Pursuant to Florida's Interlocal Cooperation Act of 1969, Chapter 163, Florida -Statutes, the
System entered into an Interlocal Agreement with Winter Park on February 24, 2014; effective January 1,
2015 and: expiring on December 31, 2018. Pursuant to this Agreement, the System has agreed to sell 10
MW of capacity and the associated energy on.a 7 day/24 hours a day "must-take" basis, except that Winter
Park may designate up to 500 hours per year during which the "must-take” quantity may be5MW. &+

Interchanee and Economy Wholesale Sales

‘The System has participated in short-term power sales to other utilities through TEA when
market opportunities exist. Due to new natural gas-fired generation in the market, and low and stable
natural gas prices, these opportunities are limited. In recent years, net revenues from interchange sales as
reflected in the following table have been modest.

Net Revenues from Interchange and Economy Wholesale Sales®

{Fiscal Years ended September 30)
{dollars in thousands)

2013 2014 . 2015 2016 2017

Net Revernues (Loss) $123 $673 $369 $126 63,064
Percent of 'Total Electric
System Net Revenues 0.1% 0.9 % 0.5% 0.2% 3.73%

) Varizble in rature due to regional capacity availability, weather effects on demand and fuel
price volatility. '

Interchange and Econony Wholesale Purchases

Interchange and economy wholesale purchases made when power is available from the market at
prices below the System's production costs are among the factors that allow the System to assure
competitive power costs for retail and firm wholesale customers. Purchases for a duration of less than 24
months are made through TEA. Longer-term contracts are negotiated by the System's staff. The benefits
of the System’s purchases are passed on to retail and firm wholesale custorners by affecting the fuel and
purchased power adjustment portion of their rates (see "- Rates — Electric System" below). In the fiscal
year ended September 30, 2017, [21%] of power for retail and wholesale sales was obtained through non-
firm off-system purchases, allowing customers to benefit from less expensive gas-fired power available
for purchase from the market.

Renewable Energy

On November 8, 2017 Gainesville Regional Utility purchased a biomass plant, formerly known
as Gainesville Renewable Energy Center ('GREC"). Upon acquisition of the facility the plant was
renamed Deerhaven Renewable ("IDHR"). With the reductions in the cost of natural gas, a slower growth
in load than forecasted, an evolving legislative and regulatory environment, and energy efficiency
ihcreases, among other factors, the need for energy from the DEIR hiad become less economical. Upon’
acquisition of DHR the restriction imposed by the previous Power Purchase Agreement (PPA) were no
longer applicable, as such we were able to operate the plant with greater flexibility, and with more
economical biomass fuel than under the PPA. These 2 factors as well as unit tuning and optimization
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have made DHR more economical. GRU continues to consider the DHR Biomass Plant to be a useful
long-term strategic energy resource, and expects it will continue to play :an integral part in its long-term
strategy. to hedge against any potential future carbon tax and trade programs. .

Since 2006, renewable energy and carbon management strategies became a major component of
the System's long-term power supply acquisition program. These renewable resources include the
purchase of energy generated by landfill gas emissions, bio-mass and. solar.. The System instituted the
nation's first European-style solar feed-in-tariff ('"FIT") (discussed below) to be offered by a utility. The
System's renewable energy portfolio is part of a long-term' strategy to hedge against potential future
_¢arbon tax and trade programs. See "~ Future Power Supply” below for more information on the
System's renewable energy resources. See also "-- Factors Affecting the Utility Industry - Air Emissions -
The Clean Air Act" below concerning the cap and trade program under which utilities have several options
for complying with the emissions cap, including installation of emission controls, purchasing allowances
or switching fuels. N

tnergy Supply System

Generating Facililies

The DHR Biomass Plant is an approximately 102.5 MW net (116 MW gross) wood biomass-fired
facility.. The GREC Biomass Plant is located on a 131-acre site approximately 10 miles northwest of the
+City within Alachua County, adjacent to GRU's current Deerhaven electric generation facilities. The DHR
Biomass Plant uses advanced combustion technology in which biomass materials are burned in a
fluidized bed boiler under conirolled, low emissions conditions to generate steam, which in turn drives a
turbine/generator that converts the power into electricity. The DHR Biomass Plant is more particularly
described below in "THE SYSTEM — The Electric System — Energy Supply System —Deerhaven
Renewable."

The System owns generating facilities having a net summer continuous capability of 626MW of
net dispatchable summer continuous capacity. The System also is entitled to the capacity and non-
dispatchable energy from a landfill gas to energy plant of approximately 3.0 MW. These facilities are
connected to the Florida Grid and to the System’s service territory over 138 kitovolt ('kV") and 230 kV
transmission facilities that include three interconnections with Duke and one interconnection with FPL:

See also -~ Energy Sales — Interchange and Economy Wholesale Purchases” above for a discussion of
certain power purchases employed to allow the System to assure competitive power costs.

[Remainder of page intentionai’l:lyi-‘lef_t‘l?lan_lg] "

25642/008/01343183.DOCv4 47



The Generating Facilities are set forth in the following table and described herein.

Net
Summer
Existing Generating Facilities Fuels Capability
Plant Name Unit No. Primary Alternative (MW) -
[RK Station
Steam Unit 8 Waste Heat — 36
Combustion Turbine4  Natural'Gas “Pistillate Fuel Oil 72
108
Deerhaven Generating Station
Steam Unit 2 Bituminous Coal — 228
Steam Unit 1 Natural Gas Residual Fuel Oil 75
Combustion Turbine 3 Natural Gas Distillate Fuel Qil 71
Combustion Turbine 2  Natural Gas Distillate Fuel Oil 17.5
Combustion Turbine 1 Natural Gas Distillate Fuel Oil _ 17.5
. : 409
South Energy Center :
SEC-1 Natural Gas — 3.5
SEC-2 Natural Gas — 6.9
10.4
Plant Entitlenient DHR Biomass — 102.5
Total Owned Resources 629.9
Baseline Landfill Landfill Gas —_ 37 ;
Total Available Capacity > 633.6
Total Purchased Power
Renewable Resources 106.2

JRK Station — The John R. Kelly Station (the "JRK Station") is located in downtown Gainesville.
The JRK Station consists of one combined cycle combustion turbine ("CC1") unit with a net summer
generation capability of 108 MW. CC1's primary fuel is natural gas and the alternate fuel is #2 oil. With
current natural gas prices and unit efficiency, CC1 operates mostly as a baseload unit. .

Deerhaven — The Deerhaven Generating Station (“Deerhaven” or "DGS" is located approximately
six miles northwest of the City and encompasses approximately 3,474 acres, which provides room for
future expansion as well as a substantial natural buffer. The DGS consists of two steam turbines and
three combustion turbines with a cumulative net summer capability of 409 MW. Unit 1 ("DH 1) is a
conventional steam unit with a net summer capability of 75 MW. Its primary fuel is natural gas and its
emergency backup fuel is #6 oil. DH 1 began commercial operation in 1972 and is expected to be retired
in 2022. Unit 2 ("DH 2"} is a coal-fired, conventional steam unit with a net summer capability of 228 MW.
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Two combustion turbines are rated at 17.5 MW each and the third combustion turbine at 71 MW. All
three combustion turbines have natural gas as their primary fuel and #2 oil as an alternate fuel.

DH 2 was the first zero liquid discharge power plant built east of the Mississippi River. No
industrial :'wastewater:or contact storm water leaves the site. Brine salt by-product from process water
treatment is transported off site to a Class 11T landfill due to capacity constraints. The Deerhaven site has
a coal combustion products/coal combustion residuals ("C (_P"/"C(' R") landfill that prov1des dlsposal
capacity for CCR, fly and bottom ash, as well as flue gas scrubber by-product from the. air quality control
system ("AQCS"). DH 2 has an AQCS consisting of an electrostatic precipitator and fabric filter for
particulate control; a dry circulating scrubber for sulfur dioxide ("SOr"), acid gas, and mercury ("Hg")
reduction, and a selective catalytic reduction ("SCR") system for reduction of the oxides of nitrogen
("NOx") to meet or exceed regulatory requirernents. X :

Since 2009, the operational mode of DH 2 has shifted from a high capacity factor base load to
deep load cycling operation. This is the result of many factors'including: flat megawatt-hour sales. A cost
of cycling engineering study has been performed to accurately determine the long term maintenance cost
© tesulting from this operational mode. The costs are utilized in both long range generation planning and
© short term unit commitment. Additionally, operational and physical changes necessary to reduce the cost
of-this mode of operation have been identified and ave in various stages of implementation. The findings
. of the cycling engineering study have been incorporated into the budget and reflected in the CIP.

! To assure reliability, considerable investment continues to be made in both physical components
“and control systems. In addition, the System has invested in a full scale, high fidelity simulator for
_operator training and control logic quality control. During fiscal year 2017, the System spent
“approximately $5.2 million on rebuild and upgrade to the Circulating Dry Scrubber ('CDS") that was

installed in 2009 due to structural integrity issues. This environmental control equipment was replaced
with upgraded structural support and a cotrosion/erosion resistance liner that is made of C-276 alloy.
The replacement and upgrades were completed before the summer peak season and will better ensure
the long-term reliability of the environmental control equipment. GRU is currently coordinating with
City of Gainesville Risk Management on an insurance claim: related to the failure of the Deerhaven Unit
#2 CDS. With intentions to recover the cost of the CDS decommissioning (approximately $1.5 million),
and the erection of vessel to the original design specifications (approximately $4 million). In parailel;” -
GRU is coordinating with outside counsel on possible litigation with the CDS Original Equipment
Manufacturer (Babcock Power) related to the recovery of cost that may not be recovered by the City's
insurance claim. '

Crystal River 3-Crystal River 3 ('CR-3") is a retired ruclear powered electric generating unit ¢
which had a net summer capability of 838 MW, located on the Gulf of Mexico in Citrus County, Florida,
approximately 55 miles southwest of Gainesville. Duke was the majority owner. In February of 2013,
Duike announced that CR-3 would be permanently shut down and retired. The System owned a 1.4079%
ownership share of CR-3 equal to approximately 12.7 MW (11.846 MW delivered to the System). In 2012,
the minority owners, including the System, agreed to have the Florida Municipal Power Agency

("FMPA") represent their interests in negotiating a settlement with Duke for damages resulting from the =

premature retirement of CR-3. Duke maintained insurance for property damage and incremental costs of -
replacement power resulting from prolonged accidental outages from Nuclear Electric Insurance, LTD.
("NEIL"). The System has received its allocated insurance proceeds of $1,308,211, of which $660 951 was
credited on invoices. : S
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FMPA, on behalf of the minority owners, negotiated a settlement with Duke. The settlement was
executed by.all parties with an effective date of September 26, 2014. The settlement transferred all of the
System's ownership interests in CR-3 and the requisite Decommissioning Funds to Duke. In October
2014, the System received reimbursement of $219,706 in operation and maintenance expenses forgiven by
the' settlement. The ownership transfer was approved by the Nuclear Regulatory- Commission (the

"NRC") o May 20, 2015. Upon the NRC's approval of ownership transfer, the minority owners received

certain cash settlements and Duke agreed to be responsible for all future costs and liabilities relating to
CR-3 including decommissioning costs. On October 30, 2015, the transfer of ownership interestsin CR-3
closed, and the System received a settlement of $9.56 million as a minority owner of CR-3 and $618,534 as
a former purchaser of power from CR-3. Consequently, CR-3 is not shown on the table of gerierating
fagilities. : Ty

‘Tor further discussion regarding CR-3, see Note 5 to the audited financial statements of the
System "jointly Crwned Electric Plant” referenced in APFENDIX B-1 attached hereto. e

W

South Energy Center - The South Energy Center was completed in 2 phases of construction and is

" a gombined heat and power facility dedicated to serve a 1,000,000 square foot, 400-bed teaching hospital

with Level I trauma center belonging to UF Health/Shands Teaching Hospital and Clinics ("UF Health")
atdhe Univarsity of Florida: The South Energy Center provides for all of the hospltal s energy needs for

- efectricity, stezwn, and chilled water. Thé South Energy Center is also reaponsible for providing medical
© gas infrastraciure.

The South Energy Center provides the hospital with a highly redundant electric microgrid that is

 capable of operating either grid-cormected or grid-independent to meet 100% of the hospital's needs. The
 Beuth Frergy Center Phase 1 has two grid connections for normal power, and a 3.5 MW on-site’

¢ombustion turbine to provide full standby power to the hospital and energy center, as well as a planned
2:25 MW fast-start diesel generator to provide code-compliant essential power for the hospital. The
combustion turbine is installed in a combined-heat-and-power configuration and is typically run base-

- loaded to provide export power to the grid and steam to the hospital. All plant systems: for electric,

chilled water, and steam have high levels of equipment redundancy fo minimize the poténtial of an

-outage. The South Energy Center Phase 2 has two grid connections for normal power, and both a.6.9 MW

on-site téciprocating internal combustion engine to provide full standby power to: two towers of the
hospital and energy center, as well as a planned 3 MW fast-start diesel generator to provide code-
compliant essential power for the hospital. The reciprocating internal combustion engine is installed in a:
combined-heat-and-power configuration and is typically run base-loaded to provide export power to the
grid and steam to the hospital. During 2017, the South Fnergy Center provided 1.7% of the Systems
generation.

The South Energy Center is owned and operated by.the System, and prov1des services under a
50-year "cost plus” contract with UF Health. The medical campus has been master planned for- 3,000,000
square feet of facilities at build out, the timing of which is contingent upon future economic conditions. :

Gainesville Renewable Energy Center ~The fuel supply is primarily forest tesiduals left in the
field after normal timber harvesting as well as materials from urban forestry and suitable sources of clean
wood, and biomass such as pallets, and mill residues. The DHR Biomass Plant began commercial
operation on December 17, 2013 ("COD"). The DHR Biomass Plant is equipped with Best Available
Control Technology ("BACT") air emission controls including; dry sorbent injection, selective catalytic
reduction of NOx and fabric filters for particulate control. The type of fuel to be employed makes it
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unnecessary to.control SO» or mercury. The DHR Biomass Plant received its Title V Operating Air
Emissions Permit effective January 1, 2015, which was transferred to GRU. in November 2017, and must
be renewed every five years. . '

- Upon the city acquiring the DHR Biomass Plant in November of 2017 considerable effort has
been spent in optimizing the plant. The piant currently bas the ability to operate between a range of 35-
102.5 MW, with no restrictions. As such the DHR Biornass Plant is now more economical to be used, for
dispatch then under the previous Power Purchase Agreement ("PPA") with GREC LLC.

Stratewic Advantages

The acquisition of the DHR Biowass Plant offered several sirategic advantages that were in the
best financial interests of GRU and its ratepayers:

L Terraination of the PPA (see "—Benefils of Terminating the Power Purchase Agreement”,
below for a description of resulting operational flexibility;

5, 2, . An immediate reduction of operating costs and an immediate one-time reduction of
v “slectric rates of épproximately 8% addressing the City’s policy. for rate competifiveness
4 cv e {GRT anticipates subsequent snnual 2-3% rate increases over the next five years);

.|' 3L The vealization of future annaal cash flow savings from the elimination of the roinimum

no

annual fixed payments under the PPPA, compared to the estimated annual debt service on
the Utilities System Revenue Bonds, 2017 Series A, V ariable Rate Ultilities System
Revenue Bonds; 2017 Sevies B and Variable Rate Utilities System Revenue Bonds, 2017

’ Series C;

A i The Bexibility to operate the DHR Biomass Plant as a strategic reliabil'ity hedge, based on
- the market cost of power, cost of fuel, and operating and maintenance requirements of
the DHR Biomass Plant;
5. A reduction of long-term contractual capitalized obligations on GRU’s balance sheet of
approximately $1 billion in exchange for adding $680,920,000 of long-term debt; and
6. The final resolution of all on-going arbitration between the City and GREC LLC.

Operational Flexibility

-  Tarmination of the PPA in connectiorn: with the acqui,s;ition of the GREC Biomass Plant offered
operational flexibility that'was in the best financial interests of GRU and its ratepayers, including:

e GRU no longer has to coordinate for the planned dispatch of ihe DHR.Biomass Plant as
was mandated by the PPA. Rather, GRU can optimize the mix of generating resources
and market purchases to meet the necessary demand in the most cost-effective manner....

2. Prior to the termination of the PPA, GRU was required to dispatch:the plant at 70 MWs,

i which is a large percentage of GRU’s overall lcad and has proven difficult to manage

. across the generation fleet. The larger block size of 70 MWs prevented the use of other

GRU generating resources or market purchases that could provide energy at a savings

compared to the encrgy from the DITR Biomass Planit. A& smaller blocksize, such as 35

MWs or lower, allows GRU to better optimize its fleet to more economically ‘meet the

requisite demand with multipie generation resources fueled by less expensive coal,
natural gas, biomass and market purchases.
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2. Prior to the termination of the PPA, GRU could not schedule any shutdowns during the
surnmer period. As a result, if the GREC Biomass Plant started the: summer ‘season, it
had to remain "On" for the duration of the summer season. Terminating the PPA
eliminated this operational inflexibility and (inancial burden. Additionally, GRU had the
ability to manage the DHR Biomass Plant such that for certain periods of the year, if the
DHR Biomass Plant was not expected . to be operational, staffing levels can be -

significantly reduced for a period of time. The PPA required a full workforce -

compliment whether the GREC Biomass Plant was operating or in stand-by mode:
4. .. . The DHR Biomass Plant is adjacent to GRU’s current Deerhaven facilities. While staffing

“decisions are still to be determined, it is likely that cost-effective synergies cari-be -~

o -achieved through more thoughtful and integrated staffing, maintenance and operations
of the plants, taking advantage of economies of scale and scope. '

5. Prior to the termination of the PPA, GREC LLC managed the fuel procurement process
with its staff. GRU believed those contracts can be better managed with staff of GRU

. Additionally, the PPA required a minimum fuel inventory of 15 days. GRU can manage
_ the fuel inveniory more opporturisticatly. S =y o
¥ 6 The PPA treated the property taxes on the GREC Biomass Plant as a reimbursable

experse: Termination of the PPA and GRiV's ownership eliminated the direct payment o

of property taxes.

GRU control of the DHR Biomass Plant’s dispatch and the expected reduction in the 70’
MW block size enables GRU to make more cost-effective market purchases of energy
whert market prices are below GRU’s cost of delivering energy.

