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BY HAND DELIVERY

Blanca Bayé , Director

The Commission Clerk and Administrative Services
Room 110, Easley Building

Florida Public Service Commission

2540 Shumard Oak Blvd.

Tallahassee, Florida 32399-0850

Dear Ms. Bayo:

Enclosed for filing are the original and four (4) copies of an Application for Authority to
Issue and Sell Securities on behalf of Florida Public Utilities Company. This application is
submitted pursuant to section 366.04, Florida Statutes and Chapter 25-8, Florida Administrative
Code. A copy of the application is being provided to the Office of Public Counsel.

Please 'acknowledge receipt of this letter by stamping the extra copy of this letter “filed” and
returning the same to me.

Thank you for your assistance with this filing.

Sincerely yours,

Qman H. Horton, Jr.
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cc: Harold McLean, Esq.
Mr. George Bachman

i

DOCUME HT HIMATR-TA
| 1§07 Hov-23

DOWNTOWN OFF;CE, 215 South Monroe Street, Suite 701 + Tallahassee, Fl 32301 « Phone (850) 2220720 « Fax (850) 224-4359
NORTHEAST OFFICE, 3116 Capital Circle, NE, Suite 5 » Tallahassee, Fl 32308 « Phone (850) 668-5246 « Fax (850?36\6&@61?&
| 3 Lkl

(.

ceapooinid O
?'H['i%t):ﬂ’«)i‘a f\'\



Docket No. L 273~ &U -

Florida Public Service Commission
Tallahassee, Florida

Application of
Florida Public Utilities Company
For Authority to Issue and Sell Securities
Pursuant to Section 366.04, Florida Statutes,

And Chapter 25-8, Florida Administrative Code

Address communications in connection with this Application to:

George M. Bachman, CFO and Treasurer
Florida Public Utilities Company
PO Box 3395
West Palm Beach, Florida 33402-3395
(561) 838-1731

Cheryl M. Martin, Controller
Fiorida Public Utilities Company
PO Box 3395
West Palm Beach, Florida 33402-3395
(561) 838-1725

Norman H. Horton, Jr,
Messer, Caparello & Self
215 South Monroe Street, Suite 701
PO Box 1876
Tallahassee, Florida 32302-1876
(850) 222-0720

The Date of this Application is October 29, 2004

FPSC-COMMISSION CLERK



APPLICATION OF
FLORIDA PUBLIC UTILITIES COMPANY (FPUC)
FOR AUTHORITY TO ISSUE AND SELL SECURITIES
PURSUANT TO SECTION 366.04, FLORIDA STATUTES,
AND CHAPTER 25-8, FLORIDA ADMINISTRATIVE CODE

A. Applicability
This Application is filed in accordance with Section 366.04,

Florida Statutes, and Chapter 25-8, Florida Administrative Code.

B. Contents of Application

1. Name and Principal Business Office Address

Business Office:

Florida Public Utilities Company

401 South Dixie Highway

West Palm Beach, Florida 33401-5886

Mailing Address:

Florida Public Utilities Company

PO Box 3395

West Palm Beach, Florida 33402-3395

2. State and Date Incorporated

State of Florida

The company was incorporated by letters patent issued by the State
of Florida on March 6, 1924 under the name of Palm Beach Gas
Company. By subsequent amendment thé name was changed to Florida
Public Utilities Company on October 14, 1927. On April 25, 1929 the
Company was incorporated under the 1925 Florida Corporation Law and
1s continuing its corporate existence pursuant to the 1925 Corporation Law

and its Certificate of Reincorporation, as amended.



3. Persons Authorized to Receive Notices and Communications

George M. Bachman, CFO and Treasurer
Florida Public Utilities Company

PO Box 3395

West Palm Beach, Florida 33402-3395
(561) 838-1731

Cheryl M. Martin, Controller

Florida Public Utilities Company

PO Box 3395

West Palm Beach, Florida 33402-3395
(561) 838-1725

Norman H. Horton, Jr.

Messer, Caparello & Self

215 South Monroe Street, Suite 701
PO Box 1876

Tallahassee, Florida 32302-1876
(850) 222-0720

4, Capital Stock and Funded Debt

(2)-(g) Information responsive to description and amounts authorized,
outstanding, reacquired, pledged, owned by affiliated corporations and
held in any fund are contained in Exhibit C “Statement of Capital Stock
and Debt — June 30, 2004”,

5. Proposed Transactions

(a)(b)(c) Description of proposed transactions, kind and nature of
securities and the maximum principal amounts and present estimate of

interest rates and dividend rates.

Florida Public Utilities Company (FPUC) seeks permission to
issue and sell and/or exchange any combination of the long-term debt,

short-term notes and equity securities and/or to assume liabilities or



obligations as guarantor, endorser or surety in an incremental amount not
to exceed $40,000,000, excluding retained earnings during the calendar
year 2005.

The long-term debt securities may include first mortgage bonds,
private activity bonds, medium-term notes, debentures convertible or
exchangeable debentures, notes, convertible or exchangeable notes, or
other straight debt or hybrid debt securities, whether secured or unsecured,
with maturities ranging from one to one hundred years. The expected
interest rate on long-term debt is 7.53 %.

Authority to issue up to $21,000,000 of short-term notes will gi've
the Company financial flexibility with respect to future permanent
financing. At the June 30, 2004 the short-term notes interest rate was
1.83 %.

The equity securities would be common stock issued at Fair
Market Value less any issuance costs. The expected dividend rate would
be $ .62 per share annuaily. The expected issuance price would be § 16.70
per share (net) with a méximum number of shares to be issued of

2,000,000 for a net outstanding number of shares not to exceed 8,000,000.

. Purposes of Issues

(a)(b)(c) The net proceeds to be received from the issuance and sale and/or
exchange of the debt and equity securities will be added to FPUC’s
general funds and will be used to provide additional facilities through

construction or acquisitions expenditures, and to repay short-term notes.



Excess proceeds, if any, will be temporarily invested in short-term
instruments pending their application to the foregoing purposes.

Under future market conditions, the interest rate on new issue
long-term debt may be such that it becomes economically attractive to
reacquire a portion or all of certain of its debt sécuritiés or equity |
securities.

The short-term securities are to provide funds temporarily to
finance portions of FPUC’s general construction program, operating
expenses and capital commitments and for other corporate purposes.
Significant parts of FPUC cash requirements may temporarily be financed
through the sale of short-term securities from time to time. Also, during
the 2005 period, FPUC may need short-term financing capabilities for
seasonal fuel requirements, contingency financing such as fuel under
recoveries or storm restorations costs, acquisition costs or general
operating éxpenditures.

Facts Supporting Legality, Necessity or Appropriateness

The Company’s Certificate of Incorporation, as amended, and the
Laws of the State of Florida under which the Company is organized permit
the Company to issue its securities for properlcorporate purposes,
including the refunding of bank loans and for construction expenditures.
The issuance of the securities for which approval is now being sought will
not impair the ability of the Company to perform its public utilities

services in an efficient manner and will enable the Company to meet the



10.

growing needs of the communities that it services and is reasonably

necessary and appropriate for such purposes.

. Name and Address of Counsel Passing upon the Legality of the Proposed

Issues

Norman H. Horton, Jr.

Messer, Caparello & Self

215 South Monroe Street, Suite 701
PO Box 1876

Tallahassee, Florida 32302-1876
(850) 222-0720

Other State or Federal Regulatory Body

If required a Registration Statement with respect to each sale of
securities hereunder subject to the Securities Act of 1933, as amended will
be filed with the Securities and Exchange Commission at the following
address:

Securities and Exchange Commission
Judiciary Plaza, 450 Fifth Street
NW. Washington, D.C. 20549
In addition, issuance of the $ 14,000,000 Palm Beach County

industrial bond is an exempt transaction under the provisions of the

Securities Act of 1933.

Control or Ownership

There is no measure of control or ownership exercised by or over
applicant as to any public utility. No inter-corporate relationship exists
with the exception of the wholly owned subsidiary, Flo-Gas Corporation.

Applicant is not a member of any holding company system.



C. Exhibits
Exhibit Number:

Exhibit A - Annual Report on Form 10-K for the calendar year ended

December 31, 2003 and Form 10-Q for the six months ended June 30,
2004. *

Exhibit B - Sources and Uses of Funds Forecast and Construction
Budget for Gross Property Additions for calendar year 2005.

Exhibit C - Statement of Capital Stock and Debt as of June 30, 2004.

* As permitted by Rule 25-8.003 (1)(a)(6), Florida Administrative Code,
FPUC is satisfying the requirements for Schedules A (1) through A (5) by
submitting its Annual Report on Form 10-K for the calendar year ended

December 31, 2003 and Form 10-Q for the six months ended June 30,
2004 in conjunction with this Application.

SIGNATURE

Pursuant to the provisions of Section 366.04, Florida Statutes and Chapter 25-8, Florida
Administrative Code, Florida Public Utilities Company has caused its duly authorized
officer to execute this Application on this 29th day of October 2004.

Florida Public Utilities Company

/%MMWZ\%
Bachman
E@ and Treasurer
401"South Dixie Highway
West Palm Beach, Florida 33401
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UNITED STATES SECURITIES AND EXCHANGE
COMMISSION |

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934 ‘

For the quarterly period ended ]une 30 y 2004

OR

[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number: 1-1055

Florida Public Utilities Company

(Exact name of registrant as specified in its charter)

Florida . 59-0539080
(State or other jurisdiction of incorporation or organization) (LR.S. Employer Identification No.)
401 South Dixie Highway, West Palm Beach, FL 33401
(Address of principal executive offices) {Zip Code)

(561) 832-0872

(Reéistrant’s telephone number, including area code)

Indicate by check mark whether the registrant (I) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required
to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes [X] No [ ]

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange Act).
Yes [ ] No [X]

On June 30, 2004, there were 3,943,644 shares of $1.50 par value common shares outstanding,
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PARTI Financial Information

Item .. Financial Statements

FLORIDA PUBLIC UTILITIES COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)
(dollars in thousands, except per share data)

Three Months Ended Six Months Ended

June 30, June 30,
2004

|Revenues
Natu:ai

X% gt

I oy

| 19 187“‘;
= f .::,194:
55,558

35,187 35,173

Gross Profit B 9361 9,144 20,267 20,385

T N ]

Operahng ‘Expenses
Opeérati ns

Deprecxa’aon and amortization

Taxes

CES. i 1gse s T a0k
7,493 15,433 14,599

1,651 4,834 5,786

Melchandlse and service expenses (741) (570) (1,566)
QIO i ' - U NS TN . J—

Ptz il

) Total other deductmns -- net . (945) (932) (1,869)

Income froin cdn-tinu'i-ilg operaﬁons before income 770 o 719'
R S . o e D) iodd
Incometames e o L R A L BT 1088 384

Income from continuing operations T A, 1,935 25

stcontmued operatnons
Diwﬂon s ATl R R RS S

TS T e e e o e g T & R 2 e (16)

Gain (foss) on dxspesalofwaterdwxsxon,netof e gzooeat PR ST B SAENLLE
mcometaxes(beneﬁ&)of(%?)aﬁas:ﬂzs S0 Lhg o e ' G e SAT A
tespectively 0 ST R e e e QR
Total income (loss) from dlSLontmued
opgrthns

Getlncome o s2oam oams 1




Preferred Stock Dividends A 7 7 14 14

E_al:ninvgf’i _fpr Cp;ﬁ_j}wgn Stock

$ 1,921 $ 12,102

Eammgs (Loss) Per Common Share (ba51c and

stz .
Continuing Operations
Dlscontmued Operauons

Average Shares Outstanding -

The financial Statements should be read in con}uncnon with the Notes herem and 'che Notes t0 Condensed Cmsohdaﬁed ?manc:al
Statements appearing in the most 'ecent Form IO-K & T y .




‘ * FLORIDA PUBLIC UTILITIES COMPANY
CO’\TDENSED COL SOLIDATED BALA\CE SHEEI‘S {INAUDITED‘)
; {aoilarsm‘chousands}
]une 30 December 31,
2004 2003

ASSETS

Utility Plant - 8 166,684 $ 160,644

Less accumulated depreciation - 54198 : _5_35302 X
Net utility plant 112,486 108,342

Cash - 1828 859
Accountsreceivable - v - R T T 614
Allewance for uncollectlble accounts (220)._ - » (180)
Unbilled recefvebles LA i T
Notes receivable 357 244
Inventories (at average or unit cost) ' 2,722 ) ‘ , 2624
Prepayments and deferrals 4837 . . .. 5518

Total current assets 18,574 20,352

OJ‘LerAssets : L d e e e e
Investments held for env1ronmental costs - , 3164 3149 o
Other regulatory assets - environmental O R L L D e

Long term receivable and other mvesttnents _ 5625 . 5672 ]
‘Deferredcharges .. . .. ... .0 108820 110160

Goodwill 3,366 3,366
Intangible assets (net) T RIS . A e S DY 7 B
Total other assets ‘ ‘ ) ' 34,181 34,296

Tod Sl 8 3es2MLs w8 162000

CAPITALIZATION AND LIABILITIES
Capitalization

Common shareholders equity

Preferred stock

Long-term debt

 Total capitalization

Current Liabilities o S » o -
Limgobaedit AT I g s e e
Accounts payable 4 - 8300 - 8,864
lnsuranceaccrued o Ao 421
Interest accrued N o o 7% 93
Taxés accrued : B e gty i T 1359
Other accruals and payables 3403 : 3,824
Over recovery of fuelcosts RN ¥ - S PR &/
Over recovery of conservation and unbundlmg -2 R 71
Customer deposits = e e 6601 . . 6134
Total current liabilities . Toe o 25786 5 i 24698

Othef Liabilities ' e e . y e o
Deferred income taxes ancl regulatory tax habxhtv 17,628 17,882
Environmental Labilities and other ~ -+ - i . 24357 ’ o 24,102
Long term medical and pensionreserve . '_' - 1686 S 1 ¢
Total other liabilities e _ 43,871 - 43,801
Total . 5 165241 . . .S 16299

The financial statements should be read in conjunction with the Notes herein and the Notes to Condensed
Consolidated Financial Statements appearing in the most recent Form 10-K.




. FLORIDA PUBLIC UTILITIES COMPANY . .

T T R ™ s y .

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
| ~ | (doliarsirithousands) .. . . . . ..
Six Months Ended
June 30,
2004 2003
Net Cash Flow provided by -~ 7 0 = oo he T , DB
| Continuing Operating Activities . . " i S 7419 $ 246

Net Cash Flow used in'Diiscontinued Operations: . . "

Cash Flows from Investing Activities

Construction expenditures 6,992 (3.248)
Taxes on long term investments, net of interest (15) (265)
Proceeds from sale of discontinued operations : 66 19184 |
Other . . S e B RS
Net cash (used in) provided by investing activities (6,677) 15,726
Cash Fiows from Finmiqing Acti\}it-ies' o e
Net change inshort-term borrowings' " o o e s 1089 0 T (19,008) )
Dividends paid i e @ (112
Qther : B B ST LR SO - . -
Net cash provided by (used in) financing activities o 167 (19,883)
———— Cw am
Cashh_tbeginningofperiocAi”‘ - ” o ' _ _ 859 . 3200

Cash at end of period

$ 1,828 $ 1,408

e financial statements should be read in conjunction with the Notes herein and the Notes to Condensed|
Consolidated Financial Statements appearing in the most recent Form 10-K.

FLORIDA PUBLIC UTILITIES COMPANY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2004 '

In the opinion of Management, the accompanying unaudited condensed consolidated financial statements
have been prepared in accordance with generally accepted accounting principles in the United States of
America (GAAP) for interim financial information and with the instructions for Form 10-Q and Article 10 of
Regulation S-X. Accordingly, they do not include all of the information and footnotes required by GAAP for
complete financial statements. All adjustments necessary for fair presentation have been included. Due to
the seasonal nature of the Company’ business, the operating results for the period are not necessarily
indicative of the results that may be expected for the full year. For further information, refer to the audited
consolidated financial statements and footnotes included in the Company's Annual Report on Form 10-K for
the year ended December 31, 2003.

Substantially all of the Company’s utility plant and the shares of Flo-Gas Corporation collateralize the
Company’s First Mortgage Bonds (long-term debt). Investments held for environmental costs, accounts
receivable, and inventory are collateral for the line of credit. :

FPU’s Fifteenth Supplemental Indenture of Mortgage and Deed of Trust restricts the amount that is
available for cash dividends. At June 30, 2004, approximately $5.1 million of retained earnings were free of



such restriction and therefore available for the payment of dividends. The line of credit agreement contains
covenants that, if violated, could restrict or prevent the issuance of dividends; however, the Company is not
in violation of these covenants. :

Summary of Revenues and Operating income before income taxes (dollars in thousands):

Three Months Ended June 30, Six Months Ended June 30,
2004 2003 2004 2003
levenues
Natural gas $ 12109 $ 12,792 $ 29172 $ 31,177
Electric 10,126 9,383 20,440 19,187
Propane gas 2494 2,234 5,842 5,194
Total revenues $ 24,729 $ 24.409 $ 55454 $ 55,558
Jperating income before income taxes
Natural gas $ 612 $ 1,005 $ 2679 $ 3,970
Electric 880 526 1,550 1,250
Propane gas 223 120 605 566
[otal operating income
before income taxes $ 1,715 $ 1,651 $ 4,834 $ 5,786

Goodwill and Other Intangible Assets

In accordance with SFAS No. 142, "Goodwill and Other Intangible Assets", the Company does not amortize
goodwill or intangibles with indefinite lives. The Company periodically tests the reporting segments,
natural gas and propane gas, for impairment, and in the event a segment is impaired, the associated
goodwill and intangible assets would be written down to fair value.

Intangible assets associated with the Company’s acquisitions have been identified as a separate line item on
the balance sheet and principally consist of customer distribution rights valued at $1.9 million and customer
relationships valued at $900,000. Both have indefinite lives and are not subject to amortization.

Goodwill associated with the Company’s acquisitions has been identified as a separate line item on the
balance sheet and consists of $1.5 million in the natural gas segment and $1.9 million in the propane gas
segment. The impairment test performed in 2004 showed no impairment for either reporting segment.

Environmental Contingencies

The Company is subject to federal and state legislation with respect to environmental, employee health
and safety matters. Additionally, environmental regulations issued by the Florida Department of
Environmental Protection (FDEP), the United States Environmental Protection Agency (EPA) and other
federal and state agencies also impact the Company. Except as discussed below, the Company does not
expect to incur material future expenditures for compliance with existing environmental laws and
regulations. ' '

A. West Palm Beach Site

FPU is currently evaluating remedial options to respond to environmental impacts to soil and
groundwater at and in the immediate vicinity of a parcel of property owned by it in West Palm
Beach, Florida upon which FPU previously operated a gasification plant. FPU entered into a
Consent Order with the Florida Department of Environmental Protection ("FDEP") effective April 8,
1991, that requires FPU to delineate the extent of soil and groundwater impacts associated with the
prior operation of the gasification plant and to remediate such soil and groundwater impacts, if
necessary. Numerous reports have been submitted by FPU to FDEP, describing the results of soil



and groundwater sampling conducted at the site. A Supplemental Contamination Assessment
Report Addendum ("SCARA") was submitted to FDEP in December 2001, summarizing the results
of past investigations and providing the results of additional field work conducted in 2001, in
response to comments received previously from FDEP. On September 29, 2003, FPU submitted to
FDEP a Comprehensive Soil and Groundwater Assessment Report, that described the results of
substantial additional field work undertaken in 2003 to respond to FDEP's comments to the SCARA.

On January 30, 2004, FPU's consultant, Jacques Whitford Company, submitted an internal feasibility study -
report to FPU, which identified likely remedial alternatives to address the impacts now characterized at the
West Palm Beach site. The internal feasibility study report evaluated a wide range of remedial alternatives.
Based on the likely acceptability of proven remedial technologies implemented at similar sites in other
states, consulting/ remediation costs are now projected to range from $10.0 million to $15.0 million. This
range of costs covers such remedies as in situ solidification, slurry wall and cap containment, air

sparge/ soil vapor extraction, or in situ chemical oxidation, or some combination of these remedies.

Prior to FDEP's approval of a final remedy for the site, the Company is unable to determine the complete
extent or cost of remedial action which may be required. Based on the internal feasibility study report,
remediation costs (including attorneys' fees and costs) for this site are currently projected to range from
$10.3 million to $15.3 million.

B. Sanford Site

FPU owns a parcel of property located in Sanford, Florida, upon which a gasification plant was operated
prior to FPU's acquisition of the property. Following discovery of soil and groundwater impacts on the
property, FPU has participated with four former owners and operators of the gasification plant in the
funding of numerous investigations of the extent of the impacts and the identification of an appropriate
remedy. On or about March 25, 1998, FPU executed an Administrative Order on Consent ("AOC") with the
four former owners and operators (collectively, the "Group") and the United States Environmental
Protection Agency ("EPA") that obligated the Group to implement a Remedial Investigation/Feasibility
Study ("RI/FS"} task and to pay the EPA's past and future oversight costs for the RI/FS. The Group also
entered into a Participation Agreement and an Escrow Agreement on or about April 13, 1998 ("RI/FS
Participation Agreement"). These agreements governed the manner and means by which all parties were to
satisfy their respective obligations under the AOC for the RI/FS task. FPU agreed to pay approximately
13.7% of the cost for the RI/FS. Field work for the RI/FS was initiated in 1998. A final RI report was
submitted to the EPA in July 1999. The Group also submitted a Baseline Risk Assessment to the EPA in
January 2000, including an Ecological Risk Assessment ("ERA"). FPU's share of the cost of these tasks was
previously paid in full. The RI/FS Participation Agreement was amended on September 18, 2003, to
authorize an additional $400,000 to be incurred by the Group to complete the ecological risk assessment

and cover the EPA’s oversight costs for the RI/FS. FPU paid $55,000 in November 2003; its share of the
additional RI/FS funding. ‘

On July 5, 2000, the EPA issued a Record of Decision ("ROD") approving the final remedial action for
contaminated soils at the site ("OU1 Remedy"). The initial estimated cost for the OU1 Remedy described in
the ROD ranges from $5.6 million to $5.8 million. On June 12, 2001, the EPA issued a ROD approving the
final remedial action for contaminated groundwater at the site ("OU2 Remedy"). The present worth cost
estimate for the OU2 Remedy is $320,000.

FPU is a party to the Second Participation Agreement entered into by members of the Group on August1,
2000, as amended through June 19, 2002. The Second Participation Agreement provides for funding the
remedial design/remedial action task for OU1 and OU2. FPU's share of costs for implementation of the
remedial design/remedial action task for OU1 and OU2, including the pre-remedial design fieldwork
described below, is 10.5%, providing the total cost of the remedial design/remedial action task, including
the pre-remedial design fieldwork, does not exceed $6.0 million.



Pre-remedial design fieldwork was performed in 2002 and 2003 to assistin the design of the final remedy
for OUT and OU2. Based on the pre-remedial design fieldwork, it is now anticipated that the final cost of
the remedy for OU1 and OU2 will significantly exceed the $6.0 million combined estimate provided in the
RODs for OU1 and OU2. In 2002, FPU paid $210,000 to the Escrow Agent pursuant to a first call for funds
under the Second Participation Agreement. FPU's remaining obligation under the Second Participation
Agreement for the remedial design/remedial action task for OU1 and OU2 is $420,000. This assumes FPU's
total allocated share remains no greater than 10.5089% of $6.0 million, as currently set forth in the Second
Participation Agreement, as amended through June 19, 2002. FPU has notified Group members that FPU
will oppose any effort by the Group to increase FPU's share of total remedial costs above 10.5089% of the
current $6.0 million cap, since the increased remedial cost is due to the discovery of additional impacted
soils on property not owned by FPU.

In addition, FPU will be obligated to pay for a share of the EPA's oversight costs for the remedial
design/remedial action task for OUl and OU2. It is anticipated that FPU's share of these costs will be
10.5089% of the EPA's total bill. It is not possible at this time to calculate, to a reasonable degree of
certainty, the EPA's oversight cost. However, based on other similar sites, it would be reasonable to assume
such oversight cost to be approximately 20% of the projected remedial design/remedial action costs for
OU1 and OU2. Assuming FPU's maximum exposure for the remedial design/remedial action cost for OU1
and OU2 does not exceed 10.5089% of $6.0 million, a reasonable estimate of FPU's share of oversight cost
would be approximately $125,000.

Prior to the EPA's approval of a final remedy for the site, and the completion of negotiations among
members of the Group on FPU's maximum allocated share, the Company is unable to determine the
complete extent of FPU's remaining exposure at this site. Based on the existing Second Participation
Agreement, FPU's remaining exposure for the remedial design/remedial action task for OU1 and OU2, the
EPA's oversight costs, and FI’U's attorneys' fees and costs, is projected to be approximately $725,000.

C. Recovery of Environmental Costs

On June 30, 2004, the estimated remaining costs for consulting and remediation, legal expenses, and
other related expenses for all sites is approximately $14.0 million. The Company currently has $14.0
million reserved as an environmental liability. The Company has recovered $4.9 million from insurance
and rate recovery. The balance of $9.1 million is recorded as a regulatory asset pending future rate
recovery. Based on existing information, management believes that all future associated costs will be
recoverable through rate relief granted by the FPSC.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires the Company to make certain
estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of any -
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 these estimates and assumptions.

Common Shareholders” Equity

Items impacting Common shareholders’ equity other than income and dividends are the Company’s
dividend reinvestment program, employee stock purchase program and treasury stock. The impact of these
additional items increases common shareholders’ equity approximately $300,000 for the six months ended
June 30, 2004.

Discontinued Operations

On March 27, 2003, the Company sold certain assets comprising its former water segment to the City of
Fernandina Beach ("City"). The fair value of the consideration was approximately $25.0 million. The City
paid $19.2 million in cash at closing and agreed to pay future consideration of approximately $7.4 million in
installments until February 15, 2010. FPU recognized and recorded the present value of the long-term



receivable of $5.7 million, using a discount rate of 4.34%. The long-term receivable has been subsequently
increased to recognize interest income. The first installment of $57,348 was received in February 2004.

The cash received at closing was used to repay short-term debt. The gain on the disposal of discontinued
operations, including the income from discontinued operations for the first quarter of 2003, was $15.8
million, or $9.9 million after tax, and has subsequently been adjusted to $15.9 million, or $9.9 million after
tax, due fo adjustments to sales related expenses that were previously estimated. The assets of the water
segment amounted to approximately $10.2 million, or less than 10% of FPU’s assets including water. For
additional information read the Notes to Consolidated Financial Statements appearing in the Company’s
most recent Form 10-K.

10. Allowance for Doubtful Accounts

The Company records an allowance for doubtful accounts based on historical information and trended
current economic conditions.

11. Subsequent Events

The Company was granted natural gas interim rate relief of approximately $1,200,000
annually, effective in the third quarter of 2004. The Company is requesting approximately
$8,200,000 in annual rate relief. This amount is subject to review by the FPSC, which may not
grant the full amount requested. If an increase is granted, it is anticipated the final rate relief
will take effect in the fourth quarter of 2004.

Item 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Forward-Looking Statements

This report and the documents incorporated by referenced herein contain “forward-looking” statements within the
meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of
1934, as amended. “Forward-looking” statements are any statements that are not based on historical information.
Statements other than historical facts included in this report, including, without limitation, statements regarding
FPU'’s future financial position, business strategy, budgets, projected costs and plans and objectives of management
for future operations, are “forward-looking’ statements. Forward-looking statements generally can be identified by
the use of forward-looking terminology such as “may,  “will,” “expect,” “anticipate,” “intend,” “plan,” “believe,”
“seek,” “estimate’” or “continue”’ or the negative of such words or variations of such words and similar expressions.
These statements are not guarantees of future performance and involve certain risks, uncertainties and assumptions,
which are difficult to predict. Therefore, actual outcomes and results may differ materially from what is expressed
or forecasted in such forward-looking statements and FPU can give no assurance that such forward-looking
statements will prove to be correct. Important factors that could cause actual results to differ materially from those
expressed or implied by the forward-looking statements, or “’cautionary statements,” include, but are not limited to,
weather conditions, changes in laws or regulations, changes in the market environment, restrictions on FPU's ability
to raise capital on favorable terms, any direct or indirect effects of terrorist threats and activities, FPU's successfully
petitioning for and receiving rate increases, FPU's ability to identify attractive acquisition opportunities at favorable
prices and to successfully and timely complete and integrate them.

Financial Condition

Portions of FPU's business are seasonal and dependent upon weather temperatures in Florida. These factors affect
the sales of electricity and gas and impact the cash provided by operations. Construction costs also impact cash
requirements throughout the year. Therefore, any cash needs for operations and construction are met partially
through short-term borrowings from our line of credit (“LOC”). FPU also borrows under the LOC to finance any
small propane acquisitions. No acquisitions have taken place in 2003 or so far in 2004.



FPU periodically pays off the short-term borrowings under the LOC using the net proceeds from the sale of long-
term debt or equity securities. The timing and type of financing is dependent on the amount borrowed from the
LOC, prevailing market conditions for debt and equity, the impact to the Company’s financial covenants, and the
effect on income.

