes to the Financial Statements
For the Year Ended September 30, 2009

1. Summary of Significant Accounting Policies (Continued)
Operating Revenues and Expenses (Concluded)

Operating expenses in the Gas Project No. 1 fund include (i) all costs of acquiring and transporting
gas under the Firm Gas Purchase Agreement, (ii) swap payments required to be made by FGU under
the Swap Agreement, (iii) any other expenses properly allocable to Gas Project No. 1 or in connection
with FGU’s obligations under the Gas Supply contracts and the Project Support contracts.

Revenues in the Gas Project No. 2 fund include (i) all revenues, income, rents, user fees or charges,
and receipts derived from the project participants pursuant to the Gas Supply Agreements, including
all revenues derived from the sale and/or transportation of Gas Project No. 2 gas, (ii) all payments
received under the UBS Gas contracts, (iii) Calyon Hedge Receipts, and (iv) interest income on
certain funds and accounts pursuant to the Indenture.

Operating expenses in the Gas Project No. 2 fund include (i) all costs and expenses payable by FGU
under the UBS Gas contracts in connection with the acquisition, production, management and
transportation or remarketing of gas under the UBS contracts and payments in reserves in the
Operating fund, (ii) Calyon Hedge Payments, (iii) any other expense or obligation required to be
incurred in connection with the performance of FGU’s obligations under the UBS Gas contracts or
the Gas Supply Agreements, and (iv) the fees and expenses of Credit Facility Providers, Liquidity
Facility Providers, remarketing agent and other fiduciary fees.

Revenues are recognized by all projects when services have been provided to members and customers
through the transmission and or distribution of gas.

Amortization

Costs associated with the prepaid gas supply are being amortized over the term of the Gas Supply
Agreements based on FGU’s cost of gas delivered. Deferred bond issuance costs of FGU Projects
No. I and No. 2 Revenue Bonds, Series 1998 and Series 2006, and related bond premium are being
amortized utilizing a method that approximates the effective interest method over the life of the
bonds.

Use of Estimates
In preparing FGU’s financial statements, management is required to make estimates and assumptions
that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and

liabilities at the date of the financial statements, and the reported amounts of revenues and expenses
during the reporting period. Actual results may differ from those estimates.
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Notes to the Financial Statements
For the Year Ended September 30, 2009

1. Summary of Significant Accounting Policies (Continued)

Swap Agreement

Gas Project No. 1

Concurrent with the execution and delivery of the Gas Project No. 1 Revenue Bonds, FGU entered
into a Swap Agreement with NationsBank (now Bank of America, NA), effective November 5, 1998,
which converted the fixed price of the natural gas under the Firm Gas Purchase Agreement to a
floating price which is based on a discount from the first of the month Florida Gas Transmission Zone
2 Index, as published by Inside FERC. The differences were settled monthly and continued
throughout the length of the agreement which terminated in December 2008. Savings are achieved
since the fixed price at the time of the swap purchase is greater than FGU’s all-in cost (the debt
service to repay the bonds). The difference between the fixed price and FGU’s all-in cost was the
discount and remained constant for the life of the project.

Under the terms of the Indenture, swap payments received by FGU are recorded as gas operations
revenues of the Gas Project No. 1 fund. Amounts payable by FGU under the Swap Agreement are
recorded as gas operations expenses of the Gas Project No. 1 fund. At the time of the bond issuance,
the original amount subject to the swap was approximately $141,500,000. In fiscal year 2009, FGU
received $0 and paid approximately $4,228,000 under the terms of the Swap Agreement. The Swap
Agreement was terminated in December 2008 concurrently with the termination of the project. The
fair value of the swap at September 30, 2009, is $0.