~1

Baseline Landfill -~ The System entered into a fifteen-year contract for the entire output @68
MW) of electricity generated from landfill gas derived from the Baseline Landfill in Marion County, o

Florida, which was placed in service in December 2008. The Baseline Landfill is actively expanding and
additional capacity is projected for the future. Power from the Baseline Landfill is wheeled to the System
over Duke's transmission system. ' e

Fuel Supply

The objectives of the System's fuel procurement and management strategy are: (1) diversification
of fuel mix and fuel sources, (2) continuous improvement of delivered fuel cost through innovative
contract procurement and the use of short-term suppliers, (3) optimization of the quality of fuel and
market price to achieve environmental compliance in the most effective and competitive manner possible,
(@) reduction in the impact of price volatility in fuel markets through physical and financial risk
managemerit of the fuel supply portfolio and (5) participation in joint procurement programs with other
municipal systems to maximize the price benefits of volume purchasing, The flexibility afforded by these
actions allows the System to take advantage of changes in relative fuel prices and strategically adjust its
use of coal, natural gas or fuel oil to optimize its fuel costs. For fiscal year 2017, net energy for load
('NEL") was sérved:as follows: coal 16.40%; biomass 15.00%; natural gas 66.00%; landfill gas 1.00%; solar
1.50%,; oil 8.10%. The remainder of NEL was served by spot purchase power. The System, as botha
buyer in the fuel markets and a producer of power, hedges risk and volatility by the use of futures and 3
options. The System's hedging activities are primarily Iimite;a to natural gas futures and options. The
System's exposure to financial market risk through hedging activity is limited by a written policy and
procedure; oversight by a committee of senior division managers, financial control systems,r and
reporting systems to the General Manager for the System.
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Coal - The System currently owns a fleet of 111 aluminum rapid-discharge rail cars that are in -
continuouis operation between the Deerhaven Generating Station ("DGS") and the coal supply regions.
. Coal inventory at the DGS is maintained at approximately 40-50 day supply, based on projected burn,
anticipated disruptions in coal supply or rail transportation,’or short-term market pricing fluctuations.
The System'’s coal procurement considers both short-term and long-term fuel supply agreements with
reputable coal producers. This strategy allows the System to reduce supply risk, decrease price volatility, -
irisulate customers from short-term price swings, and exert better control over-the quality of coal
delivered. The strategy also tetains opportunities for cost savings through spot purchases, the ability to.
evaluate new coal sources through test burns, or to take advantage of a producer’s excess coal production
cdpacity. - Typically, the System maintains 70-75% of its coal supply under one to three year term
‘cotitracts and the remainder under short-term contracts of one year or less. The System currently has two
active conitracts for the supply of coal. The System has a long-term {ransportation contract for coal with
C5X Transportation that expires in 2019. A consultant that specializes in fuel transportation and logistics
has been retained to.explore additional transport options and finalize the rail renegotiation strategy.
Ffective October 2014, the City Commission instituted a policy prohibiting the procurement of coal from
“myonntain’ top removal (MTR) sources unless a 5% savings over non-MTR mined coal is achieved by
dping so: This policy has rot had 2 material impact o the System to date.
3 . .
5 "~ Bee also "Ratings Triggets and.Other Factors That Could Affect the System’s Liquidity, Resuits of
¢ Ppevations or Financial Condition - Coal Supply Agreements” herein.
Natural Gas - Natural gas supply for both the electric system and the natural gas distribution
system: 35 transported to the System by Florida Gas Transmission (“FGT"). A portion of this gas is.
. tnansported under long-term contracts for daily firm pipeline transport capacity. The contracts are priced
- wnder :transportation tariffs filed with the Federal Energy Regulatory Commission ("FERC"). The

Shgtom's natural gas supplies are transported from Gulf Coast producing regions in Texas, Louisiana, . .
X O g T H

Mississippi and Alabama. Natural gas volumes greater than the Systern's firm transportation contract
entitlements are supplied either through the use of excess delivered capacity from other suppliers on FGT.
or through interruptible transportation capacity, as arranged by TEA which has combined purchasing .
pdwez_ to énsure capacity. For fiscal year 2017, the System consumed 10,555,946 million British thermal

* units. ("MMBtu") of natural gas inelectric generation and 1,940,697 MMBtu for the gas distribution
system. The average cost of gas delivered to the System was $3.70/MMBtu. The System analyzes,
investigates, and participates in opportunities to hedge its natural gas requirements as well as provide
greater reliability of supply and transportation for customers. These opportuniﬁés include pipeline tariff

. discussions and negotiations, review of potential liquefied natural gas projects and supply offers; review
of potential long-term purchases, natural gas supply baseload contracts, and the purchase and sale of
financial NYMEX commodity contracts and options. TEA ‘and consuitant International FCSTone, are -
market participants that provide comprehensive energy trading, analysis, - strategies and

. recommendations to the System's Risk Oversight Committee (ROC". TEA is responsible for the
procurement of daily physical volumes and management of pipeline transportation entitlements, as well
as the execution of financial hedging transactions on the System's behalf. ROC provides direction and
oversight on hedging to TEA. See "Energy Sales - The Energy Authority” above.

[a

Qil -.At current and projected price levels, the System'’s oil capable units are not projected to
operate on fuel oil except in emergency backup modes. For fiscal year 2017, fuel ail accounted for
approximately 0.10% of net generation. This level of contribution is not projected to:change in the near |
term. When it does become necessary to replenish inventory for any unit, the System seeks to control the
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costs by purchasing forward supply at fixed prices and timing market entry points to take advantage of
favorable pricing trends. gk

DHR Biomass Plant Fuel Supply — The DHR Biomass Plant is. fueled by local and clean wood
waste. This wood fuel includes forestry residués (such as slash-and:cull trees; pre-commercial thinnings,
and whole-tree chips), urban wood residue (such as wood .and brush :from clearing activities, tree
trimmings from right-of-way maintenance), wood processing-residue (such as round-offs, end cuts, saw
dust, shavings, reject lumber) and other wood waste (such as iinusable wood pallets, storm/infested
woody debris). It does not use any wood from construction‘ox demolition waste. Rather than importing
more fossil fuels, the DHR Biomass Plant's wood fuel is local:and. is'harvested within a 75 mile radius of
thee plant in north central Florida. DHR requires approximately seven hundred. and fifty thousand green
tons of fuel annually. Before DHR began taking wood deliveries, much of this forestry waste wood was
open burned, releasing smoke, ash, and soot into the air. Instead of being burned'in the open or left on
thie forest floor to decompose, this material is being used to create renewable energy:

13

Transmission Svstem, Interconnections and Interchange Agreements

i

{ The System's transmission system infrastructure consists of approximately 117.2 circuit friles
operated at 138 kV and 2.5 circuit miles: operated at 230 kV. There are four interconnections with the
Plotida transmission grid thereby connecting thie System to Duke to the west and south as well as FPL to
the east. Specifically, there are three (3) interconnections with Duke: one at their Archer Substation at 230
kV and two at their Idylwild Substation at 138 kV. There is also one interconnection to FPL's Hampton
Siibstation at 138kV. The Hague transmission switching station was constructed to serve as the

interconnection point to the DHR Biomass Plant. The transmission system has ample interconnection

capacity to import sufficient power from the State grid system to serve native load under normal
circumstances.

The System's 138 kV transmission system encircles its: service area and connects three
transmission switching stations, six loop-fed distribution substations, and four radial-fed distribution
substations. This configuration provides a high degree of reliability to serve the System's retail load,
delivering wholesale power to Alachua and providing transmission service'to a portion of Clay's service
territory. i

The System is a member of the Florida Reliability Coordinating Council (the "FRCC"), which is a
not-for-profit company incorporated in the State of Florida. The purpose of the FRCC is to ensure and
enhance the reliability and adequacy of bulk electricity supply in Florida. As a member of FRCC, the
System participates in sharing reserves for reliability purposes. with other generating utilities in Florida,
resulting in a substantial reduction in the amount of reserves required for proper operation and
reliability. :

FRCC serves as a regional entity with delegated authority from the North -American Electric
Reliability Corporation ("NERC") for the purposes of proposing and enforcing reliability standards
within the FRCC Region. The area of the State of Florida that is within the FRCC Region is peninsular
Florida east of the Apalachicola River, which area is under :the: direction. of the-FRCC Reliability
Coordinator. & A .
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Electrical Distribution

All of the System's distribution substations are served from the 138 kV transmission system. The
System .is a 12.47 kV distribution system. If the transmission line supplying a radial-fed distribution
substation should fault, the retail toads affected can be served by remote and field actuated switching to
adjacent and unaffected distribution circuits. Additional substations have been planned near and within
the northern and eastern quadrants of the System's service area to serve load growth in those areas and.
improve system reliability and resiliency.

i~ The transmission and distribution facilities are fully modeled in a geographical information
system ("GIS"), The GISis integrated with the System'’s outage ma_négément system to enable the linkage
of customer calls to specific devices. - This integration promotes enhanced/ and expedited service
restoration. Integrated software systems are also used extensively to assign loads to specific circuits,
planning distribution and substation system improvements, and supporting restoration efforts resulting
from’extreme weather. ln addition, greater than 60% of the distribution sYstem's circuit- miles are -
underground, which is among the highest percentages in Florida.

i Capital lmprovement Program

¢
g
¥

Y. The System's current five-year electric capital improvement program requires approximately
$400 million in capital expenditures between fiscal years ended September 30, 2018 through and
- including 2023 which includes the DHR Biomass Plant. A breakdown of the categories included in the
six-year capital improvement program is outlined below and reflects the approved program from the
“fiscal year 2018 budget process. See "-Funding the Capital Imptovement Program - Additional
Binancing Requirerrents” below for more information regarding funding.

Flectric Capital Improvement Program

Fiscal Years ended September 30,

2018 2019 2020 2021 2022 Total
Generation and Control $11,073,913  $9,320,426  $6,191,721  $4,715,249  $5,794,981 $37,096,291
Transmission and Distribution 16,156,908 16,840,426 29,434,143 32,630,854 13,349,919 108,412,250
Miscellaneous and Conlingency 10,899,838 8,576,449 4,422,826 8,519,511 954,544 41,373,167
Total $38,130,659 §$34,737,301  $40,048,690 $45,865,614 $28,099,444 $186,881,708

[Remainder of page intentionally left blank]
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Loads and Resources

A summary of the System's generating resourcesiand firm interchange sales compared to,

historical and projected capacity requirements is provided below:

Net Actual / Projected
Summer Firm Planning Reserve
System Interchange Peak . . Margin
Fiscal Capability Sales Load
Year (MW)» (MW) (MW)@ MW Percent
Historical
2013 650 G 416 234 - 56%
2014 639 g 409 230 56%
2015 639 0 421 218 52%
. 2018 631 0] 428 203 47%
02017 62626 3 418 211 51%
Projected
2018 627 0 444 183 41%
2019 627 0 438 189 43%
2020 627 0 441 186 42%
2021 627 0 445 182 - 41%
2022 627 0 444 183 42%

(m

2

Based upon summer ratings. A purchase of 50 MW of firm baseload capacity ended December

31, 2013. Imported firm capacity has been adjusted for losses in the table above. The DHR
Biomass Plant is 102.5 MW and is included in projected values. Does not include Solar FIT.
Summer peak forecast historically incorporated the System's aggressive conservation and .
Demand-Side Management ('DSM") plan. In 2014, conservation planning was reduced -
significantly, which lessened the impact on peak loads. The plan continues to include
conservation incentive retail rates and distributed renewable resources as with fewer incentive: .
and information programs related to appliance and .end use efficiency. The summer peak
forecast presented here also includes Alachua all-requirements wliolesale contract which is given
the same precedence as native load. ‘

Mutual Aid Agreement for Extended Generation Qutages

The System has entered into a mutual aid agreement for extended generation outages with six

other consumer-owned generating utilities in north central Florida and Georgia. Participating with the
System in this agreement are FMPA, JEA, Lakeland Electric, Orlando Utilities Commission, the City of
Tallahassee, and MEAG Power. Participants have committed to provide replacement power in the event
of a long-term (two to twelve month) outage of one of the baseload generating units designated under the
agreement. Each utility will provide a pro-rata share of the replacement power and will be reimbursed at
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anindexed price of coal assuming a heat rate of 11,000 BTU/kWh and an indexed price for gas assuming a
heat rate of 9,250 BTU/kWh. The System has designated 100 MW of the capacity of DH 2 and 100 MW of
the capacity at JRK Station to be covered under the agreement. The current agreement was renewed for
an. additional 5-year term beginning October 1, 2017. To date, the System has provided aid under this
agreement, but has never requested aid pursuant to this agreement.

Future Power Supply

: While the System's existing generating units can maintain a 15% reserve margin through at least
2022, i alt generating units are available, the reserve margin can fall from 40+% to a generation deficit
with the loss of the System's largest unit, DH 2. As such, power cnpply planning must address this first

eontingency event. The reliability of the System's generating sousices and the avallablhty of purchased.

pewer have been such that the System has never had to declare a generation deficiency. The next
scheduled retivement of a generating facibity is DH 1 in 2022. Management's strategy to maintain
(:‘j;mpé!:i{ive power costs-is to maintain the Systern's status as a self-generating electric utility with a
idiverse fuei supply that is hedged with a renewable PPA portfolio and meets all environmental standards
) actations of the Jocal comwunity. The ability to be self-generating has proven itself to be a
poweriul hedge against market volatility while maxinizing reliability for native load. Important aspects
7 ofthis strategy are the management of potentially stranded costs, maintenance of adequate transmission
* capacity, nse of financial as well as physical techniques to hedge fuel costs, and long-term management of
pipeline and rail transportation contracts and capacity. Upon purchase of the GREC Biomass Plant, GRU
wAu.! countirme to have sufficient geverating capacity and will not need to agquu*e any additional capacity
aseurces for several years. However, GRU has found it to be in its best economic interests to manage its
power needs through the generation of power with iis ex15tmg facilities and to acquire/utilize purchased

energy supply, if there is a cost benefit.

The Planning Process

The primary factors currently affecting the utility industry include environmental regulations,
restructuring of the wholesale energy markets, the formation of independent bulk power transmission
systems, the formation of an Electric Reliability Organization ("ERO") under FERC jurisdiction, and the
increasing strategic and price differences among various types of fuels. No state or federal legislation is
pending or-proposed at this time for retail competition in Florida. The purpose of the planning processis

to develop a plan to best meet the System's obligation to the reliability and security of the bulk electric

systern ("BES") of the State of Florida and best serve the needs of the System's customerb the most

significant of which being competitive pricing of services ‘The System's current coal transportation,

contract expires December 31, 2019. Although negotlanon strategies and additional options are being
explored, the as-delivered cost of coal is anticipated to significantly increase. The year 2020 characterizes
a time frame and does niot limit considerations of future events,

At last review, the Power 2020 plan raised questions that go beyond the current options being

considered. As a resulf, TEA was chosen to create an Integrated Resource Plan ("IRP") to help model a |
‘better answer to some of the unkriowns going forward. Using modeling algorithms, the IRP will take a |

look at the aspects of the system requirements and provide recommendations for the best path forward.
That path may include, amongst other strategies, additional generation, import capability, and demand
side management, to accomplish the needs of the System. Delivery of the final report was received in

25642/008/01343183.DOCv4 57



September 2017 however, after GRU acquired the DHR Biomass Plant in November. 2017, the System is
working with TEA to revise the IRP. R T o

- In the fall of 2016, GRU applied for a Point-to-Point Transmission Service Request ('T;I?SR")‘ with .
ke Energy Florida ("DEF") and Florida Power & Light ("FPL") with the intent of obtaining worst-case,
costs and facility: upgrades necessary to provide GRU with 340 MW of firm power service from either
provider. The amount of 340 MW was chosen as the "upper envelope” of import power needs:in the
event GRU retires all native generation with the exception of the DHR Biomass Plant. Based on the study
results, DEF concluded that extensive projects work must be completed in the 10 year planning horizen
and provided:a non-binding estimate.of $400 million to mitigate impacts on the DEF system. FPL, based
on'its own TSR results, provided a non-binding estimate of $75.5 million for its own required system

upgrades and identified multiple third party impacts, confirming DEF's findings. Should GRU pursue: -

lage firm power purchases, third party impacts (such as the need to acquire right of way for
:trz{h‘.smissicm tines) shatl be reassessed in a coordinated study-with the FRCCTWG. "7 .
5 Solar FIT |t g g
2 The Systern became the first utility in the nation to.adopt a Furopean-style solar FIT in March .
2009, The: System purchases 100% of ‘the electricity produced by a pi'lfjéovoltaic ("PV") solar systern,
< which is delivered directly to the System's distribution system. What distinguishes a European-style FIT
* from any other FIT are the following three factors: (a) the price paid per kWh is designed to allow the
‘owner/operator to earn a profit (the System applied a 5% internal rate of return after taxes to a reference
system design); (b) the tariff is fixed over a sufficient period of time by a contract that is designed to :
promote investinent (the System provides a twenty-year fixed price power purchase agreement); and (c)
there are distinctions between different types of projects in terms of the price paid (in the case of the .
*System, there are different rates for building/pavement mount and green field ground mount systems). "
PIT can be applied to any form of renewable energy, but the System chose to focus on solar. ‘The. System
acquires all the environmental attributes of the solar energy purchased under the FIT, such as renewable
energy credits and carbor offsets. The System stopped accepting new installations after 2013; however,
approximately 23.3 MW of solar PV capacity was installed and continues to supply energy to the System.

Solar Net Metering

‘Net ‘metering systems generally consist of solar panels, or other renewahle energy generators, -
connected to a public utility power grid. The surplus power produced is transferred to the grid, allowing
customers to offset the cost of power drawn from the utility. The net meter system includes both
residential and commercial customers. To date, approximately 2.9 MW of solar PV capacity héve been
installed. TER

The Water System 5 A= oy &

" The: water system currently includes 1,170 miles of water transmission and distribution lines
throughout the Gainesville urban area, 16 water supply wells located in a protected well field, and one . :
treatment: plant (the "Murphree Plant”) possessing a rated peak day capacity of 54 Mgd. = Treatment
processes include lime-softening, recarbonation, filtration, chlorination and fluoridation: The Murphree.

Plant's design allows for expansion to at least 60 Mgd of capacity at the plant site without interruption of - ...

treatment or service. The System renewed its consumptive use permit ("CUP") in September 2014 which
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will expire on September 10, 2034. The water system also includes a total of 19.5‘million gallons of water
storage capacity, comprised of pumped ground storage and elevated tanks. | :

Service Area

The water system serves customers within the City.limits and in the. 'imxﬁedi_ate .surrounding
unincorporated area. Comprehensive land use plans for the Gainesville urban area »_mandate;,gor_inection
of new construction to the water system for all but very low density residential:developments.: Much of .
the water system's growth is in areas served by Clay for electricity or redevelopment.of areas; with-higher
density development. The area presently served includes ‘approximately . 118 square miles and
approximately 75% of the County's total population. The University of Plonda and: a small residential
development in Alachua are the only wholesale water sales customers. :

Customers

The System has experienced average customer growth of 0.8% per year over the last five years.

The System has extension policies and connection fees for providing water supply services to new

Qvelopments appropriately designed to assure that new customers do not impose rate pressure on

edisting customers. The following tabulation shows the average number of water customers for the fiscal
yéars ended September 30, 2013 through and including 2017.

1
. o Fiscal Years ended September 30,
i 2013 2014 2015 2016 2017

{ Customers (Average) 69,847 70,300 70,903 71,546 © 72,136

i Most of the System's individual water customers are residential. Commercial and industrial
customers comprised approximately 8.7% of the 72,136 average customers in the fiscal year ended
September 30, 2017, and 62% of all water sales revenues were from residential customers.