In April 2003, FPU retired an expiring $20.0 million LOC. The LOC had a $16.1 million outstanding balance on
March 27, 2003, that was repaid using proceeds from the sale of the water division. On April 1, 2003, FPU obtained
a $12.0 million, thirty-nine month LOC that matures on June 30, 2006. FPU reserves $1.0 million of the LOC to cover
expenses for any major storm repairs in its electric segment, along with reserving an additional $250,000 for a ‘letter
of credit’ covering propane facilities. As of June 30, 2004, the amount borrowed from the LOC was $3.3 million. The
LOC, long-term debt and preferred stock as of June 30, 2004 comprised 59% of total capitalization.

Net cash flow provided by continuing operating activities through June increased in 2004 by approximately $5.0
million from 2003. Cash received on accounts receivable in 2004 accounted for over $1.5 million of the increase. The
remainder of the $5.0 million increase was primarily due to a $2.9 million estimated tax payment in 2003 for the gain
on the sale of the water division. Proceeds from the water division sale of $19.2 million were used to pay off short-
term debt in 2003,

Subsequent to the $2.9 million estimated tax payment in 2003 for the gain on the sale of the water division, it was
determined that the income tax was eligible to be deferred (see ‘Other” in the annual report 10-K for 2003, under
‘Management’s Discussion and Analysis of Financial Condition and Results of Operations’, ‘Interest Charges and
Other’). The Company received a refund of the $2.9 million payment in July 2004.

Year to date construction expenditures increased $3.7 million through June 2004 when compared to June 2003.
Construction in 2004 increased approximately $1.6 million from rebuilding two substations in the electric segment.
In addition, approximately $465,000 was spent on additional propane block systems. A $1.5 million contribution to
capital by the City of Lake Worth reduced construction expenses in 2003. The Company does not have any material
commitments for construction expenditures.

The budgeted construction expenditures through June 2004 are $8.4 million versus actual expenditures of $7.0
million. The lower expenditures were due to management’s decision to delay non-critical capital expenditures to
improve cash flow while obtaining additional financing. The delayed construction expenditures are expected to be
incurred before the end of 2004.

Due to current market conditions and an improved banking environment, FPU will pursue increasing its LOC to
provide short-term financing. Discussions with FPU's primary bank have indicated a willingness to increase the
LOC and FPU will pursue increasing the LOC up to $20 million. If successful, the Company expects that internally
generated cash, coupled with short-term borrowings, will be sufficient to satisfy its operating, normal capital
expenditure requirements, and dividend payments for the near future. Depending upon operation requirements
and construction expenditures, financing is anticipated to be needed to pay off the LOC in approximately one to
three years. An equity offering is likely at that time, but will depend upon market conditions and other factors.

The Company has accumulated deferred charges in 2004 relating to preparing an equity offering. Due to the
aforementioned items in the preceding paragraph, the potential equity offering in 2004 was cancelled in July 2004.
Therefore, the accumulated charges of approximately $50,000 were expensed in July 2004.

Overview

FPU has three primary business segments: natural gas, electric and propane gas. The natural gas and electric
segments are regulated by the Florida Public Service Commission (“FPSC”).

The regulated segments are required fo receive approval to set the rates charged to customers. The rates approved
by the FPSC allow FPU a specified rate of return on its regulated investment and recovery of expenditures. As part
of the regulation, the costs of fuel and certain overheads are passed through to customers.



FPU'’s strategy is to concentrate on developing stronger relationships with its customers, including builders and
developers of residential and commercial properties. FPU is positioning itself as a total energy company, not just a
supplier of electricity or gas. Included in the strategy is a plan to increase the rate of future growth by concentrating
on increasing customers and territory coverage using improved marketing programs, along with acquiring small
energy related companies, ‘particularly propane gas companies. The Company actively pursues opportunities to
purchase small gas companies to assist in growth with the goal of acquiring at least one propane company a year as
feasible opportunities arise. :

Contributing to variations in income are the effects of seasonal weather conditions, the timing of rate increases, and
the migration of winter residents and tourists to Florida during the wmter season.

The following outlines some of the major items affecting the Company:

On May 26, 2004 the Company successfully completed its filing with the FPSC requesting an increase in its natural
gas rates and charges of approximately $8.2 million, annually. The Company sought interim rate relief of $1.5
million annually and was granted $1.2 million, effective August 5, 2004. The intérim relief is subject to possible
refund pending the amount of the final rate relief granted by the FPSC. The final rate relief includes a request for
recovery of $9.1 million for environmental liabilities (included on the balance sheet as Other regulatory assets-
environmental), along with increased operating expenses. In addition, FPU requested approval from the FPSC for
inclusion in the rate base (regulated investment) the goodwill and intangible assets associated with the acquisition
of Atlantic Utilities. The recovery of these items and the amount, if any, of final rate relief will be subject to the
approval of the FPSC and is expected to be determined in October with an effective date before the end of 2004.

On August 14, 2003, FPU filed for electric rate increases and petitioned to consolidate the two electric entities into
one. FPU went before the FPSC on February 18, 2004, at which time the FPSC granted the petition to consolidate
the electric divisions into one regulated entity on a going forward basis and granted a $1.8 million increase in
annual revenue. The effective date for the increase was March 17, 2004. The Company’s revenues for the
remainder of the year will reflect the portion of the increase in electric revenues from the rate relief granted.

Significant changes affecting operating expenses include pension and insurance increases. Current actuarial
estimates show pension expense increasing $487,000 in 2004 compared to 2003. Pension expenses are projected to
continue increasing into 2004 and 2005. Insurance costs including Medical, Liability and Workers” compensation
have also resulted in increased expenses; in 2003 these increases were $707,000. These insurance costs are expected
to remain level in 2004 and will most likely increase in 2005. FPU allocates its pension and insurance across its three
operating segments. '

The regulated segments are requesting or have received rate relief for some of these expected pension and insurance
increases. Further increases beyond those expected through 2004 allocated to the regulated segments may require
additional future rate relief. The propane segment may recover these expenses depending on current market
conditions in the propane industry and the ability to recover the expenses while remaining competitive. -

RESULTS OF OPERATIONS

Discussion of Operating Results:

Gross Profit

Gross profit is defined as gross operating revenues less fuel costs, conservation and unbundling costs, and revenue
based taxes that are passed through to customers. FPU believes that gross profit provides a more meaningful basis

for evaluating utility revenue because revenue for the items passed through to customers have no effect on results
of operations and fluctuations in such costs distort the relationship of gross operating revenues between periods.



Three Months Ended Six Months Ended

Summary of Gross Profit: June 30, June 30,

(dollars in thousands) 2004 2003 2004 2003
Natural gas $ 4,721 $ 4,997 $ 10,888 $ 11,747
Electric 3,313 2,838 6,305 5716
Propane gas 1,327 1309 . - 3,074 2,922

Total Gross Profit $ 9,361 $ 9,144 $ 20,267 $ 20,385

Results of Operations

Three Months Ended June 30, 2004, Compared
with Three Months Ended June 30, 2003.

Gross Profit

Natural Gas Service '

Natural gas service gross profit decreased $276,000 or 6%. Units sold in 2004 increased 6% along with a 3% increase
in customers. However, gross profit declined since the 204 quarter of 2003 included an additional $600,000 in
revenue. The additional revenue resulted from reversing an estimate of over earnings made in the first quarter of
2003, which was associated with a nonrecurring $1.5 million early termination fee.

Electric Service
Electric service gross profit increased $475,000 or 17%. Revenues increased primarily due to the rate increases
granted in March 2004, along with customer growth and an increase in units sold.

Propane Gas Service '
Propane gas gross profit increased $18,000 or 1%. This was attributable to customer growth

Operating Expenses (excluding income taxes)

The Company’s main operating expenses consist of operating and maintenance expense, depreciation and
amortization, and taxes other than income.

Operating Expenses

Operating expenses increased $153, 000 or approximately 2%. The largest contributing factor was the $80,000
increase in pension expense due to stock market performance. Insurance costs also increased $37,000 as a result of
increased insurance premiums for medical, workers” compensation, and general liability. In addition to the pension
and insurance increases, depreciation and amortization expense increased $76,000 due to normal plant growth.

Other Income and Deductions
Interest charges and other expenses increased by $13,000. There were no significant fluctuations from the second
quarter of 2003 to the second quarter of 2004.

Six Months Ended June 30, 2004, Compared
with Six Months Ended June 30, 2003.

Gross Profit

Natural Gas Service

Natural gas service gross profit decreased $859,000 or 7%. The primary reason for the decrease was the non-
recurring $1.5 million early termination fee received in 2003 in accordance with the termination of a pipeline
agreement with Lake Worth Generation, LLC and the subsequent signing of a new agreement with the City of Lake
Worth signed in late March 2003.



Electric Service
Electric service gross profit increased $589,000 or 10%. Revenues increased primarily due to the rate increases
granted in March 2004, along with customer growth and a 3% increase in units sold.

Propane Gas Service

Propane gas gross profit increased $152,000 or 5% primarily due to an increase in units sold and customer growth.
The increase in units sold was primarily attributable to the addition of a large wholesale customer. Customer
growth was up 1% due to normal growth.

Operating Expenses (excluding income taxes)

The Company’s main operating expenses consist of operating and maintenance expense, depreciation and
amortization, and taxes other than income.

Operating Expenses

Operating expenses increased $834,000 or approximately 6%. Insurance costs increased $185,000 as a result of
increased insurance premiums for medical, workers’ compensation, and general liability. Pension expense
increased $106,000 due to stock market performance. Tree trimming expense increased over $79,000 due to a
Company focus on improving reliability. Locating underground facilities for third parties increased approximately
$48,000 due to the increasing number of road construction projects. Depreciation and amortization expense also
had an increase of $252,000 due to normal plant growth.

Other Income and Deductions

Interest charges and other expenses decreased by $268,000. This was primarily caused by a FPSC-mandated
removal of $149,000 of environmental fund interest from interest income to the liability reserve in the first quarter of
2003. Non-operating income also increased by $62,000 in 2004 due to the interest income associated with other
long-term investments. In addition, interest expense on short-term debt decreased by $59 000 due to the decrease in
the obligation on the line of credit.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

All financial instruments held by FPU were entered into for purposes other than for trading. FPU has market risk
exposure only from the potential loss in fair value resulting from changes in interest rates. FPU has no material
exposure relating to commodity prices because FPU, under its regulatory jurisdictions, is fully compensated for the
actual costs of commodities (natural gas and electricity) used in its operations. Any commodity price increases for
propane gas are normally passed through monthly to propane gas customers as the fuel charge portion of their rate.
This can be performed due to the competition having similar increases that are customarily passed through to their
customers.

FPU’s long term receivable from the sale of the water operations was discounted at 4.34%. A hypothetical 0.5% (50
basis points) increase in the interest rate used would change the current fair value from $6.0 million to $5.9 million.

None of FPU's gas or electric contracts are accounted for using the fair value method of accounting. While some of
FPU’s contracts meet the definition of a derivative, FPU has designated these contracts as "normal purchases and
sales" under SFAS No. 133, "Accounting for Derivatives".

FPU has no exposure to equity risk, as it does not hold any equity instruments. FPU’s exposure to interest rate risk
is limited to investments held for environmental costs and short-term borrowings on the line of credit. The
investments are fixed income debt securities whose carrying amounts are not materially different than fair value.
Such investments mature through 2004 and are expected to be held to maturity. Therefore, FPU does not believe it
has material market risk exposure related to these instruments. The indentures governing FPU's two first mortgage
bond series outstanding contain "make-whole" provisions, which are pre-payment penalties that charge for lost
interest, which render refinancing impr acticable.



Htem 4. Controls and Procedures

Disclosure Controls and Procedures

FPU’s management carried out an evaluation, under the supervision and with the participation of FPU's Chief
Executive Officer and Chief Financial Officer, of the effectiveness of FPU's disclosure controls and procedures (as
defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act). Based upon that evaluation, the Chief Executive
Officer and Chief Financial Officer concluded that, as of June 30, 2004, FPU’s disclosure controls and procedures
were (1) designed to ensure that material information relating to FPU is made known to FPU’s Chief Executive
Officer and Chief Financial Officer by others, particularly during the period in which this report was being
prepared, and (2) effective, in that they provide reasonable assurance that information required to be disclosed by
FPU in the reports that FPU files or submits under the Exchange Act are recorded, processed, summarized and
reported within the time periods specified in the SEC’s rules and forms.

Changes in Internal Control Over Financial Reporting

No change in FPU’s internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the
Exchange Act) occurred during the fiscal quarter ended June 30, 2004 that has materially affected, or is reasonably
likely to materially affect, FPU’s internal control over financial reporting.

PART II.

Item 1.

Item 2.

Item 3.

Item 4.

Legal Proceedings

OTHER INFORMATION

The nature of FPU's business exposes FPU to various types of claims or litigation related to the conduct
of its operations. FPU does not expect the outcome of any pending legal proceedings to have a material
adverse effect on its financial condition, results of operations or cash flows.

Changes in Securities and Use of Proceeds

Not Applicable

Defaults Upon Senior Securities

Not Applicable

Submission of Matters to a Vote of Security Holders

The Company held its annual meeting of stockholders on May 25, 2004.
stockholders were asked to consider and act on the election of two directors, an increase in the number
of authorized shares of the Company’s capital stock from 6,000,000 shares of common stock, par value of
$1.50 per share to 10,000,000 shares of common stock, par value $1.50 and the ratification of BDO
Seidman, LLP, as the Company’s independent auditors.

At that meeting, the

The following persons were elected as directors for terms expiring in 2007 and received the number of
votes set forth opposite their respective names:

Nominee For Against/Withheld Non-votes Abstentions
Richard C. Hitchins 3,030,387 364,155 0 0
' Rudy E. Schupp 3,030,290 364,252 0 0

The following votes were cast for the ratification of the Company’s independent auditors:

For

Against/ Withheld

Non-votes

Abstentions

3,350,760

30,194

4

13,586




Item 5.

Item 6.

(b)

The following votes were cast for the approval of the increase in the Company’s capital stock:

For Against/Withheld Non-votes Abstentions
2,926,614 | 437,074 10 30,846
Other Information
Not Applicable

Exhibits and reports on Form 8-K

Exhibits

31(1) Certification of Chief Executive Officer (CEO) per Section 302 of the Sarbanes-Oxley Act of 2002
31(2) Certification of Chief Financial Officer (CFO) per Section 302 of the Sarbanes-Oxley Act of 2002

32(1) Certification of Chief Executive Officer (CEO) pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

32(2) Certification of Chief Financial Officer (CFO) pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Reports on Form 8-K:

1) A Form 8-K was filed May 12, 2004, announcing a press release relating to 1st quarter earnings.

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the reglstt ant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

FLORIDA PUBLIC UTILITIES COMPANY
(Registrant)

Date: August 11, 2004 By: _/s/ George M. Bachman

George M. Bachman
Chief Financial Officer (Principal Accounting Officer)



Exhibit 31(1)

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
FLORIDA PUBLIC UTILITIES COMPANY
{(Section 302)

I, John T. English, certify that:

1. Thave reviewed this quarterly report on Form 10-Q of Florida Public Utilities Company (the “registrant”);

2, Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f}) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

(b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

(c) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred
during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably hkely to materially affect, the registrant's internal control over financial
reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and
report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant's internal control over financial reporting.

Date: August 11, 2004

By /s/ John T. English
John T, English
Chief Executive Officer




Exhibit 31(2)

CERTIFICATION OF CHIEF FINANCIAL OFFICER
FLORIDA PUBLIC UTILITIES COMPANY
(Section 302)

I, George M. Bachman, certify that:

1. 1have reviewed this quarterly report on Form 10-Q of Florida Public Utilities Company (the “registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to.state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

(b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

(c) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred
during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial
reporting; and ‘

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and
report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant's internal control over financial reporting,.

Date: August 11, 2004

By /s/ George M. Bachman
George M. Bachman
Chief Financial Officer




Exhibit 32(1)
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
. AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report on Form 10-Q of Florida Public Utilities Company
(the "Company") for the petiod ended June 30, 2004 as filed with the Securities and
Exchange Commission on the date hereof (the "Form 10-Q"), I, John T. English, Chief
Executive Officer of the Company, certify, to the best of my knowledge, pursuant to 18
U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Form 10-Q fully complies with the requitements of Section 13(a) or
15(d) of the Securities Exchange Act of 1934; and

2) The information contained in the Form 10-Q faitly presents, in all material
respects, the financial condition and results of operations of the Company.

s/ John T. English
John T. English

Chief Executive Officer
August 11, 2004




Exhibit 32(2)

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350, '
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of Florida Public Utiliies Company
(the "Company") for the period ended June 30, 2004 as filed with the Securities and
Exchange Commission on the date hereof (the "Form 10-Q"), I, Geotge M. Bachman, Chief
Financial Officer of the Company, certify, to the best of my knowledge, pursuant to 18
U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Form 10-Q fully complies with the requirements of Section 13(a) ot
15(d) of the Securities Exchange Act of 1934; and '

2 The information contained in the Form 10-Q fairly presents, in all material
respects, the financial condition and results of operations of the Company.

/s/ George M. Bachman
George M. Bachman
Chief Financial Officer
August 11, 2004
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As of June 30, 2003, the aggregate market value of the Registrant’s Common Stock held by non-affiliates (based

upon the closing price of the Common Stock on that date on the American Stock Exchange) was apptoximately
$63,767,485.

On Match 5, 2004, 3,928,889 shares of the Registrant’s $1.50 par value coﬁmon stock were outstanding,
DOCUMENTS INCORPORATED BY REFERENCE.

Portions of Florida Public Utilities Company5s Proxy Statement for the May 25, 2004 Annual Meeting of
Shareholders ate incorporated by reference in Part IIT hereof.

PART I
Item 1. Business

General

Florida Public Utilities Company ("FPU") was incorporated on March 6, 1924 and reincorporated on April 29, 1925
under the 1925 Florida Corporation Law. FPU provides natural gas, electricity and propane gas to retail and
commercial customers in Florida. FPU’s regulated segment sells natural gas and electricity to 74,582 customers in
Central, Northeast, Northwest and Southern Florida. FPU’s unregulated segment opetates through its wholly owned
subsidiary, Flo-Gas Corporation, which sells propane gas to 12,413 customers throughout the State of Florida. FPU

formerly provided water to customers in Fernandina Beach, Flotida; however, the water assets were sold in 2003 to
the City of Fernandina Beach, Florida.

In 2001, FPU started a proactive process to look for opportunities to purchase small energy related companies,
particularly propane gas companies, to assist in its growth. In 2001, two acquisitions added approximately 7,300
customers and in 2002, one acquisition added approximately 1,200 customers. The cost of each of these acquisitions

was less than 10% of FPU's assets and they provide less than 10% of FPU's revenues and operating income, excluding
income taxes. There were no acquisitions in 2003.

Information about Segments

FPU is organized in three operating and reporting segments: natural gas; electric; and propane gas. FPU believes that
this operating structure is a natural division of its business segments and allows it to maximize synergies within
existing operating units. The following is a brief description of each of FPU's operating segments:

e Natural Gas- FPU purchases natural gas from the Florida Gas Transmission (FGT) pipeline éystem and provides
natural gas services to customers in Central and South Florida.

e Electric- FPU purchases electricity from Southern CQmpa;xy and JEA (formerly Jacksonville Electric Authority)
and provides electric services to customers in Northwest and Northeast Florida.

Propane Gas- FPU purchases propane gas from multiple wholesale suppliers and provides propane gas services to
customers in South, Central, West Central and Northeast Florida.

The following table sets forth certain selected financial information for each of FPU's three operaﬁng segments:

(For additional information see Segment Information in the Notes to Consolidated Financial Statements.)
(dollars in thousands)

2003 Yo 2002 Yo 2001 Yo

Revenues

Natural gas $ 53,610 52 $ 40,140 45 § 44,729 50
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Electric 39,519 39 40,930 47 39,050 44
Propane gas 9,594 9 7,391 8 5,399 6
Consolidated $ 102,723 $ 88,461 ¥ 89,178

Operating income excluding
income tax

Natural gas $ 5,190 68 $§ 4,291 55 $ 3,295 50
Electfic 2,249 29 2,980 39 2,893 43
Propane gas 254 3 - 498 6 . 431 7
Consolidated $ 7,693 § 7,769 $ 6,619

Identifiable assets (1)

Natural gas $ 80,924 50 $ 60439 40  $ 55300 38
Electric 43,476 26 42557 28 40,609 28
Propane gas 14,348 9 10,288 7. - 10,728
Water division - held for sale - 10,096 7 9,579 7
Common 24242 15 27240 18 29195 20
Consolidated ' $ 162,990 $ 150,620 $145.411

(1) Pror petiods have been restated to conform to SFAS No. 143 (for additional information, see "Impact of
Recent Accounting Standards” in the Notes to Consolidated Financial Statements).

Description of Business

FPU provides electric, natural gas and propane gas distribution services to Florida consumers. The natural gas and
electric operations are regulated by the Florida Public Service Commission (FPSC); the propane gas operations are not
regulated. FPU operates through five divisions which setved the following number of customers as of December 31,
2003: (1) the South Florida division, which provided natural gas to 30,654 customers and propane gas to 6,172
customets in Palm Beach, Martin and Broward Counties; (2) the Central Florida division, which provided natural gas
to 16,886 customers and propane gas to 2,617 customers in Lake, Seminole, Orange and Volusia Counties; (3) the
Northwest Florida division, which provided electricity to 12,598 customers in Jackson, Calhoun and Liberty Counties;
(4) the Northeast Florida division, which provided electricity to 14,444 customers and propane gas to 1,394
customers in Duval and Nassau Counties; and (5) the Nature Coast division, which provided propane gas to 2,230
customers in Levy, Citrus, Hernando, Mation and Pasco Counties. '

FPU formetly also provided water to customers in Nassau County. On March 27, 2003, FPU sold the assets of its
water utility system to the City of Fernandina Beach. For additional information on this disposition, see
* "Discontinued Operations" in the Notes to Consolidated Financial Statements.

Thie economy in which the South Florida division operates relies somewhat on the migration of seasonal residents
and tourists during the winter season. Howevet, small, year-round commercial and residential customers provide
some degree of stability, lessening the impact of seasonality in the area.

Seasonal residents and tourists also play a role in the results of the Central Florida division. However, the I-4
corridor, particulatly in Seminole County’s Lake Mary/Heathrow area, is producing a growing number of large
business parks, individual corporate buildings and call centers, which may help stabilize results in the Central Florida
division. Volusia County’s economy is dominated by small and privately owned businesses, with the major employers
being Progress Energy and Florida Power & Light which own and operate three power plants in the area.

The Northwest division’s growth relies on the economies in Jackson, Calhoun and Liberty Counties. All three of
those counties are dependent upon a variety of agricultural industries mainly involved with timber, peanuts, cotton
and beef production. However, the largest employers within the three counties are the Federal, State and County
governments’ correction and rehabilitation centers. A new 907,000 square foot Family Dollar distribution center will
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be constructed in 2004. The construction is scheduled to be complete in late fall with merchandise distribution
beginning in January 2005. There are also a number of smaller industries in the division’s tetritory.

In the Northeast division, the economy is centered around two large papetr mills, Rayonier, Inc. and Jefferson Smurfit
Corp. In 2003, the two large paper mills accounted for 8.9% of the electtic segment s total operating revenues and
3.4% of FPU's total operating revenues, as well as 3.9% of the electric segment s total gross profit and 1.2% of FPU's
total gross profit.

FPU does not produce energy and is therefore not a generating utility. As a result, FPU's operauons are not currently
subject to the extensive environmental regulations apphcable to energy producers. However, FPU is involved in
several environmental proceedings related to properties owned by FPU. See "Contingencies" in the Notes to
Consolidated Financial Statements.

Natural Gas

FPU receives all of its supply of natural gas at 13 City Gate Stations connected to Florida Gas Transmission
Company's (FGT) pipeline system. Enron Corporation’s former interest in FGT has been disposed of. Natural gas is
primatily composed of methane, which is a colotless, odorless fuel that burns cleaner than many other traditional
fossil fuels. Odorant, which enables one to readily detect a gas leak, is added by the Interstate Transmission Company
and FPU. Natural gas is one of the most popular forms of energy today. It is used for heating, cooling, cooking,
production of electricity and in many other ways by various industres. Increasingly, natural gas is being used in
combination with other fuels to improve their envitonmental performance and decrease pollution.

FPU has adequate gate stations in each distribution system to ensure high levels of continuous service to its -
customers. The vast majority of the natural gas FPU distributes is purchased in the Gulf Coast region both on-shore
and offshore. FPU has not experienced any supply availability issues or shortages of natural gas in recent history, nor
does it expect any shortages in the foreseeable future. In fact, the U.S. Department of Energy estimates that there is
more than a 60-year supply of natural gas reserves (for motre information, see web

site:http:/ /www.faircount.com/web04/energy/pdfs/power.pdf -page 5).

FGT is the sole natural gas pipeline serving FPU in peninsular Flotida and is under the jurisdiction of the Federal
Energy Regulatory Commission (FERC). FPU uses FGT solely as a carrier of natural gas. All gas supplies for FPU's
traditional sales markets are independently procured by FPU using gas marketers and producers. FPU also transports
natural gas for customers who purchase their own gas supplies and arrange for pipeline transportation.

FPU has continued to be in full compliance with the North American Energy Standard Board’s (NAESB) standards.
The NAESB was formed to develop uniform standards for the procurement, scheduling, transmission, invoicing, etc.
of energy (natural gas and electricity) throughout the United States.

FPU has gained expetience directly contracting for gas supplies with marketers and producers while contracting for
transportation services from FGT. This experience has positioned FPU to be most effective in operating within an
unbundled industry environment. FPU passes all fuel costs and associated savings on to its traditional sales -
customers. Additiona]ly, FPU has actively reduced demand charges it pays for the pipeline capacity by "subletting"
unused capacity, for short terms, to other shlppers on FGT’s system. FPU believes it is among Florida’s lowest cost
suppliers of natural gas.

During 2003, FPU made "off-system sales" of natural gas to customers in areas of Florida not in FPU’s service tettitory.
The tariff for these sales permits for profit sharing between FPU and its customers. FPU has ceased its activity in off-
system sales due to the risk associated with servicing these customers. Specifically, the natural gas market is in a period of
increased price volatility, thus causing general price level increases above what has been historically expedenced. Asa
result, the return on these off-system sales transactions did not justify the risk associated with carrying significantly higher
customer account balances and the potential for bad debt. FPU continues to maintain the off-system sales service rate
schedule in its tariff and may explore opportunities for future sales if they arise. ‘

Factors that affect FPU's natural gas revenues include the rates charged to customers, FPU’s supply cost for natural
gas purchased for resale, economic conditions in FPU’s service areas and weather. The weather can result in higher
gas sales per day during the winter period, when gas is used for heating, as opposed to the summer season. Although
the rules of the FPSC permit FPU to pass through to customers the ptice incurred for its gas supply, increases in
FPU’s rates may cause customers to consetve of to use alternative energy sources. FPU's current portfolio of
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customers is reasonably diverse, with the largest customers using natural gas for the generation of electricity. FPU is
not dependent on any single natural gas customer for over ten percent of its total revenue.

FPU provides unbundied gas service to its commercial natural gas customers, providing such customers with the
option to purchase their natural gas supplies directly from FPU or from third parties while contracting for
transportation services from FPU. FPU’s operating results are not adversely affected if the customer purchases its
gas from FPU or from third parties because actual fuel costs are passed directly to customers and FPU does not profit
on fuel sales. FPU officially first offered unbundled services to commercial customers on August 1, 2001. The FPSC
approved various mechanisms that will allow FPU to be reimbursed for the incremental cost of proV1d1ng unbundled
services.

Electric

FPU provides electricity in the Northwest and Northeast divisions to customers in Jackson, Calhoun, Liberty and
Nassau Counties in Florida. Wholesale electricity is purchased from two suppliers, Southern Company and JEA,
formerly the Jacksonville Electric Authority. In 1996, long term fixed price purchased power contracts were executed
with both suppliets that will continue through 2007. Southern Company provides electric power to the Northwest
division and JEA provides electric power to the Northeast division. Less than 1% of FPU's power supply is
purchased on an as available basis from a self-generating paper mill located in Fernandina Beach. These long-term

contracts allow FPU to offer customers what it beheves are among the lowest consumer electric rates m the State of
Florida.

Both the Northwest and Northeast divisions are located in Northern Florida and experience a variety of weather
patterns. Hot summers and cold winters produce electric sales that are not highly seasonal in nature.

No customer of the electtic segment represents more than ten percent of FPU’s revenues.

The electric utility industry has not been deregulated in the State of Florida. All customers within a given setvice ot
franchise area purchase from the single electricity providet in that area.

Propane Gas

FPU putchases its supply of propane gas from several different wholesale companies, including Dynegy- Gas Liquids
Division, Inetgy Propane LLC, Propane Resources, Sea3 of Tampa and Harper Industries. Propane gas is delivered
to Florida by ocean-going barges to seaport terminals in Tampa and Ft. Lauderdale, by railcars and through the Dixie
Pipeline terminus at Alma and Albany, Ga. FPU believes that the propane gas supply infrastructure is adequate to
meet the needs of the industry in Florida for the foreseeable future.