Gas Project No. 2

In order to achieve floating rate pricing of gas (less a discount) for the project participants and in
order to hedge its interest rate risk on the Series 2006 Bonds, FGU entered into an ISDA Master
Agreement and a related schedule, credit support annex and confirmation (collectively, the “Calyon
Hedge Agreement”) with Calyon. The Calyon Hedge Agreement is structured so that Calyon Hedge
Receipts, together with other available funds, are expected to be sufficient to make all scheduled debt
service payments with respect to the Series 2006 Bonds. The Calyon Hedge Agreement has a
scheduled term equal to the scheduled maturity date of the Series 2006 Bonds and the scheduled term
of the UBS Gas Purchase Agreement, but the Calyon Hedge Agreement is subject to early
termination upon the occurrence of certain events discussed below. Under the Calyon Hedge
Agreement, Calyon will make monthly payments to FGU (collectively, the “Calyon Hedge Receipts™)
of (i) a fixed amount that, in each bond year in the aggregate, will provide sufficient funds to make
the principal portion of the next mandatory redemption from Sinking Fund Installments on the Series
2006 Bonds and (ii) a floating amount computed by multiplying (A) the SIFMA Municipal Swap
Index, plus a spread to cover support costs; (B) a notional amount equal to the outstanding principal
amount of the Series 2006 Bonds; and (C) the day count fraction applicable for the relevant
calculation period. FGU will make monthly payments to Calyon based on the corresponding first of
the month index price of Gas (less a discount) and notional gas quantities equal to that month’s
scheduled deliveries of the Gas Requirement (the “Calyon Hedge Payments™).
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1. Summary of Significant Accounting Policies (Continued)
Swap Agreement (Continued)

Gas Project No. 2 (Continued)

The Calyon Hedge Agreement is subject to early termination for a variety of reasons including,
without limitation, the following: (1) failure of a party to make, when due, any payment after notice
of such failure and lapse of a cure period; (2) failure of a party to comply with any obligation (other
than payment) after notice of such failure and lapse of a cure period; (3) failure of a party to comply
with any obligation under any credit support document (i.e., the Indenture with respect to FGU and
the credit support annex with respect to Calyon) after notice and lapse of any cure period; (4) a
representation by a party proves incorrect or misleading in any material respect; (5) a party is
dissolved or any specified insolvency or bankruptcy event occurs with respect to such party; (6) a
party merges or consolidates, or sells all or substantially all of its assets to another entity and such
entity fails to assume all the obligations of such party under the Calyon Hedge Agreement, or any
credit support document; (7) there is any change in law, or any order of any court or governmental
authority, which prevents payment or performance of any material obligation by a party under the
Calyon Hedge Agreement or any credit support document; (8) certain tax events occur causing, or
that are substantially likely to cause, a withholding on the payments of a party to the other party; (9)
Calyon’s long-term senior unsecured unsubordinated debt rating falls below “Aa3” from Moody’s
and “AA-” from S&P and Calyon fails to either comply with the collateral requirements set forth in
the credit support annex or implement an alternative credit enhancement arrangement acceptable to
Moody’s and S&P (in order to avert a downgrade or withdrawal of rating on the Series 2006 Bonds)
and reasonably acceptable to FGU within the permitted time frame; (10) Calyon’s long-term senior
unsecured unsubordinated debt rating falls below “A3” from Moody’s or “A-" from S&P; or (11) the
early termination of the UBS Gas Purchase Agreement occurs for any reason (collectively, items (1)
through (11) above, the “Early Termination Events”). In general, upon the occurrence of an Early
Termination Event, the Calyon Hedge Agreement could be terminated by the party (whether FGU or
Calyon) that is not the “defaulting party” or the “affected party” in connection with the Early
Termination Event. However, with respect to the Early Termination Event described in item (11)
above, either FGU or Calyon may terminate the Calyon Hedge Agreement, and FGU would be
deemed the “affected party” with respect to such Early Termination Event.

Upon any early termination of the Calyon Hedge Agreement, either FGU or Calyon will owe a
termination payment to the other, depending upon market conditions then existing, and such
termination payment will be calculated in accordance with the terms of the Calyon Hedge Agreement,
provided that, in certain circumstances relating to certain defaults by UBS under the UBS Gas
Purchase Agreement, the parties have agreed that neither party will owe the other any termination
payment under the Calyon Hedge Agreement. Any termination payment payable by FGU upon early
termination of the Calyon Hedge Agreement will be payable from the Derivative Non-Scheduled
Payment Account within the Subordinated Debt fund, and such termination payment is to be made
solely from any UBS Swap Termination Payment actually paid by UBS to the Trustee pursuant to the
terms of the UBS Gas Purchase Agreement for deposit to the Derivative Non-Scheduled Payment
Account.
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1. Summary of Significant Accounting Policies (Continued)
Swap Agreement (Concluded)

Gas Project No. 2 (Concluded)

Under the terms of the Gas Project No. 2 Indenture, swap payments received by FGU are recorded as
gas operations revenues of the Gas Project No. 2 fund. Amounts payable by FGU under the Calyon
Hedge Agreement are recorded as gas operations expenses of the Gas Project No. 2 fund. At the time
of the bond issuance, the original amount subject to the swap was $665,905,000 principal notional
face and 153,688,517 MMBtu notional. In fiscal year 2009, FGU received $19,778,774 and paid
$20,978,962 under the terms of the Swap Agreement. The Swap Agreement was terminated on
June 1, 2009 concurrently with the early termination of the project. The fair value of the swap at
September 30, 2009, is $0.