Water Treatment and Supply

The System's water supply is groundwater obtained from a well-field tapping into a confined
portion of the Floridan aquifer. Groundwater is treated at the Murphree Plant prior to distribution and
eventual use. Water treatment and supply facilities are planned based on the need to provide reserve
capacity under extreme conditions of extended drought, with attendant maximum demands for water
and lowered aquifer water levels. Under these design conditions, current water treatment and supply
facilities are adequate through at least 2034. No limitation of supply imposed by the aquifer's sustained
yield has been identified by groundwater studies to date.

Water treatment at the Murphree Plant consists of softening; te protect the distribution system
and improve customer satisfaction, fluoridation for improved cavity protection in young children,
filtration, and chlorination for protection from microbial contarhination. Specific treatment ‘processes
include sulfide oxidation, lime softening, pH stabilization, - filtration; fluoridation, and chlorination.
Treated water is collected in a clearwell for transfer to ground storage reservoirs prior to distribution.
The filter system has been upgraded with two additional filter -cells to:provide additional ‘treatment
capacity. The System has been upgrading plant components that are outdated or at or near the end of the
operating lives in order to ensure the reliability and longevity: of ‘the plant. One such upgrade is
replacing the electrical system at the water plant. This project will replace the original large electrical
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equipment, generator, conductors, and construct a new electrical building at the plant. The original
equipment which was installed in 1974 has reached the end of its serviceable life and requires
replacement to ensure the continued reliable operation of the Murphree Plant. The cost of the project is
approximately $11 million and is included in the System's 6 year capital budget. '

Raw water requirements for the water system are supplied by sixteen deep wells drilled into the
Floridan aquifer. Vertical turbine pumps raise the water ‘and deliver it to the Murphree Plant for
treatment. In 2000, the System, along with the local water management districts, purchased: a
conservation easement over 7,000 acres of silvicultural property immediately to the north and northwest
of the Murphree Plant. The conservation easement provides-protection to the System's sixteen existing
wells and will accommodate the construction of additional wells: Existing and future wells within. the
conservation easement are anticipated to yield a minimum of 60 Mgd of water supply to match the long- -
term future treatment capacity of the Murphree Plant site. :

The System's groundwater withdrawals are permitted through the St. Johns River Water
Management District ("SJRWMD"}) and Suwannee River Watér Management Districtf("SRWMD"). The
SJRWMD and the SRWMD have adopted a 20-year water supply plan through 2035. - The intent of the
tviiter supply planning process is to ensure adequate water supply on a long--téfm basis while protecting
‘natirral resources. Computer groundwater modeling performed to date by the water management

" idibtricts indicates that there may be future constraints on groundwater supplies. One of the regulatory
* cdnstraints used by the water management districts and the Florida Department of Environmental

Protection ("FDEP") to protect water bodies is the "minimum flows and levels" ("MFL) program. The
water management districts and the FDEP have developed. and are continuing to develop MFL for
individual springs, lakes and rivers to ensure that they are not adversely impacted by groundwater
withdrawals. The water management districts are developing refined groundwater models to better
define and evaluate potential constraints for both water supply planning and the MFL program. The
System is participating in both the model development and MFL development efforts. The System is
required to comply with existing and future MFLs and with water supply plans which may result in
increased costs to the System. The System will comply with its consumptive use’ permit and meet the
System's future water supply needs primarily through a combination of increased water conservation
efforts and an increased use of reclaimed water.

The Gabot/Koppers Superfund site is located approximately 2 miles to the southwest of the
Murphree Plant. The site includes two properties: The Cabot Carbon area, covering 50 acres on the
eastern side of the site and The Koppers area, covering 90 acres on the western side of the site. The Cabot
property was used primarily for producing charcoal and pine products. The Koppers property was used
for wood treating. Both production facilities are owned by corporations unrelated to the System:

The EPA placed the site on the National Priorities List under the Superfund program in 1984
because of contaminated soil and groundwater resulting from facility operations. The EPA then issued a
Record of Decision ("ROD") for the site in 1990 which described the plan for cleaning up the site. Actions
were taken in the 1990's to contain and partially remove contamination at the site. The presence of
protective geologic confining layers over the aquifer has greatly irnpeded the migration of contamination.
However, additional investigations of the site since 2001, conducted at the urging of the System, the
County and members of the community, have indicated that additional measures are needed to contain
the contamination and clean up the site to ensure that the water supply is protected. Although the
System is not a potentially responsible party ("PRP") for this site, it has been and intends to continue
being highly proactive in protecting the City's water supply. The System has actively participated as a
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stakeholder working with the EPA and the PRPs for the site (Beazer East, Inc. and Cabot Corporation) to
develop remediation plans. The System has assembled a team of experts in the groundwater
contamination field to assist and advise the System, and to assist the System in interacting-with the EPA
and the PRPs to ensure that the appropriate steps are taken. The System regularly tests both the raw and :
finished water at the well field and there has been no trace of contamination. Based on the System's
request, an extensive Floridan aquifer groundwater monitoring network has been constructed at the
Koppers portion of the site and is routinely inonitored.

g In February 2011, the EPA issued 2 second ROD which described additional: cleanup actions
néeded at the site. The ROD includes a multiple barrier approach for containing contamination at the
Koppers portion of the site: (1) areas containing creosote will be treated with two different in situ-
treatment technologies to immobilize the creosote; (2) a sturry wall will be constructed around the most
contaminated areas; and (3) contaminated groundwater from the Floridan aquifer below the site is being
pumped and treated. The EPA and Beazer East, Inc,, the PRP for the Koppers portion of.the site, have
en}ered into a:consent decree which requires the PRP to implement the remediation described in the
ROID. The consent decree has been approved by the federal district court. The consent decree has not
hé-'d a material adverse effect on the System or its financial condition.” Beazer is currently i_m'plementing
the cleanup plan per the ROD and it is anticipated that the cleanup of the Koppers portion of the site will
bg completed by 2021. The System and its expert consultants are continuing to be highly engaged in the
design and implementation: of the cleanup site.

¥ Additional cleanup measures will also be implemented for the Cabot portion of the site. These

wimeasures, willinclude construction of subsurface slurry walls around contaminated areas and may

inciude additional soil reraoval. Tt is anticipated that remediation of this site will also be completed by
2021,

The System performs routine monitoring of drinking water quality at the Murphree Plant and in
the water distribution system in accordance with the EPA and state regulations including EPA Lead and
Copper Rule. The System has been in compliance with the Lead and Copper Rule since its inception 26
years ago. The drinking water supply does not contain lead. Also, since the drinking water supply
comes from a limestone aquifer, the water is naturally non-corrosive which protects against lead leaching
into the water from plumnbing fixtures.

Transmission and Distribution

The water transmission system consists primarily of cast and ductile iron water mains from 10 to
36 inches in diameter providing a hydraulically looped system. The Murphree Plant high service pumps
and the Santa Fe Repump station and two elevated storage tanks provide water flow and pressure
stabilizalion throughout the service area. The water distribution system consists primarily of cast iron,
ductile iron, and polyvinyl chloride ("PVC") water mains from 2 to 8 inches in diameter and covers a
service area of approximately 118 square miles. The System not only installs new water distribution
system additions, but also approves plans for and inspects private developers’ water distribution systems
which ultimately are deeded over to the System to become an integral part of the System's overall
distribution system. The System monitors pressure in several locations throughout the distribution
system to ensure that adequate pressures are maintained. In addition, the System utilizes a computer
model to assess future conditions and to ensure that system improvements are constructed to ensure
adequate pressures in the future.
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Capital Improvement Program ‘ )

.. The System's current five-year water capital improvement program requires approximately $63.3
million in capital expenditures for the fiscal years of September 30, 2018 through and including 2023. A
- breakdown of the categories included in the six-year capital improvement program is outlined below and
reflects the approved program from the fiscal year 2018 budget process. See "--Funding the Capital
Improvement Program - Additional Financing Requirements” below for more information -regarding

funding.
Water Capital Improvement Program
Fiscal Years end‘ed Sepiember 30,
AU 2018 2019 2020 - 2021 2022 . Fotal
Plant lmprovements $9,256,879 $5,820,698  $2,051,367 .  $3,206,379 42,689,503 523,024,826
Trahismission and Distribution 3,500,838 4,113,215 3,092;360 7,056,662 6,924,218 24,687,293
Mish_ellaneous and Centingency 4,445,110 4,252,865 2,170,775 2,855,517 3,708,507 - 17,432,774
ngl Ty $17,202,827  $14,186,778  $7,314,502  §1 3,118,558,  $13,322,228 ' $65,144,893

i.

H}e Wastewater System

The wastewater system serves most of the Gainesville urban area and consists of 660 miles of
grﬁvi..ty sewer collection system, 170 pump stations with 153 miles of associated force main, and two’
major wastewater treatment plants with a combined treatment capacity of 22.4 Mgd AADF.

“o AN of the effluent from the plants is beneficially reused either for aquifer recharge through

+ recharge wells or groundwater recharge systems, environmental restoration, irrigation, or industrial
cooling. The System is continuing to expand its reuse systems at both of its treatment plants in order to
conserve groundwater resources and provide additional effluent disposal capacity expansion.

Service Area

The wastewater system sexvice arvea is essentially the same as the water system service area.
Similar to the water system, extension policies and connection fees for. providing wastewater facilities
and service to new customers are appropriately designed to prolect existing customers from rate pressure
that would result from adding new customers to the wastewater system. Comprehensive land use plans
for the Gainesville urban area mandate connection of new construction to the wastewater system for-all
but very low density residential developments. Much of the wastewater gystem's growth-is in areas

served by Clay for electricity or redevelopment of areas with higher density development. The System: - :

also provides wholesale wastewater service to the City of Waldo. The wastewater system does not serve
the majority of the University of Florida campus. The wastewater system hauls and treats all the
biosolids generated at the University of Florida. S Ve N T R NG

Customers

The System has experienced average customer growth of 0.96% per year over the last five years.
The following tabulation shows the average number of wastewater customers, including reclaimed water
customers, for the fiscal years ended September 30, 2013 through and including 2017, ;
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Fiscal Years ended September 30,

2013

2014 2015 2016 2017

Customers (Average) 63,001

63,501 64,121 64,781 65,591

» The composition of the System's wastewater -customers is predominantly residential.
C ommewm! and industrial customers comprised approximately 6.7% of the 65,591 average customers in
the fiscal year ended September 30, 2017, and residential ‘custorners were the source of 68% of all the
wastewater system's revenues in the fiscal year ended September 30, 2017. '

In 2011, the System executed an agreement with the City of Waldo, Florida ("Waldo") to provide
Waldo with wastewater service on a wholesale basis. Waldo cuirently provides wastewater service to
approximately 856 of its residents. Waldo constructed a lift stationrand force main which collects Waldo's
raw wastewater and discharges it to one of the System'’s existing lift stations.” The facilities provide
Juequ ate capacity for Waldo to more than double its service populatlon with future growth Wthh wﬂl in
hirn resuit in raore revenue opportunities for the System. ; ‘ '

[

Treatment
"
[

[vi . The wastewater system currently includes two major wastewater treatment facilities, the Main

© Spreet Water Reclamation Facility (the "MSWERF" and the Kanapaha Water Reclamation Facility (the
“WKWRE)  Currently, these facilities have a combined capacity of 22.4 Mgd AADF, which is sufficient

capacity 'to meet projected demands ihrough at least 2034. Although these facilities receive flow from
adjacent but distinct collection areas, & pump station that allows wastewater to be routed to either the

# WMISWRE of KWRF allows treatment capacity at both facilities to be fully utilized.

The MSWRF has a treatrent capacity of 7.5 Mgd AADF and was upgraded in 1992 to include
advanced tertiary activated sludge treatment process units. The new facilities include effluent filtration,
gravity belt sludge thickeners, and major improvements to plant headworks to control odors and
improve plant reliability. Existing stludge treatment facilities are adequate to meet current federal sludge
regutations. Effluent from the MSWRF is discharged to the Sweetwater Branch and must meet -
requirements of the FDEP for discharge to Class 11f surface waters. The'MSWRE is in compliance with its
National Pollutant Discharge Elimination System ('NPDES") permit. The MSWRE NPDES perrmt isa 5-

year permit that expires March 18, 2020.

In addition, the MSWRF includes a

reclaime

d water pumping station and' distribution system:

The reclaimed water distribution system currently includes a pipeline, which provides reclaimed water to
the South Energy Center where it is then used for process cooling and irrigation.: See "- The Electric
System - Energy Supply System — Generating Facilities — South Energy Center" above. This pipeline also
provides reclaimed water for pond augmentation and irrigation at the Depot Park Project (MGP
remediation site) (see - The Natural Gas System — Manufactured Gas Plant” below) and at the System's

Innovation Energy Center chilled water facility (see " -

Management's Discussion of System Operations —

.Competition" herein).- The pipeline will also provide reclaimed water for other irrigation and cooling

uses that develop near the pipeline corridor.

The MSWRF East Trair rehabilitation and headworks projects are scheduled to be completed in -
or before fiscal year 2022 at an estimated cost of $13 million, and is part of the six-year scapital
improvements program. The east train is the oldest treatment train at the MSWREF, originally installed in
the 1960's. The mechanical components in the east train have signs of deterioration and the aerators are
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nearly 40 years old. This rehabilitation project will replace the clarifier mechanism, electrical gears,
control panels, PLC, aerators and rehabilitate the concrete basin structure; The existing headworks will
remain operational until construction is completed and prepared for cutover. In addition, a transfer
pump station will be constructed to assist in transferring wastewater flow between the two water
reciamation facilities. e -~ !

Under the FDEP Total Maximum Daily Load ("TMDL") regulations, FDEP. assesses, the water -
quality in water bodies and sets requirements for reduction in pollutant sources. FDEP adopted a TMDL.
in:January 2006 which requires reductions in total nitrogen discharges from the MSWRF and other
nifrogen sources. Florida's TMDL regulations allow the FDEP to negotiate basin management plaris
involving all of the parties affecting the water bodies. Subsequent to the adoption of this TMDL, the

. FDEP pronmigated its Numeric Nutrient Criteria ("NMNC") Rule effective September 17, 2014. The System.

will achieve its TMDL limits and comply with the NNC Rule by implementing a cooperative
environmental restoration project known as the Paynes Prairie Sheetflow Restoration projéct. The
cdﬁrbinal*ioillof the project and the reclaimed water distribution (described above) will allow the, System,
to'beneficially reuse 100% of the MSWRF effluent. S : '

4

»
i
¢

iyt The MSWRE NPDES périnit requires the Paynes Prairie Sheetﬂow Restoration projéct be fully
: Gperational and comply ‘with TMDI, requirements by April 2019. Construction of the project was

#dmplated in 2016 and is in the start-up phase of operaiion, which is anticipated to last for five years, Itis

‘¥ adpected fo be fully compliant with all criteria, as required, by April 2019. In conjunction with the

project, the ‘System is currenily working with the FDEP to establish site specific criteria for the
Sweetwiter Branch Creel in accordance with the NNC Rule. The System is following established

+ ptocedures for developing site specific criteria. However, the Systern also has a backup plan in the

tnlikely event that it was not able Lo obtain site specific criteria. The backup plan would consist of the

cdrsiraction of an $8 million pipeline which would meet numeric nuirient criteria.

Anether regulatory change that the System has responded to is the reuse of biosolids generated
from the wastewater treatment process. Prior to 2016, the:System beneficially reused: its biosolids
through Class B land application in accordance with FDEP and EPA requirernents. However, changes in
local land use ordinances made it necessary to transition to a new program that includes: biosolids
dewatering and use of a contractor that will process the biosolids to produce a fertilizer: product: - The

Systern has'completed construction on the dewatering facilities-and other plant improvements to facilitate: : -

dewatering at a cost of $17 million and is currently in full operation. In additior, enhanced screering
facilities at the KWRF were replaced to reduce solids entering the plant and thereby reducing wear and
tear on the new dewatering equipment. : ' o CLE '

The KWREF is permitted to discharge into a potable zone of the Floridan aquifer. Construction
was completed in June 2004 to provide a capacity of 14.9 Mgd AADF. The KWRF has two distinct
tréatment processes incorporated into its design: a modified Ludzack-Ettinger Treatment process.and a
carrousel advariced wastewater treatment activated siudge system. The treatment processes: conclude
with filtration and disinfection prior to discharge into aquifer recharge wells and a reclaimed water
distribution system. The disinfection system was recently modified to meet more:stringent regulatory
limits. The System consistently meets the required primary and secondary drinking water standards for
discharge to recharge wells as set forth in its NPDES permit. : e

“The Southwest Reuse Project distributes reclaimed water from the KWREF: to. commercial and:
residential ¢ustomers for landscape irrigation and golf course irrigation. The System also has numerous
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- "aesthetic water features,” which provide a public amenity and wildlife habitat in addition to recharging
the aquifer. All reclaimed water not reused directly recharges the Floridan aqu1fer through deep
recharge wells that discharge to a depth of 1,000 feet.

i In the fiscal years ended September 30, 2017 and 2016, the System delivered approximately 2.9
Mgd AADF and 2.8 Mgd AADF, respectively, of reclaimed water.  The regional water management
districts encourage the use of reclaimed water to-reduce demands on groundwater. The FDEP
encourages reuse as an environmentally appropriate means of effluent disposal. '

# Wastewater Collection

.- The wastewater gravity collection system consists of 15447 manholes with 660 miles of gravity
sewer, 50% of which consists of vitrified clay pipe. New faClhhéb are primarily constructed of PVC high
dansity polyethylene ("HDPE") pipe. The System maintains threr- tele\/lsmr\ sealing and inspection units. -
which':are’ routinely employed in inspecting new additions to  the System to. ensyre . they meet :
specumuona of the System and in inspecting older lines. Thi television inspections allow the System to

‘ ulnntlfy segments of piping which have high infiltration and inflow or structural concerns. These pipes

are vestored through a process known as slip-lining, in which a cured in place ﬁberglass sleeve is installed

: iri' the pipe. The Systenv performs slip-lining using its own crews. In addition, the System routinely

b - + . utilizes contractors to perform slip-fining of longer segiments of piping. As a result of the use of slip-
lining, infiltration and inflow to the System are not excessive.