Propane gas is a non-pollutant and is therefore not as affected by environmental regulations as other petroleum
products are. Propane gas is a hazardous material and as such is subject to strict code enforcement and safety
requirements as outlined in the National Fire Protection Associauon (NFPA) Code 58, Florida Model Building Code,
NFPA 54 and various other state and local codes.

As with natural gas, the sales volume of propane gas is affected by the season and the weather. Florida typically has a
tourist season that coincides with the winter months; propane gas sold duting that petiod is affected by tourism and
the weather. The propane gas segment's sales volumes and revenues are closely balanced between residential and
commercial customers. Two of the strategies FPU is employing to become less weather dependant are concentrating
on the burgeoning forklift propane gas cylinder exchange market and the marketing for propane gas using appliances
that are not used for heating air. FPU believes that water heaters and forklift cylinder exchange accounts are good
ways to strive toward becoming less weather reliant. No customer of the propane gas segment represents more than
ten percent of FPU’s sales volume or revenues.

Competition in the propane gas business helps FPU provide its customers with low rates. The propane gas division
competes directly with other propane gas and natural gas suppliers and electric companies. Major consolidation in the
propane gas industry has and will continue to provide FPU with opportunities to expand its market share. FPU
competes on the basis of competitive pricing and customer service. :
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Regulation

The natural gas and clecttic segments are highly regulated by the FPSC. Increases in the operating expenses of the
regulated segments may require FPU to request increases in the rates charged to customers. The FPSC has granted FPU
the flexibility of automatically increasing expenses passed on to customers for certain fuel costs. Other operational
expenses, such as pension and medical expenses, require FPU to petition the FPSC for rate increases. The FPSC is likely
to grant rate increases to off-set increased expenditures necessary for business operations. FPU successfully petitioned for
electric rate increases which will become effective March 17, 2004, and anticipates petitioning for natural gas rate increases
in 2004.

The FPSC has the authority to regulate FPU's rates, conditions of service, issuance of securities and certain other -
matters affecting FPU’s natural gas and electric operations. As a result, FPSC regulation has a significant effect on
FPU's results of operations. The FPSC approves rates that are intended to permit a specified rate of return on
investment. FPU’s rate tariffs allow the cost of natural gas and electricity to be passed through to customers.

Franchises

FPU holds franchises in-each of the incorporated municipalities whete it provides natural gas and electricity. These
franchises generally have terms ranging from 15 to 30 years and terminate on varying dates. FPU is currently in
negotiations with some of the municipalities in which its franchises have lapsed. FPU continues to provide services to
these municipalities and does not anticipate any interruption in its service.

Employees

As of December 31, 2003 FPU had 337 total employees, of which 6 were part time. Of these einployces, 101 were
covered under union contracts with two labor unions, the International Brotherhood of Electrical Workers and the
International Chemical Workers Union. FPU believes that its labor relations with its employees are good.

Research Expenditures and Environmental Regulations

Because FPU does not produce enetgy and is therefore not a generating utility, FPU's operations are not currently
subject to the extensive environmental regulations applicable to energy producers. However, FPU is affected by
environmental regulations relating to the cleaning-up of soil contamination on land owned by FPU. See "Contingen-
cies" in the Notes to Consolidated Financial Statements.

FPU does not engage in research activities.
Competition

Generally, FPU does not face substantial competition with respect to its natural gas and electric setvices due to the fact
that in municipalities and other areas where FPU provides natural gas and electric services, no other utility directly renders
such services. There is, however, competition in these areas among FPU and providers of alternate sources of energy.
FPU's propane gas services are unregulated and therefore subject to competition from othet suppliers of propane gas, as
well as suppliers of natural gas, electricity and alternative energy sources. Competition in the propane gas services segment
is based primarily on price and customer service. '

Available Information

FPU files or furnishes periodic reports including its Form 10-Qs, Form 10-K, and Form 8-Ks, and any amendments
thereto, with the Securities and Exchange Commission (the "SEC"). "The public may read and copy any materials filed
with the SEC at the SEC’s Public Reference Room at 450 Fifth Street, N.W., Washington, D.C. 20549. The public
may obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The
SEC maintains an Intemet site (http://www.sec.gov) that contains reports, proxy and information statements, and
other information filed electronically with the SEC. Additional information about FPU may be obtained from FPU’s
web site (http:/ /www.fpuc.com).



Florida Public Utilities 2003 10-K 7 of 55
Item 2. Properties

FPU owns office and warehouse facilities in Northwest, Northeast, Central, West Central and South Florida which
are used for operations and storage by the natural gas, electric, and propane segments. Additionally, FPU owns
vatious substations, easements and other assets located throughout its service areas which are utilized in its
operatxons In the electric segment at December 31, 2003, FPU owned 22 miles of electric transmission lines located
in Northeast Florida and 1,053 miles of electtic distribution lines located in- Northeast and Northwest Florida. In the
natural gas segment, FPU owns natural gas mains that distribute gas through 1,453 miles of gas main located in
Central and South Florida. The propane gas segment is operated by FPU's subs1d1ary and has bulk storage facilities
and tank installations on the customers' premises. .

FPU owns a three-story, 28,620 square foot building in West Palm Beach where its headquarters are located.

All of the properties of FPU and the shares of Flo-Gas Corpotation, a wholly-owned subsidiaty, are subject to a hen
collateralizing the funded indebtedness of FPU under its Mortgage Indenture.

Item 3. Legal Proceedings

Environmental. FPU curtently uses or used in the past, in connection with its operanons several contamination sites with
respect to which there is now pending or threatened environmental litigation and is in the process of investigating and
assessing that litigation; see "Contingencies" in the Notes to Consolidated Financial Statements. FPU intends to
vigorously defend its rights in this litigation. FPU has insurance to cover a portion of any losses or expenses incurred as a
result of this litigation and plans to apply to the FPSC for rate relief on any uninsured losses or expenses. FPU believes
that the aggregate of all future contamination assessment and remedial costs, legal fees and other related expenses will not
exceed the combined sum of any insurance proceeds received and any rate relief granted.

Violet Skipper, PC Buyers, Inc. and Thomas Wade Skipper v. Florida Public Utilities Company, Case No. CL 00-
10131-AF, Circuit Court of the Fifteenth Judicial Circuit, Palm Beach County, Florida. On October 18, 2000,

Plaintiffs sued FPU for damages allegedly resulting from a fire on Plaintiffs' property. Plaintiffs allege that FPU
failed to propetly install and/or maintain clectric power lines, utility poles and related equipment located on
Plaintiffs' land and that FPU's negligence caused a fire that spread to and destroyed a warchouse. FPU denied
Plaintiffs' claims and defended same on the theory that the fire started within the warehouse/office facility and
not from its electrical equipment. Plaintiffs alleged damages in excess of $1,000,000. The watrehouse served as
the office for PC Buyers, Inc. PC Buyers, Inc. was in the business of purchasing surplus vehicles and heavy
equipment for resale. The warehouse contained property waiting to be resold. Much of this property was
destroyed in the fite, Trial in this matter occutred during the week of December 2, 2003-December 5, 2003. The
jury returned a verdict in favor of FPU, finding no liability on the part of FPU for the fire. The Court entered a
final judgment on the jury's verdict on January 21, 2004. Plaintiffs had thirty (30) days or until February 20, 2004
to file an appeal of the final judgment. Similatly, FPU had until February 20, 2004 to file 2 motion to tax costs.
FPU proposed to Plaintiffs that it would waive its right to recover costs and potential attorney fees if Plaintiffs
did not pursue an appeal of the final judgment. FPU received a letter from Plaintiffs' counsel advising that
Plamtiffs agreed to waive any right to appeal in exchange for FPU waiving its right to seek attorney’s fees and
costs against the Plaintiffs. On Match 29, 2004, Counsel for FPU was informed by the Court’s Clerk that the
Court has signed and entered the Dismissal Order. A copy is in the mail at the present time. Hence, this matter
is closed, with no further appeals.

Glen Simon v. Florida Public Utilities Company, Gapss, Inc. and James Celi, Case No. CA03-02209 A], Citcuit
Coutt of the Fifteenth Judicial Circuit, Palm Beach County, Florida. This case atises out of an explosion in the garage

of co-Defendant James Celi ("Celi") that allegedly resulted from the negligent installation of a water heater by co-
Defendant Gapss, Inc. ("Gapss"). Prior to the explosion, FPU had contracted with Gapss to install 2 water heatet
and stand in co-Defendant Celi's garage. Plaintiff filed his Complaint on February 27, 2003 against FPU, Gapss and
Celi. Plaintiff has voluntarily dismissed FPU from this case without prejudice. FPU previously asserted a cross-claim
against Celi for contribution and a cross-claim against Gapss for contribution, indemnification, and breach of
contract. Celi also asserted a cross-claim against FPU for contribution. Both FPU and Celi have dismissed their
respective cross-claims against each other without prejudice. FPU will be dismissing its cross-claim against Gapss
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without prejudice. Upon the filing of FPU's dismissal of its cross-claim against Gapss, FPU will no longer be a party
to this action. : :

ames F. Celi v. Gapss, Inc. a/k/a Gas Appliance Piping Sales & Service, Inc., Case No. 502003CA009110XXONA],
Circuit Court of the Fifteenth Judicial Circuit, Palm Beach County, Florida. This case arises out of an explosion in
Claimant James Celi's ("Celi") garage that allegedly resulted from the negligent installation of a water heater by Gapss,
Inc. ("Gapss"). Prior to the explosion, FPU had contracted with Gapss to install a water heater and stand in Celi's
garage. Although Mr. Celi previously indicated he was considering filing 2 claim against FPU, Mr. Celi has filed a
lawsuit against Gapss only on August 25, 2003. In the event a lawsuit is filed against FPU, FPU intends to vigorously

defend against the claim.

Apart from the litigation described above, FPU is also involved with other various claims and litigation incidental to
its business. In the opinion of management, none of these other claims and litigation will have a material adverse
effect on FPU's results of operations or its financial condition.

Item 4. Submission of Matters to a Vote of Security Holders

None,.

PART II

Item 5. Market for the Registrant’s Common Equity and Related Stockholder Matters

QUARTERLY STOCK PRICES AND DIVIDENDS PAID

FPU's common shates are traded on the American Stock Exchange under the symbol FPU. The quartetly cash
dividends declared and the reported last sale price range per share of FPU common stock for the most recent two

years were as follows:

2003 ' 2002
Stock Prices Dividends Stock Prices Dividends
Quarter ended - Low - High Declared Low -  Iligh Declared
March 31 - $1390 - % 15.45 $ 0.1425 $13.01 - $15.56 $0.1388
June 30 1445 - 17.05 0.1475 13.67 - - 16.05 0.1425
September 30 - 1485 - 18.00 0.1475 . 11.80 - 1455 0.1425
Neremher 31 15.00 - 16.34 0.1475 © 1210 - 1530 0.1425

On February 24, 2004, there were approximately 2,724 holders of record of FPU’s Common Stock.

It is FPU's intent to continue to pay quarterly dividends for the foreseeable future. Dividend policy is reviewed on an
ongoing basis by FPU’s Board of Directors and is dependent upon FPU's future earnings, cash flow, financial

condition, capital requirements and other factors.

FPU’s Fifteenth Supplemental Indenture of Mortgage and Deed of Ttust restricts the amount that is available for cash
dividends. At December 31, 2003, approximately $4.3 million of retained earnings wete free of such restriction and

therefore available for the payment of dividends.

FPU has an Employee Stock Purchase Plan (see Notes to Financial Statements) but does not presently have any stock
option or restricted stock plans. - :

Item 6. Selected Financial Data
(dollars in thousands, except per share data)

Years Ended December 31, 2003 2002 2001 2000 1999
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Revenues $ 102,723 § 88461 § 89,178® § 81954 § 71,697
Gross profit 37,733 34,929 29,940 28,463 27,048
Income from continuing operations 2,522 2,761® 2,456 2,665 3,0430)
Income from discontinued operations 9,901 602 596 623 -486
Net income 12,423 3,363® 3,052 3,288 3,529
Earnings per common share (basic & diluted):

Continuing operations 0.64 0.70m 0.64 0.70 0.76M

Discontinued operations 2.53 0.16 0.16 0.17 0.12

Total 3.17 0.86® 0.80 0.87 0.88™
Dividends declared per common share 0.59 0.57 0.55 0.53 0.50
Total assets (3) 162,990 150,620 145411@ 114,009 101,147
Utility plant — net (3) : 108,342 103,752 93,510@ 80,227 75,774
Current debt : 2,278 19,183 20,430 17,900 13,000
Long-term debt 52,500 52,500 52,500 23,500 23,500
Common shateholders' equity 41,463 30,883 29,329 27,510 25,866

Notes to the Selected Financial Data:

(1) 2002 and 1999 inclnde gains after income taxes from the sale of non-utility real property of §70, or
$0.02 per share (2002), and $83, or $0.02 per share (1999).

2 The acquisitions in late 2001 added approximately $10,700 to Total assets and §3,975 to Utility
plant — net. Revenue recorded in 2001 from the acquisitions was approximately $326.

(3) The Total assets and Utility plant - net for prior periods has been restated to conform to SFAS No.
143, "Accounting for Asset Retirement Obligations." (for additional information see "Impact of
Recent Accounting Standards” in the Notes to Consolidated Financial Statements).

On December 3, 2002, FPU entered into an agreement to sell the assets of its water utility system to
the City of Fernandina Beach. The transaction closed on March 27, 2003 (for additional information
see "Discontinued Operations" in the Notes to Consolidated Financial Staternents) Revenues, Gross
profit and Utility plant-net do not include discontinued operations

Item 7.Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjundion with the Notes to Consolidated Financial Statements
contained hetein. In the following discussion, all comparisons are with the corresponding items in the prior yeat.

Forward-Looking Statements

This report and the documents incorporated by referenced herein contain "forward-looking" statements within the
meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of
1934, as amended. "Forward-looking" statements are any statements that are not based on historical information.
Statements other than statements of historical facts included in this report, including, without limitation, statements
regarding FPU’s future financial position, business strategy, budgets, projected costs and plans and objectives of
management for future operations, are “forward-looking™ statements. Forward-looking statements generally can be
identified by the use of forward-looking terminology such as “may," “will,” “expect,” “anticipate,” “intend,” “plan,”

“believe,” “seck,” “estimate” or “continue” or the negative of such words ot variations of such words and similar
expressions. These statements are not guarantees of future performance and involve certain risks, uncertainties and
assumptions, which are difficult to predict. Therefore, actual outcomes and results may differ materially from what is
expressed or forecasted in such forward-looking statements and FPU can give no assurance that such forward-looking
statements will prove to be correct. Important factors that could cause actual results to differ materially from those
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expressed or implied by the forward-looking statements, or “cautionary statements,” include, but are not limited to,
weather conditions, changes in laws or regulations, changes in the market environment, restrictions on FPU's ability to
raise capital on favorable terms, any direct or indirect effects of terrorist threats and activities, FPU's successfully
petitioning for and receiving rate increases, FPU's ability to identify attractive acquisition opportunities at favorable prices
and to successfully and timely complete and integrate them.

Overview

FPU is organized into two regulated business segments, natural gas and electric, and one non-regulated business
segment, propane gas. :

FPU’s two regulated business segments are regulated by the Florida Public Setvice Commission ("FPSC"). As part of
this regulation, the FPSC set the rates FPU is permitted to charge to its customers. The rates approved by the FPSC
allow FPU a specified rate of return on its regulated investment and to pass through to its customers changes in the
costs of its gas and electricity and, in some cases, certain of FPU’s overhead costs. The FPSC previously viewed FPU
as operating three distinct regulated entities: (i) Northwest Florida electric, (if) Northeast Florida electric and (li)
natural gas, which includes Palm Beach County and the Sanford and Deland area in Central Florida. Accordingly,
the FPSC formerly required that FPU file three separafe rate cases with the FPSC in otder to recover through rate
relief the effects of inflation and construction expenditures for all such entities.

On August 14, 2003, FPU filed for electric rate increases and petitioned to consolidate the two electric entities into
one. The request included recovery for recent increases to certain operating expenses, including pension and
insurance expenses, of approxjmately $4.0 million. FPU went before the FPSC on Febtuary 18, 2004, at which time
the FPSC granted the petition to consolidate the rate cases on a going forward basis and granted a $1.8 million
increase in revenue. The effective date for the increase was March 17, 2004.

FPU is planning to file a request for natural gas rate relief with the FPSC in the summer of 2004. FPU will include in
the filing recovery of §9.0 million for environmental liabilities (included on the balance sheet in other assets, other
regulatory assets — environmental), along with recovery of certain expense increases. In addition, FPU has requested
approval from the FPSC for inclusion in the rate base of the goodwill and intangible assets associated with its
acquisition of Atlantic Utilities. The FPSC has not ruled on the appropriate treatment of the goodwill and intangible
assets and has requested that FPU re-address this issue in the filing for natural gas rate relief in 2004.

Prior to these rate increases, FPU last received rate increases for the Northwest Florida electric division in Februaty
1994, for the Northeast Florida electric division in November 1989 and for the natural gas segment in May 1995.

On March 27, 2003, FPU sold certain assets comprising its former water utility system to the City of Fernandina Beach
("City™). The City paid FPU $19.2 million in cash at closing and agreed to pay future consideration of approximately $7.4
million to be paid in annual installments until February 15, 2010. The net proceeds from the sale received at closing were
used to pay down short-term bank debt. FPU recognized and recorded the present value of the long-term receivable of
$5.7 million, using a discount rate of 4.34%. The long-term receivable has been subsequently increased to recognize
interest income of approximately $190,000. The fair value of the consideration is approximately $25.0 million. The gain
on the disposal of discontinued operations, including the income from discontinued operations for the first quarter of
2003;" was $15.8 million, or $9.9 million after tax, and has subsequeritly been adjusted to $15.9 million, or §9.9 million after
tax, due to adjustments to sales related expenses that were previously estimated. The assets of the water segment amount
to approximately $10.2 million, or less than 10% of FPU’s assets including water. For the year ended December 31, 2002,

the water segment’s operamng income before income taxes was approximately 12% of total operatmg income before
income taxes. :

FPU’s strategy is to concentrate on developing stronger relationships with its. customers, including builders and
dcvelopers FPU is posmonmg itself as a total energy company, not just a suppher of electricity or gas. Included in the
strategy is a plan to increase the rate of future growth by concentrating on increasing customets and tetritory coverage
using improved marketing programs, along with acquiring small energy related companies, particulatly propane gas
companies. In 2001, two acquisitions added approximately 7,300 customers. During 2002, FPU made another acquisition
comprising less than 10% of its assets, which added approximately 1,200 customers. The cost of each of these
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acquisitions was less than 10% of FPU’s assets and they provide less thdn 10% of FPU’s revenues and operating income
excluding income taxes.

Pension expenses are projected to continue increasing into 2004 and 2005. Current actuarial estimates show pension
expense increasing by approxnnately $487,000 in 2004 over 2003. FPU allocates its pension and other overhead
expenses across its three operating segments. The 2004 expenses relating to natural gas and electricity should be
recovered in the rate proceedings with the FPSC, although further increases in 2005 and thereafter would require
future rate increase requests to be filed with the FPSC. Recovery of the expense allocated to the propane gas segment
will depend on current market conditions in the propane industty. Provided the increases expenenced are industry-
wide, FPU anticipates the ability to increase rates to recover the expenses while remaining competitive.

Recent industry events along with the threat of terrorism and continued increases in medical costs have resulted in
increased insurance expenses. In 2003, medical insurance costs increased approximately $256,000. Liability insurance,
including workers’ compensation, increased approximately $451,000. These costs are expected to remain at this level
in 2004 and will most likely increase in 2005. FPU made revisions to its medical plan and is seeking rate relief in both
the natural gas and electric segments to recover a majority of the effect of the plan on operating income. Future
insurance increases may require additional rate increase requests to be filed with the FPSC.

RESULTS OF OPERATIONS
Discussion of Operating Results:

Please note that water has been excluded from operating results and is classified as discontinued operations. See
"Discontinued Operations" in the Notes to Consolidated Financial Statements for additional information.

Gross Profit

Gross profit is defined as gross operating revenues less fuel costs, conservation and unbundling costs, and taxes based
on revenues that are passed through to customers. FPU believes that gross profit provides a more meaningful basis
for evaluating utility operations than gross operating revenues because fuel, conservation and unbundling costs along
with taxes passed through to customers have no effect on results of operations and fluctuations in such costs distort

the relationship of gross operating revennes between petiods. Gross profit is the net revenue retained by FPU for
operating purposes.

Gross Profits

(dollars in thousands) Year Ended December 31

2003 2002 2001
Natural gas $21,147 $19,058 $15,854
Electric’ 11,532 11,279 10,980
Propane gas 5,054 © 4,592 3,106

. Contributing to variations in gross profit are the effects of seasonal weather conditions, the timing of rate increases,
acquisitions and the migration of winter residents and tourists to Florida duting the winter season.

Natnral Gas

Natural gas gross profit increased $2.1 million, or 11%, in 2003. Gross profit increased primatily due to 2 non-
recurting eatly termination fee of $1.5 million received from Lake Worth Generation LILC for the cancellation of a
contract in late March 2003. FPU negotiated a new contract with the City of Lake Worth which resulted in a
reduction of annual revenue by $231,000 compared to the previous contract. Approximately $300,000 of the increase
in gross profit was attbutable to an increase in residential and commercial customer sales. Overall, average
customers increased in 2003 by 3% due to normal growth, although this was offset by a decrease in usage per
customer, most likely due to milder weather and a higher costs of gas. Revenue associated with FPU’s area expansion

program added $87,000, relating to carrying charges for construction charges that are due from customers. Late fee
revenue increased by $120,000.
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Natural gas gross profit increased $3.2 million, or 20%, in 2002, primarily due to FPU’s acquisition of a natural gas
company and a pipeline contract with a Lake Worth generation facility that added over $1.1 million of gross profit. .
Transportation sales increased $800,000 in 2002, primarily due to a new ‘unbundling’ program that allows
commetcial customers to purchase their own natural gas. As a result, FPU added 184 new transportation customers,
an increase of over 200%. However, these increases were primarily attributable to commercial customers transferring
to transportation service, and were offset by fewer commercial customers and lower sales. Revenue also increased by
over $500,000 due to late payment fees and charges for reconnecting services. Overall, average customers increased
12% and units sold increased 3%, both due to the acquismons and normal growth. The increases in units sold from
normal growth and acquisitions were offset by decreases in units sold per customer.

Electric

Electric gross profit increased $253,000, or 2%, in 2003, ptimarily due to an increase in late fees of $226,000. Gross
profits improved despite a decrease in revenues of $1.4 million, or 3%, in 2003. The decrease in revenues was due to a
decrease in the costs of fuel, which are typically passed on to customers. Customer growth was up 2% due to normal
growth. This growth was offset by a 4% decline in usage per customer most likely due to milder weather.

Electric gross profit increased $299,000 in 2002. This was attributed to average customer growth of 2% along with a
5% increase in units sold (excluding General Service Large Demand (GSLD) customers). GSLD customers are
commercial or industrial customers who pay on both usage and demand due to the higher setvice requirements.
Higher units sold per customer along with the growth in customers contributed to a 5% increase in sales in 2002.
_This increase was offset by a $30,000 reduction in gross profit due a recording of potential over earnings in 2002.

The 2002 earmngs were subject to review by the FPSC, and in 2003, the FPSC granted FPU perrmssmn to use the
over eatnings to increase its storm damage reserves.

Propane Gas

Propane gas gross profit increased $462,000, or 10%, in 2003 primarily due to the acquisition of a propane gas
company in late 2002 and the construction and sale of two storage tanks at a Lake Worth high school, which
attributed to $106,000 of the increase. An increase in late fees and the assessment of regulatory compliance fees
beginning in the first quarter of 2003 for propane gas customers also contributed to the inctease. These increases
were offset by refinement of an estimate for propane gas inventory held at customer premises in the third quarter. In
addition, the gross profit per unit sold decreased as FPU elected to reduce the profit margin for some customers in an
effort to remain competitive. The number of customers increased by 8% primarily due to the acqmsmon and usage
per customer increased.

Propane gas gross profit increased in 2002 by $1.5 million, or 48%, primarily due to two acquisitions. Average
customers increased by 36% and units sold increased 57%. Revenues increased due to colder weather in December
2002.

Operating Expenses (excluding income taxes)

Operating expenses, which include ‘Operations’ and “T'axes other than income taxes’, exclude fuel costs, conservation
and unbundling costs, and taxes based on revenues that arc passed through to customers. These expenses have no
effect on results of operations as they are passed on through revenue and fluctuations in such costs distort the
relationship of operating expenses between periods. These costs ate grouped on a separate line of the income
statement as ‘Cost of fuel and taxes based on revenues’.

Operating Expenses (excluding income taxes)

(dollars in thousands) Year Ended December 31

2003 2002 2001
Natural gas $15,957 § 14,767 $ 12,559
Flectric 9,283 8,299 8,087

Propane gas 4,800 4,094 2,675
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Natural Gas

Natural gas operating expenses, excluding income taxes, increased $1.2 million, or 8%, in 2003. Administrative expenses
increased $668,000 and are discussed separately in the administrative expenses section. Other operating expense increased
$337,000, partially due to.an increase in underground natural gas line location expense of $175,000 that was caused by an
increase in the quantity of natural gas line locations performed due to construction related projects. Other contributing
factors to the increase include higher depreciation expense of $278,000 and an increase of $206,000 in maintenance
expenses in the first quarter related to an abandoned construction project for a main insertion failure at Royal Park Bridge
in South Florida. These increases were offset by the collection of an expected bad debt of $172,000 related to the contract
with Lake Worth Generation in the first quarter of 2003. '

Natural gas operating expenses, excluding income taxes, increased $2.2 million, or 18%, in 2002. Administrative expenses
increased $713,000 and are discussed separately in the administrative expenses section. The increase in 2002 was also
caused by an increase in customer administration expenses due to higher bad debt expense and payroll. FPU increased
collection efforts to reduce bad debt expense by focusing on collections and the adequacy of deposits. Distribution
expenses also increased because of more line locations and an‘increase in the cost per location by the contractor. Other
factors contributing to the increase for 2002 are increased depreciation expense of $333,000 and increased taxes other than

income taxes (mainly consisting of payroll and property taxes) of $151,000, both primarily attributable to an asset
acquisition in 2001.

Electric

Electric operating expenses, excluding income taxes, increased $984,000, or 12%, in 2003. Administrative costs,
discussed below in more detail, increased $376,000. Customer Accounts expense increased $141,000, due mostly to
uncollectible accounts of $39,000 and temporaty staffing of $37,000. Depreciation and maintenance expenses
increased $229,000 and $79,000, respectively, due to increases in plant assets.

Electric operating expenses, excluding income taxes, increased $212,000, or 3%, in 2002. Administrative costs,
discussed below in more detail, increased $393,000. Maintenance expenses decreased $272,000, primarily due to
additional expense for substation work, transmission line access work and overhead line balancing in the prior year.

Propane Gas

Propane gas operating expenses, excluding income taxes, increased $706,000, or 17%, in 2003. Administrative
expenses, discussed below, increased $321,000, and other operating expenses increased $275,000 primarily due to the
acquisition of a company in late 2002. Depreciation expense also increased $71,000 due to increases in plant assets.

Propane gas operating expenses, excluding income taxes, increased $1.4 million, or 53%, in 2002. Administrative
expenses, discussed below, increased $213,000, payroll for operating and maintenance expenses increased $805,000
and depreciation expense increased §114,000. The increases in payroll for operating and maintenance expenses and
depreciation expense were caused primarily by acquisitions of propane gas companies in 2001 and 2002.

Administrative Excpenses

Administrative expenses increased $1.4 million, or 25%, in 2003. This increase was ptimarily caused by an increase in
insurance expense of $451,000 caused by higher medical costs and increased premiums for worker’s compensation
and general liability. The increase in premiums resulted from increased payroll and higher insurance rates. Pension
expense increased $586,000 primarily as a result of the overall impact from the stock market decreases in 2001 and
2002. Additionally, other outside services incteased approximately $191,000 mostly due to Sarbanes-Oxley
compliance, which required increased accounting related services, including internal auditing services to evaluate and

improve FPU’s procedures and internal controls. FPU also began utilizing additional outside tax related services in
2003. ‘ ‘

Administrative expenses for 2002 increased $1.3 million, or 31%. Increased claims for general liability and medical
self-insurance resulted in increased expenses of $248,000 and $273,000, respectively. Workers’ compensation expense
also increased $207,000 as a result of increased payroll and slightly higher rates. Pension expense increased $83,000
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primarily as a result of the overall decline in the stock market. Insurance premiums also increased $105,000, primarily
in the latter part of 2002, contributing to the overall administrative expense increase. In addition, cutside services
increased as a result of a new internal audit program to help FPU meet the requirements of the Sarbanes-Oxley. Act..
This new program increased expenses for the year by $46,000. Other increases in outside services relating to
accounting fees accounted for an additional increase of $39,000. Miscellaneous administrative expenses increased as a
direct result of expensing $118,000 of costs associated with a stock offering that was not consummated.