Price Risk Management

In November 2001, the Board of Directors gave FGU’s General Manager the authority to, upon
written directive by a member, execute Price Risk Management Financial Products, such as futures
contracts, commodity swaps and hedging arrangements related to the pricing or supply of gas.
During fiscal year 2009, FGU paid $0 and received $0 under natural gas hedges.

Credit Policy

On November 7, 2001, FGU’s Board of Directors established a Credit Committee and adopted a
credit policy that requires all members to provide a letter of credit to FGU, give FGU a cash deposit,
establish a cash depository account available only to FGU, or execute the All Requirements Gas
Services Agreement. For those members who signed the All Requirements Gas Services Agreement,
FGU obtained a line of credit for the ARP participants with SunTrust Bank. The Credit Committee
established the amount required for each member for the letter of credit, cash deposit, depository
account or line of credit. As a part of the Credit Committee’s ongoing review of appropriate credit
enhancement levels for each member in its meeting on December 13, 2002, the Credit Committee
finalized a methodology for determining credit levels.

Per the methodology adopted by the Credit Committee, the Board of Directors, as part of the budget
process, approved new credit enhancement levels to become effective October 1, 2009. The
following table reflects the breakdown of each member’s credit requirement through September 30,
2009, and their requirements beginning October 1, 2009. At the time these financial statements are
issued, all members are in compliance with these requirements.
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1. Summary of Significant Accounting Policies (Concluded)

Credit Enhancement Requirements

Approved Amount
Level Beginning
Fiscal Year 2009 October 1, 2009
Blountstown $ 48,000 $ 47,000
Chipley 54,000 34,000
Clearwater 1,632,000 1,505,000
Crescent City 0 35,000
FMPA Group 21,981,000 18,988,000
Ft. Meade 24,000 25,000
Ft. Pierce LDC 325,000 353,000
Homestead 0 310,000
Jay 28,000 14,000
Lake City 283,000 275,000
Lakeland 1,000,000 1,000,000
Leesburg 782,000 441,000
Live Oak 65,000 89,000
Marianna 146,000 147,000
Palatka 265,000 134,000
Perry 60,000 69,000
Starke LDC 70,000 58,000
Sunrise 728,000 385,000
Williston 43,000 22,000
Total $ 27,534,000 $ 23,931,000

2. Assets, Liabilities and Net Assets
Cash, Cash Equivalents and Investments

GASB Statement No. 40, Deposit and Investment Risk Disclosures, requires disclosure concerning
certain investment and deposit risk attributes for custodial credit risk, concentration of credit risk,
credit risk, foreign currency risk, and interest rate risk. The following information, as required by
GASB Statement No. 40, is presented by FGU as follows:

m FGU’s deposits are covered by the Federal Deposit Insurance Corporation or collateralized
pursuant to the Public Depository Security Act of the State of Florida. All of FGU’s investments
are classified as insured or registered, with securities held by FGU or its agent in FGU’s name.
None of FGU’s deposits or investments are exposed to foreign currency risk.

m Investments made in the Gas Operating fund and ARP fund are subject to FGU’s Investment
Policy and to Florida state law. Investments made in the Gas Projects No. 1 and No. 2 funds are

pursuant to the Indentures.