: " ¢vy + ‘The force main system which Toutes flow to ihe treatment plant consisis of 170 pump stations
Y oy - énd-over 153 miles of pipe. Existing lines less than 12 inches in diameter are generally constructed of

+ P¥C pipe and existing lines 12 inches indiareter and over are generally constructed of ductile iron pipe. .
_ “F c‘)l new construction, force mains 16 inches and smaller are generally constructed of PVC or HDPE. The
t ‘ &;ystem has instituted .a preventative maintenance program to assure long life and efficiency at all

f

L pumping stations.

o Capital Improvement Program

~.The System's current five-year wastewater capital improvement program requires approximately
A $101.7 million in capital c“xpenditures' for the fiscal years ending September 30, 2018 through and'
¢ ' including 2023. A breakdown of the categories included in the six-year capital improvement program is |
outlined below and reflects the approved program from the- fiscal year 2018 budget process. See "
: Funding the Capital Improvement Program - Additional Financing Requirements’ below for more
information regarding funding.
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Wastewater Capital Improvement Program

Fiscal Years ended September 30,

2018 2019 2020 2021 2022 Total
Plant Improvements - $7.032,487  $9,609,452  $6,602,751  $6713100  $5894,425 = $35,852,215
Reclaithed Water 1,166,552 860,065 726,134 260,703 . 331,561’ 3,345,015
Collection System 9,164,348 9,737,492 10,192,890 10,868,415 14,467,130 54,430,274
Miscellaneous and Contingency 5,366,142 5,315,593 2,699,641 3551,353 - 4,621,598 - 21,554,328
Total | -. $22720520  $25522,602  $20,221,416  $21,393,571  $25314,714  $115181,832

The Nataral Gas System
f The natural gas system was acquired in January 1990 and since thent has met the Systein’s
c&z}tomers'-pmferences for natural gas as a cooking and heating fuel as well as provided a cost-effective
[)%;M program alternative. The natural gas system consists primarily of underground gas distribution
and. service lines, six. points of delivery or interconnections with FGT, and meterin-g’ and measuring
| ea'['_mpmeut. Liquid propane ('LP") systems are utilized for new developments that are beyond the
existing natural gas distribution network. As the natural gas aystem is expanded, the LP systems and -
cistormer appliances are converted from LF to natural gas. ' |
' Service Area
: The natural gas' system services customers within the City limits and in the surrounding
sunincorperaied area. The natural gas system covers approximately 115 square miles and provides
Adtvice to 30% of the County's population. In addition, the natural gas system serves custorners within
tl‘ée»city fimits of Alachua and High Springs. The franchise agreement’ with Alachua expired on
November 10, 2007. The terms and conditions of the expired franchise remain in effect and negotiations
for an extended franchise are in process. Service has continued uninterrupted and the customer base
continues to expand in that community. Service provided to Alachua represents approximately 6% of
total retail gas sales of the System. The System has also entered into franchise agreements' to provide
natural gas to the City of Archer ("Archer”) and Hawthome ‘and has ongoing negotiations to receive a
franchise agreement in Newberry. To date, there are no budgeted funds or énticipafed t’imelines‘ for
capital infrastructure developments into Archer or Hawthorne. R '

The following tabulation shows the average number of natural gas customers for the fiscal years
ended September 30, 2013 through and including 2017. The majority of new single tamily developments
in the Gainesville urban area have been connected to the System over this period.

Fiscal Years ended September 30,
2013 2014 2015 2016 2017
Customers {(Average) 33,465 33,780 34,152 34,496 34,942

The composition of the System's natural gas customers is predominantly residential. Commercial
and industrial customers comprised approximately [4.7%] of the 34,942 average customers served in the
fiscal year ended September 30, 2017, while approximately [95.3%] were residential customers.
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Natural Gas Supply

Natural gas is procured and delivered in much the same manner as the System's electric
generation operations. TEA. purchases the commodity, optimizes pipeline capacity entitlements, and
executes physical and financial hedgihg strategies on behalf of the System .as it does for electric
operations. The non-coincident occurrences of electric system and gas retail distribution ("LDC”) system
peak demands provide opportunities to switch electric fuels to free up pipeline capacity for the LDC
and/or manage pipeline entitlements to enhance the reliability and cost performance of the gas system,
The average cost of gas delivered to the System for the natural gas distribution system in the fiscal year
erided September 30, 2017 was $3.70/MMBtu. Fuel costs for the natural gas system differ from those of
the electric system only in that the gas system has no fuel switching capability and must carry, sufficient
pipeline reserve capacity to meet peak demarnds, resulting in higher delivered fuel costs. . o

Natural Gas Distribution

{
i The natiural gas system (_O“lSle‘ of 783 miles of gas dlsmbuﬁon mains. The predommomt and

-5t§nm'a.d pipe materials in service are polyethylene (591 ml]es)u‘md coated steel (186 miles). All coated
« sieel pipelines are cathodically protected using magnesium arodes. The balance of the distribution
q{?stem is comprised of uncoated steel and black plastic. The replacement of these two plpclmﬂ materials
hqm been programmed within the immediate planning/construction horizon and will be completed by the
~end of fiscal year 2019.

o Manufactured Gas Plant

i

. - The City's natural gas system oviginally distributed blue water gas, which was produced in town
b\‘ gasification of coal using distillate oil. Although manufactured gas was replaced by pipeline gas
- around 1960, coa! residuals and spilt fuel contaminated soils at and adjacent to the manufactured gas
plant ("MIGP") site. When the natural gas system was purchased, the System : assumed responelblhty for
the investigation and remecliation of environmental impacts related to the operation of the former MGP.
The System has pursued recovery for the MGP from past insurance pohc1es and, [to date, has recovered
$2.2 million from such policies]. Site investigations on properties affected by MGP reslduals have been:
completed and the System has completed limited removal actions. The System has received final
approval of its proposed overall Remedial Action Plan which will entail the excavation and landflllmg of
impacted soils at a specially designed facility. This plan was implemented pursuant to a Brownfield Site
_Rehabilitation Agreement with the State. Following remediation, the property was redeveloped by the
City as a park with stormwater ponds, nature trails, and recreational space, all of which were considered
in the remediation plan's design. The duration of the groundwater monitoring program and that.
tireframe is open to the results of what the sampling data shows.

Based upon GRU's analysis of the cost to clean up this site, GRU has accrued a liability to reflect
the costs associated with the cleanup effort. During fiscal years ended September 30, 2017 and 2016,
expenditures which reduced the liability balance were approximately $1.1 million and $1.0 million,
respectively. - The: reserve balance at September 30, 2017 and 2016 was approximately $814,000 and
$629,000, respectively. » '

© .+ GRU is recovering-the costs of this cleanup through customer charges. A regulatory asset was
established for the recovery of remediation costs from customers. Through fiscal years ended
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September 30, 2017 and 2016, customer billings were $1.1 million, consecutively and the regulatory asset
balance was $12 million and $13 million, respectively.

+ Although some uncertainties associated with environmental assessment and remediation
- activities. remain, GRU believes that the current provision for:such costs is adequate and additional costs,
if any, will not have an adverse material effect on GRU's financial position, results of operations, or

liquidity.

Capital Improvement Program

“y The System’s current five-year natural gas capital improvement program requires. approx1mately _
$26.2 ‘million in capital expenditures during the fiscal years ended September 30, 2018 through and
including 2023. A breakdown of the categories included in the six-year capital improvement program is
otitlined below and reflects the approved program from thé fiscal year 2018 budget process.. See -
Funding ‘the Capital bnprovement Program - Additioral Financing Requirements”. below for more
information regarding funding,. '

Gas Capital Improvemnent Program

e o

Fiscal Years ended September 30,
2018 2019 2020 2021 2022 Total -
" Distribution Mains $920,537  $1,053,458 $1,050,368 $1,235,537 $1,844,857"  $6,104,757
| Meters, Services and Regulators 580,933 615,079 493,497 907,772 1,172,253 3,769,534
- Miscellaneous and Contingency 1,392,727 1,379,207 847,336 1,122,255 1’,470,120 6,211,645
 Tolal $2,804,197  $3,047,744 $2,391,201 $3,265564 , $4,487,230 $16,085,936

s— ek
A

GRUCom

. The System has been providing retail telecommunications services since 1995 under the brarid
"GRUCom." Services provided by GRUCom include Internet and data transport services to local
businesses, government agencies, multiple dwelling units (MDU) housing communities, other Internet
service providers, and other telecommunications carriers. Additional services provided by GRUCom -
include tower space leases for wireless personal communications (cellular telephone) providers; public
safety radio services for all:the major public safety agencies operatingin the County and collocation
services in the System's central office. GRUCom is licensed by the FPSC as an Alternative Access Vendor
and as an Alternative Local Exchange Carrier. R i

Service Area

‘GRUCom provides telecommunications and related services to customers located ‘primarily in
the Gainesville urban area and holds telecommunications licenses that allow . it to provide .
telecommunication services throughout the state. GRUCom operates network connections:to interface - :
with all major Interexchange -Carriers ('IXC") who maintain facilities in the ‘County, as wéll as
interconnections with both of the Counfy's two incumbent local exchange carriers. The System, through
interlocal agreements, also provides public safety radio services across the entire County.
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Services Provided

The services provided by GRUCom fall primarily into the following five major product lines:
telecommunications services; Internet access services; communication tower antenna space leasing; public.
safety radio services; and collocation services.

The telecommunications services provided by GRUCom are primarily Private Line and Special
Access transport circuits (both described below) delivered in whole, or in part, on the GRUCom fiber
optic network. These high bandwidth circuits are capable of carrying voice, data or video -

. communications, Private Line circuits are point-to-point, unswitched channels connecting two or more

cistornier locations with a- dedicated commumication path. Special Access circuits are also unswitched -
arid provide:a dedicated communication path, but these circuits connect a customer location to the Point:
of Presence of another telecommunications company. GRUCom transport services are ‘provided at
various:levels ranging from 1.5 megabits per second ("Mbps’ Y.to 10 gigabit per seconid ("Gbps"). Part of
(_:RE JCom's business strategy is to use unbundled network elements from the incumbent local exchange
carvier; AT&T, in anticipation of fiber extensions to specific service locations.. GRUCom ‘also uses the -
fiber optic network to provide high speed Internct access services. Business Internet and Dedicated
Ifternet Access ("DIA" class service connections are offered at access speeds ranging from 10 Mbps up to
1 Gops-and bulk residential Internet access service is provided to participating MDU communities at
Boﬁedu up to 1 Gbps under the brand name GATOR NET. In 2017, GRUCom upgraded its bulk
GATORNET services to deliver. Symmetrical bandwidth, a fust in the Gainesville area. GRUCOIII
opf‘ra tes eleven communications towers in the Gainesville area and leases antenna space on these towers

dwell'as on two of the System's water towers, for a total of thirteen antenna attachment sites. Two of the
{1}/8 transmitter sites for the countywide public safety radio system are also located on these
cémmumv atwns towers. Wireless communications service providers lease space on the towers and, in
most cases, also purchase fiber: transport services from GRUCom to receive and deliver traffic at the
towers. G =RU “om provides transport services that carry a substantial por tion of cell phone traffic in the
Gainesville urban area. The GRUCom public safety radio system began operation in 2000. These services

" are provided over Federal Communications C ommission ("FCC")-licensed 800 MHz frequencles utilizing °

a trunked radio system that is'compliant with the current frequency allocations enacted by the FCC in
2010 to accommodate personal communication services ("PCS") providers. The trunked radio system
meets current industry standards for irteragency operability:* The trunked radio system consists of 22
trunked voice frequencies. Antenna sites are linked fo the network controller zmd various dispatch’
centers utilizing GRUCom's transport services. - ;

Customers

GRUCom's customer base is growing as the fiber optic network is expanded and newproduct
offerings are introduced. Customer types vary for each GRUCom business activity.

. GRUCom's fiber transport customers include other land-line telecommunications companies, .
cellular télécommunications companies, private commercial and industrial businesses, federal, state and
local governmental agencies, public and private schools, public libraries, Santa Fe College, the University
of Florida, UF Health and the University of Florida Health Science Center. - As of September 30, 2017,
GRUCom had a total of 547 transport circuits in service.

Internet access services are provided to other Internet service providers, local businesses,
government agencies, and participating MDU housing communities. As of September 30, 2017, GRUCom
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had 6,287 Business Internet access customer connections and bulk residential Internet agreements with 31,
MDU communities. GRUCom tower space leasing services are used primarily by wireless providers,

which include celtular telephone and PCS companies. As of September 30, 2017, GRUCom executed 32°
tower leases, for space on eleven of its thirteen antenna attachment sites with eight different lessees,

including national and regional cellular service providers. A

- Public safety radio system customers consist solely of government entities due to restrictions on

the use of the frequencies allocated to the System under licenses issued by the FCC. The primary radio

system users include: the System, the Gainesville Police Department, the Gainesville’Fire Rescue
Department, the Gainesville Regional Transit System, the City's Public Works Department, the University
of Florida Police Department, the Santa Fe College Police Department, the City of Alachua Police
Department, the City of High Springs Police Department, the County's Sheriff's Office, the County's Fire .
Réscue Operations and the County's Public Works Departments. These users have entered into service:

agreements ‘which are valid through 2020, with minimum commitments for the number of users and = -
mbnthly fees:per user established for voiee and dispatch subscriber units. The public safety radio system’ " ="

isloperated by GRUCom on an enterprise basis, but an interagency Radio Management Board has been

established to govern user protocols, monitor system service levels, and review system changes that
‘eduld increase rates. As of September 30, 2017, the public safety radio system had 2,683 subscriber units

infservice.

.

GRUCom Projected Revenue and Customer Count

i 2019 2020 2021 2022 2023 2024
Telecom:and Bata Service Sales $8,678,576  $9,236,042 $9,910,564 $10,590,704 $11,271,774  $11,971,075
TRS Sales 1,736,814 1,718,776 1,700,924 1,683,258 T 1,665,776 1,648,475
Tower Leasing Sales 1,783,253 1,826,788 1,871,480 1,917,360 1,964,464 2,012,823
anrSt:ar:.dard Sales (Non-

Recurring) 35,000 35,000 35,000 - 35,000 35,000 - 35,000
! Tatal Raverue §12.233.643 $12,816,606 $13517,968 $14,226,323 $14,937,014 = $15,667,373
Projected Business Customer

Count 277 328 © 429 528 - Teyy - 726

Description of Facilities

‘ As of September 30, 2017, GRUCom had 527 miles:of fiber optic cable installed - throughout
Gainesville and the County. The fiber strand count included in the cable depends on service
requirements for the particular area and ranges from 12 to 144 strands. The fiber is installed in a ringed
topology consisting of a backbone Joop and several subtending rings. Service is provisioned on the
network in two ways: for services requiring transmission through Synchronous Optical Network
standard protocol, GRUCom has deployed equipment manufactured by Ciena (primarily); and for -
services requiring transmission through Ethernet standard protocol, GRUCom uses equipment
manufactured by Cisco and Telco System. GRUCom is in the process of retiring the Cisco Systems
equipment and migrating all Ethernet to the Telco System’s transmission platform. The Telco Systems
equipment will enable GRUCom to provide multi-protocol line switching functionality and reduce
network infrastructure equipment complexity. The Ethernet protocol provides GRUCom with increased
flexibility for managing bandwidth delivered to the customet. The maximum transport speed currently
utilized in the fiber optic network is 10 Gbps, which is enough bandwidth to deliver more than 125,000
simultaneous phone calls (as an illustration). Bandwidth on this network is a function of the electronic
equipment utilized and, with technologies such as dense wave division multiplexing, éxpansion of the
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transport capability of the network is virtually unlimited. To exchange network traffic, GRUCom also-is
interconnected with other major telecommunications companies serving the Gainesville area.

© The public radio system employs a Motorola 800 MHz simulcast system configured with six
transmit and receive tower sites including 22 simulcast voice.and two additional mutual aid channels.
.GRUCom has begun the process of migrating to the P25 protocol.

m GRUCom maintains a point-of-presence at the Digital Realty Trust, Inc. collocation and

interconnection facility located in Atlanta, Georgia (the "ATL1 data center”). The ATL1 data center
provides access to hundreds of leading domestic and international carriers as well as physical connection:
‘points to the world’s telecommunications networks and internet backbones. Atlanta, Georgia is a major
fiber interconnection point from Florida to New York and the ATLI data center sits on top of most of the
fiber. GRUCom maintains an uitra-high bandwidth backbone transmission interconnection on diverse :
1(ﬁ1tes between Gainesville and the ATL1 data center to provide highly reliable Internet access to -
cﬂ&.tomer; in Gainesville. GRUCom is also a member of the Digital Realty Internet Exchange (the

“aternet Exchange"), a separate peering point in the ATL1 data center.- The Internet, Exchange allows.
'CRUCom to quic,k]y and easily exchange [niernet protocol ("1P") traf ffic directly with over 60 of the
© wiotld's largest Internet Service Providers ("ISPs"), Content Providers, Gaming Providers and Enterprises,

u"ecludmg companies siich as G soogle, Netflix, Apple, McAfee Akami, Hurricane Flectric (a major Internet
"%rvxce) Sprint, Level 3 and several other Internet service providers. The Internet Exchange participants
can route: 1P traffic efficiently, providing faster, more reliable and lower-latency internet or voice over
Internet protocoi ("VoIP") access to their customers, by bypassing intermediate router points so that
Triternet traffic may have direct access to destination networks.
22 GRUCom maintains a second point-of-presence at the Equinix, Inc. Network Access Point of the
An ericas ('WOTA") collocation and interconnection facility which is located in Miami, Florida. NOTA is
one of the most significant telecommunications projects in the world. The Tier-1V faCJ_hty was the first
purpose-built, carrier-neutral Network Access Point and is the only facility of its kind specifically
" designed to link Latin America with the resi of the world. WOTA is located in downtown Miami in close
proximity to rumerous other telecommunications carrier facilities, fiber loops, international cable
landings and multiple power grids. More than 160 global carriers exchange data at NOTA including
~seven Tier-1 world:-wide Internet service providers. GRUCom maintains an ultra-high bandwidth
backbone transmission interconnection between Gainesville and NOTA, separate from the ATL1 data
center interconnection circuits, which allows GRUCom to maintain a second, fully diverse data gateway.
and exchange to further enhance the reliability of the Internet services provided to customers in
Gainesville. In Miami, GRUCom is also connected to the FL-IX Peering facility to provide additional and
duplicate peering points with various ISPs including Content Providers, Gaming: Providers and
enterprises similar to the Internet Exchange connection in Atlanta. .