Interest Charges and Other

Interest Charges

Interest charges consist of interest on bonds, short-term borrowings and customer deposits. In 2003, total interest charges
decreased $25,000. Interest on short-term borrowings decreased $249,000, as a result of the decrease in notes payable,
offset by a dectrease in interest on the allowance for funds used during construction of $180,000 as a result of completing a
generation pipeline in 2002.

Interest on long-term debt in 2002 increased $1.3 million due to two additional bonds issued in September and
November of 2001 totaling $29.0 million. The bonds were primarily used to finance acquisitions, fund a major Lake
Worth Generation pipeline project and to reduce FPU’s short-term debt. The offsetting decrease in short-term debt
interest chatges was $502,000.

Other

Other consists of income and expense from FPU’s merchandise and setvices, gains or losses on disposal of property
and other miscellaneous income or deductions. FPU’s merchandise and setvices activities include the sale of
merchandise, installation and other contract wotk. Merchandise and service profitability decreased approximately
$114,000 in 2003 due to changes in marketing personnel that resulted in decreased focus on merchandise sales and
product knowledge. Other income decreased approximately $196,000, $112,000 of which was due to an adjustment-
required by the FPSC reclassifying interest income to the liability resetve. In 2002, FPU sold non-utility property for a
gain of $112,000, further reducing the amount of expense in 2002 compared to 2003.

Merchandise and setvice revenue and expenses both increased in 2002, primarily due to the gas division’s
conservation program that offers rebates to customers for gas marchanchse purchases. Profitability has decreased due

to increased costs of installing piping and servicing of appliances. The South Florida metchandise revenue remained
relatively flat due to the effects of road construction outside of the sales facility.

As discussed previously, FPU sold substantially all of the assets of its water division to the City of Fernandina Beach
on Match 27, 2003. The sale was made pursuant to a "threat of condemnation” during the fourth quarter of 2002.
FPU has elected (for tax purposes) to defer the gain on the sale of the assets pursuant to Code Section 1033 of the
Internal Revenue Code of 1986 (IRC). Section 1033 allows nonrecognition of gain if property is disposed as a result
of threat of condemnation and property that is similar or related in service or use is purchased to replace the property
disposed. ‘To qualify, the replacement property must be purchased within the replacement period which begins on
the eatlier of date of disposition (March 27, 2003) or date of threat of condemnation (December 31, 2002) and ending
two vears after the close of the year of sale (December 31, 2005). For real property, the replacement petiod is
extended to three years (December 31, 2006). FPU intends to purchase property that is similar or related in service ot
use within the replacement period. In the first, second and third quarter, the related defetred tax liability was
included in current taxes. As of year end, it is included in deferred taxes payable.

LIQUIDITY AND CAPITAL RESOURCES

Portions of FPU's business are seasonal, and accordingly, short-term debt is used to meet working capital
requirements primarily during periods of lower sales. FPU also borrows under lines of credit to finance portions of
its capital expenditures and acquisitions, pending refinancing at a later date through the issuance of equity or long-
term debt, depending upon prevailing market conditions.
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On March 27, 2003, FPU received $19.2 million in cash, along with future consideration valued at $5.7 million
discounted to present value for the sale of its water division (for additional information see "Discontinued
Operations" in the Notes to Consolidated Financial Statements).

In April 2003, FPU retired an expiring $20.0 million line of credit. The line of credit had a $16.1 million outstanding
balance on March 27, 2003, that was repaid using proceeds from the sale of the water division.

On April 1, 2003, FPU obtained a new $12.0 million, thirty-nine month line of credit ("LOC") that matures on June
30, 2006. As of December 31, 2003, the outstanding balance on the LOC is $2.3 million. FPU reserves $1.0 million
of the LOC to cover expenses for any major storm repairs in its Northwest Florida division. An additional $250,000
of the LOC is resetrved for a ‘letter of credit’ insuring propane facilities. The lower credit line and change of banks
resulted from a more restrictive banking envifonment in 2003, as compared to 2000 when the expiting credit line was
established. Due to the cutrent business environment, FPU will not be as leveraged in 2003 as it was in the prior three
years. Notes payable, long-term debt and preferred stock on December 31, 2003 comprised 57% of total
capitalization, with common stock equity of 43%, whereas such securities comprised 70% of total capitalization with
30% of common stock equlty as of December 31, 2002. The stronger eqmty ratio was a result of the sale of the water
assets for a $9.9 million gain, net of income taxes.

Construction expenditures are budgeted at approximately $15.0 million in 2004, which will include system upgrades
to electric facilities. In 2003, $9.7 million was spent on construction that related mostly to system expansions and
replacements. The amount was lower than the $14.1 million spent in 2002 ptimarily due to a $1.5 million contribution
reccived in 2003 due to the early termination of a contract with Lake Worth Generation, LLC which, for accounting
purposes, was treated as a reduction in construction expenditures, and approximately $2.0 million of additional
construction in 2002 relating to the Lake Worth generation project. In 2001, $13.4 million of capital expenditures
included $3.1 million to begin construction of the gas line to the generation facthty FPU currently has no material
commitments for construction expenditures.

Additional financing of approximately $12.0 million will be needed to finance projected construction in 2004,
Without additional financing, the system upgrades would be deferred. Based on FPU’s current financing structure and
business environment, it is likely the additional financing will be provided by the issuance of equity in 2004. This
disclosure does not constitute an offer of any securities of FPU for sale. FPU anticipates capital expenditure

requirements for 2005 of $11.8 million. The equity issuance expected in 2004, along with the capital resulﬁng from
normal operations, will be sufficient to fund these expenditures.

Net cash flow provided by continuing operating activities decreased slightly from 2002. Fluctuations in the
discontinued operations income, deferred income taxes, and accounts payable were mostly related to the sale of the
water division. In 2002, FPU had funds classified as restricted proceeds from the private activity bond acquired in

late 2001. As construction progressed, the balance of these restticted proceeds decreased and was fully unrestricted
in 2003.

On July 1, 2002, FPU affected a four-for-three stock split to the record holders of June 14, 2002 in the form of a
stock dividend. All information related to the Common Stock has been restated to reflect the stock split.

Long term debt has sinking fund payments that begin in 2008. Lines of credit are generally for three years and are
renewed at that time.

Discontinued Operations

Water Service : ,

On March 27, 2003, FPU sold certain assets comprising its former water utility system to the City of Fernandina
Beach ("City"). The City paid FPU $19.2 million in cash at closing and agreed to pay future consideration of
approximately §7.4 million to be paid in installments summarized below until February 15, 2010. The net proceeds
from the sale received at closing were used to repay the outstanding balances of notes payable to a bank. FPU
recognized and recorded the present value of the long-term receivable of $5.7 million, using a discount rate of 4.34%.
The long-term receivable has been subsequently increased to recognize interest income of $190,000. The fair value of
the consideration is approximately $25.0 million. The gain on the disposal of discontinued operations, including the
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income from discontinued operations for the first quarter of 2003, was $15.8 million, or $9.9 million after tax, and has
subsequently been adjusted to $15.9 million, or §9.9 million after tax, due to adjustments to sales related expenses
that were previously estimated. The assets of the water segment amount to approximately $10.2 million, or less than
10% of FPU’s assets including water.

The accompanying consolidated financial statements have been restated for all periods presented for the discontinued
operations of the water division. FPU did not cease recording depreciation expense due to regulatory requirements
and continued to record depreciation through the sale date of March 27, 2003. The total net plant amounted to
approximately $9.7 million, and the net assets less liabilities amounted to approximately $8.9 million at the date of
sale. The assets and liabilities of the water division have been included in current assets and current liabilities as of
December 31, 2002, as assets and liabilities held for sale.

Estimated Annual Future Value of Consideration due from the City for years followmg December 31,
2003 are as follows (dollars in thousands):

Present
Estimated Value of
Timing of Long Term
Pavments

Receivable 1

ﬁ"&ai § 7366 S

Results of discontinued operations were as follows:

Year Ended
Results of Water Division December 31,
(dollass in thousands) 2003 2002

Income from d‘LSCOIIUnUCd Operations
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The major balance sheet classes included in assets and liabilities of discontinued operations in the Consolidated
Balance Sheets, as of December 31, 2002, are as follows:

Major Balance Sheet Classes - Water Division December 31,
(dollars in thousands): ' 2002
| Assets

ez s <

Total

§ 1272

Acquisitions A

In October 2001, FPU acquired Z-Gas Company, Inc., a propane gas service distribution company, in a stock for
stock transaction valued at approximately $600,000. The acquisition added about 1,000 customets to the propane gas
operation in the Northeast Florida division.

In December 2001, FPU acquired certain net assets of Atlantic Utilities, the Florida operation of Southern Union
Company in a cash transaction valued at approximately $10.0 million. Atlantic Utilities served about 4,400 natural gas
customers in New Smyrna Beach and about 1,900 propane gas customers in Central and South Florida.

The excess of the consideration paid over the estimated fair value, or the depreciated original cost for regulated -
entities, of net assets including intangibles acquired in both the Atlantic Utilities and Z-Gas acquisitions, was
approximately $3.1 million. This was recorded as goodwill and in accordance with Statement of Financial Accounting
Standards (SFAS) No. 142, is not being amortized. The natural gas portion of this amount is approximately $1.5
million. : '

Fair Market Value of Assets Acquired and Liabilities Assumed in 2001
(dollars in thousands)

ATLANTIC Z-GAS
Utility plant
Natural gas $ 4,802 $
Propane gas 1,246 333
Accumulated depreciation and amortization (2,195)
Net utility plant 3,853 333
Curtent Assets
Cash 14
Accounts receivable 99 23
Inventories 212 17
Total current assets 311 54
Goodwill-Natural gas 1,514
Goodwill-Propane gas 1,412 199
Intangibles-Natural gas 1,900
Intangibles-Propane gas 930 5
Deferred charges 348
Total other assets 6.104 204

Current Liabilities
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Interest accrued (12) -
Other accruals and payables (279 (12)

Customer deposits (260) -
Total cutrent liabilities (551) (12)
Total acquisition cost $ 9,717 $ 579

The following unaudited pro forma information combines the consolidated results of operations of FPU with those
of Z-Gas and Atlantic Utilities as if these acquisitions had occurred at the beginning of 2001. The pro forma results
are not necessatily an indication of the results that would have been achieved had the transactions been consummated
as of the date indicated, or of the results that may be achieved in the future. The 2001 information includes actual
amounts for November and December information for the results of Z-Gas and December 15-31 information for the
results of Atlantic Utilities. The income statement for 2002 includes all the effects from these two acquisitions and -
no pro forma adjustments are necessary.

Pro Forma Results
(dollars in thousands except for per share data)
' Years ended

December 31,
2001
Revenues $ 95,096
Cost of fuel and taxes based on revenues 62,560
Gross Profit 32,536
Operating Income from continuing operations 6,507
Income from continuing opetations 3,204
Earnings for Common Stock from continuing opetations, 3,175
Average Shares Outstanding 3,837,251
Earnings per Common Share from continuing operations $ .82

In November 2002, FPU acquired Nature Coast Utilities, a propane gas setvice distribution company, in a cash for

stock transaction valued at approximately $740,000. The acquisition added about 1,200 customers to FPU’s Nature
Coast division located in West Central Florida. :

‘The excess of the consideration paid over the fair value of assets acquired and liabilities assumed associated with this
acquisition resulted in goodwill of approximately $223,000 and in accordance with SFAS No. 142, it is not being
amortized. In 2003, subsequent acquisition adjustments have increased the goodwill to $240,000. There are no other
intangible assets identified with this acquisition.

For additional information concerning these acquisitions, see "Acquisitions” in Notes to Consolidated Financial
Statements.

: ‘_qu,dwill and Intangible Assets

Effective January 1, 2002, FPU adopted SFAS No. 142, "Goodwill and Other Intangible Assets." Under this
statement, the amortization of goodwill is no longer permitted and intangible assets with an indefinite life will not be
amortized. The standard requires goodwill to be perlodmally tested for i nnpalrmcnt and written down to fair value if
considered 1rnpa1red The reporting segments subject to lmpalrment testing are propane gas and natural gas.

Intangible assets associated with FPU’s acquisitions have been 1dentiﬁf:d and are shown as separate line items on the
balance sheet, Balances as of December 31, 2001 have been reclassified to conform to this presentation. The
intangibles subject to amottization over a five-year period ate non-compete agreements totaling $35,000. The related
amortization of $14,162 is included in the net intangible on the balance sheet. The remaining intangibles identified
ate customer distribution rights of $1.9 million and customer relationships of $900,000, both of which have indefinite
lives and ate not subject to amortization.
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All goodwill relates to the natural and propane gas acquisitions and accordingly, there is no amortization of goodwill
reported in the accompanying consolidated financial statements. Goodwill is $1.5 million in the natural gas segment
and $1.9 million in the propane gas segment. The initial test for goodwill impairment was petformed for the reporting
segments as of January 1, 2002 and the test results showed no impairment for either operating segment. A
subsequent impairment test was petformed as of January 1, 2003 and showed no impairment for either reporting
segment. -

Off-Balance Sheet Arrangements

FPU does not use off-balance sheet financing, have minority interests in businesses, engage in energy trading

activities, or make loans or guarantee loans to executives or directors. All debt of FPU is reflected on the balance
sheet.

Bond Related Issues

FPU's 1942 Indenture of Mortgage and Deed of Trust, which is a mortgage on all real and personal property, permits
the issuance of additional bonds based upon a calculation of unencumbered net real and personal property. At
December 31, 2003, such calculation would permit the issuance of approximately $27.0 million of additional bonds.

FPU issued its First Mortgage Bond 6.85% Series due 2031 on September 27, 2001, in the aggtegate principal amount
of $15.0 million as security for the 6.85% Secured Insured Quartetly Notes, due October 1, 2031 (IQ Notes).
Interest on the pledged bond accrues at the rate of 6.85% per annum payable quarterly in arrears on January 1, April
1, July 1 and October 1 of each year, and payable initially on January 1, 2002. The pledged bond constitutes the
Fourteenth Series of FPU's First Mortgage Bonds.

FPU issued $14.0 million of Palm Beach County municipal bonds (Industrial Development Revenue Bonds) on
November 14, 2001 to finance development in the area. The bond proceeds were restricted and held in trust until
FPU incurred construction expenditures in the county. Funds were drawn after each month’s construction
expenditures. On December 31, 2002, the restricted funds were fully utilized for construction financing and no
balance remained.

FPU had approval from the FPSC to issue and sell and/or exchange an additional $67.0 million in any combination
of long-term debt, short-term notes and equity securities and/or to assume liabilities or obligations as guarantor,
endorser or surety, during 2003. FPU received this approval on November 25, 2002. FPU has current approval from
the FPSC to issue and sell and/or exchange an additional amount of $30.0 million in any combination of long-term
debt, short-term notes and equity securities and/or to assume liabilities or obligations as guarantor, endorser of -
surety, during calendar year 2004. FPU received this approval on November 12, 2003.

Contractual Obligations
Payments due by period (dollats in thousands):

Less than More than
Total 1 year 1-3 years 3-5 years -5 yeats

Tong-Term Debt $52500 % = $ = $ = $ 52,500
Operating Lease Obligations 96 48 43 5 -
Gas Purchase Obligations 55,527 . 18,789 14,779 - 9,840 12,119
Electric Purchase Obligations 33 7 13 13 -
Other Purchase Obligations - - 356 190 162 4

Total $108,512  § 19,034 $ 14,997 $ 9,862 $ 64,619

Impact of Recent Accounting Standards

Financial Accounting Standard No. 143

In August 2001, the FASB issued SFAS No. 143, "Accounting for Asset Retirement Obligations." The statement
requires that the fair value of an assect retirement obligation be recognized at the time those obligations are incurred.
Upon initial recognition of a legal liability, costs are capitalized as patt of the related long-lived asset and allocated to
expense over the useful life of the asset. SFAS No. 143 also requires that components of previously recorded
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depreciation related to the cost of removal of assets upon retirement, whether legal asset retirement obligations or not,
be removed from a company’s accumulated depreciation reserve. SFAS No. 143 is effective for fiscal years beginning
after June 15, 2002. FPU adopted the provisions of the Statement as of January 1, 2003, as prescribed by the FPSC..
Under FPSC guidelines, the estimated cost of removal expenses for normal retirements related to regulated fixed assets
wete reserved through the depreciation expense and accumulated reserves. This was disclosed in a footnote until
December 31, 2003, when FPU also reclassified the estimated cost of removal from accumulated depreciation to a
regulatory hablllty for the obligation. The estimated value of the reserve that has been accumulated for future cost of
removal as of December 31, 2003 and 2002 was approximately $6.1 million and $5.8 million, respectively. All prior
period amounts have been restated to conform to the current year presentation.

Financial Accounting Standard No. 149

In April 2003, the FASB issued SFAS No. 149, "Amendment of Statement 133 on Detivative Instruments and
Hedging Activities." This statement clarifies the circumstances under which a contract with an initial net investment
becomes a derivative, and clarifies when a derivative contains a financing component. As FPU has designated all
materia] contracts meeting the definition of possible derivative instruments as "normal purchases and sales" under
SFAS No. 133, "Accounting for Dertvatives", this statement had no impact on the current financial statements issued
by FPU but could impact future financial statements.

Financial Accounting Standard No. 150

In May 2003, the FASB issued SFAS No. 150, "Accounting for Certain Financial Instruments with Characteristics of
both Liabilities and Equity." It is effective for financial instruments entered into or modified after May 31, 2003, and
otherwise is effective at the beginning of the first interim period beginning after June 15, 2003. This statement
establishes standards for how an issuer classifies and measures certain financial instruments with characteristics of
both liabilities and equity. It requires that an issuer classify a financial instrument that is within its scope as a liability
(or an asset in some circumstances). Many of those instruments were previously classified as equity. SFAS No. 150

had no impact on current financial instruments issued by FPU, but could impact future financial instruments issued
by FPU.

OTHER

Critical Accounting Policies and Estimates _
Rate Regulated Basis of Accounting - FPU prepares its financial statements in accordance with the provisions of
SEAS No. 71 - "Accounting for the Effects of Certain Types of Regulation" (SFAS No. 71) and it is FPU’s most
critical accounting policy. In general, SFAS No. 71 recognizes that accounting for rate-regulated enterprises should
reflect the relationship of costs and revenues introduced by rate regulation. As a result, a regulated utility may defer
recognition of a cost (a regulatory asset) or recognize an obligation (a regulatory liability) if it is probable that, through
the rate making process, there will be a corresponding increase or decrease in revenues. SFAS No. 71 does not apply
to the unregulated propane gas operations. ’

Use of Estimates - Inherent in the accounting process is the use of estimates when prepating financial statements in
accordance with accounting principles generally accepted in the United States of America. Actual results could differ
from these estimates. FPU uses estimates in the preparation of its financial statements including the accrual for
peﬁé_ions, environmental liabilities, and uninsured liability claims. An actuary calculates the estimated pension liability
in‘accordance with FASB 87. Environmental liabilities are subject to certain unknown future events. FPU is self-
insured for the first $250,000 of each general and auto lability claim and therefore accrues for estimated losses
‘occurring from both asserted and unasserted claims. The estimate for unasserted claims atising from unreported
incidents is based on an analysis of historical claims data and judgment. FPU became fully insured for medical in
December 2003 and will no longer require accrual of estimated claims. Management believes that the accruals for
potential liabilities are adequate. - :

Revenue Rééogniu'on — FPU bills utility customers on a monthly cycle basis; however, the billing cycle periods for
most customers do not coincide with the accounting periods used for financial reporting. FPU accrues estimated

revenue for gas and electric customers not yet billed during the accounting period. Determination of unbilled revenue
relies on the use of estimates, fuel purchases, and historical data.
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Effects of Inflation - FPU's tariffs associated with its utility operating divisions provide for fuel clauses through
which rates charged to customers are adjusted for changes in the cost of fuel on a reasonably current basis. Increases
in other utility costs and expenses not otherwise offset by increases in revenues or reductions in other expenses _could
have an adverse effect on earnings due to the time lag associated with obtaining regulatory approval to recover such
increased costs and expenses, the uncertainty of whether regulatory commissions will allow full recovery of such
increased costs and expenses, and any effect on unregulated propane gas operations.

Environmental Matters - FPU currently uses or used in the past, in connection with its operations, several
contamination sites with respect to which there is now pending or threatened environmental litigation and is in the
process of investigating and assessing that litigation; see "Contingencies" in the Notes to Consolidated Financial
Statements. FPU intends to vigorously defend its rights in this litigation. FPU has insurance to cover a pottion of
any losses or expenses incurred as a result of this litigation and plans to apply to the FPSC for rate relief on any
uninsured losses or expenses. FPU believes that the aggregate of all future contamination assessment and remedial

costs, legal fees and other related expenses will not exceed the combined sum of any insutance proceeds received and
any rate relief granted.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

All financial instruments held by FPU were entered into for purposes other than for trading. FPU has market risk
exposure only from the potential loss in fair value resulting from changes in interest rates. FPU has no material
exposure relating to commodity prices because FPU, under its regulatory jurisdictions, is fully compensated for the
actual costs of commodities (natural gas and electricity) used in its operations. Any commodity ptice increases for
propane gas are normally passed through monthly to propane gas customers as the fuel charge portion of their rate.
This can be performed due to the competition having similar increases that are customanly passed through to their
customers.

None of FPU’s gas or electric contracts are accounted for using the fair value method of accounting. While some of
FPU’s contracts meet the definition of a derivative, FPU has designated these contracts as "normal purchascs and
sales" under SFAS No. 133, "Accounting for Detivatives".

FPU’s long term receivable (non-interest beadng) from the sale of the water operations was discounted at 4.34%. A

hypothetical 0.5% (50 basis points) increase in the interest rate used would change the current fair value from $5.9
million to $5.8 million.

FPU has no exposure to equity risk, as it does not hold any equity instruments. FPU’s exposure to interest rate rsk is
limited to investments held for environmental costs and short-term borrowings on the line of credit. These
investments ate fixed income debt securities whose catrying amounts are not materially different than fait value. Such
investments mature through 2004 and are expected to be held to maturity. Therefore, FPU does not believe it has
material market risk exposure related to these instruments. The indentures governing FPU’s two first mortgage bond
series outstanding contain "make-whole" provisions, which are pre-payment penalties that charge for lost interest,
which render refinancing impracticable. In 2003, a hypothetical 0.5% (50 basis points) decrease in the long-term
interest rate on $52.5 million debt would change the fair value from $62.8 million to $66.6 million.

Changes in short-term interest rates could have an effect on income depending on the balance borrowed on the
variable rate line of credit. On December 31, 2003 and 2002, FPU had $2.3 million and $19.2 million in short-term
debt, respectively. A hypothetical 1% increase in interest rates would have resulted in a decrease in annual earnings
by 3514 000 and $120,000 respectively, based on yeat—end borrowings.

Ttem 8. Financial Statements and Supplementary Data

CONSOLIDATED STATEMENTS OF INCOME

(dollars in thousands, except per share data)

Years Ended December 31
2003 2002 001

Revenues

Natural gas $ 53,610 $ 40,140 $ 44,729
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Electric
Propane gas
Total revenues
Cost of fuel and taxes based on revenues

Gross profit (exclusive of items shown below)
Operating Expenses
Operations
Maintenance
Depreciation and amortization
Taxes other than income taxes
Total operating expenses

Operating income excluding income taxes

Interest Charges and Other
Merchandise and service revenue
Merchandise and service expenses
Other income
Other deductions :

Gain from sale of non-utility property

Long-term debt :

Short-term borrowings

Customer deposits and other interest
Total intetest chatges and other

Income from continuning operations excluding income taxes
Income taxes
Income from continuing operations

Discontinued Operations
Income from discontinued operations-watet
Income taxes
Gain on disposal of water division, net of taxes of 5,955
Total income from discontinued operations

Net Income
Preferred Stock Dividends

Earnings for Common Stock

Earnings Per Common Share (basic and diluted):
Continuing Operations

Discontinued Operations
Total
Dividends Declared Per Common Share

Average Shares Outstanding
See Notes to Consolidated Financial Statements
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CONSOLIDATED BALANCE SHEETS

(dollars in thousands)
ASSETS
Utility Plant

Natural gas

39,519 40,930 39,050
9,594 7,391 5,399
102,723 88,461 89.178
64,990 53,532 50,238
37,733 34929 29,940
19,015 17,271 13,894
2,881 2,551 2,745
5,492 5,026 4,525
2,652 2,312 2,157
30,040 27,160 23,321
7,693 7,769 6,619
(2,799) (3,001) 2,571)
2,690 2,778 2,316
(394) (590) (427)
19 18 30
(112) (15)
3,949 3,937 2,606
75 324 826
464 252 159
4,004 3,606 2,924
3,689 4,163 3,695
(1,167) (1,402) (1,239)
2,522 2,761 2,456
149 908 897
(16) (306) (301)
9,768
9,901 602 596
12,423 3,363 3,052
29 29 29
12394 § 3334 $ 3023
.64 $ .70 $ .64
2.53 $ .16 3 16
3.17 $ .86 $ .80
.59 $ .57 $ .55
3,905,814 3,871,019 3,801,740
Decermnber31,
2003 2002
$ $ 76,746
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80,370
Electtic 62,403 59,937
Propane gas 12,371 11,232
Common 5,500 4,992
Total 160,644 152,907
Less accumulated depreciation (1) 52,302 49,155
Net utility plant 108,342 103,752
Cutrrent Assets
Cash 859 3,200
Accounts receivable ) 9,614 9,065
Notes receivable 244
Allowance for uncollectible accounts ’ (180) (304)
Unbilled receivable 1,673 1,470
Inventories (at average ot unit cost) : 2,624 3,108
Prepayments and deferrals 5,518 749
Under recovery of conservation and unbundling 36
Assets held for sale-water division = 10,178
Total current assets 20,352 27,502
Other Assets
“Investments held for environmental costs 3,149 2,815
Other regulatory assets - environmental 9,127
Other long term investments 5,672
Deferred charges 10,161 10,375
Goodwill . 3,366 3,348
Intangible assets (net) _ 2,821 2,828
Total other assets 34,296 19,366
Total $ 162,990 $ 150,620
CAPITALIZATION AND LIABILITIES
Capitalization ,
Common shareholdets’ equity $ 41,463 $ 30,883
Preferred stock ’ 600 600
Long-term debt 52,500 52,500
Total capitalization 94,563 83,983
Curtent Liabilities
Notes payable 2,278 19,183
Accounts payable ' 8,864 7,472
Insurance accrued 2,238 2,364
Interest accrued , : 935 926
Taxes accrued 359 505
Other accruals and payables 3,824 3,218
Over recovery of fuel costs _ : 1,740 . 1,807
Over recovery of conservation and unbundling 71 -
Customer deposits _ 6,134 5,615
Liabilities held for sale-water division - 1,272
Total current liabilities 26,443 42,362
Other Liabilities _
Deferred income taxes 16,065 7,366
Unamortized investment tax credits 574 751
Environmental lability 14,000 5,204
Regulatory lability — cost of removal 6,093 5,797
Regulatory tax liabilities 1,243 1,413
Customer advances for construction 1,749 1,581

Storm damage 2,260 2,163
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Total other liabilities 41,984 24,275

Commitments and Contingencies (see Notes)
Total $ 162,990 $ 150,620

See Notes to Consolidated Financial Statements.