As of September 30, 2009, FGU had no investments.
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2. Assets, Liabilities and Net Assets (Continued)
Collateral Accounts

Gas Project No. 1

The obligations of Williams Energy Marketing & Trading Company under the Gas Purchase
Agreement are guaranteed under an Unconditional Guaranty (Guaranty) of The Williams Companies,
Inc. The Guaranty requires The Williams Companies, Inc. to maintain certain minimum credit
ratings. The credit ratings of The Williams Companies, Inc. were downgraded in July 2002 to levels
below those required by the Guaranty. Pursuant to the Guaranty, FGU requested that The Williams
Companies, Inc. deliver additional collateral to secure its obligations to FGU. The Williams
Companies, Inc. posted $11.25 million of cash collateral in September 2002, which is held by FGU in
the Cash and Collateral account and is invested and applied as provided in a Cash Collateral and
Security Agreement (Collateral Agreement) between FGU and The Williams Companies, Inc.
Pursuant to the Collateral Agreement, The Williams Companies, Inc. increased the amount in the
Cash and Collateral account as gas prices rose. The First Amendment to the Cash Collateral and
Security Agreement (Amendment) became effective as of March 23, 2006. Pursuant to the
Amendment, The Williams Companies, Inc. replaced the Cash Collateral with a letter of credit such
that the sum of the then current Cash Collateral and the maximum amount available for drawings
under the letter of credit is equal to the Margin Amount, as calculated monthly. Under the
Amendment, The Williams Companies, Inc. is required to maintain a minimum of $1,000,000 of
Cash Collateral in a deposit account held by FGU. At September 30, 2007, FGU held $1,026,644 in
this account and a letter of credit in the amount of $22,900,000 for a total credit support amount of
$23,926,644. The Margin Amount as of September 30, 2007, was $23,531,870. The Cash Collateral
would be used by FGU to purchase replacement gas if Williams Energy Marketing & Trading
Company or The Williams Companies, Inc. fail to meet their obligations under the Gas Purchase
Agreement or the Guaranty. The Cash Collateral has not been pledged to secure the Series 1998
Bonds and is required to be returned to The Williams Companies, Inc. upon the completion of the Gas
Purchase Agreement, the restoration of The Williams Companies, Inc.’s credit ratings to the required
levels and other events specified in the Collateral Agreement.

Pursuant to the Guaranty, the letter of credit and $1,000,000 of the cash collateral was returned on
December 12, 2007, following the upgrade of The Williams Companies Inc. by S&P and Moody’s to
the credit ratings at or above the required levels. The remainder of the cash collateral was returned on
January 24, 2008.

Gas Project No. 2

Pursuant to the Prepaid Gas Purchase Agreement between FGU and UBS AG, dated as of
September 1, 2006, FGU entered into such agreement with UBS AG based, in part, on UBS AG’s
credit ratings as of the date of closing. Upon the occurrence of a Downgrade Event with respect to
UBS AG, UBS AG must post collateral under the Collateral & Security Agreement in an amount
equal to 102% of the Termination Exposure. Termination Exposure is the sum of the Bond Related
Exposure and the Swap Related Exposure. A Downgrade Event is defined as (i) the suspension or
withdrawal by any of S&P, Fitch or Moody’s of UBS AG’s long-term senior unsecured debt rating; or
(i1) the reduction of such debt ratings by any two or more of the following Rating Agencies: (a) from
S&P below “AA” flat, (b) from Fitch below “AA” flat, and (c) from Moody’s below “Aa3”; or (iii)
the assignment of such debt rating (a) by S&P at or below “A” flat, or (b) by Fitch, at or below “A”
flat, or (c) by Moody’s at or below “A2”.

23



Florida Gas Utility
Notes to the Financial Statements
For the Year Ended September 30, 2009

2. Assets, Liabilities and Net Assets (Continued)
Collateral Accounts (Concluded)

Gas Project No. 2 (Concluded)

As the result of a Downgrade Event, FGU made a formal demand for posting of Collateral on April 4,
2008, to UBS AG. UBS AG posted $933,165,916 in cash to the Collateral Account on April 7, 2008,
which represented the initial amount required to be posted under the Collateral & Security Agreement.
The Collateral Requirement is reset weekly for the marked to market value. The collateral was
returned to UBS AG on June 1, 2009 concurrently with the early termination of Gas Project No. 2.

Restricted Assets

All assets of Gas Project No. 1 are restricted as to use by bond covenants and by the Collateral
Agreement with The Williams Companies, Inc. Also, all assets of Gas Project No. 2 are restricted as to
use by bond covenants. FGU’s only other restricted assets are the amounts held in the FGU Deposit
Account for those members and customers who choose to provide their required credit enhancements in
the form of a cash deposit. At September 30, 2009, FGU held $53,384 in this account.