Capital Improvement Program

- 'I'he System's current five-year GRUCom capital lmpI‘UVt,lllLﬂl program 1equ1res approxunately‘
$19.5 million in capital expenditures for years ended September.30, 2018 through and including 2023. A
breakdown of the categories included in the six-year capital improvement program is outlmed below and
reflects the approved program from the fiscal year 2018 budget process. See "--Funding the Capital
Improvement Program - Additional Financing Requirements” below for more information regarding
funding,
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GRUCom Capital Improvement Program

Fiscal Years ended September 30,

2018 2019 2020 2021 2022 Total
GRUCom Systems $3,279,419 $797,585 $714,590 $947,019 $1,240,168 $6,978,781
Special Project 429,294 362,140 - - - 791,434
General Plant : 80,156 . 41,978 37,610 49,806 65,131 274,681
Miscellaneous and Contingency 253,919 303,872 271,991 359,868 471,085 - 1,660,735
Total CRUCom $4,042,788 $1,505,575 $1,024,191 $1,356,693 $1,776,384 - . +$9,705,631

Rates

i In general, the rates of municipal electric utilities in Florida are established by the governing
bodies of such utilities. The governing bodies of municipal water, waslewater and natural gas utilities in
Florida have exclusive jurisdiction over the setting of rates for said systems, subject only to certain
statutory restrictions upon water and wastewater rates outside the municipal corpdi‘ate limits. The City
‘Commission's sole authority to set the level of the rates and charges of the System is constrained by the
Résolution to set rates that comply with the rate covenant in the Resolution and takes into account
recomrnendations of the Utilities Advisory Board regarding proposed changes in fees, rates, or charges
fcgtr utility services. See "—Utilities Advisory Board" above and "SECURITY FOR THE BONDS - Rate
Cpvenant” herein. Future projected revenue requirement changes provided in this Official Staternent
have been developed by the:System'’s staff based on the most recent forecasts and operation projections

- Available. Under Chapter 366, Florida Statutes, the FPSC has jurisdiction over municipal electric utilities
otily to prescribe uniform systems and classifications of accounts, to require electric power COhservétion
and reliability; to regulate electric impact fees, to establish rules and regulations regarding cogeneration,
tq approve territorial agreements, to resolve territorial disputes, to prescribe rate structures, to preséribe
aridd enforce safety standards for transmission and distribution facilities and to presbr_ibe and require the
periodic filing of reports and other data. Pursuant to the rules of the FPSC, rate stmémfe:is‘ def'm'ed‘ as’..
. the classification system used in justifying different rates and, more specificélly}i‘the\ rate r‘el‘atic_)vns*hip/
between various customer classes, as well as the rate relationship between members of a customer class.” -
However, the FPSC and the Florida Supreme Court have determined that, except as to rate structure, the
FPSC does not-have jurisdiction over municipal electric utility rates. The FPSC also has the authority to
determine the need for certain new transmission and generation facilities. ' '

Although the rates of the System are not subject to federal regulation, the National Energy Act of
1978 contains provisions which require the City to hold public proceedings to consider and determine the
appropriateness of adopting certain enumerated federal standards in connection with the establishment
of its retail electric rates. Such proceedings have been completed and the results currently are reflected in
the Systern's policies and electric rate structure. R

Electric System

Each of the System's various rates for electric service consists of a "base rate" component and a
"fuel and purchased power adjustment” component. The base rates are evaluated annually a;)d.adjus_ted
as required to fund projected revenue requirements for each fiscal year. The fuel and purchased power
adjustment clause provides for increases or decreases in the charge for electric energy to cover increases
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or decreases in the cost of fuel and purchased power to the extent such cost varies from a predetermined
base of 6.5 mills per kWh. The current fuel and purchased power adjustment formula is a one-month
forward-looking projected formula which is based on a true-up calculation, from the second month
preceding the billing: month, based on actual fuel costs valued on a weighted average accounting basis,
including purchased power, and the upcoming month's estimates of fuel and purchased power costs.

¥ The table below presents electric system base rate revenue requirements, fuél and purchased
power adjustment and total residential bill changes since 2013 and Management's most recent projections
of futuze base rate revenue requirements, fuel and purchased power adjustment and fotal residential bill
changes.

Electric System :
Base Rate Revenue Requirements, Fuel and Purchased Power
Adjustment and Total Bill Changest

:- : Percentage Base Percentage Fuel and 7

B g Rate Revernie . Purchased Power Total Resideritial Bill

f Requirements Adjustment - ‘Percentage

; Ry Increase/{Decrease)) [ncrease/{Decrease)® mcrea'sé/'(Decréasé)@)

Historical {Fiscal Year '

Be girning):

I “October 1, 2013 (5.60)% 37.20% 9.20%

. Cetober 1, 2014 (8.50) 17.00 - 270

g 0October 1,2015 0.00 (6.70) 520y

" : -~ October 1, 2016 0.00 (3.70) (2.00)

T October 1, 2017 2.00 ; 0.00 1.15

i February 1, 20184 31.40 (50.00) (8.00)

Projected (Fiscal Year

Beginning):® : :

‘ October 1, 2018 3.00% ' 2.00% 2.50%
October 1, 2019 4.00 : 2.00 290"
October 1, 2020 2.00 ' 2.00 ' 2.00
October 1, 2021 1.00 ' 2.00 1.50 -

. October 1, 2022 1.00 2.00 150
Q) Change in overall system-wide non-fuel reverwue requirement. Increases or decreases are applied

to. billing elements to reflect the most recent cost of service studies and to yield the overall
revenue requirement.

) Historical change in weighted average retail fuel adjustment.

gl Based on residential monthly bill at 1,000 kwh. ‘

“ Changes resulting from the acquisition of the DHR Biomass Plant. ;

51 All changes in the System's. revenue requitements are subject to approval by the City
Commission, which usually occurs in conjunction with its approval of the Sys_temfs annual
budget.

The electric and natural gas systems use amounts qh deposit in a reserve known as the "fuel
adjustment levelization balance” that the System accumulates. The balance of the reserve as of
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September 30, 2017, was negative $4,729,317 for both electric and natural gas combined. The balance of
this fund is anticipated to carry a balance of approximately 5% of the annual fuel expense budget on an’
average year. ‘ g

In. 2014, the City Commission approved the addition.of an Economic Development Rate fornew ...
and existing general service demand and large power commercial electric customers of the System in an
effort to attract large, regionally competitive new commercial. custorners and incentivize local growth.
Approval of the applicable changes to the City Code of Ordinances occurred in November 2014. - The
Economic Developmient rate allows for a 5-year, 20% discount to the base rate portion of the electric:bill
of a new customer who adds a load of at least 100,000 kWh per month or a 15% discount to the base rate
pdrtion of the electric bill of an existing customer who increases its baseline usage by a minimum of 20%.
There is no discount on the fuel adjustinent portion of the bill under this program, but the addition of
load will distribute. the fixed costs of the DHR Biomass Plant across a greater number of kWh, lowering =
the fuel adjustment for all customers. This program is base revenue neutral during the five year discount
period, with additional base revenues after the discount ends. The System does not have any customers
cti_'ltrenﬂiy‘ perticipating in this program. ' '

{ Public roadways in Gainesville and in portions of the unincorporated areas of the County within

tiwe Sysiem's service territory are served by streetlights operated and maintained by the System, which

“bifls the appropriate jurisdiction for payment, Currently, the City of Gainesville General Fund (the

"General Fund”) pays for streetlights in Gainesville. Pursuant to a 1990 agreement, the General Fund
reimburses the Board of County Commissioners of the County to, in effect, pay for the streetlights in such
portions of the unincorporated areas served by the System.

;|

: Rates and Charges for Eleciric Service

The electric rates, effective October 1, 2017, are provided below by class of service. Though the
rates are funictionally uniburidled, they are commonly presented in a bundled format.

Residential Standard Rate

Customer charge, Per MONHN ...y $14.25
First 850 kWh, Total charge per kWh......ooooiiiiniines . $0.044
All kWh per month over 850, Total charge per kWh .....oociviininisnninnns $0.066

Non-Residential General Service Non-Demand Rates

Customers in this class have not established a demand of 50 kW. Charges for electric service are:

Custorner charge, per month . ... cremieemneess | $29.50
First 1,506 kWh per month, Total charge per KWh...occccowcsmmscsmsmmmissssisies $0.070 *
All kWh per month over 1,500, Total charge per KWh ......ooovveereciisrenesnnnss YT 800103

Non-Residential General Service Demand Rates

Customers in this class have established a demand of between 50 and 1,000 kW. Charges for
electric service are:
Customer charge, PEr TOMEN ..........ccuumusiasssmssmsmmmiseessessstsssssssssssssises s $100.00
Total Demand charge, per kW ... $8.50
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Total Energy charge, per KWh.......cccooines e e T $0.0412

Non-Residential Large Power Rates

Customers in this class have established a demand of 1,000 kW or greater. Charges for electric
service are:

Customer charge, per Iomth . .. T $350.00

Total Demand charge, per kW ..o 1 - - $8.50
Total Energy charge, per kWho...c.o.oo... TP PO A . [ - $0.037

Customers-in all classes are chiarged a fuel and purchased power adjustment. Chapter 203,
Flotida Statutes, imposes a tax at the rate of 2.5% on the gross receipts received by a distribution
campany for ntility services that it delivers to retail consumers in the state of Florida:and requires that the
distribution company report and remit its Florida Gross Receipts tax to the Florida Department. of:
Reveriue on a monthly basis. All non-exempt customers residing within the City's corporate limits pay a .
“ufility tax (public service tax) of 10% on portions of their bill. All non-exempt customers not residing
 within the City's corporate limits are assessed a surcharge of 10% and also pay a County utility tax of 10%
‘r{s‘ portions of their bill: All non-residential taxable cusiomers pay a State sales tax of 6.95% on portions
sof their bill: The minimum bill is the customer charge plus any applicable demand charge. The billing
. demand is defined as the highest demand (integrated for 30 minutes) established during the billing
#month. . The City's codified rate ordinances include clauses providing for primary service metering
/" discounts and facilities leasing adjustment. \

[Remainder of page intentionally left blank]
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Comparison with Other Ulilities

The table below shows the average monthly bills for electric service for certain selected Florida
electric utilities, including the System. Residential bills are commonly compared at 1,000 kWh in Flonda,
however GRU's customers typically average closer to 800 kWh per month. : gy

Comparison of Monthly Electric Bills®

General Service

i Demand Large Power @@
Residentdal Non-Demand 30,000 kWh 430,000 kWh
1,000 kWh 1,500 kWh 75 kKW 1,000 kW
Kigsimmee Ulility Authority $96.51 $157.3 $2,662.99 .. $36,439.02:
Ldkeland Electric u, $101.21 $148.11 $2,40830 - - :$33,765.56 - "
Of:]ando Utilities Commission : $106.00 $165.22 $2,574.60 - = $3517240° -
Tlcrma Power & Lifht Company $106.16 $159.34 $2,54928 $35,76556
}fm $108.50 $155.64 $2,715.10 "$37:886.50
=’ﬂgm‘)a Bledtric Comnpany = B $109.55 $174.92 %2,650.15 $36,301.30
. ‘L;,}f of Tallahassee B $312.81 $146.16 $2,77947 $37,827.16
Clay Electric Cooperative, Inc. $112.90 $171.05 - $2,728.25 $35,806.00
Ft. Pierce Utilities Authority : $116.84 $184.43 3,170.85 $47,367.20
~Okcala Blectyic Authority g $117.64 $174.42 $3,011.51 $43,274.63
Gainesvillé Regional Usilities - - $121.00 $215.50 £3,665.50 $49,359.00
City of Vero Beach ; ) $122.95 $191.41 $3,428.15 $48,398.40
Duke (Energy Florida) $128.03 $195.55 $3,004.91 -~ $42,029.02
Gulf Power Company : $142.24 $204.55 $3,058.63 $43,000.38

m Rates in effect for February 2018 applied to noted billing units, ranked by residentiai bills.
’Includes 6% franchise fees for investor-owned utilities FPL, Gulf, Tampa Electric Company and
Duke. Excludes wutility taxes, sales taxes and surcharges. The System’s bills in the table assume
participation in the Business Partners Program. »
Source: Prepared by the Finance Department of the System based upon pubhshed base rates and charges
for the time petiod given with fuel costs provided by personal contact with utility representatives
unless otherwise published.
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Water and Wastewater System

.. The table below presents water system revenue requirements and total residential bill changes

since 2013 and Management's most recent projections of future revenue requirements and total bill
changes. The percentags increases shown represent the aggregate amount required to-fund increases in:
projected revenue requirements for the water system.

i

LE—

Water System
Revenue Requirement and Total Bill Changes

Percentage:
Revenue Requirement Total Bill .
Increase™ Increase®
Historical
October 1, 2013 3.85 . 1 10.20
Qetober 1, 2014 3.75 1.90
October 1, 2015 3.75 10.40
October 1, 2016 3.00 2.20
October 1, 2017 0.00% 0.00%
Projected®
Qctober 1, 2018 0.00 . 0.00
October 1, 2019 0.00 - 0.00
October 1, 2020 0.00 0.00
October 1, 2021 0.00 0.00°
October 1, 2022 0.00 0.00

m

@)

3

Change in overall revenue requirements collected from all retail customer classes from billing
clements, including monthly customer service charges and water usage charges. Increases ave
applied to billing elements to reflect the most recent cost of service study and to yield the overall
revenue requirement. “
Based on monthly bill at 5 Kgal.

All changes in the System's revenue requirements are subject to approval by the City
Commission, which usually eccurs in conjunction with its approval of the System's annual
budget.

The table below’ presents wastewater system revenue requirements and total residential bill

Changes since fiscal year 2013 and Management's most recent projections of future revenue requirement
and total bill changes. The percentage increases shown represent the aggregate amount required to fund
increases in projected revenue requirements for the wastewater system.
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Wastewater System
Revenue Requirement and Total Bill Changes

Percentage
Revenue Requirement Total Bill
Increase® Increase®
Historical
October 1, 2013 2.40 1.70
QOctober 1, 2014 4.85 4.00
Qctober 1, 2015 4.85 3.30
October 1, 2016 3.00 1.50
October 1, 2017 0.00% 0.00%
Frojected®
October 1, 2018 0.00 0.00
October 1, 2019 0.00 0.00
October 1, 2020 4.00 4.00
Qctober 1, 2021 4.00 . 4.00
October 1, 2022 4.00 ; 4.00

o Change in overall revenue requirements collected from all retail customer classes from billing
elements, including monthly customer service charges and ‘wastewater usage charges (as d
“: function of water usage). Increases are applied to billing elements to reflect the most recent cost
of service study and to yield the overall revenue requirement.
&l Based on monthly bill at 5 Kgal.
@  * All changes in the System's rates are subject to approval by the City Commission, which usually
. eccurs in conjunction with its approval of the System's annual budget.

Rates and Charges for Water and Wistewaler Services

Total water and wastewater system revenues are derived from two basic types of charges which
reflect costs: (a) monthly service charges and (b) connection charges. The current schedule ‘of fees, rates
and charges, combined with other revenues for the water and wastewater systems, provides sufficient
funds to meet all operation and maintenance expenses, prorated debt service, and internally: generated
capital expense: The connection charges are designed to provide for the capital costs associated with the
water and wastewater system expansion. Growth in retail revenues due to projected customer growth
provides for all other increased costs. ik

. Residential customers are subject to inverted block rates: As of October 1,.2015, the first tier
pricing is applied to the first 4,000 gallons used, the second tier pricing is applied to usage between:5,000
-and 16,000 gallons, and the third tier pricing is applied to usage above 16,000 gallons. A three tier billing
structure has been in place since 2001. Over time the thresholds for quantities of water billed in each
block has been lowered to current break points.
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. The City Commission also adopted a new Multi-Family water rate as part of the fiscal year 2015
budget. The pricing for the usage charge is the same as the second tier of the three tier residential rate.

The University of Florida is charged different rates than other:customers because of the City's
corimitment not to receive General Fund transfers from sales to the University of Florida and because the
University ‘of Florida owns and maintains its own on-campus water distribution system. The General
Fund transfer policy reflects a historical commitment which enticed the University of Florida to locate in
thé City of Gainesville in the early 1900's. In October 1999, the University of Florida water rates were
indexed to non-residential water rates. Specificaily, the off-campus price was established at 89% of the
published System price. The on-campus price was 78% of the off-campus price. In 2004, the University
of: Florida rates became cost-of-service based.

“ Monlltly Service Charges

5 L= .
“Monthly customer charges are levied for the actual units of service rendered to individual
‘cljr,,.stomers, Customers pay a rate per thousand galions of water consumed or wastewater treated, and-all
- customers pay a monthly customer charge, as shown on Table 1 below. All wastewater customers are
bject to rate -surcharges for wastewater discharges which exceed Ilormal domestic strength.
mercial eustomers are billed 95% of their water usage as wastewater while residential customers are
bifled ihe lesser of actual water usage or winter maximum vsage, in order to better identify water used
sfor Gowestic purposes for wastewater billing, Table 2 below lists the charges for water and wastewater
sérvice that will becormne effective October 1, 2017. These rates are unchanged from fiscal year 2017.. '

Sid

Tabie 1. Monthly Water Customer Charge by Meter Size

Meter Size Monthly Customer Charge
5/8" and %" _$945 ,
1" 9.65 .
15" 1250
% 20.00
By 74.00
4" ~-100.00
6" 140.00
8" .200.00
10" 275.00
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Table 2. Current Monthly Charges For Water and Wastewater Services

Water Rates:
Residential i
Customer Billing CRarge ... sl Based on meter size
Consumption Rate:
1,000 £0 4,000 gallONS ...covemvevreivnririirineenn CavrnansFis i " :$2.45 per 1,000
S gallons
5,000 to 16,000 gallonis .........cceervrirrerncnes P A et 2R S -+ $3.75 per 1,000 -
: ik * ‘gallons
17,000 Or more ZallONS.......cvuevierrresisscasstsns s $6.00 per 1,000
gallons
Commercial
Customer Billing Charge ... i Based on meter size
CONSUMPHONTRALE fotevvensenenssrisssrsnerssassisssssesssassdisis s s $3.85 per 1,000
; . gallons
. University of Florida TR
Z Customier Billing Change c oo i Based on meter size
| Consumption Rate:
On-campuis FACIHHES ...vvvoerreev s e $2.29 per 1,000
' gallons
Off-campus fACHIHES. ivevuoriei i $2.83 per 1,000
gallons
City of Alachua®
: Customer Billing Charge .o Based on meter size
| CONSUAPHON RALE 115 cicirerrreemmsammsssscssesss s sbsssss s $1.62 per 1,000
!, gallons

Wastewater Rates:
Residential and Commercial
Customer BIIENG CRAFZE ... ccvvrrrreeeeresesisacisimeemsssenssssssss s ssessssssssss $9.10 per month
ATLUSAZED .. bivimssss s s b s $6.30 per 1,000
gallons

- The System provides wholesale water service to Alachua for resale to four locations.
@ Wastewater rates apply to all metered water consumption up to a specified maximum. The
residential maximum is established for each customer based upon its winter (December or
-January) maximum water consumption. The non-residential maximum is 95% of metered water
use.
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Comparison with Other Cilies

The System's average water and wastewater charges in effect for the month of October 2017 are
compared to those for thirteen other Florida cities {based on rates in effect for February 2018) in the table
below.

Comparison of Monthly Residential Water
and Waslewaler®

Water ~ Wastewater Total
Gainesville Regional Utilities $30.50 $53.20 $83.70
Ocala $16.64 $44 .57 $61.21
Lakeland $23.53 $46.54 $70.07
Orlando £14.43 . $50.37 $64.48
Tampa - $21.04 - $44.08 $65.12
Jacksonville $23.37 $46.33 "$69.70
Pensacola (FCUA) $29.02 $50.64 $79.66
Tallahassee $24.57 $59.77 $84.34
Ft. Pierce $38.73 $53.73 $92.46

1) Comparisons ate based on 7,000 gallons of metered water-and 7,000 gallons of wastewater ireated
and rates in effect for February 2018. Excludes all taxes, surcharges, and frarchise fees. Sorted in
ascending order by total charges. GRU's rates are as of October 2017 and other utility rates are as
of February 2018. 4 .