CONSOLIDATED STATEMENTS OF CAPITALIZATION

(dollars in thousands) December 31,
2003 2002
Common Shareholders' Equity
Common stock, $1.50 par value, authorized
6,000,000 shates; issued 4,343,218 shares
in 2003; 4,329,380 shatres in 2002 $ 6,515 $ 6,494
Paid-in capital 8,706 ' 8,472
Retained earnings 30,638 20,529
Treasury stock - at cost (426,825 shares in 2003,
447,791 shares in 2002) (4,396) (4,612)
Total common shareholders' equity 41,463 30,883
Preferred Stock
4 ¥:% Series A, $100 par value, redemption price
$106, authorized and outstanding 6,000 shares 600 600

4 %% Series B Cumulative Preferred, $100 par value,
redemption price §101, authorized 5,000 and none issued - -

$1.12 Convertible Preference, $20 par value, redemption
price $22, authorized 32,500 and none issued =

Total preferred stock 600 600
Long-Term Debt

First mortgage bonds series

9.57 % due 2018 10,000 10,000
10.03 % due 2018 5,500 - 5,500
9.08 % due 2022 8,000 8,000
4.90 % due 2031 14,000 14,000
6.85 % due 2031 15,000 15.000
Total long-term debt 52,500 52,500
- Total Capitalization $ 94563 § 83983

See Notes to Consolidated Financial Statements

CONSOLIDATED STATEMENTS OF COMMON SHAREHOLDERS' EQUITY

(dollars in thousands)
Common Stock
. Treasury
Shares Aggregate Paid-in Retained Treasury Shares
Issued Par Value Capital =~ Earnings Shares Cost
Balances as of December 31, 2000 4,299,563 $ 6,449 $ 8,049 $18,461 529,156 $ (5,449
Net income 3,052
Dividends (2,127)

Stock issuance for acquisition (42,613) 439
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Stock plans 16,404
Balances as of December 31, 2001 4,315,967
Net income

Dividends

Stock plans : _ 13,413
Balances as of December 31, 2002 4,329,380
Net income

Dividends

Stock plans - 13,838
Balances as of December 31, 2003 4,343,218

See notes to Consolidated Financial Statements

25
6,474

20
6,494

21
$ 6,515

CONSOLIDATED STATEMENTS OF CASH FLOWS

(dollars in thousands)

Cash Flows from Operating Activities
Net income
Adjustments to reconcile net income to
net cash from operating activities

Income from discontinued operations, net of tax
Depreciation and amortization

Deferred income taxes

Bad debt expense

Investment tax credits

Other

Gain on sale of non-utlity property

Effects of changes in

Receivables

Unbilled receivable

Inventories and prepayments

Accounts payable and accruals

Over (undet) recovery of fuel costs

Area expansion program deferred costs

Environmental liability

Other

Net cash provided by operating activities
Cafsh F}_lfows from Investing Activities

Cor_x'sr-r'ii;'ction expenditures '

(Payment) reduction for putrchase of Atlantic Utilities Company
Payment for purchase of Z-Gas Company, net of cash acquired

Purchase of Nature Coast Company, net of cash acquired

Customer advances received (refunded) for construction

Sale (Purchase) of restricted long term investments
Deposit held in-escrow for dividend payment .
Sale (Purchase) of long-term investment
Proceeds provided by sale of utility plant
Net cash provided by (used in) investing activities

Cash Flows from Financing Activities
Net change in short-term borrowings
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235 (18,955) 195
8,284 19,386 467,588 (4,815)
3,363
(2,220)
188 (19,797) 203
8,472 20,529 447,791 (4,612)
12,423
(2,314)
234 ©(20,966) 216
$ 8,706 $30,638 426,825  $ (4,396)
Years Ended December 31,
2003 2002 2001
$ 12,423 $ 3363 $ 3,052
(9,901) (602) (596)
5,492 5,026 4,525
8,408 (378) (307)
174 400 410
@7 (103) (107)
418 69 28
(112)
(1,281) (2,326) 2,466
(203) (126) 19
(4,633) 25 83
(3,458) 3060 (4,152)
40 315 2,358
(431) (978) (804)
(451) (127) (82)
483 196 (219)
6,983 7,310 6,674
(9,693) (14,136) (13,442)
74 (9,792)
€y (83)
(15) (735) -
168 1333 (45)
8,008 (8,008)
541 (541).
(334) 60 -
19,372 877 -
9,498 (4,981) (31,911)
(16,905) (1,247) 2,530
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Long term borrowings ~ net of costs @ - (58) 27,022

Proceeds from common stock plans 472 411 390

Dividends paid (2,289) (2,201) (2,102)

Net cash provided by (used in) financing activities (18,724) (3,095) 27,840

Net cash (used in) provided by discontinued operations (98) 768 _ 529
Net Increase (Decrease) in Cash ) (2,341) 2 3,132
Cash at Beginning of Year 3,200 3,198 66
Cash at End of Year $ 859 $ 3,200 $§ 3,198
Supplemental Cash Flow Information

Cash was paid duting the years as follows:

Interest $ 4,350 $ 4,506 $ 3,379

Income taxes 4,188 1,965 1,396

Non-cash investing and financing activities
Purchase of Z-Gas Company through issuance of
42,613 shares of commeon stock $ = $ . $ 503
See Notes to Consolidated Financial Statements.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting and Reporting Policies

Business and Regulation FPU is an operating public utility engaged principally in the purchase, transmission,
distribution and sale of electricity and in the purchase, transmission, distribution, sale and transportation of natural gas.
FPU 1s subject to the jurisdiction of the FPSC with respect to its natural gas and electric operations. The suppliers of
electric power to the Northwest Florida division and of natural gas to the natural gas divisions are subject to the
jurisdiction of the Federal Energy Regulatory Commission (FERC). The Northeast Florida division is supplied most of
its electric power by a municipality which is exempt from FERC and FPSC regulation. FPU also distributes propane gas
through a non-regulated subsidiary. FPU's accounting policies and practices. conform to accounting principles generally
accepted in the United States of America as applied to regulated public utilities and are in accordance with the
accounting requirements and rate making practices of the FPSC. :

FPU prepares its financial statements in accordance with the provisions of SFAS No. 71 — "Accounting for the Effects
of Certain Types of Regulation". In general, SFAS No. 71 recognizes that accounting for rate-regulated enterprises
should reflect the relationship of costs and revenues introduced by rate regulation. As a result, a regulated utility may
defer recognition of a cost (a regulatory asset) or recognize an obligation (a regulatory liability) if it is probable that,
through the rate making process, there will be a corresponding increase or decrease in revenues. Accotdingly, FPU has
recognized certain regulatory assets and regulatory labilities in the consolidated balance sheets. FPU believes that the
FPSC will continue to allow it to recover such items through its rates. In the event that a portion of FPU’s operations
are no longer subject to the provisions of SFAS No. 71, it would be tequired to write off related regulatory assets and
liabilities that are not specifically recoverable through regulated rates. In addition, FPU would be required to determine
if an impairment related to other assets exists, including plant, and write down the assets, 1f impaired, to their fair
value A summaty of such items is as follows (dollars in thousands):

2003 2002
Assets .
Deferred development costs (1) $3,927 $3,496
Other regulatory assets — environmental (3) 9,127
Under recovery of conservation and unbundling 36
" Unamortized piping and conversion costs (1) 1,441 1,501
Unamortized loss on reacquired debt (1) 264 282
Total Regulatory Assets $14.759 $5315
Liabilities

. Regulatory tax liabilities $1,243 $1,413
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Environmental liability 4,873 5,204
Regulatory liability — cost of removal . (2) . 6,093 5,797
Storm damage - 2,260 2,163
Over recovery of fuel costs, consetvation and unbundling 1811 1807

Total Regulatory Liabilities $16,280  $16,384

(1) Deferred development costs, unamortized piping and conversion costs, and unamortized loss on reacquired debt are
included in deferred charges in the consolidated balance sheets.

@ Pror periods have been restated to conform to SFAS No. 143 (for additional information see "Impact of Recent
Accounting Standards" in the Notes to Consolidated Financial Statements).

® FPU has accrued $9 million as a regulatory asset pending future rate recovery to be authorized by the FPSC. The
regulatory liability excludes the $9 million as it represents a legal but not regulatory liability.

FPU has agreed with the FPSC staff to limit its earned return on equity for its regulated natural gas and electric
operations. 'The disposition of any over earnings is left to the discretion of the FPSC, with alternatives including a refund
to customers, recording the over earnings to the storm damage resetves, or the reduction of any depreciation resetve
deficiency. The over earnings for 1997, 1998 and 1999 at one of FPU’s electric divisions were ordered by the FPSC to be
added to that division’s storm damage reserve. Since that last order on the 1999 disposition of over earnings, the FPSC
has allowed FPU the automatic ﬂcxlblhty of recording the over earnings to the storm damage reserves each year
thereafter through use of the over earnings and allowing additional storm damage accruals up to a cap in those reserves of
$1.5 million and $1.4 million in the Northeast and Northwest electric divisions, respectively. FPU recorded an additional
$237,000 relating to 2000 over earnings and $9,500 relating to 2002 over earnings in its Northeast electtic storm reserve.
FPU recorded an additional $16,300 relating to 2002 over earnings to its Northwest electric storm reserve. In 2001 and
2003 FPU did not have any over earnings and accordingly has not recorded any additional amounts to its storm damage
reserves. As of the end of 2003, the Northeast and Northwest electric storm reserves were at approximately $1.2 million
and $964,000, respectively. FPU also expects that the FPSC will grant it permission to record the 2002 natural gas over
earnings of $105,000 to its environmental reserves. Finalization of this over earnings review is expected in early 2004. In
accordance with FPSC guidance, FPU has recorded to its environmental reserve any over earnings.

FPU filed tariff sheets for its unbundled program to give its commercial natural gas customers the option of purchasing
their gas supplies from third parties. FPU officially offered unbundled services to commercial customers on August 1,
2001. Even though FPU has had among the lowest overall gas costs in the Florida market, third party suppliers may be
able to offer its customers additional programs, which a regulated gas company cannot offer. Furthermore, by
purchasing their gas supplies from third parties, FPU’s commercial customers may avoid certain taxes and fees, which
FPU is requited to collect and impose on the sale of natural gas. FPU’s operating results will not be affected as it
realizes the same gross profit regardless of whether the customer purchases the gas from FPU or uses FPU’s system to
transport the gas since it does not profit on the fuel sales. The FPSC ap'proved various mechanisms, which will allow
FPU to be reimbursed for the incremental cost of providing unbundled services. For years after 2004, FPU will request
tecovery through base rates instead of being reimbursed.

Revénue FPU bills utility customers on a monthly cycle basis; however, the billing cycle periods for most customers do
not coincide with the accounting periods used for financial reporting. FPU accrues estimated revenue for gas and electric
customers not yet billed during the accounting period. Dctemunamon of unbilled revenue relies on the use of estimates,
fuel purchases, and historical data.

FPU’s rates include base revenues, fuel adjustment charges and the pass-through of certain governmental imposed taxes
based on revenues. The base revenues are determined by the FPSC and remain constant until a request for an increase
in such rates is filed and approved by the FPSC. From the FPSC perspective, FPU previously operated three distinct
"entities", i.e., Northwest Florida electric, Northeast Florida electric and its natural gas division, consisting of Palm
Beach County, and the Sanford and Del.and area in Central Florida. Thus, for FPU to recover through rate relief the
effects of inflation and construction expenditures for all such "entities", a request for an increase in base revenues
would have required the filing of three separate rate cases. In 2003 FPU successfully filed for electric rate increases and
petitioned to consolidate the two electric "entities" into one. FPU anticipates filing for natural gas rate increases in
2004. Fuel adjustment charges are estimated for customer billing purposes and any under/over-recovery difference
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between the incurred cost of fuel and estimated amounts billed to customers is deferred for future recovery or refund
and either charged or credited to customers. Interest accrues on such under/over-recoveries and is included in the
subsequent adjustment.

Consolidation The consolidated financial statements include the accounts of FPU and its wholly owned subsidiary,
Flo-Gas Corporation. All significant intercompany balances and transactions have been eliminated.

Certain reclassifications may have been made to the priot years ' financial statements and other financial information
contained hetein to conform to the 2003 presentation.

Utility Plant and Depteciation Utility plant is stated at original cost. Propane utility plant that has been acquired in
acquisitions is stated at fair market value at the time of each acquisition. The costs of additions to utility plant include
contracted services, direct labor, transportation and matetials. The costs of units of property retired are removed from
utility plant, and such costs plus removal costs, less salvage, are charged to accumulated depreciation. Maintenance and
repairs of propetty and replacement and renewal of items determined not to be units of property are charged to

operating expenses. Substanually all of the utility plant and the shares of Flo-Gas Corporation collateralize FPU's First
Mortgage Bonds.

Depreciation is computed using the composite straight-line method at rates prescribed by the FPSC for financial
accounting purposes. Propane depreciation is computed using a composite straight-line method at an average rate
based on estimate life of approximately 20 years. Such rates are based on estimated service lives of the various classes of

property. Depreciation provisions on average depreciable property approximate 3.4% in 2003, 3. 3% in 2002, and 3.4%
in 2001.

Income Taxes Deferred income taxes are provided on all significant temporary differences between the financial
statements and tax basis of assets and liabilities at currently enacted tax rates. Investment tax credits have been deferred
and are amortized based upon the average useful life of the related property in accordance with the rate treatment.

Use of Estimates Inherent in the accounting process is the use of estimates when preparing financial statements in
accordance with accounting principles generally accepted in the United States of America. Actual results could differ
from these estimates. FPU used estimates in the preparation of its financial statements including the accrual for
pensions, environmental liabilities, and uninsured liability claims. An actuary calculates the estimated pension liability in
accordance with FASB 87. Environmental liabilities are subject to certain unknown future events. FPU is self-insured
for the first $250,000 of each general and auto liability claim and therefore accrues for estimated losses occutring from
both asserted and unasserted claims. The estimate for unasserted claims atising from unreported incidents is based on .
an analysis of historical claims data and judgment. FPU became fully insured for medical in December 2003 and will no
longer require accrual of estimated claims. Management believes that the accruals for potential liabilities are adequate.

2. Impact of Recent Accounting Standards -

Financial Accounting Standard No. 143

In August 2001, the FASB issued SFAS No, 143, Accountmg for Asset Retirement Obligations."” The statement
trequites that the fair value of an asset retirement obligation be recognized at the time those obligations are incurred.
Upon 1nitial recognition of a legal liability, costs are capitalized as part of the related long-lived asset and allocated to
expense over the useful life of the asset. SFAS No. 143 also requires that components of previously recorded
depreciation related to the cost of removal of assets upon retirement, whether legal asset retirement obligations ot not,
be removed from a company’s accumulated depreciation reserve. SFAS No. 143 1s effective for fiscal years beginning
after June 15, 2002. FPU adopted the provisions of the Statement as of January 1, 2003, as prescribed by the FPSC.
Under FPSC guidelines, the estimated cost of removal expenses for normal retirements related to regulated fixed assets
are reserved through the depreciation expense and accumulated reserves. At December 31, 2003, FPU reclassified the
estimated cost of removal from accumulated depreciation to a regulatory liability for the obhgatxon The estimated value
of the resetve that has been accumulated fot future cost of removal as of December 31, 2003 and 2002 was

approximately $6.1 million and $5.8 million, respectively. All prior period amounts have been restated to conform to the
current yeat presentation.

Financial Accounting Standard No. 149
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In April 2003, the FASB issued SFAS No. 149, "Amendment of Statement 133 on Detivative Instruments and Hedging
Activities." This statement clarifies the circumstances under which a contract with an initial net investment becomes a
detivative, and clarifies when a derivative contains a ﬁnancing component. As FPU has designated all material contracts
meeting the definition of p0551b1e dertvative instruments as "normal purchases and sales" under SFAS No. 133,
"Accounting for Derivatives", this statement had no impact on the current financial statements issued by FPU but
could impact future financial statements.

Financial Accounting Standard No. 150

In May 2003, the FASB issued SFAS No. 150, "Accounting for Certain Financial Insttuments with Characteristics of
both Liabilities and Equity." It is-effective for financial instruments entered into or modified after May 31, 2003, and
otherwise is effective at the beginning of the first interim period beginning after June 15, 2003. This statement
establishes standards for how an issuer classifies and measures certain financial instruments with charactetistics of both
liabilities and equity. It requires that an issuer classify a financial instrument that is within its scope as a liability (or an
asset in some circumstances). Many of those instruments were previously classified as equity. SFAS No. 150 had no
impact on current financial instruments issued by FPU, but may impact any future financial instruments issued.

3. Notes Payable

On April 1, 2003 FPU opened a $12.0 million, thirty-nine month line of credit, the cutrent outstanding balance of
which is $2.3 million. The $20.0 million line of credit held until April 2003 expired. The old line of credit had $19.2
million borrowed at the end of 2002 and provided for interest at LIBOR plus fifty basis points. FPU reserves $1.0
million of the LOC to cover expenses for any major storm repairs in its Northwest Flotida division. An additional
$250,000 of the LOC is reserved for a ‘letter of credit’ insuring propane facilities. The interest rates for the line of credit
at December 31, 2003, 2002, and 2001 were approximately 2.0%, 1.9% and 2.4%, respectively.

4. Acquisitions

In October 2001, FPU acquired Z-Gas Company, Inc., a propane gas service distribution company, in a stock for stock
transaction valued at approximately $600,000. The acquisition added about 1,000 customers to the propane gas
operation in the Northeast Florida division.

In December 2001, FPU acquired certain net assets of Atlantic Utilities, the Florida operation of Southern Union
Company in a cash transaction valued at approximately $10.0 million. Atantic Utilities served about 4,400 natural gas
customers in New Smyrna Beach and about 1,900 propane gas customers in Central and South Florida.

'The excess of the consideration paid ovet the estimated fair value, or the depreciated orlgmal cost for regulated entities,
of net assets including intangibles acquired in both the Atlantic Utilities and Z-Gas acquisitions was approximately $3.1
million. This was recorded as goodwill and in accordance with SFAS No. 142, is not being amortized. The natural gas
port10n of this amount is approximately $1.5 million.

Fair Market Value of Assets Acquired and Liabilities Assumed in 2001
(dollars in thousands)

ATLANTIC Z-GAS
Utility plant
Natural gas $ 4802 $ -
Propane gas 1,246 333
Accumulated depreciation and amortization - (2,195) , -
Net utility plant 3,853 333
Current Assets
Cish 14
Accounts receivable 99 23
Inventories 212 17
Total cutrent assets 311 54

Goodwill-Natural gas 1,514
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Goodwill-Propane gas . 1,412 199
Intangibles-Natural gas 1,900
Intangibles-Propane gas : 930 o 5
Defetred charges 348 -
Total other assets 6,104 204
Current Liabilities
Interest accrued : ‘ (12) -
Other accruals and payables (279) (12)
Customer deposits j (260) -
Total current liabilities (551) (12)
Total acquisition cost $ 9,717 $ 579

The following unaudited pro forma information combines the consolidated results of operations of FPU with those
of Z-Gas and Atlantic Utilities as if these acquisitions had occurred at the beginning of 2001. The pro forma results
are not necessarily an indication of the results that would have been achieved had the transactions been consummated
as of the date indicated, or of the results that may be achieved in the future. The 2001 information includes actual
amounts for November and December information for the results of Z-Gas and December 15-31 information for the
results of Atlantic Utilities. The income statement for 2002 includes all the effects from these two acquisitions and
no pro forma adjustments are necessary. :

Pro Forma Results
(dollars in thousands except for per share data)

Year ended December 31,
2001
Revenues $ 95,096
Cost of fuel and taxes based on revenues 62,560
Gross Profit : ' 32,536
Operating Income from continuing operations 6,507
Income from continuing operations : 3,204
Earnings for Common Stock from continuing operations 3,175
Average Shares Outstanding © 3,837,251
Earnings per Common Shate from continuing operations $ .82

In November 2002, FPU acquired Nature Coast Utilities, a propane gas setvice distribution company, in a cash for
stock transaction valued at approximately $740,000. The acquisition added about 1,200 customers to FPU’s new
Nature Coast division located in West Central Florida.

The excess of the consideration paid over the fair value of assets acquired and liabilities assumed associated with this
acquisition, resulted in goodwill of approximately $223,000 and in accordance with SFAS No. 142, it is not being

. amortized. In 2003, subsequent acquisition adjustments have increased the goodwill to $240,000. There are no other
intangible assets identified with this acquisition. .

5. Goodwill and Intangible Assets

Effective January 1, 2002, FPU adopted SFAS No. 142, "Goodwill and Other Intangible Assets." Under this
statement, the amortization of goodwill is no longer permitted and intangible assets with an indefinite life will not
be amortized. The standard requires goodwill to be periodically tested for impairment and written down to fair
value if considered impaired. The reporting units have been determined to be propane gas and natural gas for the
purposes of impairment testing. '

Intangible assets associated with FPU’s acquisitions have been identified and are shown as separate line items on
the balance sheet. The intangibles subject to amortization over a five-year period are non-compete agreements
totaling $35,000. The related amortization of $14,162 is included in the net intangible asset on the balance sheet. The
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remaining intangibles identified are customer distribution rights of $1.9 million and customer relationships of
$900,000, both of which have indefinite lives and are not subject to amortization.

All goodwill relates to the natural and ptopane gas acquisitions and accordingly, there is no amortization of gooélwi]l
reported in the accompanying consolidated financial statements. Goodwill is $1.5 million in the natural gas segment
and $1.9 million in the propane gas segment. The initial test for goodwill impairment was performed for the
reporting segments as of January 1, 2002 and the test results showed no impairment for either operating segment. A
subsequent impairment test was performed as of January 1, 2003 and showed no impairment for either reporting

segment.

6. Discontinued Operations

Water Service o

On December 3, 2002, FPU entered into an agreement to sell certain assets comprising its water utility system to the
City of Fernandina Beach. The closing of this transaction took place on March 27, 2003, The City paid FPU $19.2
million in cash at closing, as well as future consideration of approximately $7.4 million to be received (as summarized
below) until February 15, 2010, when FPU will receive the final payment from the City. The net proceeds from the sale
resulted in the payoff of the notes payable balance. FPU recognized and recorded the present value of the long-term
receivable in the amount of $5.7 million, using a discount rate of 4.34%. The long-term receivable has been
subsequently increased to recognize interest income in the amount of $190,000. The fair value of the consideration is
approximately $25.0 million. The gain on the disposal of Discontinued Operations including the income from
discontinued operations for the first quarter of 2003, was $15.8 million or $9.9 million after tax, and has subsequently
been adjusted to $15.9 million or $9.9 million after tax due to adjustments to sales related expenses that were
previously estimated.

The accompanying consolidated financial statements have been restated for all periods presented for the discontinued
operations of the water division. FPU did not cease recording depreciation expense due to the regulatory requirements
and continued to record depreciation through the sale date of March 27, 2003. The total net plant amounted to
approximately $9.7 million, and the net assets less liabilities amounted to approximately $8.9 million at the date of
sale. The assets and liabilities of the water division have been included in current assets and current hablhtles as of
December 31, 2002, as assets and liabilities held for sale.

Estimated Annual Future Value of Consideration due from the City for years following December 31, 2003 is
as follows (in thousands):

Present
Estimated Value of
Timing of Long Term
Payments Receivable |

Results of discontinued operations were as follows:

Year Ended
Results of Water Division December 31,
(m thousands)' 2003 2002

Reverwues 8679, 53116
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1497 TTo08
(16) (306)
$123 . $ 602

The major balance sheet classes included in assets and liabilities of discontinued cperations in the Consolidated Balance
Sheets, as of December 31, 2002, are as follows: -

Major Balance Sheet Classifications - Water Division December 31,
(in thousands): 2002

Assets
- Utllity plant; net
] Cu.rrent assets

L G 10,178

7. Gain on Sale of Property

FPU sold property held in Delray Beach, in its South Florida division, for a gain of approximately $529,000 in the first
quarter of 2002. This property was primarily regulated property and accordingly the majority of the gain was deferred
awaiting FPSC approval on the disposition of that gain. FPU has been granted approval by the FPSC to allow amortization
of the gain with an offset to depreciation expense over five yeats beginning April 2002. The non-regulated portion of the
gain has been recognized in 2002 and amounted to §53,000, net of income taxes.

FPU sold property held in DeLand, in its Central Florida division, for a gain of approximately $186,000 during 2002. This
property was primarily fegulated property and accordingly the majority of the gain was deferred awaiting FPSC approval on
the disposition of that gain. FPU has been granted approval by the FPSC to allow amortization of the gain with an offset
*i.to depreciation expense over five years beginning August 2002. The non-regulated portion of the gain was recognized in

2002 and amounted to $17,000, net of income taxes.
8. Capitaliz_ation

Common Stock Split

In July 2002, FPU affected a four-for-three stock split in the form of a stock dividend and, accordingly, transferred from
paid-in capital to common stock, an amount equal to the aggregate par value of the additional shares. All per shatre data
included herein have been retroactively restated to reflect the stock split.

Common Shares Reserved

FPU has treserved 91,049 common shares for issnance under the Dividend Reinvestment Plan and 8,750 common shares
for issuance under the Employee Stock Purchase Plan.

Dividend Restriction _
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The Indenture of Mortgage and Deed of Trust and supplements thereto provide for restriction of the payment of cash
dividends. At December 31, 2003 approximately $4.3 million of retained earnings were free of such restriction, and
therefore available for the payment of dividends.

9. Debt

FPU issued its First Mortgage Bond, 6.85% Series due 2031 on September 27, 2001 in the aggregate principal amount of
$15.0 million as security for the 6.85% Secured Insured Quarterly Notes, due October 1, 2031 (IQ Notes). Interest on the -
pledged bond accrues at the rate of 6.85% per annum payable quarterly in arrears on January 1, April 1, July 1 and October
1 of each yeat, payable initially on January 1, 2002. The pledged bond constitutes the Fourteenth Series of FPU's First .
Mottgage Bonds. : .

FPU issued $14.0 million of Palm Beach County municipal bonds (Industrial Development Revenue Bonds). on November
14, 2001 to finance development in the area. The interest rate on the thirty-year callable bonds is 4.90%. The bond
proceeds were restricted and held in trust until construction expenditures were actually incurred by FPU. In 2002 the
remaining $8 million was drawn from the restricted funds held by the trustee.

In 1992, FPU issued its First Mortgage Bond 9.08% Series in the amount of $8.0 million. The thirty-year bond is due in
June 2022,

FPU issued two of its First Mortgage bond series on May 1, 1988; the 9.57% Series due 2018 in the amount of $10.0
million and 10.03% Seties due 2018 in the amount of $5.5 million. The pledged bonds constitute the Twelfth Seties of
FPU’s First Mortgage Bonds. These two issnances require sinking fund payments of $909,000 and §500,000 respectively,
beginning in 2008. ’

On April 1, 2003 FPU changed banks and opened a $12.0 million, thirty-nine month line of credit, the current outstanding
balance of which is $2,278,000. FPU reserves $1 million of the LOC to cover expenses for any major storm repairs in its
Northwest Florida division. An additional $250,000 of the LOC is reserved for a ‘letter of credit’ insuting propane facilities.

10. Segment Information

FPU is organized into two continuing regulated business segments: natural gas and electric and one non-regulated business
segment, propane gas. Water, a regulated segment, has been classified as discontinued operations and has been eliminated
from segment information with the exception of Identifiable assets that are shown for 2002 and 2001. There are no
material intet-segment sales or transfers.

* Identifiable assets are those assets used in FPU's operations in each business segment. Common assets ate principally cash
and overnight investments, deferred tax assets and common plant.

Busines’s"s;égment information for 2003, 2002 and 2001 is summarized as follows:
(in thousands)

2003 2002 2001
Revenues
Natural gas $ 53,610 $ 40,140 § 44,729
Electric 39,519 40,930 39,050
Propane gas 9,594 . 7,391 5,399
Consolidated $ 102,723 $ 88,461 § 89,178
Operating income from
continuing operations excluding
income tax
Natural gas $ 5190 § 4291 $ 3,205
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Electric 2,249 2,980 2,893
Propane gas 254 . 498 431
Consolidated $ 7,693 § 7,769 $ 6,619

Identifiable assets

Natural gas $ 80,924 § 60,439 $ 55,300
Electric 43,476 42,557 “40,609
Propane gas , ) 14,348 10,288 10,728
Water operations — held for sale _ = 10,096 - 9,579
Common _ 24,242 27240 29,195
Consolidated $ 162,990 $ 150,620 $ 145,411

Prior periods have been restated to conform to SFAS No. 143 (for additional
information see "Impact of Recent Accounting Standards" in the Notes to
Consolidated Financial Statements).

Depreciation and amortization

Natural gas $ 2,414 § 2272 % 1,963
Electric 2,333 2,116 2,070
Propane gas 508 436 322
Common 237 202 170
Consolidated $ 5492 % 5,026 % 4,525

Construction expenditures

Natural gas $ 4331 § 9373 § 7,508
Electric 3,504 3,278 4418
Propane gas 1,333 1,298 1,147
Common 525 187 369
Consolidated $ 9,693 $ 14,136 $ 13,442

Continuing operations income tax

expense 7
Natural gas $ 856 $ 741 % 547
Electric 180 292 397
Propane gas 21 151 84
Common 110 ' 218 211
Consolidated $ 1,167 $ 1,402 § . 1,239

11. Income Taxes

On March 27, 2003, FPU sold substantially all of its assets of the water division to the
City of Fernandina Beach. The sale was made putsuant to a "threat of condemnation”
during the fourth quarter of 2002. FPU has elected (for tax purposes) to defer the gain
on the sale of the assets pursuant to Code Section 1033 of the Internal Revenue Code of
1986 (IRC). Section 1033 allows nonrecognition of gain if property is disposed as a result
of threat of condemnation and property that is similar or related in setvice or use is

purchased to replace the property disposed. To qualify, the replacement property must be
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purchased within the replacement period which begins on the eatlier of date of
disposition (March 27, 2003) or date of threat of condemnation (December 31, 2002) and
ending two years after the close of the year of sale (December 31, 2005). For real
property, the replacement period is extended to three years (December 31, 2006). FPU
intends to purchase property that is similar or related in setvice or use within the
replacement period. In the first, second and third quarter the related deferred tax Hability
was included in current taxes. As of year end, it is included in deferred taxes payable.