Due from/Due to Balances

As of September 30, 2009, there was a net amount of approximately $29,010 was due from the ARP
fund to the Gas Operating fund, of which approximately $18,900 was for ARP fund’s service charges
transferred to the Gas Operating fund in October 2009. Approximately $5,900 of the amount due to
the Gas Operating fund is supply costs that were paid out of the Gas Operating fund but not
reimbursed by ARP as of September 30, 2009. Another $4,194 is the amount of the annual operating
transfer from ARP to the Gas Operating fund. These amounts were transferred in October 2009.

Capital Assets

Capital asset activity for the year ended September 30, 2009, was as follows:

Balance at Depreciation Balance at
9/30/2008 Additions Disposals Expense 9/30/2009
Assets Not Being Depreciated:
Land $ 129,500 $ 0% 0S$ 0$ 129,500
Assets Subject to Depreciation:
Office Building 348,031 0 0 0 348,031
Office Furniture 36,431 0 454 0 35,977
Office Equipment 29,684 200 3,855 0 26,029
Computer Equipment 116,427 4,822 14,178 0 107,071
Computer Software 83,624 791 12,924 0 71,491
Automobile 18,000 0 18,000 0 0
Telephone Equipment 33,369 7,332 1,662 0 39,039
Appliance 2,026 0 0 0 2,026
Other Miscellaneous Property 552 230 0 0 782
Total 797,644 13,375 51,073 0 759,946
Accumulated Depreciation (302,323) 50,986 (65.010) (316,347)
Net Book Value of Fixed Assets  § 495,321 $ 443,599
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2. Assets, Liabilities and Net Assets (Continued)
Net Costs Recoverable from Future Participant Billings

Gas billings to participants in the Gas Projects No. 1 and No. 2 are designed to provide, over the life
of the project, full recovery of project costs as defined by the bond covenants and project contracts.
The net costs to be recovered from future billings consist primarily of timing differences between
amortization schedules and the debt service requirements. In accordance with SFAS Statement
No. 71, certain income and expense amounts which would be recognized during the current time
period are deferred and not included in the determination of net income until such costs are
recoverable through participant billings. As a result of the termination of Gas Project No. 1 and Gas
Project No. 2, previously recorded amounts recoverable from future participant billings were written
off as of December 1, 2008 and June 1, 2009, respectively.

Working Capital Reserve Fund

The Board of Directors has approved the establishment of a working capital reserve fund in the
Operating fund, which is financed through collections from members and customers. Each member
or customer is obligated to reimburse FGU for all out-of-pocket gas supply and transportation costs
incurred for the primary benefit of the member or customer. In addition, FGU is reimbursed for
operating expenses and for the purchase of equipment through a service charge collected against sales
volumes. The service charge is based on estimated annual operating expenses and anticipated sales
volumes. As of September 30, 2009, FGU maintained a designated working capital fund balance of
approximately $710,872. FGU used $465,721 of the working capital reserve funds to purchase an
office building in December 2001. This amount is being amortized over 15 years and the working
capital reserve fund will be completely replenished.

Long-term Debt

Gas Project No. 1

On November 25, 1998, FGU issued $115,590,000 Florida Gas Utility Gas Project No. 1 Revenue
Bonds, Series 1998 (the Series 1998 Bonds). These bonds are fixed rate obligations maturing from
December 1, 1999 through 2008, at interest rates ranging from 4.0% to 5.0%. Proceeds from the
Series 1998 Bonds were used to fund prepayment of 59,282,167 Dth of gas from Williams Energy
Marketing & Trading Company, a unit of Williams Energy Group, one of The Williams Companies,
Inc. Daily gas deliveries (approximately 16,200 Dth per day) to FGU began December 1, 1998 and
continue until November 30, 2008. The final debt service payment was made on December 1, 2008.

Activity under the bonds during fiscal year 2009 was as follows:

Revenue Bonds Payable
at September 30, 2008 $ 28,030,000

Less Final Principal Payment Due
December 1, 2008 (28.,030.000)

Long-term Revenue Bonds Payable

at September 30, 2009 S (]

Arbitrage rebate payable on this bond issue was $592,436 and final rebate payment was made to the
Internal Revenue Service on January 20, 2009.
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2. Assets, Liabilities and Net Assets (Continued)

Long-term Debt (Concluded)

Gas Project No. 2

On September 20, 2006, FGU issued $694,175,000 Florida Gas Utility Gas Project No. 2 Revenue
Bonds, Series A-1 through A-4 (the Series 2006 Bonds). These bonds are variable rate obligations
maturing from 2009 through 2026. Proceeds from the Series 2006 Bonds were used to fund
prepayment of 153,668,574 Dth of gas from UBS AG. Daily gas deliveries to FGU began on October
1, 2006, and continued through May 31, 2009.