Source: Prepared by the Finanee Department of the System based upon published rates and qharg,éé
and/or personal contact with utility representatives of the applicable system.

Surcharge

Nori-exempt-water customers residing within the City's corporate limits are assessed a 10% utility
tax. Nor-exempt water customers residing outside the City's corporate Jimits are assessed a 25%
surcharge and pay a'10% County utility tax. There is no utility tax on wastewater. However, non-exempt
wastewater customers residing outside the City's corporate limits are assessed a 25% surcharge. Effective
October 1; 2001, water and wastewater connection charges were subject to the 25% surcharge imposed on
non-exempt customers not residing within the City's corporate limits. This surcharge on connection fees
was suspended for fiscal year 2015 and was re-implemented in fiscal year 2016.

Connection Charge Methedology

Beginning October 1, 2016 GRU made a change in its assessment of connection charges to more
equitably distribute the costs of demand on the System to each customer based on their anticipated
demand on the System. The change is intended to be revenue neutral for the System. New single family
connections and small non-residential connections will continue to pay a Minimum Connection Charge,
which is similar to how GRU currently charges for these small connections. Larger non-residential
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connections, with an estimated use greater than 280 gallons per day, will pay a flow-based connection
charge. Multi-family connections will continue to pay flow-based connection charges and are not
affected by these changes. d :

-Calculation of the estimated average water use for a non-residential customer is based on the
total square footage of the business multiplied by the water use coefficient to obtain gallons per day. If
the average water use is estimated to be 280 gpd or less the Minimum Connection Charge will be
assessed. Tf the water use is estimated to be greater than 280 gpd the customer will pay a flow-based
connection charge.

Effective October 1, 2017, transmission and distributien/collection system connection charges.for, .=/ -

individual lots are $448 to connect to the water system and $744 to connect to the wastewater system.
Waterand wastewater plant connection charges for individual lots are $675 and $2,554, respectively. The
water meter installation charge is $677 for a typical single family dwelling (requiring 3/4 inch meter). The
total witer system:connection charges for a typical single family jdwdlihg (requiring 3/4 inch meter) are. -

. 41,800 for new water service and the total wastewater connection charges are $3,298 for new wastewater.

- service. Total water and wastewater connection charges for a typical single family dwelling are $5,098.
Also, these i a 25% surcharge applied to new connections located cutside of the incorporated area of the
City. ‘

Infrastructure Improvement Area

: The System's water and wastewater extension policy requires that new development projects pay
the cost for the infrastricture improvements needed to serve them. Under this policy, developers
X gypically design and install most of these improvements, with the System’s review and approval, as part
‘of the design and construction for their development projects. In some cases, the System may cortstruct
these improvements, with the developer reimbursing the System for the cost. RS :

* The City Commission, by adoption of Ordinance No. 110541 on April 7, 2016, established the
“Innovation- District Infrastructure Improvement Area.” Within the designated area, the Systemn-
developed a-master plan for major water distribution and wastewater collection capacity improvements :
needed to facilitate current and anticipated future development. The System is constructing these
improvements according to the master plan. [The System has constructed $1.26 million in water system
improvements and $1.02 million in wastewater collection system improvements as of the date of this
Official Statement] The cost for these improvements will be recovered through "infrastructure
improvement area user fees" which new development projects pay at the time of connection to the
System. These user fees are calculated for each development project based on the size of the project and *
type of project.  The user fees are set based on recovering the System's expenditures with interest over a
20 year period. The City Commission enacted Ordinance No. 160725 on March 16, 2017 increasing the
fees for the improvement area. = Rt

Natural Gas System

Each of the System's various rates for natural gas service consists of a "base rate" component and
a "purchased gas:adjustment’ component. The base rates are evaluated annually and adjusted as
required to fund projected revenue requirements for each fiscal year. The purchased gaé adjus'tment
clause provides for increases or decreases in the charge for natural gas to cover increases or decreases in
the cost of gas delivered to the System. The current purchased gas adjustment is calculated with a
formula using a one-month forward-looking projection and a true-up of the second month preceding the
actual fuel cost in the billing month.
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‘The table below presents natural gas system base rate revenue requirements, purchased gas -

adjustment and total residential bill changes since 2013 and Management's most recent projections of
future base rate revenue requirements, purchased gas adjustment and total residential bill changes. The
. petcentage changes shown represent the aggregate amount required to fund changes in projected non-
fuel and purchased gas revenue requirements for the natural gas system.

Natural Gas Systemn
Base Rate Revenue
Purchased Gas Adjustment and Total Bill Changes

Percentage
Percentage Base Purchased Gas
Rate Revenue Adjustment Revenue Total Bill
; Increase/(Decrease)V . Increase/(Decrease)?  Increase/(Decrease)®
H[ torical ’ ;
Cetober 1, 2013 . 0.85 poo - (0.60) -
2 Ociober 1, 2014 4.25® 4.10 y 2.90
i Cetober 1, 2015 475 {36.40) 8.30
i October 1, 2016 9.06 (13.10) 4.40
¢ Ociaber 1, 2017 0.00% 0.00%® ' 0.00%®
Projected®
October 1, 2018 - 0.00 2.00 0.40
4 October 1, 2019 0.60 2.00 0.50
T October 1, 2020 0.00 200 0.50
October 1, 2021 0.00 2.00 : 0.50
October 1, 2022 0.00 ' 2.00 0.50

M

@

)

5

.Change in overall non-fuel revenues collected from ‘all retail customer classes from bﬂlmg

. elements, including monthly service charges and energy usage charges ("therms"}. Fuel revenue

requirements are collected as a uniform charge on all therms of energy used. Increases or
decreases are applied to billing' elements to reflect the most recent cost of service studies and to
yield the overall revenue requirement. A separate charge for remediation of the MGP site wis
implemented in 2002. For additional information on the MGP. site, see "-- The Natural Gas
System ~ Manufactured Gas Plant” above:

Historical purchased gas adjustment revenue mcrease represents the change in welghted average
purchased gas adjustment.

Based on monthly residential bill at 25 therms.

All changes in the System's revenue requirements are subject to approval by the City’
Commission; which usually occurs in conjunction with its approval of the System's annual
budget. - '
Includes purchase gas adjustment increase equal to $0.23 per therm.
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Rates and Charges for Natural Gas Service

The current natural gas rates, etfective October 1, 2017, are provided below by. class, of service;

Residential Service Rate

Customer Charge............. $9.75 per month

Non-Fuel Energy Charge ... SR, . LS $0.63 per therm
Small Commercial RAtE.. ..o oot

CUSTOMET CRATZE . ooeciciiriieiciseess et s $20.00 per month

Non-Fuel Energy Charge.. o s $0.62 per therm

General Firm Service Rate
CUSEOMEr CRATEE ..ol et s s $45.00 per month
Non-Fuel Faetgy CRarge .o asins oo $0.44 per therm

Large Volume Interruptible Rate : .
CuSLOMIEE CHATEE (it ierressse e ssissss st sa s ss s s $400.00 per ronth
Noti-Fuel Brergy Charge ..o s s $0.27 per therm

- Manufactured Gas Plant Cost Recovery Factor (Applied to All Rate Classes) $0.0556 per therm

i . Custormets in all classes are charged a purchased gas adjustment and the Manufactured Gas Plant

. @hstRecovery Factor. Chapter 203, Florida Statutes, imposes a 2.5% tax based on an index price applied
to the quantity of gas billed. All non-exempt cistomers residing within the City's corporate limits pay a

- @ity utility tax of 10% on portions of their bill. All non-exempt customers not residing within the City's
- corporate limits pay a 10% County utility tax on portions of their bill and a 10% surcharge on portions of
their bill.  All nor-residential taxable customers pay a State sales tax of 6% on portions of their bill. For
firm customers, the minimum bill equals the customer charge. : L

[Remainder of page intentionally left blank]
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Comparison with Other Ltiliiies

The System's average natural gas charges in effect for the month of October 2017 are compared to
those for eleven other municipal and private natural gas companies (based on rates effective February: -
2018) in the following table. The System's gas rates are among the lowest in the State.

Comparison of Monthly Natural Gas Bills™

Residential General Firm Large Volume
. ¥ 25 therms 300 therms 30,000 therms
4 Gainesville Regional Utilities %$37.64 $262.68 $17,068.00 - .
- Okaloosa Gas District $38.42 $313.30 $21,895.84 .
Tallahassee ) $39.98 $395.71 $22,241.79
.~ Clearwater $44.50 $409.00 $30,250.00
o . City of Sunzise. $44.74 $378.60 $19,218.65 - -
v Ft Pierce : $47.33 $334.72 $23,989.19 -
¢ Kissimmee® $47.89 .- $34896 $27,675.70
+ Lakeland® : 2 $47.89 $348.96 $27,675.70
o Orlando® ‘ $47.89 T 534896 $27,675.70
Lt Tampa® : $47.89 $348.96 $27,675.70
v+ Central Florida Gas $55.07 $448.37 $30,374.70
© Pensacola $60.30 $584.88 $30,397.07
My - Rates in effect for February 2017 applied to noted billing volume (excludes all taxes) GRU’s rates
are as of October 2017 and other uiility rates are as of Febrsary 2017,

@h Service provided by People's Gas.

Sburce; Prepared by the Finance Department of the System based upon published base rates: and charges
for the time period given with fuel costs provided by personal contact with utility representatives
unless otherwise published.

[Remainder of page intentionally left blank}
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water and wastewater services for residential customers in selected Florida locales ‘for the month: of .- ¢

Comparison of Total Monthly Cost of Electric, Gas, Water and
Wastewater Services for Residential Customers in Selected Florida Locales

. The following table shows comparisons of the total monthly cost.for a "basket” of electric, gas,

October 2017, based upon (a) typical average usage by the Systern's residential customers by category of

service

and (b) standard industry benchmarks for average usage by residential customers.

Comparison of Morithly Utility Costs®

Based Upon
Typical Average
Usage by Based Upon - .
Residential Customers  Standard Industry
- of the System® ‘Usage Benchmarkst®
Tampa $173.21 $22256
Kissimmee $175.38" $214.48
Orlando $177.74 $226.74
Lakeland $178.99 $219.17
Gainesville Regional Utilities $182.01 $237.34
Jacksonville $184.65 $226.09
Tallzhassee $187.98 $237.14
Qcala $188.39 $226.74
Clay County $190.13 $228.02
Vero Beach $194.34 $239.17 -
Fi. Pierce $202.49 $256.63
Pensacola $220.62 $282.21 - -

a:

3

Source:

Based upon rates in effect for February 2018 by the actual providers of the specified services in
the indicated locales, applied to the noted billing units. . Excludes public utility taxes, sales taxes,
surcharges, and franchise fees. GRU rates are as of October 2017.

Monthly costs of service have been calculated based upon typical average annual usage by
residential customers of the System during the fiscal year ended September 30, 2017, as follows:
for electric service: 800 kWh; for natural gas service: 20 therms;-for water service: 5,000 gallons
of metered water; and for wastewater service: 4,000 gallons of wastewater treated.

. Monthly costs of service have been calculated based upon standard industry benchmarks for

average annual usage by residential customers, as follows: for electric service: 1,000 kWh; for
natural gas service: 25 therms; for water service: 7,000 gallons of metered water; and for
wastewater service: 7,000 gallons of wastewater treated.

Prepared by the Finance Department of the System based upon (a) in the case of electric and gas
service, published base rates and charges for the time period given, with fuel costs provided by
personal contact with utility representatives of the applicable system unless otherwise published
and (b) in the case of water and wastewater service, published rates and charges and/or personal
contact with utility representatives.

Since the System's rates for electric, water and wastewater service are designed to encourage

conservation, average usage of those utility services by residential customers of the System are lower
than the standard industry benchmarks for average usage by residential customers that typically are used
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for rate comparison purposes. As a result, the total monthly cost of electric, gas, water and wastewater
service for residential customers of the System, calculated based uponi average usage by such customers,
compares favorably to what the total monthly cost of such services would have been, calculated based
upon such standard industry benchmarks. ' : y

Summary of Combined Net Revenues

. The following table sets forth a summary of combined net revenues for the fiscal years 2013, 2014,
2015 and 2016, along with combined net revenue information for the nine-month. period ended June 30,
2017. ‘The information is derived from the audited financial statements of the City for the System. Such
information should be read in conjunction with the City's audited financial statements for the System and
the notes thereto for the fiscal years.ended September 30, 2013, 2014, 2015, 2016 and 2017, referenced in
APPENDIX B-1 attached hereto or in prior audited financial statements.

Revenues;
Electrie:
Water |
Wastewater
Gas
GRUCom
'l'ntaI: Reventes

Operation and Maintenance Expenses®:

- Electric
Water
Wastewater
Gas
GRUCom v
Total Operation and Maintenance
‘Expenses w

MNet Revenues:
Eleclric
Water
Waslewater
Gas
GRUCom

Total Nét Revenues

Aggregate Debt Service on Bonds
Debt Service Coverage Ratio for Bonds

Débt Service on Subordinated Indebtedness!

Total Debt Service on Bonds and
‘Siibordinated Indebtedness

Debt Service Coverage Ratio for Bonds and

Subordinated Indebtedness®
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Fiscal Years Ended Septernber 30,

(in thousands)

2013 2014 2015 2016 2017
$249,410 $280,48 $298,014 $308,071 $317,644
32,368 31,827 32,524 33,818 35,091
37,667 36,052 38,261 42,346 44,185
124,341 25,801 24,111 24,325 21,925
12,206 10,694 12,600 11,744 11,450
$355,892  $384,856 $406,410 $420,304 $430,295
$167,524 $203,506 $217,082 $225,290 $235,525
13,132 13,321 13,559 14,827 15,463
13,584 13,968 14,334 17,388 19,052
14,779 16,726 15,318 14,577 12,902
5,374 6,492 8,460 7,422 7,109
$214;393 $254,013 $268,753 $279,504 $290,051
$81,886 $76,976 $81,832 $82,781 $82,119
19,236 18,506 18,965 18,991 19,627
24,083 22,084 23,927 24,958 25,133
9,462 9,075 8,793 9,748 9,023
6,832 4,202 4,140 4,322 4,341
$141,499. $130,843 $137,657 $140,800 i $140,243
$56,101 $54,860 $55,461 $55,822 . $55,989
252 2.39 2.48 252 2,50
$11,789 $5,182 $6,178 $6,205 6,583
$67,890 $60,042 $61,639 $62,027 $62,572
2.080) 2189 2.230) 2.276)

87
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m Includes administrative expenses. Excludes depreciation and amortization. J SN P
® - Excludes principal of maturing commercial paper notes which were paid from newly-issued

commercial paper notes.
@) The historical debt service coverage calculation described above is based on the ‘rate covenant -

described in "SECURITY FOR THE BONDS-Rate Covenant" herein. At the end of 2017 the DHR
Biomass Plant was acquired using proceeds of the 2017 Series A Bonds, the 2017 Series B Bonds:
and the 2017 Series C Bonds. Therefore, historical debt service coverage levels shown in the table.
above would not necessarily be indicative of anticipated future debt service coverage levels in

‘necessary to finance the costs of such acquisition. The City anticipates that such coverage levels
will drop significantly in future fiscal years. For the fiscal year ended September 30, 2018 fot
- . example, it is anticipated that such debt service coverage ratio for Bonds and Subordinated
indebiedness calculated this way will decrease approximately 1.80 times. Such acquisition is not
expected te adversely affect the City's ability to pay debt service on the Outstanding Bonds, or to
ctherwise comply wath any of its obligations under the Resolution, including the rate cqvenan{.
On the contrary, such acquisition is expected to improve financial results. In particular, the City
expects to realize futore annwal cash flow savings from elimination of payments pursuant to the
: PPA, taking into account new .annual debt service on the 2017 Bonds. When debt service
' coverage gets calenlated on a cash flow basis rather than pursuant to the Resolution, the coverage
level is expected to increase. .
Source: Prepared by the Finance Department of the System.

The:Gperating results of the Systemn veflect the results of past operations and are not necessarily
imdicative of vesults of operations for any future period. Future operations will be affected by factors
relating to -changes in rates, fuel and purchased power and cther operating costs, environmental

" regulation, increased competition in the electric utility industry, economic growth of the community,

labor contracts, population, weather, and other matters, the nature and effect of which cannot at present
be determined. Net Revenues take into account amounts transferred to or from the Rate Stabilization
Fund.

See also "Management's Discussion and Analysis” in the audited financial statements of the
System referenced in APPENDIX B-1 attached hersto. In addition, for a .discussion of derivative
transactions entered into by the System, see Note 9 to the audited financial statements of the System in
APPENDIX B-1 attached hereto.

Management's Discussion of System Operations

Results of Operations

The operating results of the System reflect the results of past operations and are not necessarily
indicative. of results of operations for any future period. Future operations'will be affected by’ factors
relating to changes in rates, fuel and other operating costs, environmental regulation; increased
competition: in the electric utility industry, economic growth of the community, labor contracts,
population, weather, and other matters, the nature and effect of which cannot at present be determined:
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. For the electric system, base rate revenue requirements for the fiscal year ended September 30,
2015 increased by 8.5%. For the fiscal year ended September 30, 2016, requirements were unchanged and
remained unchanged through the fiscal year ended September 30, 2017. While the System has .

experienced upward rate pressure due to sales growth, increased efficiencies and cost controls have kept ..

the :overall customer bill increases, including fuel, in line with inflation. For the fiscal year ended
September 30, 2015, the electric system deposited $2.3 million, to the Rate Stabilization Fund. For the
fiscal years ended September 30, 2016 and 2017, the electtic system withdrew $1.0 million and $15.5
million, respectively, from the Rate Stabilization Fund. For the fiscal year ended September 30, 2018, the
electricsystem is projected to withdraw approximately $7.5 from the Rate Stabilization Fund. :

i

. Energy: sales (in MWh) to refail customers increased 1.8% per year from the fiscal year ended
September 30; 2013 to the fiscal year ended September 30, 2017.. The number of electric customers
increased at an average annual raie of 6.89% for the fiscal vears md“d September 30, 2013 through 2017.
Native: load fuel costs for the eleciric system between the fiscal years ended September 30, 2015 and 2016 .
:thi{ slectric fuel cost decreased by approximately $1.0 million (1%). Between the fiscal years ended
S¢pternber 39, 2016 and 2017 fuel costs increased appm\lmately $6.67 million (4.3%). From the fiscal year
ended September 30, 2015 to the fiscal year ended September 30, 2016 fuel reverues decreased by

- approximately $10.2 million (7%).
2

%, . Eorthe fiscal years ended September 30, 2013 throvgh 2017, natural gas sales decreased by 11%
per year; The number of gas customers increased at an annual rate of approximately 1.09% between fiscal -

years ended September 30, 2013 and 2017,

b

E

/ ' Natural gas fuel cost decreased by approximately $2.6 million (28%) between the fiscal years
gnd ed September 30, 2015 and 2016, and increased by approximately $275 thousand (4%) between the
ﬁf:cal years ended September 30, 2016 and 2017. This fluctuation in gas cost is reflective of the riatural gas
cfpmmodﬁy market prices during the same timeframe. Since these costs are passed along to customers as
‘part of the purchased gas adjustment charge each month, any natural gas cost increases or decreases are
offset by purchased gas adjustment revenues. The base raté revenue requirement for the natural gas
system remained unchanged fer the fiscal year ended September 30, 2013, with a riominal increase of
0.85% for the fiscal year ended September 30, 2014. For the fiscal year ended September 30, 2015 base rate
revenue requirement for the gas system was increased by 4.75% For the fiscal years ended September 30,
2016 and 2017 the base rate revenue requirements were increased by 4.25% and 9.0%, respectively. For
the fiscal year ended September 30, 2014, the natural gas system withdrew approximately $1.0 rrulhon'
from the Rate Stabilization Fund. For the fiscal year ended September 30, 2015, the natural gas syste
deposited approximately $1.6 million to the Rate Stabilization Fund. For the fiscal year ended September
30, 2016, the natural gas system withdrew approximately $2.0 million from the Rate Stabilization Fund.
For the fiscal year ended September 30, 2017, the natural gas system deposited approximately $1.1 million
to the Rate Stabilization Fund. In order to recover costs associated with the remediation of soil
contamination caused by the operation of an MGP, the City established a per therm charge as part of the
gas system's customer rate in the fiscal year ended September 30, 2003. The estimated remaining cost to
be recovered is approximately $17.0 million. See "-- The Natural Gas Syster - - Manufactured Gas Plant”
above. The MGP has billed at a rate of $0.0556 per therm since October 1, 2014.