The provision (benefit) for income taxes consists of the following (in thousands):

2003 2002 2001
Current payable
Federal $ (1,007 $ 1,609 $ 1,413
State (174 274 240
(1,181) 1,883 1,653
Defetrred
Federal 2,070 (338) (275)
State 375 (40) (32)
2,445 (378) (307)
Investment tax credit o7 (103) - (107)
Income taxes — continuing opetrations 1,167 1,402 1,239
Income taxes — discontinued operations 5,971 306 301
Total - ‘ $ 7138 $ 1,708 $ 1,540

"The difference between the effective income tax rate and the statutory federal income tax
rate applied to pretax income is accounted for as follows (dollars in thousands):

2003 2002 2001
Federal income tax at statutory rate ) 1,254 $ 1,415 $ 1,256
State income taxes, net of federal benefit v 134 151 134
Investment tax credit ' o7 (110) (114)
Other : : (124 (54) (37
., Total provision for income taxes from continuing
" operations $ 1,167 $ 1,402 $ 1,239

The tax effects of temporary differences producing deferred income taxes
in the accompanying consolidated balance sheets are as follows (in thousands):

2003 2002
Deferred tax assets:
Environmental § 1,988 % 2,112
Self insurance N 684 664
General Liability (165) . (66)
Storm reserve liability 100 0
Vacation pay 291 277
Other deferred credits — Gain 146 197

AMT 208 0
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Other 107 110
Total deferred tax assets 3,359 - 3,294
Deferred tax labilities:
Utility plant related 18,203 9,422
Under recovery of fuel costs 327 174
Pension 588 804
Rate case expense 128 7
Other 178 253
Total deferred tax liabilities 19,424 10,660
Net deferred income taxes $ 16,065 $ 7,366

12. Employee Benefit Plans

Pension Plan
FPU sponsors a qualified pension plan for its employees. The following tables provide a
teconciliation of the changes in the plan's benefit obligations and fair value of assets over the 2-year period ending

December 31, 2003 and a statement of the funded status as of December 31, 2003 and 2002:

Benefit Obligations and Funded Status

Year Ending December 31,
2003 2002
(1)  Change in Projected Benefit Obligation

(a) Projected Benefit Obligation at the Beginning of the Year $28,283,326 $26,164,049
()  Service Cost ' 1,012,149 895,888
(@  Intercst Cost 1,877,987 1,818,276
) Actuarial (Gain) or Loss 1,653,212 591,406
(e) Benefits Paid (1,285,732) (1,186,293)
® Change in Plan Provisions -
(® Plan Participant Contributions - -
) Acquisiﬁoﬁ ‘ _ :
@® Curtailment -
6] Settlement -

R Special Termination Benefits -

A (l) - Projected Benefit Obligation at the End of the Year $31,540,942 $28,283,326
(m) | Accumulated Benefit Obligation at the End of the Year $26.810,146 $23,443,150

(2) Change in Plan Assets

(a) Fair Value of Plan Assets at the Beginning of the Year $26,953,318 $32,007,418
(b)  Actual Return on Plan Assets o 5,413,477 (3,867,807)
(© Benefits Paid (1,285,732) (1,186,293)
(d) Employer Contributions
(e Plan Participant Conttibutions
€3] Acquisition
(g Settlement
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() Fair Value of Assets at the End of the Year $31,081,063 $26,953,318
(3) Net Amount Recognized

()  Funded Status: (2)(h) - (1)) $(459,879) $(1,330,008)

() Unrecognized Transition Obligation (Asset) - -

(© Unrecognized Prior Service Cost o 5,580,092 6,292,020

@ Unrecognized Net (Gain) or Loss (3,262,796) (2,531,878)

(e) Net Amount Recognized: (a) + (b) + (c} + (d) $1,857,417 $2,430,134
(4)  Amounts Recognized in the Statement of Financial Position

(a) Prepaid Benefit Cost : $1,857,417 $2,430,134

(b) Accrued Benefit Cost -

(© Intangible Asset : - -
(@ Accumulated Other Comprehensive Income

(e) Net Amount Recognized: (2) + (b) + (c) + (d) $1,857,417 $2,430,134

(5) Information for pension plans with an accumulated benefit

obligation in excess of plan assets

()  Projected Benefit Obligation $31,540,942 $28,283,326

(b) Accumulated Benefit Obligation 26,810,146 23,443,150

(© Fair Value of Plan Assets : 31,081,063 26,953,318
(6) Weighted Average Assumptions at the End of the Year

(2) Discount Rate 6.25% 6.75%

(b) Rate of Compensation Increase 3.50% 4.00%

The following table provides the components of net periodic benefit cost for the plans for fiscal years 2003, 2002 and
2001: .

Net Periodic Pension Cost

Year Ending December 31,
2003 2002 2001
(1) Service Cost $ 1,012,149 $ 895,888 $§ 901,220
< (2) Interest Cost 1,877,987 1,818,276 1,780,967
(3) ~ Expected Return on Plan Assets (2,668,854) (2,800,350) (2,821,040)
~*. Amortization of Transition
“ Obligation/(Asset) -
(5) Amortization of Prior Service Cost 711,928 714,353 722,015
(6)  Amortization of Net (Gain) or Loss (360,493) - (787,137) (829,342)
(7 Total FAS 87 Net Periodic Pension Cost 572,717 (158,970) (246,180)

(8)  FAS 88 Charges / (Credits)
(a) Settlement = -
(b) Curtajlment - -
() Special Termination Benefits - - : -
(d) Total
¢) Total Net Periodic Pension Cost § 572717 § (158,970 (246,180)
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(10)  Additional Information
Increase in Minimum Liability
(a) Included

in Other Comprehensive Income $ - $ -

(11) - Weighted Average Assumptions

(2) Discount Rate 6.75% 7.25%
(b) Expected Return on Plan Assets 8.50% 8.50%
() Rate of Compensation Increase 4.00% 4.50%
Plan Assets
Target Percentage of Plan
Allocation  Assets at December 31
2004 2003 2002
(1) Plan Assets
Equity
(a) Securities 60% 61% 57%
(b) Debt Securities 35 37 37
(© Real Estate 0o 0 0
(d) Other 5 2 6
() Total 100% 100% 100%

Expected Return on Plan Assets
The expected rate of return on plan assets is 8 5%. FPU expects 8.5% to fall within the 50 to

60-percentile range of returns on investment portfolios with asset diversification similar to that
of the Pension Plan's target asset allocation.

Investment Policy and Sttategy

FPU has established and maintains an investment policy designed to achieve a Iong-term rate of
return, including investment income and appreciation, sufficient to meet the actuarial
requirements of the Pension Plan. FPU seeks to accomplish its return objectives by investing in
a diversified portfolio of equity, fixed income and cash securities seeking a balance of growth
and stability as well as an adequate level of liquidity for pension distributions as they fall due.

"% Plan assets are constrained such that ho more than 10% of the portfolio will be invested in any
one 1ssue.

Cash Flows

(1) Expected Contributions for Fiscal Year Ending December 31, 2004
(a) Expected Employer Contributions $ -
(b) Expected Employee Contributions =,
(2) Estimated Future Benefit Payments Reflecting Expected
Future Setvice for the Years Ending December 31,
2004 $ 1,400,265
2005 1,457,715
2006 1,543,183

7.00%
8.50%
5.50%
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2007 1,642,854
2008 1,722,508
2009 - 2013 10,148,549
Other Accounting Items
Year Ending December 31,
2003 2002 2001
(1) Market-Related Value of Assets $31,222,154 $32,050,201 $33,547,064
Amount of Future Annual Benefits of Plan
(2) Participants
Covered by Insurance Contracts Issued by the Employet
or Related Parties $ = $ = $
Alternative Amottization Methods Used to
(3) Amortize _ ‘
(a) Prior Service Cost . Straight-line  Straight-line Straight-line
(b) Unrecognized Net (Gain) or Loss Straight-line Straight-line Straight-line
(4) Employer Commitments to Make Future Plan
Amendments (that Serve as the Basis for the
Employet's Accounting for the Plan) None None None
Description of Special or Contractual Termination
Benefits Recognized During the Period N/A N/A N/A
(6) Cost of Benefits Described in (5) N/A N/A N/A
(7) Explanation of Any Signiﬁcaht Change in Benefit
Obligation or Plan Assets not Otherwise Apparent
o :
the Above Disclosures : ‘ N/A N/A N/A
(8) Measurement Date Used December 31, 2003 2002 2001

The amount included within other comprehensive income arising from a change in the additional minimum pension

T ]iabﬂity was $0 for each of the three years in the period ended December 31, 2003.

The’ prior service costs are amortized on a straight-line basis over the average remaining service period of active
participarits. Gains and losses in excess of 10% of the greater of the benefit obligation and the market-related value of
assets are amortized over the average remaining service period of active participants.

Medical Plan

FPU sponsors a'postrefj_remént medical program. The medical plan is contributory with participants' contributions
adjusted annually. The following tables provide required financial disclosures over the 2-year period ending December
31, 2003: '

Benefit Obligations and Funded Status

Year Ending December 31,
2003 2002
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(1) Change in Accumulated Postretirement Benefit Obligation

©)

©)

@

(%)

@)

()
©
@
)
®
8
)
@
)
(k)
O

Accumulated Postretirement Benefit Obligation at the

Beginning of the Year

Service Cost

Intetest Cost

Actuarial (Gain) or Loss
Benefits Paid

Change in Plan Provisions _
Plan Participant's Contributions
Acquisition

Curtailment

Settlement

Special Termination Benefits

Accumulated Postretirement Benefit Obligation at the End of

the Year

Change in Plan Assets

@)
(®)
©
CY
©
(6
@
(h)

Fair Value of Plan Assets at the Beginning of the Year
Actual Return on Plan Assets -
Benefits Paid

Employer Conttibutions

Plan Participant's Contributions
Acquisition
Settlement

Fair Value of Assets at the End of the Year

Net Amount Recognized

@)
(b)
©
@
©

Funded Status: (2)(h) - (1))

Unrecognized Transition Obligation (Asset)
Unrecognized Priof Service Cost
Unrecognized Net (Gain) or Loss

Net Amount Recognized: (a) + (b) + () + (d)

Amounts Recognized in the Statement of Financial Position

(a).
®)
©
()
©

Prepaid Benefit Cost

“Acerued Benefit Liability -
Intangible Asset

Accumulated Other Comprehensive Income

Net Amount Recognized: (a) + (b) + (c) + (d)

Weighted Average Assumptions at the End of the Year

(@)
(b)

Discount Rate

Rate of Compensation Increase

Assumed Health Care Cost Trend Rates

@)
(®)

Health Care Cost Trend Rate Assumed for Next Year
Ultimate Rate

Florida Public Utilities 2003 10-K

$1,725,639  $1,410,368
66,117 59,873
108,849 111,207

- (23,328) 184,631
(91,909) (60,938)
22,631 20,498
$1,807,999  §$1,725,639
$ - 3 -
(91,909) (60,938)
69,278 40,440
22,631 20,498
$ - 3 -
$(1,807,999) © $(1,725,639)
386,054 428,950
(223,196) (207,989)

$(1,645,141)

$ (1,504,678)

$ -
(1,645,141)

$
(1,504,678)

$(1,645,141)

$(1,504,678)

0.25%
N/A

5.25%
4.00%

6.75%
N/A

5.50%
4.50%
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() Year that the Ultimate Rate is Reached 2009 2007
Net Periodic Postretirement Benefit Cost
Year Ending December 31,
2003 - 2002 2001
(1)  Service Cost $ 66,117 $ 59,873 $ 77425
(2) Interest Cost 108,849 111,207 103,649
(3)  Expected Return on Plan Assets -
Amortization of Transition
(4)  Obligation/(Asset) 42,896 42,896 42,896
(5)  Amottization of Prior Service Cost -
(6)  Amortization of Net (Gain) or Loss (8,121) (4,822) 4,778)
(7)  Total FAS 106 Net Periodic Benefit Cost 209,741 209.154 219,192
(8)  Other Charges / (Credits)
(a) Settlement - - -
(b) Curtailment - - -
" () Special Termination Benefits - - -
(d) Total _ _
(9)  Total Net Periodic Benefit Cost $ 209,741 $209,154 $219.192
(10) Weighted Average Assumptions
(¢) Discount Rate 6.75% 7.25% 7.00%
(b) Expected Return on Plan Assets N/A N/A N/A
(©  Rate of Compensation Increase N/A N/A N/A
(11) Assumed Health Care Cost Trend Rates
Health Care Cost Trend Rate
(a) Assumed for 5.50% 6.25% 7.00%
Current Year
(b) Ultimate Rate 4.50% 5.00% 5.50%
Year that the Ultimate Rate is
()  Reached 2007 2007 2007
Impact of One-Percentage-Point Change in
Assumed Health Care Cost Trend Rates Increase Decrease
) Effect on Service Cost + Interest
(@" Cost : $ 23,608 $ (19,800)
Effect on Postretirement Benefit
(b) Obligation 212,288 (180,693)
Plan Assets
Target Percentage of Plan
Allocation Assets at December 31
2004 2003 2002
(1) Plan Assets
Equity
(2) Securities N/A N/A N/A
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(b) Debt Securities N/A
(©) Real Estate N/A
(@ Other N/A
(©) Total N/A

Cash Flows

N/A
N/A
N/A
N/A

N/A
N/A
N/A
N/A

Florida Public Utlities 2003 10-K

(1) Expected contributions for year énding December 31, 2004

(2)

(a) Expected employer contributions
{b) Expected employee contributions

Estimated future benefit payments reflecting expected

future service for the years ending December 31

a) 2004

b) 2005

c) 2006

d) 2007
) 2008 -

() 2009 - 2013

Other Accounting Items

$93,258
$18,868

$112,126
- $123,611
$144,339
$107,390
$122,923
$739,086

2003

Year Ending December 31

2002

2001

M
@

o @
*
®)

©)
)

8

Market-Related Value of Assets .
Amount of Future Annual Benefits of Plan
Participants '

N/A

Covered by Insurance Contracts Issued by the Employer
N/A

or Related Parties
Alternative Amortization Methods Used to
Amortize

(a Pror Service Cost

(b)  Unrecognized Net (Gain) or Loss

Efﬁplqyer Commitments to Make Future Plan

Amendments (that Serve as the Basis for the

 Employer's Accounting for the Plan)

Description of Special or Contractual Tetmination

Benefits Recognized During the Period
Cost of Benefits Described in (5)

Explanation of Any Significant Change in Benefit
Obligation or Plan Assets not Otherwise Apparent

in
the Above Disclosures

Measurement Date Used, December 31,

N/A

N/A

Straight-Line  Straight-Line
Straight-Line Straight-Line

None

N/A
N/A

N/A
2003

None

N/A
N/A

N/A
2002

N/A

N/A
Straight-Line

Straight-Line

None

N/A
N/A

N/A
2001



Florida Public Utilities 2003 10-K 43 of 55

FPU, as an entity that sponsors a postretirement health care plan that provides prescription drug benefits, has
elected to defer recognition of the Medicare Prescription Drug, Improvement and Modernization Act of 2003
signed into law December 8, 2003, in its consolidated financial statements, as provided by FASB Staff Position
(FSP) No. FAS 106-1. In accordance with the FSP, any measures of the accumulated postretitement benefit
obligation or net periodic postretirement benefit cost in the consolidated financial statements or accompanying
notes to the consolidated financial statements do not reflect the effects of the Act on the plan. Furthermore,
specific authoritative guidance on the accounting for the federal subsidy is pending and that guidance, when
issued, could require FPU to change previously reported information.

For measurement purposes, the annual rate of increase in the pet capita cost of covered health care benefits during 2003
was 5.5%. These rates were assumed to decrease gradually each yea to a rate of 4.50% for 2007 and remain at that level
thereafter.

Health Plan

In December 2003, FPU became fully insured for its employees and retiree medical insurance plan and therefore will no
longer incur the risks associated with self-insurance in 2004. An estimated reserve has been accrued for the remaining
claims at December 31, 2003 in the amount of $l79 000.

Net health care benefits paid by FPU for active employees were approximately $1,069,000, $732,000 and $629,000 and for
2003, 2002 and 2001 excluding administrative and stop-loss insurance.

Employee Stock Purchase Plan

FPU's Employee Stock Putchase Plan offets common stock at a discount to qualified employees. During 2003, 2002 and
2001, 18,974, 17,589 and 15,699 shares were issued under the Plan for aggregate cons1derat10n of $229,000, $195 000 and

Fo _,$162 000.

Dividend Reinvestment Plan ‘
During 2003, 2002 and 2001, 13,838, 13,413 and 16,404 shares were issued under FPU's Dividend Reinvestment Plan for
ageregate consideration of $213,000, $185,000 and $196,000.

13. Fair Value of Financial Instruments ,

The carrying amounts reported in the balance sheet for investments held in escrow for environmental costs, notes payable
taxes acctued and other accrued liabilities approximate fair value. As the older bonds contain ‘make whole’ provisions it
would negate any fluctuation in interest rates. The fair value of long-term debt is estimated by discounting the future cash
flows of each issuance at rates currently offered to FPU for similar debt instruments of comparable maturities. The current
year and the values in the prior year are shown below.

2003 2002
Carrying Approximate Carrying Approximate
Amounts Fair Value Amounts Fair Value

Long-term debt - $ 52,500,000 $ 62,752,000 $52,500,000 $ 60,215,000
14, Contingencies

Environmental

FPU is subject to federal and state legislation with respect to soil, groundwater and employee health and safety matters and
to environmental regulations issued by the Florida Department of Environmental Protection (FDEP), the United States
Environmental Protection Agency (EPA) and other federal and state agencies. Except as discussed below, FPU does not
expect to incur material future expenditures for compliance with existing environmental laws and regulations.
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West Palm Beach Site.

FPU is currently evaluating remedial options to respond to environmental impacts to soil and groundwater at and in the
imumediate vicinity of a parcel of property owned by it in West Palm Beach, Florida upon which FPU previously operated a
gasification plant. FPU entered into a consent order with the Florida Department of Environmental Protection ("FDEP“)
effective Aprl 8, 1991, that requires FPU to delineate the extent of soil and groundwater impacts associated with the pror
operation of the gas1ﬁcauon plant and to remediate such soil and groundwater impacts, if necessaty. Numerous reports
have been submitted by FPU to FDEP, describing the results of soil and groundwater sampling conducted at the site. A
Supplemental Contamination Assessment Report Addendum ("SCARA™) was submitted to FDEP in December 2001,
summarizing the results of past investigations and providing the results of additional field work conducted in 2001, in
response to comments received previously from FDEP. On September 29, 2003, FPU submitted to FDEP a
Comprehensive Soil and Groundwater Assessment Report, that described the results of substantial addmonal field work
undertaken in 2003 to respond to FDEP's comments to the SCARA.

On January 30, 2004, FPU's consultant, Jacques Whitford Company, submitted its Internal Feasibility Study, which
identified likely remedial alternatives to address the impacts now characterized at the West Palm Beach site. The Internal
Feasibility Study evaluated a wide range of remedial alternatives. Based on the likely acceptability of proven remedial
technologies implemented at similar sites in other states, consulting/remediation costs are now projected to range from $10
million - $15 million. This range of costs covers such remedies as in situ solidification, slurry wall and cap containment, air
sparge/soil vapor extraction, ot in situ chemical oxidation, or some combination of these remedies.

Prior to FDEP's approval of a final remedy for the site, FPU is unable to determine the complete extent or cost of
remedial action which may be required. Based on findings from the recently completed Internal Feasibility Study,

remediation costs (including attorneys' fees and costs) for this site are cutrently project to range from $10.3 million to $15.3
million.

Sanford Site.
FPU owns a patcel of property located in Sanford, Florida, upon which a gasification plant was operated prior to FPU's
acquisition of the property. Following discovery of soil and groundwater impacts on the property, FPU has participated
with four former owners and operators of the gasification plant in the funding of numerous investigations of the extent of
the impacts and the identification of an appropriate remedy. On or about March 25, 1998, FPU executed an
Administrative Order on Consent ("AOC") with the four former owners and operators (collectively, the "Gtroup") and the
United States Environmental Protection Agency ("EPA") that obligated the Group to implement a Remedial
Investigation/Feasibility Study ("RI/FS") task and to pay EPA's past and future oversight costs for the RI/FS. The Group
also entered into a Participation Agreement and an Escrow Agreement on or about April 13, 1998 ("RI/FS Participation -
Agreement"). These agreements governed the manner and means by which all parties were to satisfy their respective
obligations under the AOC for the RI/FS task. FPU agreed to pay approximately 13.7% of the cost for the RI/FS. Field
work for the RI/FS was initiated in 1998. A final R] report was submitted to EPA in July 1999. The Group also submitted
a Baseline Risk Assessment to EPA m_)anuary 2000, including an Ecological Risk Assessment ("ERA"). FPU's share of
.. the cost of these tasks was previously paid in full. The RI/FS Participation Agreement was amended on September 18,
%2003, to authotize an additional $400,000 to be incurred by.the Group to complete the ecological risk assessment and

cover EPA oversight costs for the RI/FS. FPU paid its share (§54,822) of the additional RI/FS funding in November
2003.

On July 5, 2000, EPA issued a Record of Decision ("ROD") approving the final remedial action for contaminated soils at
the site ("OU1 Remedy"). The initial estimated cost for the OU1 Remedy desctibed in the ROD ranges from $5,593,000 to
$5,760,000. On June 12, 2001, EPA issued a ROD approving the final remedial action for contaminated groundwater at
the site ("OU2 Remedy"). The present worth cost estimate for the OU2 Remedy is $320,252.

FPU is a party to the Second Participation Agreement entered into by members of the Group on August 1, 2000, as
amended through June 19, 2002. The Second Patticipation Agreement provides for funding the remedial des1gn/ remedial
action task for OU1 and OU2. FPU's shate of costs for implementation of the remedial design/temedial action task for
OU1 and OU2, including the pre-remedial design fieldwork described below, is 10.5%, as long as the total cost of the
remedial desigh/remedial action task, including the pre-remedial design fieldwork, does not exceed $6 million.



Florida Public Utilities 2003 10-K 45 of 55
Pre-remedial design field work was performed in 2002-03 to assist in the design of the final remedy for OU1 and OU2.
Based on the pre-remedial design field work, it is now anticipated that the final cost of the remedy for OU1 and OU2 will
significantly exceed the $6 million combined estimate provided in the RODs for OU1 and OU2. In 2002, FPU pmd-
$210,178 to the Escrow Agent pursuant to a first call for funds under the Second Participation Agreement. FPU's
remaining obligation under the Second Participation Agreement for the remedial design/remedial action task for QU1 and
QU2 is $420,356. This assumes FPU's total allocated share remains no greater than 10.5089% of $6 million, as currently
set forth in the Second Participation Agreement, as amended through June 19, 2002. FPU has notified Group members
that FPU will oppose any effort by the Group to increase FPU's share of total remedial costs above 10.5089% of the
curtrent $6 million cap, since the increased remedial cost is due to the discovery of additional impacted soils on property
not owned by FPU. ‘

In addition, FPU will be obligated to pay for a share of EPA's oversight costs for the temedial design/remedial action task
for OU1 and OU2. It is anticipated that FPU's share of these costs will be 10.5089% of EPA'S total bill.” It is not possible
at this time to calculate, to a reasonable degree of certainty, EPA's oversight cost.

Prior to EPA's approval of a final remedy for the site, and the completion of negotiations among members of the Group
on FPU's maximum allocated share, FPU is unable to determine the complete extent of remaining exposure at this site.

Based on existing information, FPU believes that all future contamination assessment and remedial costs, legal fees

and other related costs will not be in excess of the rate rehcf granted in favor of and insurance settlement proceeds
recetved by FPU.

Insurance Claims and Rate Relief :

On December 21, 2003 the estimated remaining costs for consulting and remediation, legal expenses, and other related
expenses for all sites is approximately $14 million. FPU currently has $14 million reserved as an environmental liability.
The Company has $5 million remaining from insurance and rate recovery and $9 million as a regulatory asset pending
future rate recovery authorized by the FPSC. Based on existing information, management believes that all future
contamination assessment and remedial costs, legal fees and other related costs will not be in excess of the rate relief

granted by the FPSC and was granted the right to apply any over earnings in the gas division to the environmental
reserve.

Other

Violet Skipper, PC Buyers, Inc. and Thomas Wade Skipper v. Florida Public Utiliies Company, Case No. CL 00-
10131-AF, Circuit Court of the Fifteenth Judicial Circuit, Palm Beach County, Flotida. On October 18, 2000,
Plaintiffs sued FPU for damages allegedly resulting from a fire on Plaintiffs' property. Plaintiffs allege that FPU
failed to properly install and/ot maintain electrical power lines, utility poles and related equipment located on
Plaintiffs' land and that FPU's negligence caused a fire that spread to and destroyed a warehouse. FPU denied
Plaintiffs' claims and defended same on the theory that the fire started within the warehouse/office facility and
not from its electtical equipment. Plaintiffs alleged damages in excess of $1,000,000. The warechouse served as -
the office for PC Buyers, Inc. PC Buyers, Inc. was in the business of purchasing surplus vehicles and heavy
equipment for resale. The warehouse contained property waiting to be resold. Much of this property was
destroyed in the fire. Trial in this matter occurred during the week of December 2, 2003-Decetnber 5, 2003. The
jury returned a verdict in favor of FPU, finding no liability on the part of FPU for the fite. The Court recently
entered a final judgment on the jury's verdict on January 21, 2004. Plaintiffs had thirty (30) days or untl February
20, 2004 to file an appeal of the final judgment. Similarly, FPU had until February 20, 2004 to file a motion to tax
costs. FPU proposed to Plaintiffs that it would waive its right to recover costs and potential attorney fees if
Plaintiffs do not pursue an appeal of the final judgment. FPU received a letter from Plaintiffs' counsel advising
that Plaintiffs agreed to waive any right to appeal in exchange for FPU waiving its right to seek attorney’s fees and
costs against the Plaintiffs. On March 29, 2004, Counsel for FPU was informed by the Court’s Clerk that the

Court has signed and entered the Dismissal Order. A copy is in the mail at the present time. Hence, this matter
is closed, with no further appeals.

Glen Simon v. Florida Public Utilities Company, Gapss, Inc. and James Celi, Case No. CA03-02209 A]J, Circuit
Court of the Fifteenth Judicial Circuit, Palm Beach County, Florida. This case arises out of an explosion in the garage
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of co-Defendant James Celi ("Celi") that allegedly resulted from the negligent installation of a water heater by co-
Defendant Gapss, Inc. ("Gapss"). Prior to the explosion, FPU had contracted with Gapss to install a water heater
and stand in co-Defendant Celi's garage. Plaintiff filed his Complaint on February 27, 2003 against FPU, Gapss and
Celi. Plaintiff has voluntarily dismissed FPU from this case without prejudice. FPU previously asserted a cross-claim
against Celi for contribution and a cross-claim against Gapss for contribution, indemnification, and breach of
contract. Celi also asserted a cross-claim against FPU for contribution. Both FPU and Celi have dismissed their
respective cross-claims against each other without prejudice. FPU will be’ dismissing its cross-claim against Gapss
without prejudice. Upon the filing of FPU's d15rrussal of its cross-claim against Gapss, FPU will no longer be a party
to this action.

[ames F. Celi v. Gapss, Inc. a/k/a Gas Appliance Piping Sales & Service, Inc., Case No. 502003CA009110)Q§ONA],

Circuit Court of the Fifteenth Judicial Circuit, Palm Beach County, Florida. This case arises out of an explosion in
Claimant James Celi's ("Celi") garage that allegedly resulted from the negligent installation of a water heater by Gapss,
Inc. ("Gapss"). Por to the explosion, FPU had contracted with Gapss to install a water heater and stand in Celi's
garage. Although Mr. Celi previously indicated he was considering filing a claim against FPU, Mr. Celi has filed a
lawsuit against Gapss only on August 25, 2003. In the event a lawsuit is filed against FPU, FPU intends to vigorously
defend against the claim.

Pipeline Contract On July 21, 2000, FPU entered into a Gas Transportation Agreement ("GTA") with Lake Worth
Generation, LLC ("LWG"), that provided for: (i) the construction of a natural gas pipeline ("LWG Lateral") by FPU to
a power generation project being developed by LWG on behalf of the City of Lake Worth, Florida ("LWG Project™);
(i) FPU's agreement to transport natural gas to the LWG Project via the LWG Lateral; and (iii) LWG's commitment to -
pay certain charges for the gas transportation services provided by FPU over a 30 year period. The charges for gas
transportation services were set at an amount that would permit FPU to recover a return of 11.17% on its
undepreciated investment in the construction of the LWG Lateral, plus recover its operation and maintenance
("O&M") expenses. LWG's obligation to pay for the gas transportation services was secured by an irrevocable letter of
credit ("LC") issued on July 6, 2001, and provided to FPU in the amount of the initial estimated cost of construction of
$5,490,449. The GTA required monthly payments by LWG in the amount of $109,423 for the first year of the
~ contract, adjusted annually thereafter to account for depreciation of the LWG Lateral. The GTA also required LWG
to increase the amount of the LC to cover the actual cost of construction of the LWG Lateral, plus $37,900. In the
fourth quarter of 2002, LWG notified FPU that, due to financial difficulties encountered by LWG and its contractors
in connection with the LWG Project, LWG would not be able to increase the LC, as required by the GTA, or make
monthly payments prospectively beginning in December for services petformed in November 2002. FPU, LWG and
the City of Lake Worth subsequently entered into a Forbearance Agreement, dated December 31, 2002, and an
Amended Forbearance Agreement, dated February 19, 2003. Pursuant to the tetms and conditions of these
agreements, the City and FPU negotiated a new gas transportation agreement to replace the GTA, that provides for
FPU's agreement to provide gas transportation services to the City on the LWG Lateral, subject to payment by the Clty
of transportauon charges that is set initially to permit FPU to recover a return of 8.77% on its undepreciated
investment in the construction of the LWG Lateral, plus O&M expenses. FPU's rates are subject to adjustment in
.. subsequent rate proceedings before the FPSC. FPU and the City successfully executed a new gas transportation
" agreement by March 31, 2003, therefore, FPU received payment for the shortfalls in monthly payments under the GTA
through March 31, 2003, plus interest, plus a termination fee of $1.5 million dollats, plus other expenses.