Activity under the bonds during fiscal year 2009 was as follows:

Long-term Revenue Bonds Payable
at September 30, 2008 $ 694,175,000

Less Current Portion Due
November 1, 2008 (3,525,000)

Less Bonds Redeemed & Cancelled
June 1, 2009 (690,650,000)

Long-term Revenue Bonds Payable

at September 30, 2009 s 0

Arbitrage rebate payable on this bond issue was $602,752. The payment to the Internal Revenue
Service was made on July 21, 2009.

Lines of Credit

In order to fulfill the credit enhancement requirements of FGU’s All Requirements Project
participants, FGU has a line of credit with SunTrust Bank with variable rate terms. From inception,
there has been no activity on this line of credit. As of September 30, 2009, the available amount of
the line was $4,196,000. On October 1, 2009, this amount decreased to $3,651,000.

On November 5, 2004, the Executive Committee authorized the execution of a Revolving Credit
Taxable Certificate of Indebtedness, Series 2004, with SunTrust Bank in the maximum aggregate
principal amount of $5,000,000 with variable rate terms. On September 4, 2008, the $5,000,000 Series
2004 was cancelled and replaced with a new Revolving Credit Taxable Certificate of Indebtedness,
Series 2008, in the amount of $15,000,000. The Certificate of Indebtedness is secured by a pledge of
unrestricted accounts receivable and is not a general obligation of FGU or any of its members. The
covenants of the Certificate of Indebtedness require FGU to maintain unrestricted total net assets of at
least $1,000,000 at September 30 of each year. The covenants also require that FGU must maintain, at
all times, unrestricted accounts receivables equal to or exceeding 1.33 times the total principal
outstanding on the Certificate of Indebtedness. There have been no draws on this line of credit.
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2. Assets, Liabilities and Net Assets (Concluded)
Interfund Transfers

FGU’s only interfund transfer in fiscal year 2009 was for $4,194 from the All Requirements Project
fund to the Gas Operating fund. This amount represents all interest earned and finance charges billed
in the All Requirements Project fund during the fiscal year. These amounts are used to offset the
members’ and participants’ service charge in future years.

3. Retirement Benefits

FGU sponsors a defined contribution retirement plan that covers substantially all employees. FGU
contributes a defined percentage of each qualified employee’s salary, with maximum retirement
contributions being the lesser of 25% of the employee’s salary or $35,000 per year. FGU’s
contributions generally become fully vested to employees after three years of employment.
Contribution expense, included in general and administrative expenses on the accompanying
Statement of Revenues, Expenses, and Changes in Fund Net Assets, was $74,149 for the year ended
September 30, 2009.

4. Major Customers

Six of FGU’s electric members are part of the Florida Municipal Power Agency’s (FMPA) All
Requirements Project. Revenues from this group make up approximately 67.75% of FGU’s fiscal
year 2009 operating revenues.

5. Gas Project No. 1 Termination

Gas Project No. 1 gas stopped flowing on November 30, 2008 and on December 1, 2008, the Gas
Project No. 1 bonds (Series 1998) were paid in full. Pursuant to the Gas Supply Agreement between
FGU and the Project Participants, the balance of all remaining funds in the Gas Project No. 1 fund of
approximately $914,000 was distributed to the Project Participants in February 2009.

6. Gas Project No. 2 Restructure, Termination and Unwind

On February 25, 2009, FGU entered into a series of agreements with UBS pursuant to which, among
other things: (i) FGU consented to UBS’s performance under the GPA through subcontractors,
provided that the use of subcontractors would not, in any way, release UBS of its obligations under the
GPA; (ii) FGU would accept Gas Project No. 2 Bonds as part of the qualified investments that UBS
could post as collateral under the Collateral and Security Agreement; (iii) UBS would agree to purchase
Gas Project No. 2.