Water system sales are impacted by seasonal rainfall. For the fiscal year ended Scptember 30,
2013 through 2017, sales. decreased by an average annual rate of .88% and customers grew 1.01%.
Revenues from water sales increased by approximately $5,791,015 for the fiscal year ended September 30,
2013 through 2017. The water revenue increases were primarily the result of rate increases, kept
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moderate by low customer growth and slow sales growth .due .to price sensitivity and :conservation
efforts. 1l iR

Water base rate revenue requirements were increased by 35% in the_,.,figgéh,_yeg: ende_d, :
September 30, 2013, 3.85% in the fiscal year ended September 30, 2014, 3.75% in cach of the fiscal years
ended September 30, 2015 and 2016, and for the fiscal year ending September 30, 2017, the base rate 1
revenue requirement was increased by 3.0%. For the fiscal years ended September 30; 2015, 2016 and
2017, the water system contributed approximately $2.4. million, $3.3..million; and:$2.5 million,
re§}f5ecﬁve1y, to the Rate Stabilization Fund. B : i .

i ‘Wastewater system billings :genierally track water system sales.. From the fiscal. year ended
Séptember 30, 2013 to 2017, the'wastewater system billing volumes increased .;9_”%.,per year. Revenues
during this samre period increased 13.6% due to base rate revenue, requirement increases. - Approximately
3:2% more wastewater was billed for the fiscal year ended September 30,:2017, as compared to fiscal year
ended September 30, 2016, while reveriues increased by 5.0% during the period; also due to base rate
revenue requirement increases. ‘ :

4
3
A

- Wastewater base rate revenue requirements were increased by 3.00% in the fiscal year ended

:Séptember 30, 2013, 2.4% in the fiscal year ended September 30, 2014, 4.85% in each fiscal years ended

September 30, 2015 and 2015, and for the fiscal year ending September 30, 2017 the base rate revenue
réjuirement remained unchanged.

For the fiscal years ended September 30, 2015, 2016 and 2017, the wastewater system deposited

+ “approximately $2.9'million, $2.1 million’and $850 thousand, respectively, to the Rate Stabilization Fund.
: GRUCom's sales have increased from $10.5 million in fiscal year ended September 30, 2013 to $11.2

million in fiscal year ended September 30, 2017. This is a 6.7% increase over this 4 year time period. Sales
were $11.2 million, $10:9 million and $11.7 million in fiscal years ended September 30, 2014, 2015 and
2016, respectively. For.the fiscal year ended September 30, 2015, GRUCom withdrew approximately $1.4 k
million from the Rate Stabilization Fund, GRUCom deposited approximately $7,400 from the Rate
Stabilization fund, for the fiscal year ended September 30, 2016 and for the fiscal year ended September
30, 2017, GRUCom 'withdrew approximately $585 thousa nd from the Rate Stabilization Fund. '

The debt service coverage ratio ('"DSCR”) is a financial ratio that measures a company's ability to
service its current debts by comparing its net operating income with its total debt service obligations. See
"SUMMARY OF COMBINED NET REVENUES" above which shows GRU's DSCR for year's fiscal year
2013 through and including fiscal year 2017.

The operating results of the System reflect the results of past operations and are not hecessarily
indicative of results of operations for any future period. Future operations will be affected by factors
relating to changes in rates, fuel and purchased power and other operating costs, environmental
regulation, increased competition in the electric utility industty, economic growth of the community,
labor contracts, population, weather, and other matters, the nature and effect of which ¢annot at present
be determined. Net Revenues take into account amounts transferred 'tol or fiont the Ra'te""S_téilbiszation
Fund. S e W Fe ey

shape 200 el

Liquidity Position

ER Sy

GRU periodically updates its liquidity targets based on an internal qr’lalf‘)}éi:s of marl_cet,f ‘operating
and other risk factors in order to determine an appropriate liquidity target for the System. The following
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table identifies this target as well as the sources of funds and accounts, to include available capacity in

GRU’s commercial paper program, that can be used to meet this liquidity target:

Liquidity Targets: $61,721,696 $62,861,136 *  $$64,053,679 $65,863,464 $67,271,957
Operating Cash® 8,413,557 8,413,557 8,413,557 8,413,557 8,413,557
Rate Stabilization Fund 62,346,835 57,688,602 57,103,291 56,655,493 57,566,522
Utilities Plant Improvement
Fund for Reserves® 23,381,159 25439,366 29,289,961 24,284,692 28,155,560

Total Reserves: $94,141,551 $91,541,525 $94,806,809 $89,353,742 $94,135,639

Tax-Exempt CP/ Taxable '

CP Lifies® : 40,000,000 - 40,000,000 40,000,000 40,000,000 40,000,000
. Total:Liquidity and Lines $134,141,551 $131,541,525 $134,806,809 $129,353,742 $134,135,639
Over/Under Target $72,419,855 $68,680,389 $70,753,130 $63,490,278 = $66,863,682
O Includes 60 days of operating cash. For the Fiscal Year ended September 30, 2017, GRU
E maintained approximately 195 days of liquidity on hand.
i3 Consists of total Utilities Plant Improvemeni Furd balances less Utilities Plant Improvement
! Fund funds restricted for debt service and construction,
@ . GRU currently expects additional capacity in the calendar year 2018,

Source: Prepared by the Finance Department of the System.

Transfers to General Fund

The City Commission established a General Fund transfer formulia for the System for fiscal year
2015 through fiscal year 2019 pursuant to Resolution Number 140166, adopted on July 23, 2014. The
General Fund transfer formula will be up for renewal beginning with the fiscal year ending September 30,
2020 The transfer formula established the base amount of the fiscal year 2015 transfer, less the amount of
ad valorem revenue received each year by the City from the DHR Biomass Plant. The fiscal year 2015
base transfer amount increases each fiscal year over the period between fiscal year 2016 through fiscal
year 2019 by 1.5%.

This transfer formula is to be reviewed at least every other year by the System's staff and the
City's General Government staff. The transfer amount may be paid from any part of the System's
revenue or a combination thereof. The City Commission may modify the transfer amount or the transfer
formula at any time. As disclosed in "-Legislative Matters Affecting the City", there is a voter referendurn
scheduled for November 2018. If approved by the voters, a new utility board will replace the City
Commission as the governing body of the System and the new utility board is given the authority to
reduce the transfer amount by up to 3% each year thereafter. : '
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The transfers to the General Fund made in the fiscal years ended September 30, 2012 through and
including 2017 were as follows:

Transfers to General Fund

Fiscal Years ended September 30, Amount - % Increase/(Decrease)
2012 $36,004,958 2.2%
2013 36,656,458 1.8%
2014 37,316,841M 1.5%
2015 34,892,425 (7.1)%
2016 34,994,591 0.03%

2017 35,814,010 _ 2.3%

m Year ended September 30, 2014 was the last year of a‘four year agreement regarding
General Fund transfer calculation methodology, where the agreed upon value was
compared to prior formulaic calculation and a gain/loss sharing was applied. '

Source: Prepared by the Finance Department of the System. '

' The projected transfers to the General Fund made in the fiscal years ended September 30, 2018
through and including 2020 are as follows:

L : Projected Transfers to General Fund

Fiscal Years ended September 30, Amount % Increase/(Decrease)
2018 $36,351,220 1.5%
2019 36,896,488 1.5%
2020 37,449,935 1.5%

Source: Prepared by the Finance Department of the System.

Investment Policies

The System's investment policy provides for investmeént of its funds. The primary goals of the
investment policy are (1) preservation of capital, (2) providing sufficient liquidity to meet expected cash
flow requirements, and (3) providing returns commensurate with the risk limitations of the program.
The System's funds are invested only in securities of the type and maturity as permitted by the
Resolution, Florida Statutes and its internal investment policy. The System does not presently have, notr
does it intend to acquire in the future, derivative or leveraged investments or investments in mortgage-
backed securities. The System does not invest its funds through any governmental or private investment
pool (including, without limitation, the Florida PRIME or the former Local Government Surplus Funds
Trust Fund administered by the State's Board of Administration).

Debt Management Policy

The System's debt management policy applies to all current and future debt and related hedging
instruments issued by the System and approved by the City Commission. The purpose of the policy is to
provide guidance for issuing and managing debt. The System debt is required to be managed with an
overall philosophy of taking a long term approach in borrowing funds at the lowest possible interest cost.
To achieve this goal, the System will continuously work towards developing an optimal capital structure,
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including the types of variable rate exposure, in view of the System's risk tolerance to market

fluctuations, capital market outlook, future capital funding needs, rating agency considerations, and

counterparty credit profiles.

: Competition

In recent years, energy-related enterprises have become more influenced by the competitive
pressures of an increasingly deregulated industry, especially the wholesale power market. The Florida
retail electric system is under no immediate threat of market loss due to the current laws and regulations
governing the supply of electricity in Florida, which presently prohibit any form of retail competition.

The System's other enterprises currently are operating in competitive environments of one form or

another. These competitive envitonments include the natural gas system by-pass and competition

agéinsi other LP distributors and alternative fuel types, private wells, septic tanks and privately owned
witer and wastewater systems, and the entire teltcommumcauons arena for GRUCom. -

?{' ; Management's response to the increasing competition in:the wholesale ‘power market uncludmg
interchange and economy sales), and the corollary open aceess changes in the electric transmission
nﬁ work has been to stay involved and form strategic alliances. These alliances fall into two categories,
O{I‘i’ ventures and industry associations, The most significant joint venture the System is currently
inwolved in is TEA, a Georgia nonprofit corporation established for power marketing, fuels procurement,
and. financial hedging and risk management (see "~ The Electric System ~ Energy Sales — The Energy

-Authority” above). - The System's staff is very involved with the American Public Power Association, the
Florids Municipal Electric Association ("FMEA"), and FMPA. These industry associations have proven to
bé a powerful.-way to stay informed, plan, and help shape federal and state policies to protect customer
irtterests and assure the fair treatment of municipal system

The natural gas system has been subjected to competltlon due to the deregulation that has™
occurred in that industry since the early 1990's. A consequerice of this deregulatlon for municipal gas
utilities in Florida is that "end-users" are allowed to secure and purchase their gas requirements directly
from gas producers, thereby "bypassing” the monopoly prod_licer/pipélihe systems. The System's rate
structures:largely avoid this concern. The System passes fuel costs directly through its purchased gas
adjustment, and rates applicable for transportation of system by-pass are allowed to earn a return on
distribution infrastructure, which is the sole basis for the System's revenue requirements. Thus, a
customer electing to bypass the System simply substitutes its ablhty to-buy gas for the System's ability to
buy gas. The sole example of bypass experiericed by the System to date was in the case of service to
Duke's cogeneration plant at the University of Florida where the amount of non-fuel revenue realized -
from the customer was virtually unchanged by its decision to ‘contract for its own gas supply. Several
strategies are being implemented to gain a competitive advantage for the System in natural gas sales
growth. Two very significant competitive advantages are the System's position of having among the
‘Jowest gas rates in the State, and the environmental benefits of natural gas for certain appliance end uses.
Appliance rebates and distribution system construction credits are employed to encourage and stimulate
customer growth. In addition, temporary LP distribution systems may be constructed to encourage and
rapidly accommodate the acquisition of a customer base that is just beyond an economic expansion of the
natural gas distribution system. These LP systems and customer appliances are converted to natural gas
when gas pipeline extensions become feasible. Rebates are also used to assist customers in overcoming
the short-term economic obstacles of converting existing electric appliances to natural gas in order to
allow them to obtain long-term financial, convenience, and environmental benefits, both inside and
outside the System's electrical service territory. The System has franchises to provide retail natural gas
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services to several nearby cities in the County. See "- The Natural Gas System — Service Area" herein for a
discussion of the status of the System's franchise agreement to provide natural gas service in the County.

Private wells, septic tanks, and privately owned water utilities are the traditional alternatives for
water and wastewater utility services and serve small populations where service from centralized
facilities is less’ practical or desirable. Comprehensive planning .in the City and the surrounding
unincorporated areas strongly discourages urban sprawl, and the System's incumbent status, competitive
rates and environmental record have resulted in a very favorable competitive position, with sustained
high levels of market capture from population growth. : : )

i

" GRUCom operates in a fully deregulated and competitive telecommunications environment.
Management has taken a targeted approach to this enterprise; seeking opportunities that maximize use of.
System assets, which include widely deployed fiber optic communication facilities and existing elevated
antenna structures (communications towers and water tanks),” while also taking advantage of its’
professional employee expertise in areas of utility and public-safety operations, information technology
and its close working relationships within the local businesses community and the commercial property
dgvelopment industry. GRUCom primarily engages its customer markets as a business-to-business
citterprise taking a consultative sales approach to solicit its services to private companies, governments,
telecommunications carriers, major institutions and other similar commercial users of high volume voice,
&%’ca and internet bandwidth applications.

GRUCom also provides data center co-location services within its telecommunications central
office building providing leased access to conditioned space, rédundant power and building systems and
highty-available communications facilities. Tenants include private businesses and government dgencies
“b-located for the purpose of off-site data back-up and storage, on-line hosting service providers co- ,
located for the purpose of accessing reliable high-capacity Internet connectivity, and other Internet and
telecommunications service providers who gain access to GRUCom's excellent local fiber transmission
sérvices at preferential rates available only to co-located resellers.

The System currently is pursuing opportunities related to séveral large development projects
occurring in the service territory to diversify revenues while investing in energy efficient systems, as was
successfully pursued in the South Energy Center. Due to the existing kriowledge, experience,
infrastructure and resources within the System's core utilities, it has a competitive advantage as it focuses
on chilled water services, and emergency backup power opportinities. g :

Chilled water provides an additional revenue source, while providing a more, efficient, cost
effective cooling system that is consistent with environmental stewardship. The System's strategy for
chilled water service does not depend on extensive distribution systems. Instead, each chilled water and
generation facility is located near the premises of the development. Additionally; the chilled water -
systems are modular and can be expanded incrementally as the customer base grows. This strategy will
limit the System's exposure for stranded assets or investing in infrastructure without having full
subscription to the available service, especially at a time when development has slowed significantly.

The Innovation District is an area of approximately 80 acres between the University of Florida's
campus and downtown Gainesville that has been master planned and is being transformed into an area
of high urban density to house and support scientific research and development and technology based
businesses as well as residential, retail, and hospitality development. The Innovation District is currently
a mixture of low density office, commercial and residential uses, and includes the former Shands at

25642/008/01343183.DOCv4 94



Alachua General Hospital ("AGH") site. The former Shands at AGH was demolished and the entire site is
now called Innovation Square. The University of Florida has constructed a three-story building known as
Innovation Hub on the site and has another building known as Innovation Hub Phase II under
construction. Innovation Square is a research oriented development that forms the nucleus of the
Irmovatien District: The Innovation District is projected to be comprised of approximately 3.7 million
:square’ feet of lab, business, residential, commercial, and institutional space. The Syster will have the
opporturtity to provide commercial power, emergency power, natural gas, water, wastewater; reclaimed
water, chilled water, and telecommunication services to the Innovation District. The Innovation Distriet
is.projected to constitute significant utility loads, including an electric load of more than 10 MW.

; Redevelopment of the Innovation District is an ambitious undertaking and has required that
basic. utility infrastructure be upgraded to support the detise urban development- that is envisioned.
Redevelopment in and around downtown Gainesviile, particularly when coupled with the University of
Flprida's international reputation as a premier scientific reésearch institution, presents tremendous "
opportunities for economic growth. ‘ :

In order to help facilitate development in the fnnovation District the System has de'ﬂgnated an
. h‘gjmvatmn District “Infrastructare Improvement Area” within which the System is constructing water
distribetion system.and wastewater collection sysient capacity improvemnents according to.a master plan.
rlj;se Systetn is charging an additional fee to new developrnent projects within the area to recover its costs.
.. This mechanism allows critical capacity improvements to be constructed as efficiently as possible. For
miore information, see - Rates-~Water and Wastewater System—Infrastructure Improvement Area” above.

i The System owns and operates a recently constructed facility, known as the Innovation Energy
Center, dedicated to serve Innovation Square. The facility provides chilled water and emergency power
for the Imnovation Hub building and future buildings being planned for the Innovation Square
development, under an exclusive provider contract with the University of Florida Development
Corporation. The modular facility has a current capacity of 870 tons of chilled water with. planned
expansion to 7,000 tons as additional customers are connected to the facility.

Currently, there .is no initiative and little indication of interest in pursuing retail electric
deregulation. either in Florida or nationwide. Management has a renewed focus on maintaining and
improving the projected levels of Net Revenues, debt service coverage, and the overall financial strength
of the System. To be successful at this, the System will require many of the same goals and targets
necessary to be prepared for retail competition. These goals and targets relate to enhancing customer
loyalty and satisfaction by providing safe and reliable utility services at competitive prices.