15. Commnitments

To ensute a reliable supply of power and natural gas at competitive prices, FPU has entered into long-term purchase and
transportation contracts with various suppliers and producers, which expire at vatious dates through 2015. Purchase prices
under these contracts are determined by formulas either based on matket prices or at fixed prices. At December 31, 2003,
FPU has firm purchase and transportation commitments adequate to supply its expected future sales requirements. FPU is
committed to pay demand or similar fixed charges of approximately $18.8 million during 2003 related to gas purchase

agreements. Substantially all costs incurred under the electric and gas purchase agreements are recoverable from customers
through fuel adjustment clause mechanisms.

Contractual Obligations
Payments due by period (dollars in thousands):
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Less than More than
Total 1 year 1-3 years 3-5 years 5 years

Long-Term Debt $52500 § -3 - $ - $ 52,500

Operating Lease Obligations 96 48 43 5

Gas Purchase Obligations 55,527 18,789 14,779 9,840 12,119

Electric Purchase Obligations 33 7 13 13

Other Purchase Obligations 356 190 162 4

Total $108,512 $ 19,034 $ 14,997 $ 9,862 $ 64,619

16. Quarterly Financial Data (Unaudited)

The quartetly financial data presented below reflects the influence of, among other things, seasonal weather conditions, the
timing of rate increases and the migration of winter residents and tourists to Central and South Florida during the winter
season. The water division has been classified as discontinued operations and is excluded from revenues, gross profit, and
operating income excluding income tax. (dollars in thousands, except per share amounts):

2003

Revenues

Gross profit

Operating income from continuing operations excluding income tax
Income from continuing operations, net of income taxes

Income from discontinued operations, net of income taxes

Net Income

Earnings per common share (basic and diluted):
Continuing operations
Discontinued operations
Total

2002
Revenues
Gross profit
Operating income from continuing operations excluding income tax
Income from continuing operations, net of income taxes
“7. Income from discontinued operatons, net of income taxes
Net Income
Eattiings per common share (basic and diluted):
Continuihg operations
Discontinued operations
Total

FIRST

QUARTER

$ 31,149
11,241
4,135

1,813

9,882
11,695

0.46
2.54
3.00

§ 23,717
9,632

3,161
1,466

108

1,574

0.38
0.03
0.41

$

SECOND
QUARTER

24,409
9,144
1,651

482
(61)
421

0.13
(0.02)
0.1

20,707
8,292
1,731

489
205
694

0.12
0.05
0.17

THIRD

$

$

FOURTH
QUARTER QUARTER

21,628 $ 25537
8,106 9,242
707 1,200
82) 309
) 85
®7) 394
(0.02) 0.08
- 0.02
(0.02) 0.10
20283 $ 23,754
8,110 8,895
1,316 1,561
275 531
195 94
470 625
0.07 013
0.05 0.02
0.12 0.15
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INDEPENDENT AUDITORS' REPORT

To the Directors and Shareholders of Florida Public Utilities Company:

We have audited the accompanying consolidated balance sheet and statement of capitalization of Florida Public
Utllities Company and its wholly-owned subsidiary, Flo-Gas Cotporation as of December 31, 2003 and the related
consolidated staternents of income, common shareholders' equity and cash flows for the year ended December 31,
2003. These financial statements are the responsibility of the Company’s tanagement. Our respon31bﬂ1ty 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 Ametica.
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 evaluatmg the overall financial statement presentauon We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of
Florida Public Utilities. Company and its wholly-owned subsidiary, Flo-Gas Cotporation at December 31, 2003 and the
results of their operations and their cash flows for the year ended December 31, 2003 in conformity with accounting .
principles generally accepted in the United States of America.

BDO Seidman, LLP
Certified Public Accountants
West Palm Beach, Florida
February 13, 2004

. INDEPENDENT AUDITORS' REPORT

To the Directors and Shareholders of Florida Public Utilities Company:

We have audited the accompanying consolidated balance sheet and statement of capitalization of Florida Public
Utilittes Company and its wholly owned subsidiary, Flo-Gas Corporation, as of December 31, 2002, and the related
consolidated statements of income, common shareholders' equity and cash flows for each of the two years in the
period ended December 31, 2002. Our audits also included the 2002 and 2001 consolidated financial statement
schedule listed in the Index at Item 15. These financial statements and financial statement schedule are the

responsibility of the Company's management. Our responsibility is to express an oplmon on these financial statements
and financial statement schedule based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amournts 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 audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of
Florida Public Utilities Company and its wholly owned subsidiary, Flo-Gas Corporation at December 31, 2002, and the
results of their operations and their cash flows for each of the two years in the period ended December 31, 2002 in
conformity with accounting principles generally accepted in the United States of America. Also, in our opinion, such
2002 and 2001 consolidated financial statement schedule, when considered in relation to the basic 2002 and 2001

consolidated financial statements taken as a whole, presents fairly in all matetial respects the information set forth
therein.
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DELOITTE & TOUCHE LLP
Certified Public Accountants
West Palm Beach, Florida
February 19, 2003

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

The Audit Committee of the Board of Directors of Florida Public Utilities Company ("FPU") annually considers the
selection of Florida Public Utilities Company’s independent public accountants. As such, FPU’s Audit Committee,
on April 15, 2003, decided to dismiss Deloitte & Touche LLP ("Deloitte & Touche") as Florida Public Utilities
Company’s independent public accountants and to engage BDO Seidman, LLP ("BDO Seidman"), as of April 17,
2003, to serve as FPU’s independent public accountants for the year ended December 31, 2003. The Audit
Committee made the determination as part of its responsibility under the Sarbanes-Oxley Act of 2002 and related
regulations adopted and proposed by the SEC, which formally chatge audit committees of public companies with
the responsibility of evaluating, retaining and discharging a company’s independent auditor.

Deloitte & Touche’s reports on Flotida Public Utilities Company’s consolidated financial statements as of and for
the years ended December 31, 2001 and 2002 did not contain an adverse opinion or disclaimer of opinion, nor were
they qualified or modified as to uncertainty, audit scope or accounting principles. During years ended December 31,
2001 and 2002, there were no disagreements with Deloitte & Touche on any matter of accounting principles or
practices, financial statement disclosure, or auditing scope or procedure which, if not resolved to Deloitte &
Touche’s satisfaction, would have caused them to make reference to the subject matter in connection with their
report on FPU’s consolidated financial statements for such years.

Florida Public Utilities Company provided Deloitte & Touche with a copy of the foregoing disclosures. Deloitte &
Touche’s lettet, dated April 18, 2003, stating its agreement with the above statements was filed as exhibit 16 to Form
8-K filed on April 18, 2003.

During Florida Public Utilities Company’s years ended December 31, 2001 and 2002, FPU did not consult with
BDO Seidman in respect to the application of accounting principles to a specified transaction, either completed or
proposed, ot the type of audit opinion that might be rendered on FPU’s consolidated financial statements.

Item 9A. Controls and Procedures
Disclosure Controls and Procedures

FPU’s management carried out an evaluation, under the supervision and with the participation of FPU's Chief
Executive Officer and Chief Financial Officer, of the effectiveness of FPU's disclosure controls and procedures (as
defined in Rules 13a-15(e) and 15d-15(€) under the Exchange Act). Based upon that evaluation, the Chief Executive
Officer and Chief Financial Officer concluded that, as of December 31, 2003, FPU’s disclosure controls and
procedures were (1) designed to ensure that material information relating to FPU is made known to FPU’s Chief
Executive Officer and Chief Financial Officer by others, particulatly during the period in which this report was being
prepared and (2) effective, in that they provide reasonable assutance that information required to be disclosed by FPU
in the reports that FPU files or submits under the Exchange Act are recorded, processed, summarized and reported
within the time periods specified in the SEC’s rules and forms.

Changes in Internal Control Over Financial Reporting

No change in FPU’s internal control over financial reporting (as defined in Rules 132-15(f) and 15d-15(f) under the
Exchange Act) occurred during the fiscal quarter ended December 31, 2003 that has materially affected, or is reasonably
likely to materially affect, FPU’s internal control over financial reporting.
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PART III

Item 10. Directors and Executive Officers of the Registrant

Information concerning directors and nominees of the Registrant is included under the caption "Nominees and
Continuing Directors" in the Registrant's Proxy Statement for the 2004 Annual Meeting of Shareholders and is
incorporated by reference herein. Information required by Items 405 and 406 of Regulation S-K will be included in
the Registrant’s Proxy Statement for the 2004 Annual Meeting of Sharcholders and is incorporated by reference herein.

The following table sets forth certain information about the executive officers of the Regmttant as of February 24,
2004.

Name Age DPosition Date

John T. English 60 Chief Executive Officer 1998 - Present
- President 1997 - Present

Chief Operating Officer 1997 - 2000
Chatles L. Stein 54 . Senior Vice President 1997 - Present
Chief Operating Officer 2001 - Present
George M. Bachman 44 Corporate Secretary 2004 - Present
Chief Financial Officer 2001 - Present
Treasurer 2001 - Present

Mr. English was Seniot Vice President from 1993 preceding his appointment as President and Chief Operating Officer.
Mz. Stein was Vice President from 1993 preceding his appointment as Senior Vice President.
Mr. Bachman was Controller from 1996 preceding his appointment as Chief Financial Officer & Treasuret.
There are no family relationships between the executive officers and directors. |
All executive officers ate appointed fof a one-year te?m.
Item 11. Executive Compensation

Information concerning executive compensation is included under the caption "Bxecutive Compensation" in the
Registrant's Proxy Statement for the 2004 Annual Meeting of Shareholders and is incorporated by reference herein.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.

Informanon concerning the security ownership of certain of the Registrant's beneficial owners and rnanagement is
included under the captions "Security Ownership of Certain Beneficial Owners" and "Nominees and Continuing
Directors" in the Registrant's Proxy Statement for the 2004 Annual Meetmg of Shareholders and is mcorporated by
reference herein. ‘

Item 13. Certain Relationships and Related Transactions

Thete wete no relaﬁonshlps or related party transactions with respect to FPU during the fiscal year endcd December 31,
2003 that would require disclosure pursuant to Item 404 of Regulation S-K.

Item 14. Principal Accountant Fees and Services

The following table presents fees for professional services rendered by BDO Seidman LLP for the fiscal year ended
December 31, 2003 and by Deloitte & Touche LLP for the fiscal year ended December 31, 2002 and fees billed for other
services rendered by BDO Seidman and Deloitte & Touche during their respective fiscal years.
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Fiscal Year Ended December 31: 2003 2002

(BDO Seidman)  (Deloitte & Touche)
Audit Fees $110,000 $135,000
Audit Related Fees -
Tax Fees - 9,000
All Other Fees - 35.000
Total $110.000 $179.000

The Audit Committee has concluded the provision of the non-audit services listed above is compatible with maintaining
the independence of Deloitte. ° ‘ -

PART IV

Item 15. Exhibits, Financial Statement Schedules, and Reports on Form 8-K

(2 1.  Financial Statements
The following consolidated financial statements of Florida Public Utilities Company are included herein
and in the Registrant's 2003 Annual Report to Shareholders.
Consolidated Statements of Income
Consolidated Balance Sheets
Consolidated Statements of Capitalization
Consolidated Statements of Common Shareholders' Equity
Consolidated Statements of Cash Flows
Notes to Consolidated Financtal Statements
Independent Auditors' Report
Independent Auditors' Report

2. Financial Statement Schedules

Valuation and Qualifying Accounts

‘Balance at Charges to Bad Balance at End of
Beginning of Period Deductions Debt Expense Period
2001 $ 162,000 444,000 410,000 $ 128,000
2002 $ 128,000 224,000 400,000 $ 304,000
2003 $ 304,000 301,000 177,000 ' ~ $180,000

3. Exhibits
See exhibit index following signatures.
(b)  Reports on Form 8-K.

e A Form 8-K was filed November 14, 2003 announcing 2 press release relating to 3w quarter
earnings.
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SIGNATURES

Pursuant to the requitements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

FLORIDA PUBLIC UTILITIES COMPANY

/s/ George M Bachman
George M Bachman, Chief Financial Officer
(Duly Authotized Officer)
Date: March 30, 2004

Each person whose signature appeats below hereby constitutes and appoints and John T. English, Chief Executive Officer
and President, and George M. Bachman, Chief Financial Officer, and each of them, the true and lawful attorneys-in-fact and
agents of the undersigned, with full power undetsigned, in any and all capacities, to sign any and all amendments to this Annual
Report on Form 10-K and to file the same, with all exhibits thereto, and other documents in connection therewith, with the
Securities and Exchange Commission, and hereby grants to such attorneys-in-fact and agents, and each of them, full power and
authotity to do and perform each and every act and thing requisite and necessary to be done, as fully to all intents and purposes
as the undersigned might or could do in person, hereby ratifying and confirming all that said attorneys-in-fact and agents, or any
of them, or their ot his substitute or substitutes, may lawfully do or cause to be done by virtue thereof.

/s/ John T. English ~ Date: March 30, 2004
John T. English

_ President, Chief Executive Officer, and
Director (ptincipal executive officer)

/s/ George M Bachman Date: March 30, 2004
George M Bachman, Chief Financial Officer
(principal financial officer and principal accounting officer)

/s/ Ellen Terry Benoit Date: March 30. 2004
Ellen Terry Benoit
Director

/s/ Richard C. Hitchins Date: March 30. 2004
Richard C. Hitchins
Director

~/s/ Paul L. Maddock..Ir. Date: March 30. 2004
Paul L. Maddock, Jr.

Director '

/s/ Rudy E. Schupp Date: March 30. 2004
Rudy E. Schupp

Director
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FLORIDA PUBLIC UTILITIES COMPANY
EXHIBIT INDEX

Amended Articles of Incorporation (Incorporated herein by reference as Exhibit 3(i) to FPU’s
quatterly report on Form 10-Q for the period ended June 30, 2002. SEC File No. 1-10608)

Amended By-Laws (Incorporated herein by reference as Exhibit 3(if) to FPU’s quarterly report on
Form 10-Q for the period ended June 30, 2002. SEC File No. 1-10608)

Indenture of Mortgage and Deed of Trust of FPU dated as of September 1, 1942 (Incorporated by
reference hetein to Exhibit 7-A to Registration No. 2-6087).

Fourteenth Supplemental Indenture dated September 1, 2001. (Incorporated by reference to
exhibit 4(b) on FPU’s annual report on form 10-K for the year ended December 31, 2001)

Fifteenth Supplemental Indenture dated November 1, 2001. (Incorporated by reference to exhibit
4(c) on FPU’s annual report on form 10-K for the year ended December 31, 2001)

Employment agreement between Florida Public Utilities Company and John T. English, effective
through May 31, 2006. Employment agreements between Florida Public Utilities Company and
Chatles L. Stein, Florida Public Utilities Company, and George M. Bachman, éffective through
May 31, 2000, are essentially identical to the agreement in this exhibit. (Incorporated by reference

to exhibit 10(a) on FPU’s quartetly report on Form 10-Q for the petiod ended September 30,
2003)

Contract for the transportation of natural gas between Florida Public Utilities Company and
Florida Gas Transmission Company under Service Agreement for Firm Transportation Service

dated June 1, 1992 (Incorporated by reference to exhibit 10(b) on FPU’s Form S-2 for July 1992,
File No. 0-1055) :

Contract for the transportation of natural gas between Florida Public Utilities Company and Florida
Gas Transmission Company under interruptible Transportation Service Agreement dated February

23, 1990 (Incorporated by reference to exhibit 10(c) on FPU’s Form S-2 for]uly 1992, File No. 0-
1055).

Contract for the transportation of natural gas between Florida Public Utilities Company and the City
of Lake Worth dated March 25, 1992 (Incorporated by reference to exh1b1t 10(f) on FPU’s Form S-2
for July 1992, File No. 0- 1055) '

Contract for the purchase of electric power between Florida Public Utilities Company and
Jacksonville Electric Authority dated January 29, 1996. (Incorporated by reference to exhibit 10(h) on
FPU’s annual report on form 10-K for the year ended December 31, 2000)

Contract for the purchase of electric power between Florida Public Utilities Company and Gulf
Power Company effective November 21, 1996. (Incorporated by reference to exhibit 10(i) on FPU’s
annual report on form 10-K for the year ended December 31, 2000) '

Contract for the purchase of as-available capacity and energy between Florida Public Utilities
Company and Container Corporation of America dated September 19, 1985 (Incorporated by
reference to exhibit 10(j) on FPU’s Form S-2 for July 1992, File No. 0-1055).



Florida Public Utilities 2003 10-XK 55 of 55
10(h) Contract for the sale of electric service between Florida Public Utilities Company and Container
Corporation of America dated August 26, 1982 (Incorporated by reference to exhibit 10(j) on FPU’s
Form S-2 for July 1992, File No. 0-1055). '

10%1) Contract for the sale of electric service between Florida Public Utilities Company and ITT Rayonier

Inc. Dated April 1, 1982 (Incorporated by reference to exhibit 10(k) on FPU’s Form S-2 for July
~1992, File No. 0—1055)

10() Form of Stock Purchase and Sale Agreement between Florida Public Utilities Company and three
petsons who, upon termination of two trusts, will become the record and beneficial owners of an
aggregate of 313,554 common shares of the Registrant (Incorporated by reference to exhibit 10(p) on
FPU’s Form S-2 for July 1992, File No. 0-1055).

10(k) Contract for the sale of certain assets comprising FPU’s water utility business to the City of
Fernandina Beach dated December 3, 2002. (Incotporated by reference to exhibit 10(o) on FPU’s
annual report on form 10-K for the year ended December 31, 2002)

100 Transportation agreement between Florida Public Utilities Company and the City of Lake Worth.
(Incorporated by reference to exhibit 99.2 on FPU’s Form 8-K filed April 4, 2003, File No. 001-
10608)

10(m) A Mutual Release agreement, as of March 31st 2003; by and between Florida Public Utilities

Company, Lake Worth Generation, LLC, The City of Lake Worth, and The AES Cotporation.
(Incorporated by reference to exhibit 99.3 on FPU’s Form 8-K filed April 4, 2003, File No. 001-
10608)

16 Change in certifying accountants (incorporated herein by reference as exhibit 16 to FPU’s cutrent
report on Form 8-K filed April 18, 2003).

21. Subsidiary of the registrant (Incorporated by reference to exhibit 21 on FPU’s annual report on
form 10-K for the year ended December 31, 2000)

23.1 Independent Auditors' Consent Deloitte & Touche LLP

23.2 Independent Auditors' Consent BDO Seidman LLP
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322 Certification of Principal Financial Officer (906)
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Exhibit 31(1)

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
FLORIDA PUBLIC UTILITIES COMPANY
(Section 302)

I, John T. English, certify that:

1. Thave reviewed this annual report on Form 10-K of Florida Public Utilities Company (the “registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report; '

3. Based on my knowledge, the financial statements, and other financijal information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: .

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared,;

(b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

(c) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred
during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial
reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and
report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant's internal control over financial reporting.

Date: March 30, 2004

By /s/ John T English
John T. English
Chief Executive Officer




Exhibit 31(2)

CERTIFICATION OF CHIEF FINANCIAL OFFICER
FLORIDA PUBLIC UTILITIES COMPANY
(Section 302)

1, George M. Bachman, certify that:
1. Ihave reviewed this annual report on Form 10-K of Florida Public Utilities Company (the “registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
materia! respects the financial condition, resuits of operations.and cash flows of the registrant as of, and for, the periods
presented in this report;

4, The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f})) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

(b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

(c) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred
during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial
reporting; and ‘

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and
report financial information; and

(b) Any fraud, whether or not maferial, that involves management or other employees who have a significant role in
" the registrant's internal control over financial reporting.

Date: March 30, 2004

By /s/ George M. Bachman
"George M. Bachman
Chief Financial Officer




Exhibit 32(1
@ CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

n connection with the Annual Report on Form 10-K of Florida Public Utilities Company (the "Company") for the
eriod ended December 31, 2003 as filed with the Securities and Exchange Commission on the date hereof (the
Form 10-K"), I, John T. English, Chief Executive Officet of the Company, cettify, to the best of my knowledge,
ursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

1) The Form 10-K fully complies with the requirements of Secuon 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

2) The information contained in the Form 10-K faitly presents, in all material respects, the financial
condition and results of operations of the Company.

/s/ Jobn T. English
John T. English

Chief Executive Officer
March 30, 2004




Exhibit 32(2)

CERTIFICATION PURSUANT TO
18 U.S.C, SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

n connection with the Annual Report on Form 10-K of Florida Public Utilities Company (the "Company") for the
eriod ended December 31, 2003 as filed with the Securities and Exchange Commission on the date hereof (the
Form 10-K"), I, George M. Bachman, Chief Financial Officer of the Company, certify, to the best of my knowledge,
ursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) - The Form 10-K fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

2) The information contained in the Form 10-K fairly presents, in all material respects, the financial
condition and results of operations of the Company.

[s/ George M. Bachman
George M. Bachman

( ] Chief Financial Officer
' March 30, 2004



Exhibit 23.1

INDEPENDENT AUDITORS’ CONSENT

We consent to the incorporation by reference in Registration Statement No. 333-63532 on Form S-3 and
Registration Statement No. 333-63942 on Form S-8 of Florida Public Utilities Company, of our report
dated February 19, 2003, appearing in this Annual Report on Form 10-K of Florida Public Utilities
Company for the year ended December 31, 2003.

DELOITTE & TOUCHE LLP

West Palm Beach, Florida
March 29, 2004



Florida Public Utilities Company
West Palm Beach Florida

We hereby consent to the incorporation by reference in the Registration Statements on Form S-3
(No.333- 63532) and on Form S-8 (No. 333-63942) of Florida Public Utilities Company of our report
dated February 13,2004, relating to the consolidated financial statements and financial schedule,
which appear in this Form 10-K.

BDO Seidman, LLP
West Palm Beach , Florida

March 29,2004



Exhibit 99.1
AUDIT COMMITTEE CHARTER

L Purpose and Scope

The primary functions of the Audit Commitiee (the “Committee”) of the Board of
Directors (the “Board™) are to oversee (i) the audit of the financial statements of Florida Public
Utilities Company (the “Company”) provided to the Securities and Exchange Commission (the
“SEC”), the Company’s shareholders and to the general public, (ii) the Company’s internal
financial and accounting processes and controls, (iii) the Company’s disclosure controls and
procedures, (iv) the independent audit process of the Company, and (v) the compliance by the
Company with legal and regulatory requirements.

IL. Composition

The Committee shall consist of a minimum of three independent (outside) directors
appointed by the Board, who shall meet the requirements under any rules or regulations of the
AMEX and any other applicable laws, as may be in effect from time to time.

All members of the Committee shall be able to read and understand fundamental
financial statements, including a balance sheet, cash flow statement and income statement. At
least one member of the Committee shall have either (i) past employment experience in finance
or accounting, (ii) requisite professional certification in accounting, or (iii) any other comparable
experience or background which results in the individual’s financial sophistication, including
being or having been a chief financial officer or other senior officer with financial oversight
responsibilities.

The Committee members shall be elected by the Board and shall serve until their
successors shall be duly elected and qualified or until their earlier resignation or removal. Unless
a Chairman is elected by the full Board, the members of the Committee may designate a
Chairman by majority vote of the full Committee membership.

II. - Responsibilities and Duties

The Committee’s role is one of oversight, and it is recognized that the Company’s
management is responsible for preparing the Company’s financial statements and that the
independent accounting firm is responsible for auditing those financial statements. To fulfill 1ts
responsibilities and duties the Committee shall:

A. Document Review

1. Review and assess the adequacy of this Charter as conditions dictate, but at least
annually, and recommend any proposed changes to this Charter to the Board for approval.

2. Review with representatives of management and representatives of the
independent accounting firm the Company’s audited annual financial statements prior to their
filing as part of the Company’s Annual Report on Form 10-K. After such review and discussion,
which shall include major issues regarding accounting and auditing principles and practices as



well as the adequacy of internal controls that could significantly affect the Company's financial
statements, the Committee shall recommend to the Board whether such audited financial
statements should be included in the Company’s Annual Report on Form 10-K. The Committee
shall also review with representatives of management and representatives of the independent
accounting firm the Company’s interim financial statements prior to their inclusion in the
Company’s Quarterly Reports on Form 10-Q.

3. Review with management and the independent accounting firm significant
financial reporting issues and judgments made in connection with the preparation of the
Company’s financial statements, including: (i) any significant changes in the Company’s
selection or application of accounting principles; (ii) any significant issues or changes regarding
accounting and auditing principles or practices; (iii) any significant issues regarding the adequacy
of the Company’s internal controls; (iv) the development, selection and disclosure of critical
accounting estimates; and (v) analyses of the effect of alternative assumptions, estimates or
generally accepted accounting principles (“GAAP”) methods on the Company’s financial
statements.

4. Discuss with management and the independent accounting firm the effect of
regulatory and accounting initiatives as well as any off-balance sheet structures on the
Company’s financial statements.

5. Discuss with management the quarterly earnings press releases, including “pro
forma” and other “adjusted” non-GAAP information, as well as any financial information and
earnings guidance provided to analysts, rating agencies and others.

6. Meet periodically to review with management and the independent accounting
firm their views on the Company’s major financial risk exposures, including the Company’s risk
assessment and risk management policies, and the steps management has taken to monitor and
control such exposures.

B. Independent Accounting Firm Oversight

1. Have the sole authority to appoint or replace the independent accounting firm and
approve in advance the fees, scope, planning, staffing and terms of any audit and non-audit
engagements of the independent accounting firm. The independent accounting firm shall report
directly to the Committee.

2. Specifically identify and approve in advance all non-audit services performed by
~“the independent accounting firm. Conduct a periodic review of any ongoing non-audit services to
- review and approve their continued provision and scope. All non-audit services performed by the
independent accounting firm shall be disclosed in the applicable periodic or annual report filed
with the SEC.

3. Meet with the independent accounting firm prior to the audit to review the
planning and staffing of the audit.

4. Oversee and evaluate the work of the independent accounting firm, including
resolution of any disagreement between management and the independent accounting firm
regarding financial reporting.



5. Review the experience and qualifications of the senior members of the
independent accounting firm engaged on the Company’s account. Also, review the number of
years that the lead audit partner and the audit partner responsible for reviewing the audit have
performed audit services for the Company in the previous five fiscal years in order to address
compliance with the five-year mandatory audit partner rotation requirement. Consider whether, in
order to assure continuing auditor independence, it is appropriate to adopt a policy of rotating the
independent accounting firm on a regular basis.

6.  Receive from the independent accounting firm, on an annual basis, a formal
written statement identifying all relationships between the independent accounting firm and the
Company consistent with Independence Standards Board Standard 1, as it may be modified or
supplemented. The Committee shall actively engage in a dialogue with the independent
accounting firm as to any disclosed relationships or services that may impact the objectivity and
independence of the independent accounting firm.

7. Discuss with representatives of the independent accounting firm, on a quarterly
basis, the matters required by the Statement on Auditing Standards 61, as it may be modified or
supplemented, which ensures the independent accounting firm’s independence and addresses
disclosure of any possible fraudulent activities.

8. Obtain from the independent accounting firm, on a quarterly basis, assurance that
Section 10A of the Securities and Exchange Act of 1934 has not been implicated.

9. Obtain and review reports from the independent accounting firm at least annually
regarding: (i) the independent accounting firm’s internal quality-control procedures; (ii) any
material issues raised by most recent quality-control review, or peer review, of the firm, or by any
inquiry or investigation by governmental or professional authorities within the preceding five
years respecting one or more independent audits carried out by the firm; (iii) any steps taken to
deal with any such issues; and (iv) all relationships between the independent accounting firm and
the Company. '

10. Discuss with the national office of independent accounting firm issues on which
it was consulted by the Company's audit team and matters of audit quality and consistency.

11. Evaluate the qualifications, performance and independence of the independent
accounting firm, including whether the adequacy of the independent accounting firm’s quality
controls and the provision of any permitted non-audit services is compatible with maintaining the
independent accounting firm’s independence and taking into account the opinions of
management.