Bonds under the Standby Bond Purchase Agreement if and to the extent Dexia Credit Local failed in a
timely manner to perform its purchase obligations thereunder (the Dexia Wrap). As part of the
arrangement, UBS paid FGU $3.5 million to replenish the Gas Project No.2 working capital account
that had been used to cover imbalances between interest received under the Calyon Hedge and interest
paid on the Gas Project No. 2 Bonds.
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6. Gas Project No. 2 Restructure, Termination and Unwind (Concluded)

On May 12, 2009, UBS and FGU entered into a GPA Unwind Agreement Related to Gas Project No. 2
(the “GPA Unwind Agreement”) pursuant to which the parties agreed to unwind the GPA and related
documents in consideration of settlement payments and certain other conditions. In consideration of the
termination and release of the GPA, UBS agreed to pay or cause to be paid on June 1, 2009 (the
“Closing Date”), through the use of funds in the Collateral Account, (a) the Modified Termination
Payment as defined in the GPA to include (i) all payments due or to become due under or with respect
to the Gas Project No. 2 Bonds as of the Closing Date, (ii) all expenses incurred by FGU as a result of
the Gas Project No. 2 Unwind, minus (iii) any receivables due and paid to FGU under the Calyon
Hedge Agreement that arise solely as a result of the termination of the agreement; (b) a negotiated
settlement amount; (c) an amount equal to the balance remaining in the working capital account, but no
less than $4,221,000; plus or minus (d) any amounts due under the GPA that remained unpaid as of the
Closing Date. As of the Closing Date, the full redemption of FGU’s Gas Project No. 2 Bonds was
achieved through the payment caused by UBS from the Collateral Account along with the cancellation
of Gas Project No. 2 Bonds held by UBS in the Collateral Account. In addition, the Calyon Hedge
Agreement, Remarketing Agent Agreements, the Standby Bond Purchase Agreement, the Bank Bond
Custody Agreement, the Collateral and Security Agreement, the Gas Purchase Agreement, the Gas
Supply Agreements, the Indenture, and all other documents related to the Gas Project No. 2 transaction
were terminated.

The termination and unwind of the Gas Project No. 2 transaction also resulted in the write off of net
costs recoverable from participants, prepaid gas, and unamortized issuance costs.

Pursuant to the Gas Supply Agreement between FGU and the Project Participants, the balance of all
remaining funds in the Gas Project No. 2 fund of approximately $34.9 million was distributed to the
Project Participants on August 7, 2009.

7. Commitments and Contingencies
Transportation

FGU holds firm transportation agreements (FTS-1 and FTS-2) with FGT. These agreements
aggregate the firm entitlement of FGU’s FTS members and coincide with the original terms of the
underlying member contracts. FGT’s FERC Gas Tariff FTS rate schedules provide for a reservation
charge for firm entitlements.

On June 1, 2005, FGU entered into agreements with eleven of its LDC members and Peoples Gas
System (PGS) to convert the eleven members’ entitlements from SFTS to FTS-1, relinquish that
capacity to PGS and then buy the capacity back from PGS on an as needed basis for the eleven
members. These agreements are for an initial term of three years. This agreement was extended for a
term of two more years which ends May 31, 2011.

On May 29, 2008, FGU entered into an agreement with Infinite Energy, Inc. to release FGT capacity
for an initial term of one year. This agreement was extended for a term of one year which ends
May 30, 2010. FGU releases up to 10,000 MMBtu per day for each month of the agreement. FGU
has the ability to recall any amount of the capacity released should this capacity be needed. Infinite
Energy, Inc. remarkets this capacity and pays FGU for any volumes used by Infinite Energy, Inc. to
make a delivery that is not on behalf of FGU.
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7.

Commitments and Contingencies (Concluded)

Natural Gas Supply

On behalf of and at the specific direction of certain members, FGU has entered into firm gas supply
agreements at fixed and floating prices. The terms and volumes of such agreements vary. The
longest term currently in place is through July 31, 2014. Pursuant to FGU’s policies and service
agreements, each member or customer for whom a firm fixed or floating price contract was entered
into is responsible for the cost of such gas under the terms of their gas services contract with FGU.

Storage

FGU holds firm storage capacity rights in Southern Pines Energy Center. This capacity was acquired
via a release from one of FGU’s members and these rights coincide with the original terms of the
underlying member’s contract. The capacity is 500,000 MMBtu per month at a cost of $0.23 per

MMBtu through October 31, 2011.
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