Ratings Triggers and Other Factors That Could Affect the System's Liquidity, Results of
Operations or Financial Condition

The System has entered into certain agreements that contain provisions giving counterparties
certain rights and options in the event of a downgrade in the System's credit ratings below specified
levels and/or the occurrence of certain other events or circumstances. Given its current levels of ratings,
Management does not believe that the rating and other credit-related triggers contained in any of its
existing agreements will have a‘material adverse effect on the System's liquidity, results of opetations or
financial condition. However, the System's ratings reflect the views of the rating agencies and not of the
System, and therefore, the System cannot give any assurance that its ratings will be maintained at current
levels for any period of time.
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Liquidity Suppori for the System s Variable Rate Bonds

The System has entered into separate standby bond purchase agreements with certain
commercial banks in order to provide liquidity support in connection with tenders for purchase of the
2005 Series C Bonds, the 2006 Series A Bonds, the 2007 Series A Bonds, the 2008 Series B Bonds and the
2012 Series B:-Bonds (collectively the "Liquidity Supported Bonds"). The following details the Liquidity -
Supported Bonds, the bank providing the liquidity support and the termination date: of, the current
facility:

Series Bank Expiration
2005C Landesbank Hessen Thilringen Girozentrale Novembet‘ 24,2020 ‘
2006A Landesbank Hessen Thiiringen Girozentrale November 24, 2020
2007 A State Street Bank and Trust Company - , ‘March 1, 2018
20088 Barclays Bank FLC . i June 29 2020
20128 Citibank, N.A. 3, e Iune 29, 2020

| The standby band purchase agreements telating to the Liquidity Supported Bonds prov;de that

Jy quuu:hty Supported Bond that is purchased by the applicable bank pursuant to its standby bond
pU!‘(“hﬁ e agreement may ‘be tendered or deemed tendered to the System for payment upon the
“odcurrence of certain "events of default” with respect to the System under such standby bond purchase
* agreerent.; Upon any such tender or deemed tender, the Liquidity Supported Bond so tendered or
deemed tendered will be due and payable immediately.

y  The standby bond purdwaqe agreements relating to the 2005 Series C Bonds and the 2006 Series A
Bonds, provides that it is an "event of default” on the part of the System thereunder if any of the ratings
fall below "A2" (or its equivalent) by Moody's and below "A” (or its equivaient) by S&P, or below "A" (or
its equivalent) by Fitch or is withdrawn or suspended. The standby bond purchase agreement relating to
the 2007 Series A Bonds provides that it is an "event of default” on the part of the System thereunder if the
ratings or the 2007 Series A Bonds, without taking into account third-party. credit enhancement fall
below "Baa3” by Moody's and "BBB-" by S&P or are withdrawn or suspended. The standby bond
purchase agreement relating to the 2008 Series B Bonds provides that it is an "event of default" on the part
of the System thereunder if any rating on the 2008 Series B Bonids or any Parity Debt, without taking into
account third-party credit enhancement, falls below "Baa3" by Moody's, "BBB-" by. S&P. or "BBB-" by Fitch
or is withdrawn or suspended (other than any withdrawal or suspension that is taken for non-credit -
related reasons). The standby bond purchase agreement relating to the 2012 Series B Bonds provides that
it is an "event of default" on the part of the System thereunder if the ratings on the 2012 Series B Bonds,
without giving effect to any third-party credit enhancement, fall below "Baa3" by Moody's, "BBB-" by 5&P
or "BBB-" by Fitch or is withdrawn or suspended (other than any withdrawal or suspension that is taken
for non-credit related reasons). Any Liquidity Supported Bond purchased by the applicable bank under a
standby bond purchase agreement will bear interest at the rate-per annum set forth in such standby bond
purchase agreement, which rate may be significanily hlgher than market rates of interest borne by such -
Bonds when held by investors. : :

Liguidity Supporl for the System’s Commercial Paper Program

The System also has entered into separate credit agreements with certain commercial banks in
order to provide liquidity support for the CP Notes. The CP Notes constitute Subordinated Indebtedness
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under the Resolution. If, on any date on which a CP Note of a particular series matures, the System is not
able to issue additional CP Notes of such series to pay such maturing CP Note, subject to the satisfaction
of certain conditions, the applicable bank is obligated to honor a drawing under its credit agreement in an
amount. sufficient to pay the principal of such maturing CP Note. The credit agreements for the Series C
Notes and the Series D Notes currently have stated texmination dates of November 30, 2018 and Avgust
28,2020, respectively, which dates are subject to extension in the sole discretion of the respective banks.

The credit agreéments provide that, upon the occurrence and continuation of certain "tender
evenis" on the part of the System thereunder, the banks may, among other things, (a) issue "No-lssuance
Instructions” to the issuing agent {or the CP Notes of the applicable series, instructing such pa ying agent
not to issue any additional CFF Notes of such series thereafter, (b) terminate the cornmitment and the
applicable bank's obligation to make jouns or (¢) require immediate payment from the System for any
outs anding principa) and aceried ingerest due under the lespectwe credit agreement.

Wlﬂ" Lu;pmt to mf Series C N otes, among others, it is-an 1rnmed1ate terminatior event under the

T\/ﬁoud §'s, BBm'. by J&P or ‘bBu—" by I‘lt(_‘h OF are SU3PEN .ded o w1thd1uwn for credit-related reasons.
i :

Yith vespect o the Sevies [y Motes, amiong others, il is an immizdiate termination event under the
“mtcd credit agreement if the ratings assigned to any of the Systern's Bonds fall below "Baa" by Moody's,
"BBB-" by S&P or "BBB-" by Fitch or are suspended or withdrawn for credit-related reasons.
Y
Any drawing made under a ‘credit agreement bears interest at the rate per annum set forth in

such credit agreement, which tate way be significantly higher than market rates of interest borne by the

related CP Molos.

4

Diircct Placomend Travsactions

The City has entered into direct placemeni transactions with two different counterparties under
CICA agreements with respect to the 2017 Series B Bonds and 2017 Series C Bonds. The current
counterparties are Wells Fargo Bank, N.A,, for 2017 Series B Bonds, and Bank of America, N A., for the
2017 Series C Bonds.

For the 2017 Series B Ponds; the City has entered into a direct placement transaction with Wells
Fargo, NLA, for a three year term, expiringon ____ . During the term of the transaction, the City.-
will pay to the counterparty, & rate equal to 70% of the one-month LIBOR rate and an applicable spread of
35 basis points. Should the City’s credit rating fail below "Aa3" from Moody’s and/or ‘AA-"from S&P,
and/or "AA-"from Fitch, then the applicable spread will be increased by {10 bps] with each notch drop.

r

For the 2017 Series C Bonds, the City has entered into a direct placement transaction with Bank of
America, N.A, for a three year term, expiring on s . During the term of the tlansactlon the
City will pay to the counterparty, a rate equal to 70% of the one-month LIBOR rate and an applicable
spread of 41 basis points. Should the City’s credit rating fail below "Aa3" from Moody’s and/or ' AA-"from
S&P, and/or "AA-"from Fitch, then the applicable spread will be increased by 10 basis points with each

notcit drop.
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Inlerest Rate Swap Transaclions

The City has entered into interest rate swap transactions with four different counterparties under
interest rate swap master agreements with respect to the 2005 Series B Bonds, the 2005 Series C Bonds, the . -
2006 Series A Bonds, the 2007 Series A Bonds, the 2008 Series B Bonds and the 2017 Series B Bonds. - The' -
current counterparties are Goldman Sachs Mitsui Marine Derivative Products, L.P. and JP Morgan-Chase
‘Banlk, National Association, Goldman Sachs Bank, IUUSA and Citibank, N.A.

For the 2005 Series B Bonds, the City has entered into a floating-to-floating rate. mterest rate swap . .- :
ransaction (the "2005 Series B Swap Transaction”) for a pro rata portion of each of the maturities of the . .

2005 Series B Bonds. During the term of the 2005 Sevies B Swap Transaction, the City will ;pay to the .
counterparty a rate equal to the SIFMA Municipal Swap Index and will receive from the counterparty a
vate equal W 77.14% of the one-month LIBOR rate: GRU notes that the United Kingdom’s Financial
Cenduct Authority ("FCA"), a regulator of financial services firms and financial markets in the U.K,, has
stated that they will plan for a phase out of LIBOR with a target.end to the indices in 2021.: The FCA has
indicated they will no longer require the LIBOR indices be nsed after 2021, however LIBOR indices will
?no}t be protibited from being used after 2021. GRU also notes that the International’ Swaps ‘and
Derivatives Association ('ISDA") has not issued formal directives addressing the planned phase- -out of
LIBOR. As of the date of this publication, it is unclear what the overall impact will be on the expected
whase oul of the LIBOR indices and the resulting change due to the potential alternative reference rate.
The jnitial notior 1al amount of the 2005 Series B Swap Transaction was $45,000,000, which corresponded
toapproxiaately 73.1% of the principal amount of each maturity of the 2005 Series B Bonds. The eifect of
- thé 2005 Series B Swap Transaction was to synthetically convert the interest rate on such pro rata portion

“woofithe 2005 Series B Bonds from a taxable rate to 2 tax-exempt rate. The City has designated the 2005

SBries B Swap Transactionl as a "Qualified Hedging Transaction” within the meaning of the Resolution.
The counterparty to the 2005 Series B Swap transaction (Goldman Sachs Mitsui Marine Derivatives
Products L.P.) currently has a counterparty risk rating of "Aa2" from Moody’s and a counterparty credit
rating of "AA-" from S&P. When entered into, the term of the 2005 Series B Swap Transaction was
identical to'the term of the 2005 Series B Bonds, and the notional amount of the 2005 Series B Swap
Transaction was scheduled to amortize at the same times and in the same amounts as the pro rata portion
of the 2005 Series B Bonds. On August 2, 2012, $31,560,000 of the 2005 Series B BOnH_s were redeemed
with proceeds from the issuance of the City’s 2012 Series B Bonds. As a result, the 2005 Series B Swap
Transaction no longer served as a hedge against the 2005 Series B Bonds. However since the City had .
other taxable Bonds Outstanding, the City left the 2005 Series B Swap Transaction ou Lstandmg following ‘(
the issuance of the 2012 Series B Bonds, as a partial hedge against the interest rate movements. The 2005
Series B Swap Transaction is subject o early termination by the City or the counterparty at certain times

and under certain conditions. The currently scheduled termination of the 2005 Series B Swap Transaction

is October 1, 2021.

The City entered into a floating-to-fixed rate interest rate swap transaction (the "2005 Series C
Swap Transaction"). During the term of the 2005 Series C Swap Transaction, the City will pay to the
- counterparty a fixed rate of 3.20% per annum and will receive from the counterparty a rate equal to
60.26% of the ten-year LIBOR swap rate. Initially, the term of the 2005 Series C Swap Transaction was
identical to the term of the 2005 Series C Bonds, and the notional amount of the 2005 Series C Swap
Transaction was scheduled to amortize at the same times and in the same amounts as the 2005 Series C
Bonds. The effect of the 2005 Series C Swap Transaction was to synthetically fix the interest rate on the
2005 Series C Bonds at a rate of approximatety 3.20% per annum, although the City bears basis risk which
could result in a realized rate over time that may be lower or higher than the 3.20% rate. The
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counterparty (JPMorgan Chase Bank) currently has a counterparty credit rating of "Aa3" from Moody’s
and a counterparty credit rating of "A+" from S&P. The City has designated the 2005 Series C Swap
Transaction as a "Qualified Hedging Transaction”. On August 2, 2012, $17,570,000 of the 2005 Series C
Bonds were redeemed will proceeds from the issuance of the 2012 Series B Bonds. The City left the 2005
Series C Swap ‘Transaction outstanding following the issuance of the 2012 Series B'Bonds, as a partial
hédge against the interest rate movements. The 2005 Series C Swap Transaction is subject to early
termination by the City or the counterparty at certain imes and under certain conditions. The carrently. -
scheduied termination of the 2005 Series C Swap Transaction is October 1, 2026.

& In September 2005, the City entered into a forward-starting floating-to-fixed rate interest rate
sWap transaction (as amended, the "2006 Series A Swap Transaction”). During the term of the 2006 Series

‘A Swap Transaction, the City will pay to the counterparty afixed rate of 3.224% per annum and will
receive: from the counterparty a rate equal to 68% of the ten-year LIBOR swap rate minus 36.5 basis. .
'p:;ﬂnt The effect of the 2006 Series A Swap Transaction was to synthetically fix the interest rate on the

z@ﬂﬁ Series.A Bonds at a rate of approximately 3.224% per annum, although the City bears basis risk, - -
w‘hu i could result ini @ realized rate.over time that may be lower or higher than the 3.224% rate. Injtially; -
e term 16§ the 2006 Series A& Swap Transaction was identical to the term of the 2006 Series A Bonds, and
thée notional: amount of the 2006 Series A Swap Transaction was schieduled to amortize at the sare times
I%CI Jin the same amounts as the 2006 Series A Bonds. The counterpasty to the 2006 Seties A Swap

i l’ism saciion (Goldman Sachs Mitsui Marine Derivatives Products L.P.) currently has a counterparty risk

rmtm of "Aa2" from Moody’s and a counterparty credit rating of "AA-" from 5&P. The City has

" “designated the 2006 Series A Swap Transaction as a "Qualified Hedging Transaction”. On August 2, 2012,

ﬁ"»é" Q3,000 of the 2006 Sories A Bonds were redeerned with proceeds from the issuance of the 2012 Series

“BBonds. The C ity left that portion of the 2006 Series A Swap Transaction outstanding as a partial hedge

gamst the interest rate movements. The 2006 Series A Swap. Trausaction is subject to early termination
b the City or the counterparty at certain times and under certain conditions. The currently scheduled
fermination of the 2006 Series A Swap Transaction is October 1, 2026.

The City has entered into a floating-to-fixed rate interest rate swap transaction: (the "2007 Series A
Swap Transaction") with respect to the 2007 Series A Bonds. The term of the 2007 Series A-Swap.
Trarnisaction is identical to the term of the 2007 Series A Bonds, and the notional amount of the 2007.Series
A Swap Transaction will amortize at the same times and in the same amounts as the 2007 Series A Bonds. .
During the term of the 2007 Series A Swap Transaction, the C1ty will pay to the counterparty a fixed rate
0f'3.944% per annum and will receive from the counterparty arate equal to the SIFMA Municipal Swap .-

Tnidex. The effect of the 2007-Series A Swap Transaction is to synthetically fix the interest rate on the 2007

Series A Bonds at a rate of approximately 3.944% per annum. The counterparty to the 2007 Series A Swap
Transaction (Goldman Sachs Mitsui Marine Derivatives Products L.P.) currently has a counterparty risk
raling of "Aa2" from Moody’s and a financial program rating of "AA-" from S5&P.  The City has
designated the 2007 Series A Swap Transaction as a "Qualified Hedging Transaction” within the meaning
of the Resolution: The 2007 Series A Swap Transaction is subject to early termination by the City or the
counterparty. at certain times and under certain conditions. The currently scheduled termination of the
2007 Series A Swap Transaction is October 1, 2036. ‘ fa

The City has entered into two floating-to-fixed rate interest rate swap transactions (the "2008.
Series B Swap Transactions") with respect to the 2008 Series B-Bonds. The terms of the 2008 Series B:Swap
Transactions are identical to the term of the 2008 Series B Bonds, and the notional amourit of. the 2008.
Series B Swap Transactions will amortize at the same times and in the same amounts as the 2008 Series B
Bonds. During the terms of the 2008 Series B Swap Transactions, the City will pay to the counterparty a -
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fixed rate of 4.229% per annum ‘and will receive from the counterparty a rate equal to the SIFMA
Municipal Swap Index. The effect of the 2008 Series B Swap Transactions is to synthetically fix the

interest rate on the 2008 Series B Bonds at a rate of approximately 4.229% per annum. The:counterparty: : -

to the 2008 Series B Swap Transactions (JPMorgan Chase Bank) currently has a counterparty: risk rating of
"Aa3" from Moody’s and a financial program rating of "A+" from S&P. The City has designated each of ,
the 2008 Series B Swap Transactions as a "Qualified Hedging Transaction” within the meaning of :the'. -
Resolution. The 2008 Series B Swap Transactions aré subject to early termination by the City or the
counterparty at certain limes and under certain conditions. ‘The currently scheduled termination of the

2008 Series B Swap Transaction is October 1, 2038.
I

g As detailed above, the interest rates on the 2012 Senes B Bonds are hedged, in pari, by the 200‘3
Series B and C Swap Transaction as well as the 2006 Series A Swap Transaction. A T

¢ - The City has entered into a cancellable floating-to-fixed rate interest rate swap transaction (the .
"3017 Series B Swap Transaction") with respect to the 2017B Beonds. The two counterparties for this swap - -
trénsaction are Citigroup, N.A. and Goldman Sachs Bank USA. In the aggregate, terms of the 2017 Series

i Bjﬁwap Transactions are identical to the term of the 20178 Bonds, and the notional amounts of the 2017 .

é'.

%fs{rws B Swap Transactions will amortize at the same times and in the same amounts as the 2017B Bonds.
th .re Goldman Sachs Banlk, USA is the courderparty, during the term of this 2017 Series B Swap
Tiansaction, the City will pay a fixed rate per annum of 2.119% and GRU will receive from the

“vdunferparty a rate equal to 70% of 1 month LIBOR. The current notional amount with respect to

Goldman Sachs Bank, USA is $105,000,000. Where Citibank N.A. is the counterparty, during the term of
thiis 2017 Series B Swap Transaction, the City will pay to C itibank, N.A., a fixed rate per annum of 2.11%
and GRUwill receive from the counterparty a rate equal to 70% of 1 month LIBOR. The effect of the 2017
Béries B Swap Transaction is to synthetically fix the interest rate on the 2017B Bonds. The City has |
designated the 2017 Series B Swap Transaction as a "Qualified Hedging Transaction” within the meaning .
&6 the Resolution. The 2017 Series B Swap Transaction is subject to early termination by the City or the.
counterparty or counterparties at certain times and under certain conditions. The currently scheduled
termination of the 2017 Series B Swap Transaction is October 1, 2044. However, the City has-an optional
early terminate date of October 1, 2027 and semiannually thereafter, subject to early termination terms.

The parties entered into a bilateral Credit Support Annex to which eligible collateral includes cash or
Treasury securities having a remaining maturity on such date of one year or less; Treasury securities
having a remaining maturity on such date greater than one up to and including five years or Treasury
securities having a remaining maturity on such date of greater than fivé years-up to and including ten
years. The thregshold amount: for posting collateral is based upon the counterparty’s or counterparties'

long term unsecured and unenhanced debt ratings from S&P- and Moody’s and the City’s credit ratings
on senior lien Bonds. f the credit ratings drop below BBB- by ‘S&P and Baa3 by Moody s, the threshold
shall be $0.

In December of 2017, the President signed the Tax Cuts and Jobs Act into law. One provision of
this law was to change the maximum corporate tax rate from 35% to 21%. Based.on the Agreements .
underlying the 2017 Series B Bonds, there was an adjustment-to the percent of LIBOR that GRU pays on
the bonds. The effect was to change the index associated with the 2017 Series B Bonds from 70% of 1
Month LIBOR to 85% of 1 Month LIBOR. Due to this chanige, the underlying index for the bonds no .
longer matches the underlying index for the 2017 Series B Swap Transaction. GRU does not believe these:.
changes are material in nature. :
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