12, Review reports from the independent accounting firm related to (i) all critical
accounting policies and practices used; (ii) all alternative treatments of financial information
within GAAP related to material items that have been discussed with management, ramifications
of the use of such alternative disclosures and treatments, and the treatment preferred by the
independent accounting firm; and (iii) other material written communications between the
independent accounting firm and management, such as any management letter or schedule of
unadjusted differences.

13. Discuss any independent-accounting-firm reports with the independent
accounting firm, report to the Board and, if so determined by the Committee, recommend that the



Board take additional action to satisfy itself of the qualifications, performance and mdependence
of the independent accounting firm.

14. Establish and maintain clear policies regarding the hiring of employees or former
employees of the independent accounting firm who were engaged on the Company’s account.

15. Review with the independent accounting firm any significant problems or
difficulties the independent accounting firm may have encountered and any management letter
provided by the independent accounting firm and the Company’s response to that letter, including
any restrictions on the scope of activities or access to required information, significant changes to
the audit plan and any disagreement with management, which if not satisfactorily resolved would
have affected the independent accounting firm’s opinion.

16. Review with management and the independent accounting firm -any
correspondence with regulators or governmental agencies and any employee complaints or
published reports which raise material issues regarding the Company's financial statements or
accounting policies.

C. Compliance and Reporting

1. Engage independent counsel, accounting consultants or other advisors to advise,
as necessary, the Committee in connection with any matter within its duties and responsibilities.

2. Review periodic reports provided by the Company regarding compliance by the
employees of the Company and its subsidiary with applicable legal requirements and the
Company’s standards of business conduct policies.

3. Review with the Company’s General Counsel legal matters that may materially
affect the financial statements, the Company’s compliance policies and any material reports or
inquiries received from regulators or governmental agencies.

4, Review annually, in consultation with the independent accounting firm and
management, the adequacy of the Company’s internal- financial and accounting processes and
controls.

5. Prepare and submit, in accordance with the rules of the SEC as modified or
supplemented from time to time, a written report of the Committee to be included in the
Company’s annual proxy statement for each annual meeting of the Company’s stockholders.

‘D. . Other

1. Meet at least quarterly with the Company’s senior executive officers, internal
auditors, and the independent accounting firm. Include meeting with each group independently.

2. Review any other matter brought to its attention within the scope of its duties,
including any issue of significant financial misconduct.

3. Establish procedures for (i) the receipt, review, retention and treatment of
complaints regarding accounting, internal accounting controls or auditing matters; and (ii) the



confidential or anonymous submission by employees of the Company of concerns regarding
questionable accounting or auditing matters, and the receipt and review thereof.

4. The corporate governance committee, not the audit committee, shall approve and
administer a code of ethics, as defined by rules of SEC, for senior officers and such employees
and agents of the Company as it determines.

5. Review with the Company’s Chief Executive Officer and Chief Financial
Officer, prior to their quarterly or annual report certification submission to the SEC, (i) all
significant deficiencies in the design or operation of internal controls that could adversely affect
the Company’s ability to record, process, summarize and report financial data, and any material
weaknesses in the Company’s internal controls that they have identified for the Company’s
independent accounting firm; (ii) any fraud, whether or not material, that involves management or
other employees who have a significant role in the Company’s internal controls; and (iii) whether
or not there were significant changes in internal controls or in other factors that could
significantly affect internal controls subsequent to the date of the Chief Executive Officer’s and
the Chief Financial Officer’s evaluation thereof, including any corrective actions with regard to
significant deficiencies and material weaknesses.

6. Make regular reports to the Board.
Iv. Responsibility Summary

While the Committee has the responsibilities and powers set forth in this Charter, it is not
the duty of the Committee to plan or conduct audits or to determine that the Company’s financial

statements are complete and accurate and are in accordance with GAAP. Those duties are the
responsibility of management and the independent accounting firm.



Exhibit 99.2

FLORIDA PUBLIC UTILITIES COMPANY
NOMINATING AND CORPORATE GOVERNANCE COMMITTEE
' CHARTER '

ROLE

The role of the Committee is to assist the Board in fulfilling its corporate governance
responsibilities. : - ,

COMPOSITION
The Nominating and Corporate Governance Committee shall:

Be appointed by the Board of Directors

Be composed of two or more members of the Board of Directors each of whom are
independent under the definition set forth by the American Stock Exchange (AMEX) and
the Securities and Exchange Commission (SEC)-

RESPONSIBILITIES

The Committee shall have the responsibility for making recommendations to the Board with
respect to the governance of the Company as follows:

Generally advise the Board on corporate governance matters;

Develop and recommend to the Board a set of corporate governance principles applicable to

the Company, periodically review the adequacy of such guidelines, and recommend to the
Board any changes deemed appropriate;

Determine Board membership qualification standards;

Select and review candidates for Board membership consistent with membership
qualification standards;

Recommend to the Board, in accordance with Board policy:
assignment of members to committees
appointment of committee chairs
rotation of committee members and chairs

The Nominating and Corporate Governance Committee has the authority to obtain advice
and seek assistance of independent, professional advisors. The Committee has the sole
authority to retain and terminate any search firm to be used to identify director candidates,
including sole authority to approve such search firm’s fees and other retention terms.
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Dear Fellow Employee:

The importance of integrity cannot be overstated. It is essential for our
success ~ it is the most important quality an individual or company can
possess. The integrity of our Company is a reflection of the collective
integrity of each one of us. It takes time and hard work to earn a
reputation of integrity, and an instant to destroy it through a single,
inappropriate act.

On the pages that follow, we have described the various aspects and
perspectives of how we are to conduct ourselves in the business world.
Each situation we will encounter is unique which means that the
principles that follow are to guide us to an appropriate course of action.
If, in any situation you have even the slightest doubt, do not hesitate to
consult with your manager, director, the Director of Human Resources or
any officer. - '

el

Jack English
President & CEO

Page revised 04/22/03



UTILITIES

Code of Ethics

Introduction

At Florida Public Utilities [FPU] we recognize the importance of integrity,
trust and commitment to our success. We are committed to upholding
high ethical standards in our operations and with everyone we come in
contact with, i.e. our shareholders, employees, customers, contractors,
vendors, competitors and the communities we serve. We believe in the
principles of honesty, fairness, respect and honor.

This code cannot and is not intended to cover every situation that we may
encounter or provide the appropriate solution to all questions that might
arise; for that we rely on each person’s common sense of what is right,
including an understanding of when it is advisable to seek guidance from
others on an appropriate course of conduct. Our business depends upon
the reputation of the company and its directors, officers and employees for
integrity and conduct based upon high ethical standards.

Ethical Practices

Values: A Statement of Principle

New ways of organizing people and work within the company are giving
each of us greater responsibility for making decisions. Given the
complexity and constantly changing nature of our business and our
society, no list of hard-and-fast rules, however long and detailed, could
adequately cover all the dilemmas we potentially face. Thus, every
employee is asked to take responsibility for making ethical decisions.

Personal Values and Conduct

In most situations, our personal values and honesty will guide us to the
right decision. But in our capacity as employees and representatives of

Page revised 04/22/03
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FPU, we must also always consider how our actions affect the reputation,
integrity and credibility of the company. Our business ethics must reflect
the standard of conduct outlined in this code - a standard based upon the
company’s values and encompassing our relationship with everyone with
whom we come in contact. | |

Our personal conduct must be above reproach while we are on duty,
traveling, taking lunch or stopping-off on the way home. If we are in a
branded company vehicle or wearing branded clothing, we must exercise
good judgment. If you are uncertain if a certain behavior is inappropriate,
ask yourself if a family member, another employee, a neighbor or the
media observed you, would you behave differently? If so, you need to
adjust your behavior appropriately.

If you feel you are being pressured to be a part of something you consider
inappropriate from a moral, ethical or legal perspective, you should
formally report your concerns to the Director of Human Resources or any
officer.

A Shared Commitment

We place a high value on being able to fulfill our commitments and to do
so with integrity. Integrity means being of sound moral principle. It
means that each individual within our company is doing their best to
conduct themselves by the standards of business conduct outlined in this
code. |

Acting with integrity also means that while we may not always be sure of
every answer, we will not say one thing and then do another. We will not
make promises that we have no intention of keeping or cannot be
reasonably sure we will be able to keep. We will strive to the best of our
ability to support each commitment we have made and to conduct business
in an honest and ethical manner.
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Putting the Values to Work: Ethical Commitments

The following sections take a more in-depth look at what it means to put
these values to work in our business. The section, Implementing the
Commitments: Guidelines for FEthical Decisions outlines your role in
enabling the company to meet its commitments to others and maintain its
ethical standards. When individuals choose to disregard the code, we
could suffer damage to the company’s reputation and the ensuing loss of
customers, community and employee goodwill, and profitability.
Violations may result in disciplinary action, up to and including
termination of employment. Actions that are against the law may be
subject to criminal prosecution.

Implementing the Commitments
Guidelines for Ethical Decisions

FPU Company’s ability to honor its commitments and ethical standards is
directly dependent on the day-to-day choices and actions of each
employee, officer and member of the board of directors, collectively herein
also referred to as “employees.” This section outlines the standard of
ethical practice expected from everyone affiliated with FPU.

Our Common Working Environment

Each employee has responsibility for creating and sustaining a pleasant,
secure, and productive working environment, an environment in which all
employees, customers and vendors are treated fairly and with respect.

We must all strive to communicate our ideas and concerns in an honest and
clear manner. We must make sure that our criticisms are both direct and
constructive and that we can accept candid feedback from others in the
same spirit. Developing our ability to resolve problems and work
effectively as team members is an important and constant challenge.
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~ Respect for the differences in backgrounds, experiences,
perspectives and talents that each individual employee brings to the team -
are a fundamental value. FPU does not tolerate discrimination, harassment
or demeaning behavior against any individual or group. We recognize that
there are differences among individuals and groups that go well beyond
race and gender. We must learn to understand these individual differences
and see how they contribute to the creation of more innovative ideas and of
better solutions to problems. It is important that we make the effort to
discover how our own skills and perspectives can support this process and

to recognize our personal areas for development.

Our responsibilities to other employees also include ensuring that we do
our. part in maintaining environmental, health and safety standards in our
own workplace. One important component of health and safety standards
concerns illegal drugs. In order to establish FPU as a Drug Free Workplace
and thereby increase the safety and health of our employees and their
families, FPU requires that our employees shall not use drugs illegally at
any time, shall not use or be under the influence of alcohol while working
and shall not use or be under the influence of medications that could affect
their ability to work safely.

Commitments to Interested Parties

This section outlines some of the key commitments that FPU makes to
those with the most direct interest in the organization: its employees,
shareholders, customers and vendors. It contains a lot of statements
beginning with “FPU commits...” or “the company will ...”. Remember
that the ethical conduct of “the company” is really the collective conduct of
its. employees, officers, and members of its board of directors.
Implementing the Commitments provides specific guidelines on your role
in making these statements more than just words.
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Employees

FPU’ employees provide the energy, skill and work ethic we need to be
able to achieve our strategic goals. The company strives to provide work
that is satisfying and an environment that is safe, pleasant and free from
harassment and violence. FPU is committed to providing each employee
with equal advancement opportunities. ~Wherever we operate, the
company offers salaries and benefits that are competitive and fair. The
company provides employees with opportunities for continuing
professional development. |

We are committed to protecting and enhancing the health and safety of our
employees. We want our employees to immediately report accidents,
injuries and unsafe equipment, practices or conditions.

FPU values the contributions of every employee and treats each individual
with respect. This includes safeguarding the confidentiality of employee
records and supporting as far as possible employees’ career aspirations. As
a company, FPU is committed to informing employees quickly and fully on
issues affecting them, and listening to their ideas and concerns.

FPU is committed to a policy of equal employment opportunity without
regard to any classification unrelated to job performance. FPU seeks to
create a work force that is a reasonable reflection of the diverse populations
of the communities that we serve.

Shareholders

Profits are essential to the longevity of the company and to the well being
of all who depend on it. The company seeks to provide value to
shareholders while maintaining financial prudence. FPU believes that
shareholder value is delivered through satisfied and loyal customers and
that customer satisfaction is directly dependent on satisfied and effective
employees. The company endeavors to act in what it perceives to be the
shareholders’ best interests and provides them with full,
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fair, accurate, timely and understandable disclosure in all reports and
communications in accordance with applicable laws and regulations.

Customers

The company maintains high ethical standards in its customer
relationships. Customers deserve safe, reliable and competitively priced
energy and value added services. The focus of the company’s daily
activities is to deliver excellent and friendly service resulting in customer
satisfaction, superior value and product excellence.

Vendors

FPU is fair in its choice of vendors and honest in business interactions with
them. Purchasing decisions are made on the basis of competitive price,
quality, quantity, delivery, service and reputation. The objective is to
procure goods and services which will contribute to the quahty of our
service and the long-term benefit of the company.

Reporting Illegal Conduct

If you become aware of, or have suspicions of any illegal activity, such as
theft, forgery, misappropriation, conversion or falsification of records, you
should formally report your concerns to the Director of Human Resources
and any division director or company officer. You may rest assured that
the company will not allow retaliation for concerns reported in good faith.

Protecting Assets

Collectively, we have a responsibility to protect the company’s assets and
ensure their efficient use. Theft, carelessness and unnecessary waste have a
direct impact on the company’s profitability and ultimately, on our jobs.
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Supplies and equipment purchased by the company are intended to be
used for FPU’ business purposes only. Any other use, after hour’s
charitable work, for example, must receive prior approval from your
Director. Everyone involved in operating equipment has a responsibility
for understanding its proper use and maintaining it in good condition.

Information is an important company asset. Unintended release of
business or technical information to third parties may help our
competitors. If competitors gain even a very general sense of our business
plans, it may give them a head start in reducing whatever advantages we
may have. Inappropriate handling of sensitive information or original
ideas provided by third parties can lead to a loss of trust and liability for
damages.

Employees who have access to proprietary and confidential information,
e.g. engineering designs, employee records, data entrusted to us by a
customer must take every precaution to keep it confidential. Be cautious in
discussing company business in public - in restaurants, on airplanes or on
telephones. Use extra care in transmitting confidential materials via fax.
Remember that our obligation to protect FPU’s proprietary and
confidential information continues after we leave the company.

Protection of company information also means reporting information
completely and accurately. Trying to hide bad news through misleading
information undermines trust and may be illegal in some cases.

The reputation of the company, its employees and its services is also an
important asset that you have a responsibility to protect.

Using Copyrighted Materials

Many materials used by FPU’ employees in the course of their work are
protected by copyright laws: computer software, books,
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audio and videotapes, trade journals, magazines, newsletters, photographs, |
manuals and articles are a few examples. Things like presentation slides,
training materials, management models and problem solving frameworks,
produced by outside consultants or organizations may also be copyrighted.

Reproducing, distributing or altering copyrighted materials without the
permission of the copyright owner or authorized agent is forbidden.
Computer software licensed by FPU must not be illegally copied for
personal, company or customer use.

Conflicts of Interest

Conflicts of interest occur when our personal interests interfere in any way,
or even appear to interfere, with the interests of the company. A conflict of
interest situation can arise when we engage in outside work or make a
financial investment that makes it difficult for us to perform our FPU work
efficiently, objectively and effectively. Conflicts of interest also arise when
we, or members of our family, receive personal, unearned benefits as a
result of our position in the company. |

Outside Activities

FPU’ employees, officers and members of the board of directors, must not
serve as directors or officers of any organization that might supply goods
or services to the company, buy goods or services from the company, or
compete with the company, without prior approval. Neither is it
permissible for them to work as employees of, or consultants to, any of
these organizations. |

There are cases, however, where FPU employees start their own
businesses, or take on part-time work with organizations that are neither
competitors, contractors, suppliers nor customers. This in itself does not
constitute a conflict of interest. It is the employee’s responsibility to ensure
that the second job does not conflict with the interests of FPU. For
example, this means ensuring that the two activities are strictly separated:
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That you do not do other work on FPU time.

That customers and colleagues from your outside business do not contact you at
FPU. ‘

That you do not use FPU’s equipment and supplies, or any FPU personnel for
your outside business.

That you do not promote products or services from your outside business to
other FPU employees during working hours.

That you do not attempt to sell products or services from your outside business
to FPU.

In order to avoid any uncertainty, you must notify the Director of Human
Resources and your manager to approve the outside work prior to
commencing it.

Gifts and Entertainment

The occasional exchange of business courtesies, such as modest gifts, meals
and entertainment, is a common practice meant to provide a legitimate
opportunity to interact, create goodwill or establish trust and
understanding in our business relationships. However, we cannot allow
these practices to adversely affect our objectivity and decisiornrmaking, nor
should we use these practices to place undue influence on our customers,
vendors or business partners. FPU policy prohibits gifts to or from any
private individual, firm, or entity as a means of improperly inducing
business. The guidelines apply at all times and they do not change during
traditional gift-giving seasons or during the planning of a company event.

As these guidelines cannot cover every circumstance, the burden is on
individual employees to use good judgment. “Everyone else does it” is not
sufficient justification. If you are having difficulty determining whether a
specific gift or entertainment offer is within the bounds of acceptable
business practice, consult with the Director of Human Resources and your
manager or your division director.

There are some cases where refusal of an inappropriate gift would cause

embarrassment and hurt to the person offering it. In these cases, the best
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practice is usually to accept the gift on behalf of the company, report it to
your manager and deliver it to the Director of Human Resources.

In some circumstances, FPU may offer a gift as part of a public occasion.
Such gifts must be approved in advance, accurately and completely
accounted for and reported on the books and records of the company.

Bribes and Kickbacks

Under no circumstances is it acceptable to offer, give, solicit or receive any
form of bribe, kickback, barter or other inducemerit, such as a loan of cash,
cash equivalents or securities or obtaining a cosigner for a loan or the
borrowing of equipment. Under some statutes (such as the U.S. Foreign
Corrupt Practices Act), these are criminal actions that can lead to
prosecution. |

In order to ensure that agents and representatives acting on FPU” behalf are
not themselves offering or receiving bribes or kickbacks, all such
arrangements must be covered by written contracts and documented in
accordance with legal and accounting requirements and ethical business
practices. The compensation spelled out in the contract must be clearly
commensurate with the activity undertaken.

Insider Trading

Insider trading means using confidential, material information about FPU,
its’ customers or suppliers to achieve an unfair advantage in the buying or
selling of shares. “Material information” is usually defined as
“information, which, if publicly disclosed, would reasonably be expected
to influence the decision of a reasonable investor to buy, hold or dispose of
the company’s common stock”.

Insider tréding is both unethical and illegal. It is also illegal to pass on
undisclosed material information to anyone, other than in the ordinary
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course of business. Employees who involve themselves in insider trading
(either by personally engaging in trading or by disclosing confidential
material information to others) are subject to immediate termination and
prosecution.

Family and Friends

While conflict of interest guidelines are not intended to unduly interfere
with an employee’s family or personal life, there are situations where the
actions of family members and close personal friends may constitute a
conflict of interest for the employee. For example, any gifts or other
benefits offered to family members by suppliers or potential suppliers are
considered business gifts subject to the Gift and Entertainment Guidelines.
If your spouse, relative or close personal friend is an employee of, or has a
substantial interest in a business seeking to provide goods and services to
FPU, you must ensure that you do not attempt to use your position at FPU
to influence the bidding process or negotiation in any way. If you are
directly involved in purchasing functions, you must disclose this conflict of
interest to the Director of Human Resources and your manager
immediately.

If you have a relative or friend who works for a competitor, you must
disclose this to the Director of Human Resources and your manager and
discuss this situation with them.

Customer Relationships

Each of us has important responsibilities to our customers. Our credibility
with our customers depends on our ability to fulfill our commitments.
Every time an employee commits to an unrealistic timetable, some hard-
earned customer trust is lost. We must not make promises unless we are
reasonably confident that we will be able to keep them. All sales and
promotional efforts must be free from deliberate misrepresentation. If
unforeseen circumstances make it impossible to meet a commitment, we

must inform the customer as soon as possible.
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Many FPU employees deal primarily with “internal customers” - other
FPU employees, functions or departments. These principles apply equally
to these important relationships.

Our commitment to fair competition and high ethical standards prohibits
us from such inappropriate practices as refusing to provide service or
maintain equipment because the customer is also a customer of one of our
competitors. This commitment also prevents us from offering to customers
any benefits or rewards that violate applicable laws or responsible and
generally accepted business practices. In practical terms, this means that
customer entertainment is limited to what is reasonable and necessary to
facilitate business discussions. Any gifts made to customers must be
modest promotional items. (For more details see Gifts and Entertainment.)

FPU employees must respect and protect any confidential or proprietary
information shared with us by a customer. We should not hesitate to let
our customers know, in a respectful way, that we expect them to protect
our confidential and proprietary information as well.

Vendor Relationships

Our commitment to deal fairly and honestly with vendors means that
employees responsible for buying materials and contracting for services on
behalf of the Company must consciously and consistently guard their
objectivity. In practice, this means that no employee will accept or solicit
any benefit from a vendor or potential vendor that might influence, or even
appear to influence, his or her decision. (For more details on what might
be considered a benefit or for a discussion about gifts and entertainment in
general, see Gifts and Entertainment.) Promotional items of modest value
are acceptable, as is moderately scaled entertainment within the limits of
responsible and generally accepted business practices.

No FPU employee will require vendors to give up trade with our
competitors, nor require vendors to buy our products or services

Page revised 02/21/03

14



FLORIDA PUBLIC
UTILITIES

in order to maintain their relationship with us. To avoid even the
appearance of putting pressure on vendors, FPU employees will not solicit
or accept gifts, merchandise or services from vendors for Company events
or charitable activities. |

FPU employees must respect and protect any confidential or proprietary
information shared with us by a vendor. We also should not hesitate to let
our vendors know that we trust them to do likewise.

Community

Ethical Leadership in the Community

Employees, shareholders, customers and vendors are not the only parties
interested in FPU’ activities. Corporations have social obligations that
extend beyond the payment of taxes, employment of people and the
providing of goods and services. An enterprise faces a special challenge: to
uphold consistent standards of ethical business conduct while also
respecting the culture and business customs of every community in which
it operates. This section looks at the broader responsibilities of the
corporation as a citizen.

Communities

FPU directly and through its employees contributes to the general well
being and improvement of the communities where it does business. As a
corporate citizen of the communities we serve, we must always act
responsibly. This means conducting our operations safely and being
prepared for emergencies that may occur. When feasible, we also provide
financial support to worthwhile programs. FPU encourages employees to
participate in local public affairs, charitable organizations and other
community activities of their choice. |
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The company encourages the recruitment of qualified local personnel and
local purchasing of goods and services where practical and economical.

Health, Safety and the Environment

FPU is committed to achieving health, safety and environmental excellence.
FPU will strive to provide a safe and healthy working environment for our
employees and avoid adverse impact and injury to the natural
environment in the communities in which we do business. Our programs
and procedures, as implemented by our management and employees,
combine high standards and the use of appropriate technology in order to
provide for the health, safety and protection of our environment.

Wherever FPU operates we comply with rules and regulations of federal,
state and local governments and appropriate regulatory agencies.

Relationship to the Political Process

FPU does not abuse its power to influence public issues. We do, however,
express our views on issues that affect our operations. The company
respects and supports the right of all employees to participate in the
political process. However, it does not reimburse employees for personal
political contributions, nor does it permit employees to campaign on
company time or property.

- Competition

Competition is the foundation of capitalism. FPU competes vigorously in
an ethical and legitimate manner. We grow our business by providing
safe, reliable and competitively priced energy and value added services.
We avoid all actions which are anti-competitive or otherwise contrary to
laws that govern competitive practices in the marketplace.

FPU and its employees refuse to associate with or participate in illegal

practices, such as pricefixing schemes, bid-rigging arrangements or
exclusive dealings.
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FPU employees do not denigrate competitors or their products, but do,
with care and prudence, make fair and factually based comparisons on
attributes such as quality, price, service and performance.

FPU employees will not use improper means of gathering information
about competitors. Theft, illegal entry and electronic eavesdropping are
obviously unacceptable means of searching for competitive intelligence. In
addition, you must not misrepresent yourself or your situation in order to
convince somebody to release information to you (by posing as a customer,
for example) or engage a third party to do so. You must not offer a bribe or
a gift in exchange for competitors’ information or solicit confidential
information from a competitor’s ex-employee. This is not a comprehensive
list of improper means ~ consult with the Director of Human Resources
and your manager or your division director before reviewing or using any
competitive information.

Accountability

All business transactions must be accurately and completely accounted for
and reported on the books and records of the company. All travel and

expense claims submitted by employees must be justified, accurate and
appropriate.

FPU strives to meet reasonable requests for information. The company
publishes quarterly and annual reports on its performance and shares
information about its ethics standards. It maintains close and honest
relationships with the financial community and the media, regularly and
willingly informing them about significant developments, subject to
applicable laws and company policy regarding disclosure.

FPU provides full, fair, accurate, timely and understandable disclosure in
all reports, documents and filings with the Securities and Exchange
Commission, any other appropriate governmental agency and in
shareholder and public communications.
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Certain information, however, must remain confidential in order to protect
the company’s competitive position and to comply with applicable
agreements and laws. Proprietary information such as expansion plans
and financial information prior to public disclosure often falls in the
category of company property that must be protected. |

Summary

As discussed in the preceding pages of our Code of Ethics, the company is
committed to the highest standards of behavior and ethical practice in
pursuit of our strategic goals. We expect our employees to actively
participate in our philosophy and we require an equal commitment from
our vendors and business pariners.
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Florida Public Utilities Company
2005 Sources and Uses of Funds Forecast
(In Thousands)

Significant cash flow items  (Note 1)

Total Operating Income

Deductions
Operating & Maintenance
Taxes
Interest
Dividends Paid
Other
Total Deductions

Balance
Construction expenditures:
Cash Refund/{Contributions)
Contingency Requirements

Balance
Proceeds (repayment) of Short Term Borrowing
Proceeds from Equity Issuance less costs
Proceeds from Sale of Disc Ops & LWG
Requested Remaining Financing

Balance
Beginning Cash
Ending Cash

Florida Public Utilities Company
2005 Construction Budget for Gross Property Addmons
(In Thousands)

Notes

2005

111,709

86,774
12,186
4,442
2,715
(72)

106.045

5,664

11,840
340
45.000

(51,516)

(8,027)

14,100
371

45,000

(72)
295

223

1) Projected amounts do not include any effect of potential changes in retail base or other

regulated activities which could cause the projections to change.

2) ‘ Excludes AFUDC. All of the estimated construction expenditures are subject to
contmumg review and adjustment. Actual construction expenditures may vary from
these estimates due to factors such as; changes in customers, energy sales,

business and ecenomic conditions, construction and design requirements, fuel supply

and costs, availability of labor, supplies and materials, regulatory treatment,
environmental and conservation requirements, and existing and proposed legislation.
FPUC is keeping its construction program as flexible as possible with the intention

of accommodating those factors that may develop or change.
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June 30, 2004

Preferred Stock without Sinking Fund Requirements:

Other:

Florida Public Utilities Company
Statement of Capital Stock and Debi

Shares Amount
Authorized and |Authorized and |Annual Dividend
Dividend Rate Series Issue Date QOutstanding Qutstanding Requirement
4.75% 1959 6,000 1S 600000001 S . 2850000
Shares
Outstanding
Description Par Vaiue |Issue Date Authorized QOutstanding * _|Amounts
1947,1987, i . S i ) i .
Common Stock $ 150 81998 5,000,080 |- - 4,348.480 | $15,413:261.00
Treasury Stock $ 1.50 415,340 4 $ (4,287,581.00)

Flo-Gas Shares

Affiliated Corporations:

Total

$11,125,680.00

* Average shares outstanding have been restated to reflect the four-for-three stock split declared on June 14, 2002 and distributed on July 1, 2002,
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Florida Public Utilities Company
Statement of Capital Stock and Debt
June 30, 2004

First Mortgage Bonds:

Principal Proceeds /
Series |Issue date] Maturity | Outstanding (Expenses)
9.57% | 5/1/1988 | 5/1/2018 | $10,000,000
10.03% | 5/1/1988 | 5/1/2018 | $ 5,500,000
9.08% | 6/1/1992 [ 6/1/2022 | $ 8,000,000
4.90% | 11/1/2001{ 11/1/2031] $ 14,000,000
6.85% | 9/27/2001| 10/1/2031] $15,000.000
Total | $52,600.000 | §
Unsecured Short Term Debt:
Current Proceeds /
Interest Rate Balance (Expenses)
December 31, 2003 1.82% . .1 . 2,278,000
June 30, 2004 : 1.83% 2 :3;317,00C
Amount Pledged by Applicant: [¢
Amount held in any Fund 0

Pretax interest coverage:

Mos

. Remaining

001z2 186

00189 i " 168

001627 - 215

00134 - . 328

00186 7 327

| 0.0753 1202
7.53%

Net income before interest and income taxes

Interest expense

Netinc  Interest Exp income Tax
“4985. 2945 T T
AT ,';12,-2’1.5.5.'.;3.. :

b ST faraSiodbtoninocs
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